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January 12, 2024

Dear Investors,

The Headwaters Capital Management, LLC (“Headwaters Capital,” “Headwaters,” or the “Firm”) portfolio increased
by +18.1% (+17.1% net) during Q4 2023 compared to a +12.8% return for the Russell Mid Cap Index over the same

period. Full year 2023 performance for the Headwaters portfolio was +34.8% (+33.0% net) compared to a +17.2%

return for the Russell Mid Cap Index. A brief discussion of the performance and trading activity during the quarter
is presented below.

Headwaters Capital Returns:

Since Inception
Q1 '23 Q2 '23 Q323 Q4 23 2021 2022 2023 (1/4/2021)

Headwaters Capital (Gross) 5.2% 17.4% -7.6% 18.1% 17.9%  -22.7% 34.8% 22.8%
Headwaters Capital (Net) 5.0% 17.2% -7.8% 17.1% 17.1%  -23.4% 33.0% 19.3%
Russell Mid Cap Index 4.1% 4.8% -4.7% 12.8% 22.6% -17.3% 17.2% 18.8%
*Performance for the Headwaters Capital portfolio has been calculated by Liccar Fund Services for the period presented

above.

**Individual SMA performance may differ from the results presented above. 1

Performance Discussion — Q4 2023

Overall market returns for the fourth quarter of 2023 were exceptionally strong and were driven by investor
confidence that inflation is moderating and the explicit message from the Fed that it is likely to begin cutting rates
in 2024. The higher interest rates that pressured valuations over the last two years quickly reversed with the 10-
year yield falling by 120 bps from its peak during the quarter, which supported multiple expansion for the broader
market. While some observers believe that the move in the market was too far and too fast, | believe that the
market is correctly pricing in a soft-landing scenario where earnings can grow, and valuation multiples can be
sustained. While some parts of the economy may suffer from an economic slowdown, it is important to remember
that large portions of the economy have already experienced deep recessionary fundamentals over the last 18
months and are poised to rebound in 2024. Turning to the performance of the Headwaters Capital portfolio
specifically, the outperformance during the quarter was driven by stock selection (see discussion below).

Performance Discussion — 3 Years Since Inception (2021-2023)

The Headwaters Capital portfolio returned +23.3% gross (+19.3% net) compared to +18.8% for the Russell Mid Cap
Index from 2021-2023. In light of the market cycles experienced over the last three years, | am incredibly pleased
with this performance given that it has been arguably one of the most difficult market environments for a small
cap growth investor over the last 25 years. As | have exhaustively discussed over the last three years, the small cap
and growth portion of the market has been the worst performing (-10.4%) size and style factor during this time
and yet, the Headwaters Capital portfolio has still outperformed the Russell Mid Cap index. Moreover, market
leadership has been broadly characterized by cyclical value stocks such as industrials (benefitted from record fiscal
stimulus) and commodities (fiscal stimulus and supply constraints coming out of COVID), none of which fit the
Headwaters Capital investment philosophy leaving the portfolio with almost no exposure to these market leaders.

1 The composite performance (“portfolio” or “strategy”) is calculated using the return of a representative portfolio invested in accordance with Headwaters Capital’s
fully discretionary accounts under management opened and funded prior to January 1, 2021. The performance data was calculated on a total return basis, including
reinvestments of dividends and interest, accrued income, and realized and unrealized gains or losses. The returns also reflect a deduction of advisory fees,
commissions charged on transactions, and fees for related services. For further information about the total portfolio’s performance, please contact Headwaters at
the email address listed.
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I IWR iShares Trust - iShares Russell Mid-Cap ETF  18.26% (5.55% CAGR 3.01 years) IWM iShares Trust - iShares Russell 2000 ETF 6.40% (1.88% CAGR 3.01 years)

l IWO iShares Trust - iShares Russell 2000 Growth ETF -10.40% (-3.89% CAGR 3.01 years)
I IWN iShares Trust - iShares Russell 2000 Value ETF  24.94% (7.57% CAGR 3.01 years)
1
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I highlight these market leadership themes because the Headwaters portfolio more closely resembles a small cap
growth portfolio than the mid cap benchmark against which performance is measured.

Headwaters Capital Portfolio Characteristics

Headwaters Russell
Russell 2000 Headwaters Capital Capital Mid Cap
Index (at Initial Purchase) (Current) Index
Average Market Cap ($ Billions) S 33 § 6.1 S 88 $§ 247

The mid cap benchmark remains the appropriate benchmark for this portfolio as | expect the long-term ownership
of these businesses will allow them to mature into mid cap companies; however, given the objective of finding and
investing in these companies early, the current market cap of the portfolio looks more like a small cap portfolio.
The market inevitably goes in cycles and the headwinds that the portfolio faced over the last three years will
eventually turn into tailwinds.

The investment philosophy behind the Headwaters Capital portfolio is rooted in a belief that making concentrated
investments in unique businesses with durable long-term growth prospects can outperform the market and do so
in a highly tax efficient manner. This philosophy underpins the growth bias of the portfolio. | believe that the
market structurally underprices the long-term compounding of the earnings of these businesses given natural
ceilings on near term valuations and incentive structures across the investment industry that are tied to short term
results. However, for patient investors who can own these special businesses for long periods of time, there is an
opportunity to capitalize on this inefficiency. Returns for the HCM portfolio over the last three years demonstrate
the potential of this investment approach, even in the face of the most difficult market cycle small cap growth
stocks have seen over the last 25 years.

While | am pleased with the performance over this timeframe, | am even more excited about future returns as |

believe small cap stocks are poised to lead the market over the next five years. At the core of this thesis is the
opportunity to buy quality small cap companies with durable growth at the cheapest absolute and relative multiple
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in decades. As the chart below shows, profitable small cap stocks (the primary investment universe of the
Headwaters portfolio) are trading at the cheapest relative multiple to large caps since 2000.

Profitable Small-Caps are Valued at a Historically-Large Discount to Large-Caps...

Small-Capitalization Stocks
Forward-P/E Ratios Relative to That of Large-Cap Stocks’
1976 Through Late-November 2023

0.8 Parity

06

76 79 82 85 88 91 94 97 00 03 06 09 12 15 18 21

Recessions Excluding Companies with Negative Earnings = = All Stocks

'Capitalization-weighted data

44

Source: Empirical Research

Using 1/1/2001 as a starting point (similar relative multiple as today), small cap stocks went on to outperform large
cap stocks by a cumulative 55% over the next 6 years. For investors interested in a more detailed overview of the
current small cap opportunity, | would direct you to a short presentation on the Headwaters Capital website. Given
that the objective of the Headwaters strategy is to outperform the market, | would hope that HCM’s concentrated
and patient investment approach can generate returns in excess of the broader small cap market, as it did over the
last three years.

Q4 '23 Portfolio Review:

Top Contributor: Fair Isaac Corporation (“FICO”) +34%: FICO’s stock outperformed during Q4 primarily due to
pricing increases for their scores product that outpaced expectations. While the scores pricing increases have
been strong for FICO over the last few years, the cost of the score relative to the value created for the broader
consumer credit ecosystem still remains miniscule.

Top Detractor: Inspire Medical: Technically there were no detractors during the quarter as every position
increased in value. However, INSP’s stock only increased +2.5% during the quarter, significantly underperforming
the broader market. INSP Q3 results were disappointing as revenue only modestly exceeded expectations due to
sales disruptions caused by a change in the way INSP’s doctors pursue insurance approvals. The sales
disappointment inflamed fears that INSP’s treatment for sleep apnea will be disrupted by GLP-1 weight loss drugs,
which will result in lower prevalence of sleep apnea (see Q3 letter). Despite the disappointing quarter, | continue
to believe in the long-term potential for INSP’s therapy and, encouragingly, the Company pre-released fourth
quarter results in early January, which exceeded expectations.
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Abcam — Final Update

DHR’s acquisition offer for ABCM was approved by shareholders on 11/6/23. Shareholders approved the deal
based on trough fundamentals (potential China weakness) and trough valuation (the broader market bottomed on
10/27). DHR took advantage of broader market fears and mis-aligned management incentives to acquire Abcam at
a cheap price. While disappointing, ABCM was still a very successful investment for Headwaters as it
outperformed the market by +27% during our ownership. The cash received from the acquisition was immediately
re-deployed into the newest addition to the portfolio, IPAR (discussed below).

Trading Activity
Buys: Inter Parfums (“IPAR”)

Sells: ABCM — Acquired by DHR (see above)

Inter Parfums (“IPAR”): The Fragrance Expert Behind Leading Perfume Brands

Summary Investment Thesis

1) Industry Leader in Fragrance Licensing and Distribution

2) Durable Long-Term Revenue Growth via Existing Brands and Additions of New Licenses

3) Capital Light Business Model with High Returns on Invested Capital and a Long Reinvestment Runway
4) Founder Led Company with High Insider Ownership that aligns Management with Shareholders

Company Overview & History

Inter Parfums is a leading fragrance house that partners with prestige brands to develop, manufacture, market and
distribute perfumes globally under licensing agreements. IPAR was founded in 1982 by Jean Madar and Phillipe
Benacin, who collectively own 44% of the company. Both founders are still actively involved in the company with
Mr. Madar serving as the CEO of IPAR’s US operations while Mr. Benacin is CEO of the European business, Inter
Parfums SA (publicly traded European subsidiary that is 72% owned by IPAR). IPAR focuses on licensing
agreements with prestige brands that already have a devoted brand following in categories outside of fragrances.
IPAR typically targets brands with fragrances that have either been under-managed or are relatively nascent but
have large growth potential via a dedicated fragrance strategy. IPAR’s top fragrance brands include Montblanc,
Jimmy Choo, Coach, and Guess. Over the last 2 years, IPAR has added fragrance licenses with Ferragamo, DKNY,
Lacoste and Roberto Cavalli, all of which should meaningfully contribute to revenue growth for the company going
forward.

Fragrance Industry Overview

The fragrance market is a niche category that requires scale and expertise that is better outsourced to a third party
than managed internally by leading brands. The cost to design, market and distribute a fragrance line is too
expensive relative to the potential revenue from the product. While top fragrance brands can generate revenue of
$1-2 billion, most successful fragrance brands generate revenue in the $10-200mm range. Despite the small size,
category extension into fragrances can still be a lucrative business for brands and serves to enhance the value of
the brand if managed correctly. As a result, prestige brands often enter into licensing agreements with dedicated
fragrance houses such as IPAR to manage their fragrance category. IPAR leverages their internal expertise that is
required to design, manufacture, market and distribute a single fragrance over many brands.
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An overview of the fragrance development, marketing and distribution process helps to contextualize why scale
and expertise is required throughout the value chain and is better outsourced than managed internally.

Development: Fragrance development is a complex process that can take multiple years and
requires a team of experts to craft not only the scent, but also the bottling, labeling and marketing
program. Given the longevity of fragrance brands once they are launched, there is little need for this
development team following commercialization, thus making it difficult for an individual brand to
support these activities.

Manufacturing: Manufacturing is also complex as safety requirements associated with alcohol
manufacturing are high and the process itself requires significant volumes to operate profitably.
Given the small scale of most individual fragrance brands, manufacturing expertise is better
leveraged by an independent third party who can utilize purchasing power to lower the input costs
and drive larger volumes through the manufacturing process via relationships with multiple brands.

Marketing & Distribution: In addition to the cost required to develop and manufacture a fragrance,
marketing and distribution is better handled by a third party who can leverage their scale to increase
sales of individual brands, something that a brand by itself cannot accomplish. Distribution is also a
scale business. Given the small size of the category, retailers prefer to work with a single point of
contact that can provide multiple brands of perfumes to fill shelf space as opposed to engaging with
multiple brands that can each only supply 1-2 fragrances. Additionally, by working with someone
like IPAR for fragrances, retailers know that if sales of one brand struggle, they can turn to IPAR to
replace it with another brand ensuring that sales remain steady.

Competitors include Coty, Estee Lauder, L'oréal and Puig along with numerous smaller competitors. IPAR primarily
differentiates versus peers by focusing exclusively on fragrances (as opposed to cosmetics, beauty, etc) and
targeting smaller, established brands that have been under-managed or have potential for growth through a more
focused management of the fragrance category. IPAR’s recent addition of the Lacoste license is a perfect example
of the Company’s strategy. This brand was previously managed by COTY, but it did not receive adequate attention
given that it was a relatively small brand for the significantly larger COTY. It is estimated the Lacoste once
generated $200mm of revenue as part of the P&G portfolio (which COTY acquired), but sales have recently
declined to $100mm. IPAR believes with a more focused marketing and investment strategy, it can grow Lacoste
sales back to the $150-200mm level.

At some point, a brand likely reaches a scale where it would consider managing the fragrance internally. However,
IPAR’s history demonstrates why even reaching scale for an individual brand isn’t enough to successfully run and
maintain the brand. In 2012, Burberry notified IPAR that it would not renew its license agreement with the
Company. At the time, Burberry’s ~$300mm of revenues accounted for 50% of IPAR’s revenue. Burberry
attempted to manage the fragrance category in-house for 5 years before ultimately returning to the outsourcing
model, this time with COTY. | estimate that sales had declined by ~15% upon the transition to COTY compared to
an industry CAGR of +5% over the same time period. Burberry’s difficulties managing such an established and
successful fragrance brand and the decision to return to a licensing model is evidence of the expertise required to
manage this category.

As part of the license termination, IPAR received a $250mm from Burberry, which enabled IPAR to acquire new
licenses (notably Coach and Guess) to offset the loss of Burberry. IPAR’s success growing these brands and
overcoming the loss of Burberry reinforced the value proposition of IPAR in the fragrance market. By growing
these two brands, in addition to multiple other brands, IPAR demonstrated to brand owners that they can enhance
the broader brand value through the launch of fragrances and can provide a high margin revenue stream for brand
owners through the licensing arrangement.
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IPAR - Revenue Growth from Top Brands

IPAR Initial Year1 2023 Sales Sales
Brand Launch Year Sales (Est) CAGR
Montblanc 2011 80 233 9%
Jimmy Choo 2011 43 218 14%
Coach 2016 24 198 35%
Guess 2018 50 149 24%

Source: IPAR Company Filings and HCM Estimates for Q4 2023

IPAR Financial Overview

IPAR expects to generate long-term revenue growth in the 8-10% range. Given the high visibility into both
category growth and durability of existing brands, IPAR has the confidence to forecast this growth out to 2030.
The 8-10% revenue growth is driven by mid-single digit growth from existing brands and supplemented with
ongoing license additions through 2030. Existing brand growth is driven by the introduction of new “blockbuster”
fragrances every 2-3 years and smaller “flanker” fragrances every 1-2 years. IPAR’s fragrances carry very high gross
margins in the 65% range, but require heavy marketing and advertising, which results in EBITDA margins of ~20%.
Revenue growth will support modest margin expansion that should support an EPS CAGR of 10-15% over the
forecast period. IPAR acts as a general contractor on the manufacturing side, which results in a capital light
business model for the company. Strong free cash flow will be utilized for a combination of dividend increases,
share repurchases and license acquisitions as necessary. IPAR is currently in a net cash position and is expected to
build cash balances through the forecast period, providing EPS optionality to the extent that cash is deployed into
accretive growth opportunities. The 44% ownership interest by the co-founders provides comfort that
management will be good stewards of capital.

Valuation

IPAR is currently trading near a trough valuation multiple due to investor concerns around unsustainably elevated
sales (see discussion below) and broader apathy toward small cap stocks.
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Despite near-term investor concerns, | believe IPAR is a better business today than historically due to revenue
diversification and greater scale. In 2019, IPAR’s top 4 brands accounted for 62% of revenue whereas in 2024 the
top 4 brands are estimated to account for 55% of revenue. As IPAR continues to add brands to the portfolio,
revenue concentration should steadily decline. Additionally, greater scale has resulted in significantly higher free
cash flow, which provides an opportunity for an accelerated pace of license acquisitions (see Lacoste example
above). As investor comfort over long-term earnings power materializes, | believe IPAR will eventually trade back
to its LT average P/E multiple of 30x as the quality of the business has only improved over the last 5 years.

Normalized Earnings Power — Primary Investor Debate Today

The debate on IPAR revolves around whether current sales are inflated due to a combination of consumer
restocking post-COVID and generally elevated fragrance market sales that could be related to temporary consumer
preferences. IPAR provides details on sales from each brand, which helps investors peel back the onion on sales
trends. At a high level, each of IPAR’s top 5 brands will launch a blockbuster fragrance in 2024 after 2 years
without blockbuster launches. These major launches combined with the newly acquired Lacoste and Cavalli
brands that will both contribute to sales for the first time in 2024 should enable IPAR to outgrow the broader
industry.

Another way to triangulate 2024 revenue is to estimate what 2024 revenues would have been assuming
normalized growth rates from 2019 pre-pandemic levels. The main assumption is that pre-COVID industry growth
trends would persist. We can then layer on the addition of new brands and the pricing increases (to offset
inflation) that IPAR took in 2022 and 2023 to estimate a “normalized” 2024 revenue level. Under these
assumptions, it appears that IPAR’s 2024 revenue might be slightly elevated, although this may be sustainable
given increased consumer interest in the fragrance category more broadly.

IPAR Normalized Revenue Estimates

2019 2020 2021 2022 2023 2024 C

Existing 2019 Brands 713.5 752.0 792.6 835.4 880.6 928.1
Assumed Normalized Growth Rate 5.4% 5.4% 5.4% 5.4% 5.4% 5.4% Assumed industry revenue CAGR from 2014-2018
New Brands:

DKNY 22.8 89.2 107.1

Ferragamo 53.8 69.4 104.2

Lacoste/Cavalli 100.0

Kate Spade 16.6 22.4 235 235

Moncler 6.1 20.2 25.8 25.8

Total Revenue From New Brands (Post-2019) 22.7 119.1 208.0 360.5
Lost Brands:

Dunhill (30.0)
Normalized 2024 Revenue @ Trend 1,258.6
IPAR 2024 Guide 1,460.0
2024 Revenue Above/(Below) Trend 16%
Estimated Cumulative Price Increases in 2022/2023 10% 5% in 2022 & 2023 -> category did not see price increases prior to COVID
Estimated Volumes Above/(Below) Trend after Adjusting for Pricing Actions 6%

The point of this exercise is not that these figures are perfectly accurate, it is instead a sanity check to better
understand if IPAR’s sales are elevated relative to history. If there is any lesson that investors have learned coming
out of COVID, it is that almost every business has seen their results normalize toward historical growth trends after
wild fluctuations through the pandemic. In IPAR’s case, 2024 revenues may be slightly elevated versus trend, but
are reasonably close to what | would have expected in a normal operating environment. When combined with a
trough valuation, this gives me confidence that we have a high margin of safety in the stock. If my estimates and
the Company’s forecast prove to be too aggressive, maybe estimates need to decline at most -15%? Realistically,
once investors gain confidence in the normalized earnings power for IPAR, | believe the stock is likely to re-rate
back toward its 30x earnings multiple. Note this is purely an exercise to understand short-term forecasts. In the
long run, all of the quality business attributes for IPAR will remain intact and IPAR should be able to generate
double digit sales growth while steadily increasing margins.
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China Opportunity — Embedded Call Option

The China opportunity is enormous and largely untapped by IPAR today. Penetration of fragrances into China is
only 4% today compared to 50% in Europe and 23% in the US. While IPAR is unlikely to see a significant increase in
sales in China over the next 1-3 years, it does represent an enormous opportunity that | expect IPAR will eventually
tap over the next 5-10 years. For patient investors, this has the opportunity to result in meaningful earnings
growth potential above the target of 10-15%.

IPAR Summary Investment Thesis

IPAR is a business that checks so many boxes within the Headwaters investment philosophy. The Company
generates high returns on invested capital with a long reinvestment runway as the company steadily gains share in
a large and growing fragrance market. Given the complexity and expertise required to manage a fragrance brand
compared to the relatively small revenue potential, the category itself is ideally suited to an outsourcing model.
IPAR’s expertise as a dedicated fragrance house and success growing multiple fragrance brands makes the
company a leader in this relatively niche market.

By focusing on licensing agreements with established brands, IPAR minimizes execution risk and is able to leverage
the halo effect of broader brand marketing. As a result, IPAR has a history of generating consistent revenue
growth as organic growth from existing brands is supplemented with the addition of new licensing agreements
(+24% sales CAGR from 2002-2022 despite losing Burberry, a 50% customer concentration). The strong margin
profile of IPAR’s fragrance business combined with the capital light manufacturing model results in substantial free
cash flow that can be utilized for license acquisitions, dividends and share repurchases. IPAR continues to be led
by its two co-founders who have extensive experience in the industry. Their combined 44% ownership interests
ensures that management’s interests are aligned with shareholders. Assuming a 30x P/E multiple on 2028 EPS of
$7.95 implies a $260 share price (inclusive of $20 of cash), or a +15% CAGR from today’s price.

As always, if you have any questions about the portfolio or the market, please do not hesitate to contact me.

Christopher Godfrey
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Important Disclosure

This report is for informational purposes and shall not constitute an offer to sell, or a solicitation to buy, any
security, product, or service from Headwaters Capital. The opinions expressed herein represent the current views
of Headwaters at the time of preparation and are provided for limited purposes, are not definitive investment
advice, and should not be relied on as such. The information presented in this report has been developed
internally and/or obtained from sources believed to be reliable; however, Headwaters Capital does not guarantee
the accuracy, adequacy, or completeness of such information.

Predictions, opinions, and other information contained in this report are subject to change continually and without
notice of any kind and may no longer be true after the date indicated. Any forward-looking statements speak only
as of the date they are made in this report, and the Firm assumes no duty to the reader to update forward-looking
statements or any other information provided in this report. Forward-looking statements are subject to numerous
assumptions, risks, and uncertainties, which change over time. Actual results could differ materially from those
anticipated in forward-looking statements. In particular, target returns are based on the Firm’s historical data
regarding asset class and strategy. There is no guarantee that targeted returns will be realized or achieved or that
an investment strategy will be successful. Individuals should keep in mind that the securities markets are volatile
and unpredictable. Therefore, investing in securities or other types investment products involve a high degree of
risk. There are no guarantees that the historical performance of an investment, portfolio, investment product,
fund, or asset class will have a direct correlation with its future performance, and past performance does not
guarantee future results. The composite performance (“portfolio” or “strategy”) is calculated using the return of a
representative portfolio invested in accordance with Headwaters Capital’s fully discretionary accounts under
management opened and funded prior to January 1, 2021. The performance data was calculated on a total return
basis, including reinvestments of dividends and interest, accrued income, and realized and unrealized gains or
losses. The returns also reflect a deduction of advisory fees, commissions charged on transactions, and fees for
related services. For further information about the total portfolio’s performance, please contact Headwaters at
www.headwaterscapmgmt.com or via phone at (404) 285 -0829

Investing in small- and mid-size companies can involve risks such as less publicly available information than larger
companies, volatility, and less liquidity. Investing in a more limited number of issuers and sectors can be subject to
greater market fluctuation. Portfolios that concentrate investments in a certain sector may be subject to greater
risk than portfolios that invest more broadly, as companies in that sector may share common characteristics and
may react similarly to market developments or other factors affecting their values.

Headwaters Capital is a registered investment adviser doing business in Texas and Georgia. Registration with any
state regulatory agency does not imply a certain level of skill or training. For additional information about
Headwaters Capital, including its services and fees, please review the firm’s disclosure statement as set forth in the
Firm’s Form ADV and is available at no charge at https://adviserinfo.sec.gov/firm/summary/311453.
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