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1. Reading Passage

When you ask an Al chatbot a question, the answer is computed inside an enormous,
power-hungry warehouse stuffed with specialised chips. Someone had to pay to build that
warehouse — usually by borrowing from a bank. And right now, according to a Financial Times
report, the banks doing that lending are running out of room.

Groups including JPMorgan Chase, Morgan Stanley, SMBC and MUFG are scrambling to find new
investors willing to take slices of the loans they've made to data centre projects. The reason is the
sheer scale of the Al build-out. Oracle, the database company that has reinvented itself as an Al
infrastructure giant, and CoreWeave, a specialist cloud provider, have together borrowed hundreds
of billions of dollars to construct facilities across the United States. One package alone — roughly
$38 billion of construction debt tied to Oracle-leased sites in Texas and Wisconsin — would rank
among the largest debt deals in history. Matthew Moniot, a credit executive at Man Group, told the
FT that 'the sizes we're talking about' are unlike anything lenders have considered before, and that
‘banks very quickly start choking.'

The choking metaphor is precise. Every bank operates under internal rules and government
regulations that cap how much exposure it can have to a single borrower. Once Oracle shows up as
the tenant or guarantor on dozens of separate financings, lenders bump into those caps and cannot
take on more — even if every individual loan looks safe. So banks are turning to a workaround that
has spread from Europe to North America in recent years: the Significant Risk Transfer, or SRT. In
an SRT, the bank keeps the loan on its books but sells the *risk* of default to outside investors —
typically private credit funds and insurers — in exchange for a fee. That frees up the bank's
regulatory capital so it can lend again.

Here's the catch. SRTs were originally designed for portfolios of dozens of smaller loans, where risk
is naturally diversified. The deals being explored now are different: a few enormous data centre
loans, often pointing back to the same handful of tenants. Frank Benhamou, a portfolio manager at
Cheyne Capital, told the FT that 'you expect to be paid a bit more for it' when the underlying pool is
so concentrated. Investors are also asking that banks keep 'a little bit of skin in the game,
according to David Lucking, a lawyer at Linklaters — meaning the bank retains some exposure so its
incentives stay aligned with the buyers'.

A further complication is public opinion. Communities near proposed data centres are increasingly
objecting to the noise, water use and electricity demand of the facilities, and that opposition
introduces a risk that even the most sophisticated financial structures struggle to price. Moniot
suggested that if he were a chief risk officer at a bank and his colleagues kept asking for fresh
exposure to multibillion-dollar projects, he'd want to know how easy it would be to 'sell it down' if
the public mood shifted.

The wider question this story raises is who actually finances the Al revolution. Banks have hit a
ceiling. Private credit firms — Apollo, Blue Owl, Pimco, BlackRock — are stepping into the gap, often
with less regulatory oversight than the banks they're partly replacing. The infrastructure of
artificial intelligence may end up being owned, in effect, by the same investors who manage

Page 2 | GenAware



retirement portfolios and insurance reserves. Whether that's a clever rerouting of capital or a
hidden new pocket of risk is the question Wall Street is now trying to answer in real time.
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2. Explanation

The biggest banks on Earth are quietly running out of room on their balance sheets — not because
of a crash, but because building artificial intelligence is devouring capital faster than they can
recycle it.

What's Going On?

JPMorgan Chase, Morgan Stanley, SMBC and MUFG have lent so much money to data centre projects
that they're bumping up against internal risk limits. To keep lending, they're now hunting for outside
investors — private credit funds, insurers, pension funds — willing to buy slices of those loans off their
books.

The trigger is the Al boom. Companies like Oracle and CoreWeave are borrowing hundreds of billions to
build the warehouses full of Nvidia chips that train and run models like ChatGPT. One Oracle-linked
package alone tops $38 billion across Texas and Wisconsin sites — the kind of size that, in the words of
one credit executive, makes banks 'start choking.'

How To Think About It

Imagine a bank's balance sheet as the cargo hold of a container ship. Every loan is a container;
regulators cap how much weight you can carry, and how many containers can be addressed to the same
recipient.

» It's like a single restaurant taking 200 reservations from one giant tour group: even if the group is
reliable, the place is full and walk-ins get turned away. That's why developers leasing to Oracle are
suddenly being told 'we're full on Oracle.'

e Or think of a blood bank that needs to keep moving plasma to new donors and recipients. SRTs are
the transfusion — they don't remove the loan, they shift the *risk* of it to someone else, freeing the
bank to lend again.

Key Things To Know

o The instrument at the heart of the story is the Significant Risk Transfer, or SRT — a structure that
lets a bank keep a loan on its books but sell the credit risk to a non-bank investor in exchange for a
fee.

e SRTs are common in Europe, where banks have used them for years to lower regulatory capital
requirements; North American banks only started embracing them seriously in the past few years.

» The mechanism: instead of one SRT tied to dozens of small loans (the classic recipe), banks are now
slicing up a few enormous data centre loans concentrated on borrowers like Oracle.

» Investors expect a premium for the concentration risk. As Cheyne Capital's Frank Benhamou put it,
you should 'expect to be paid a bit more for it' when the underlying borrower pool is tiny.

» What most people miss: this isn't a sign Oracle or CoreWeave are about to default. It's a sign that
even healthy lending can hit a ceiling when one borrower shows up everywhere.

Why It Matters
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Every chatbot, image generator and Al tutor you use sits on top of physical infrastructure that someone
had to finance. If the banks who fund that infrastructure run out of capacity, the whole Al build-out
slows — affecting which companies dominate the next decade, where data centres get built (often near
your hometown's power grid), and whether public backlash over noise, water and electricity use forces
projects to relocate. The article flags growing local opposition as a real risk multiplier.

The Bigger Picture

We've seen this movie before — in 2007, banks securitised mortgages to keep lending; in the 1980s, they
syndicated Latin American sovereign debt. Each time, moving risk off bank balance sheets unlocked
enormous growth, and each time it created opaque pockets of risk somewhere else. Watch for two
second-order effects: private credit funds becoming the de facto financiers of Al (with less regulation
than banks), and rising public backlash over the data centres themselves, which could make these loans
far riskier than the spreadsheets currently assume.
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3. Key Terms Glossary

Significant Risk Transfer (SRT)
A financial structure where a bank keeps loans on its books but sells the *credit risk* — the chance of
default losses — to outside investors in return for a fee. This frees up regulatory capital so the bank
can lend more.

Syndication
The process of splitting a single large loan among multiple lenders so no one bank carries the whole
exposure. When syndication 'breaks down,' it means buyers won't take the slices.

Counterparty
The other party in a financial deal. Banks have internal limits on how much exposure they can have to
any one counterparty (like Oracle) to avoid catastrophic losses if that party fails.

Private credit

Loans made by non-bank investors — funds run by firms like Apollo, Blue Owl or Pimco — that have
grown into a multi-trillion-dollar shadow lending industry over the past decade.

Capital requirements

Regulatory rules that force banks to hold a cushion of equity against the loans they make. Riskier
loans require more capital, which limits how much a bank can lend.

Hyperscaler / data centre tenant
A large cloud-computing customer (Oracle, Microsoft, Meta) that leases space inside a data centre
and runs Al workloads on it. Lenders treat the tenant's creditworthiness as central to whether the
building's loan gets repaid.

Skin in the game

Industry shorthand for retaining some financial exposure to a deal you've sold off, so your incentives
stay aligned with the buyers. Investors want banks to keep some, to prove the loans are sound.
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4. Reading Comprehension Quiz

Circle the best answer for each question.

Q1. The passage most directly argues that:
(OA) Oracle and CoreWeave are likely to default on their data centre debt within the year.
(OB) The scale of Al infrastructure borrowing is testing the lending capacity of major banks.
(OC) Significant Risk Transfers were invented specifically to finance artificial intelligence.
(OD) Public opposition to data centres has already halted several major projects in Texas.

Q2. Which choice best states the central idea of the passage?
(OA) European regulators have forced American banks to adopt new risk-sharing structures.
(OB) Banks are seeking outside investors to absorb risk from a surge of Al-related loans.
(OC) Private credit funds have become safer alternatives to traditional commercial banks.
(OD) Oracle has replaced Microsoft as the most aggressive borrower in the Al sector.

Q3. According to the passage, banks are pursuing private deals partly because:
(OA) they want to reduce concentrated exposure to large borrowers and free up lending capacity.
(OB) regulators have banned them from holding any further data centre loans on their books.
(OC) Oracle and CoreWeave have demanded that their loans be moved to non-bank investors.
(OD) interest rates have made traditional syndication permanently unprofitable for lenders.

Q4. As used in the passage, the word 'choking’ most nearly means:
(OA) physically suffocating from a blocked airway.
(OB) becoming unable to absorb additional financial exposure.
(OC) deliberately withholding loans for political reasons.
(OD) performing poorly under pressure during competition.

Q5. As used in the passage, the phrase 'skin in the game' most nearly means:
passag p g y
(OA) physical injury sustained during a financial negotiation.
(OB) apublicly disclosed conflict of interest with regulators.
C) retained financial exposure that aligns a seller's incentives with buyers'.
p g y
(OD) the willingness to take wild risks in pursuit of high returns.

Q6. Which statement about Significant Risk Transfers can most reasonably be inferred from the
passage?
(OA) They were originally designed by American banks during the 2008 financial crisis.
(OB) Their use for highly concentrated data centre loans is a relatively new application.
(OC) They eliminate all credit risk from a bank's balance sheet permanently.
(OD) Regulators in Europe have recently outlawed them in response to Al lending.

Q7. The passage suggests that growing public opposition to data centres could:
(OA) force banks to demand higher returns to compensate for added project risk.
(OB) have no measurable impact on financing because risk is already transferred.
(OC) cause data centre tenants like Oracle to cancel all U.S. expansion plans.

(OD) lead regulators to immediately approve more Al-related lending.

Page 7 | GenAware



GenAware | Wall Street's Al Bottleneck: Why Banks Are Choking on Data C

Q8. The author's tone in describing the banks' situation is best described as:
(OA) alarmed and openly critical of reckless lending practices.
(OB) celebratory about the speed of Al infrastructure growth.
(OC) measured and analytical, presenting tensions without panic.
(OD) dismissive of concerns raised by industry insiders.

Q9. Which choice can most reasonably be inferred about the relationship between banks and non-bank

investors in this market?
(OA) Non-bank investors are gradually replacing banks entirely as data centre lenders.
(OB) Banks remain the originators of these loans but increasingly need investors to share the risk.
(OC) Non-bank investors refuse to participate unless banks divest their entire exposure.
(OD) Banks and investors are competing directly for the same loans, creating bidding wars.

Q10.Which line from the passage best supports the answer to the previous question?
(OA) 'Banks usually still hold a certain percentage of the exposure.'
O B) 'There's a nervousness ... [Banks] are having to find more counterparties.'
(OC) 'You expect to be paid a bit more for it.
(OD) 'Banks very quickly start choking.'

My Score: ______ /10
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5. Answer Key with Explanations

Q1. The passage most directly argues that:

Answer: B

The passage's central claim is that banks are running into their own risk limits because Al-related borrowing is so
large, forcing them to find new ways to offload exposure. A is wrong (Trap C — true-sounding but unsupported; the
passage never predicts default). SAT Tip: when asked for the 'main argument,' pick the option that explains *why*
the article exists, not a dramatic detail mentioned in passing.

Q2. Which choice best states the central idea of the passage?
Answer: B

The article repeatedly returns to the same idea: lenders are stretched thin and are recruiting non-bank investors to
free up balance sheet capacity. C is the main trap (Trap B — uses the passage's vocabulary in a wrong combination;
the passage doesn't claim private credit is *safer*, just that it's being used). SAT Tip: 'central idea' answers must
cover the *whole* passage — if a choice only fits one paragraph, eliminate it.

Q3. According to the passage, banks are pursuing private deals partly because:

Answer: A

The passage explicitly says lenders are exploring private deals to "reduce exposure to big borrowers and free up
capacity for more lending.' B is the trap (Trap A — right scope, wrong direction; requlators set capital rules, they
didn't ban anything). SAT Tip: when an answer choice contains an absolute word like 'banned' or ‘permanently,’
verify the passage actually supports that strength.

Q4. As used in the passage, the word 'choking’ most nearly means:

Answer: B

In context, 'choking' is a metaphor for banks reaching their absorption limits on loans — they cannot take on more
without exceeding internal risk caps. A is the trap (Trap B — the literal meaning of the word, which is the classic
SAT vocab-in-context distractor). SAT Tip: on vocab-in-context, substitute each option into the sentence; the right
choice preserves the sentence's existing meaning, while the literal definition usually doesn't fit.

Q5. As used in the passage, the phrase 'skin in the game' most nearly means:

Answer: C

The lawyer quoted explains that investors want banks to keep 'a little bit' of the exposure — i.e., retain some risk so
they remain motivated to manage the loan well. D is the trap (Trap B — uses the passage's risk vocabulary but flips
the meaning into recklessness). SAT Tip: idioms in SAT passages almost never mean their dramatic everyday sense
— they mean whatever the surrounding sentences define them as.

Q6. Which statement about Significant Risk Transfers can most reasonably be inferred from the
passage?

Answer: B

The passage notes that SRTs were 'commonly used by European banks' and that North American banks 'began
using the instruments more in recent years' — and that applying them to a few large concentrated loans is a
departure from the classic recipe. C is the trap (Trap C — true-sounding language but unsupported; SRTs transfer
risk, they don't 'eliminate’ it). SAT Tip: inference questions reward the most cautious reasonable claim, not the
boldest one.
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Q7. The passage suggests that growing public opposition to data centres could:
Answer: A

Moniot is quoted suggesting risk officers would press lenders harder if local opposition threatens projects'
completion — implying lenders would want to be compensated more. C is the trap (Trap C — sounds plausible but
the passage gives no indication Oracle plans to cancel anything). SAT Tip: 'suggests' questions never want the most
extreme outcome — pick the answer that follows logically from one step of inference, not three.

Q8. The author's tone in describing the banks' situation is best described as:

Answer: C

The article reports specific numbers, quotes multiple actors on different sides, and uses careful language like
nervousness' rather than ‘crisis' — a journalist's analytical voice. A is the trap (Trap A — right scope of concern,
wrong intensity). SAT Tip: tone questions test the *adjectives and verbs* the author chooses, not the seriousness of
the subject — a story about catastrophe can still be told in a measured tone.

Q9. Which choice can most reasonably be inferred about the relationship between banks and non-bank
investors in this market?

Answer: B

The article shows banks like JPMorgan and MUFG arranging the loans and then hunting for outside parties to take
slices — a partnership, not a replacement. A is the trap (Trap A — right scope, wrong direction; investors are taking
*more* of the risk, not the entire role). SAT Tip: relationship questions usually reward the 'both/and' answer over
the 'one replaces the other' answer.

Q10.Which line from the passage best supports the answer to the previous question?
Answer: A

The lawyer's line directly captures the partnership: banks keep some exposure, investors take the rest — exactly the
dynamic described in Q9's correct answer. B is the trap (related to the topic but speaks to the difficulty of finding
investors, not to who holds what). SAT Tip: on evidence-pairing questions, find the line that *most precisely*
matches the words of your previous answer — proximity of meaning beats proximity of topic.
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