


Important Disclosure

• This report is solely for informational purposes and shall not constitute an offer to sell or the solicitation to buy securities.  The opinions expressed
herein represent the current views of the author(s) at the time of publication 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 Management, LLC (“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, and Headwaters Capital assumes no duty to and does not undertake to update forward-looking statements. 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 Headwaters Capital’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.  Investors should keep in mind that
the securities markets are volatile and unpredictable.  There are no guarantees that the historical performance of an investment, portfolio, or asset
class will have a direct correlation with its future performance.

• 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.

• The indices shown are broad securities market indices.  They are not subject to management fees, transaction costs and expenses to which a
managed fund or account is subject.  You cannot invest directly in an index.  Those indices that are not benchmarks for the strategy are not
representative of the strategy and are shown solely as a comparison among asset classes.  Certain indices have been selected as benchmarks because
they represent the general asset class in which Headwaters Capital’s strategy invests; however, even such benchmarks will be materially different from
portfolios in the strategy since Headwaters Capital is not constrained by the any particular index in managing the strategy.

• The information in this presentation, including statements concerning financial market trends, is based on current market conditions, which will
fluctuate and may be superseded by subsequent market events or for other reasons.

• General discussions contained within this presentation regarding the market or market conditions represent the view of either the source cited or
Headwaters Capital. Nothing contained herein is intended to predict the performance of any investment. There can be no assurance that actual
outcomes will match the assumptions or that actual returns will match any expected returns. The information contained herein is as of the October
30, 2020, unless otherwise indicated, is subject to change, and Headwaters Capital assumes no obligation to update the information herein.



ACTIVE MANAGEMENT IS NOT DEAD, BUT IT MUST EVOLVE

• Index funds: Low cost and tax advantaged, yet their
broad ownership of all stocks prevents
outperformance.

• Mutual funds: Less diversified than index funds, but are
still overly diversified preventing mutual funds from
materially outperforming. After layering in excessive
trading costs, capital gains taxes associated with high
turnover and the high fee structure, mutual funds
rarely outperform index funds.

• Headwaters Capital: Concentrated and low turnover
investment approach is a superior alternative to both
low cost index funds and actively managed mutual
funds as it allows for material outperformance versus
an index while also minimizing trading costs and taxes.

Passively Managed Index: iShares Russell Mid-Cap ETF
Actively Managed Mutual Fund: US Mid-Small.  Source: Personal Fund



Allocating capital to a limited number of exceptional businesses that, 
through their sustainable competitive advantages and long runways 
for growth, can compound capital at above average rates of return.

Combining the core investment philosophy with the discipline and patience 
to allow these companies to grow into their full investment potential while 

simultaneously minimizing costs and maximizing returns for investors.

INVESTMENT PHILOSOPHY

INVESTMENT APPROACH

CORE INVESTMENT PRINCIPLES



Investments in companies with market caps of $0.5B - $20B. No forced selling if grow > $20B.

Fundamental, bottoms-up approach to individual security selection.ACTIVE

High conviction strategy of 20-30 names, long only.CONCENTRATED

SMID CAP

LONG-TERM

MARKET EXPOSURE

SEPERATELY MANAGED ACCOUNTS

ALIGNMENT

FEES

Targeted investment periods of 3-5 years, ideally longer.

Fully invested with cash position less than 5% of portfolio.

SMA structure provides transparency into portfolio holdings and liquidity for investors.

Portfolio Manager has significant amount of personal net worth invested in the strategy.

Performance Fee structure for Qualified Investors; 1.25% management fee for non-Qualified

STRATEGY OVERVIEW



Small Cap Market Update 
(November 2023)



• Empirical data shows that both small
and mid-cap stocks have consistently
outperformed larger cap stocks over
long time periods.

• By limiting investments to these
“headwaters,” the fund seeks to
participate in what has historically
been a higher return portion of the
equity market.

SMID CAP: HISTORY OF OUTPERFORMANCE

*Large Cap: S&P 500, Mid Cap: Russell Mid Cap, Small Cap: Russell 2000
Source: FTSE Russell & S&P Dow Jones
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The Opportunity in Small Caps:
Small Cap Has Already Seen a Dramatic Correction

- Peak to Trough decline for small caps was -30% and small caps are still -21% from the highs experienced in 2021
- Peak to trough decline for mid caps was -25% and mid caps are still -11% from the highs experienced in 2021
- Over the last 18 months, the market has been led by a small number of large caps (the Magnificent 7)



Underperformance a Combo of Multiple Compression and 
Negative Earnings Revisions

Source: Alliance Bernstein



Small Caps Outperform Coming Out of a Recession



Small Caps Are Cheap on Both an Absolute and Relative Basis 



And these Valuations Have Historically Led to 
Strong Absolute and Relative Returns



Regime Changes Tend to Persist



And When Central Banks Pause Hiking Cycles, Bullish for 
Small Caps



Strongest Returns Occur in First Year



Concern Around Investing Too Soon is Exaggerated: 
Very Difficult to Time the Bottom

Initial 
Investment 

(T-12)

Initial 
Investment 

(T-6)
Market Trough

Initial 
Investment 

(T+6)

Initial 
Investment 

(T+12)
27% 40% 6/13/1949 30% 11%
83% 71% 9/14/1953 69% 44%
22% 24% 10/22/1957 32% 10%
-3% 1% 10/25/1960 -14% -19%
6% 18% 5/26/1970 30% 11%
-4% 10% 10/3/1974 28% 21%
9% 2% 3/27/1980 -9% -18%

24% 45% 8/12/1982 12% 2%
13% 18% 10/11/1990 7% 6%
12% 5% 10/9/2002 33% 10%
11% 14% 3/9/2009 31% 18%
61% 51% 3/23/2020 39% 14%

Average 22% 25% 24% 9%

S&P 500 Returns - 2 Years Following Market Trough



DIFFERENTIATED
Investments in a limited number of high conviction ideas 
with a long-term investment horizon. This is the future of 
active management.

FOCUSED
Focused only on the highest quality companies with 
durable competitive advantages and above average 
growth potential, factors that have historically led to 
stock outperformance.

ALIGNED
Portfolio manager invested alongside you.

EXPERIENCED
Professional experience investing in SMID cap stocks.

PERFORMANCE
Designed to deliver superior investment returns through security 
selection, a cost efficient investment approach and a focus on 
SMID cap stocks, which have historically outperformed the 
broader market.

WHY INVEST IN HEADWATERS CAPITAL?



Appendix



STRATEGIC

FINANCIAL MANAGEMENT

• Market leader in a product category
• Durable competitive advantage: low

cost producer/scale, monopoly, IP,
network effects, high switching costs,
high barriers to entry, etc

• Stable and predictable revenue: high
recurring revenue, low customer
churn/high retention rates,
consumable revenue

• High return on invested capital
• Long-term revenue growth

potential driven by a combination
of market share gains and overall
industry growth tailwinds

• Free cash flow generation
• Low financial leverage

• Management skin-in the game:
founder, ownership stake, long-
term incentive compensation

• History of prudent capital
allocation

ATTRIBUTES OF A POTENTIAL INVESTMENT
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