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March 17, 2026 
 
This letter will start with a brief overview of the state of the markets, followed by an exciting business update.  By 
almost every measure, 2025 was one of the narrowest markets in history, matched or surpassed only by the tech 
bubble of 1998-2000.  Returns for large caps continued to outpace small caps and returns within each portion of 
the market were dominated by AI infrastructure plays and speculative, unprofitable companies.  In 2025, 65% of 
the Russell 2000’s return came from AI infrastructure plays (Source: Empirical Research). The remainder of the 
index’s returns were dominated by a speculative frenzy in unprofitable companies. The graphic below illustrates 
how extreme the bifurcation in performance was between unprofitable stocks and quality stocks.   
 

 
 

The result of the recent price action is a market that is as concentrated as it has ever been, arguably even more 
concentrated than it appears given the profits of many of the leading companies are tied to AI infrastructure 
spending.  Valuation disparities between winners and losers have reached historic extremes and quality businesses 
today trade at historically cheap multiples.  Today’s market simultaneously presents as many opportunities and 
risks as I can ever remember.  If you believe that earnings are the long-term driver of stock prices, the trade in 
unprofitable companies will ultimately reverse.  It is debatable whether the AI trade will persist, but it is a singular 
bet on how much CAPEX five companies will spend building data centers.  If you own the small cap index, you are 
increasingly exposed to both AI CAPEX and unprofitable companies.  In a historically concentrated market levered 
to a singular theme, I believe the value of an actively managed portfolio will prove valuable going forward.     
Which leads me to a business update for Headwaters Capital.   
 
Beginning April 1, 2026, I will be joining ZWJ Investment Counsel as a Portfolio Manager.  Founded in 1982, ZWJ is 
an Atlanta based Registered Investment Advisor managing $4.2 billion in client assets for individuals, families, 
foundations, and charitable organizations.  Similar to Headwaters Capital, ZWJ believes in an active approach to 
investment management, investing directly in the equities and fixed income securities of publicly traded 
businesses.  Leveraging a team of experienced investment professionals, ZWJ generates and monitors all 
investment ideas internally and takes a long-term ownership approach to the businesses owned in the portfolio. I 
am thrilled to join a team that shares the same investment philosophy and rigor that was the foundation of the 
Headwaters Capital strategy.  I am excited about this new chapter and look forward to sharing more details in the 
coming weeks. 
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Important Disclosure 
This letter 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 letter 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 letter 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 letter, and the Firm assumes no duty to the reader to  update forward-looking 
statements or any other information provided in this letter. 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 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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