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Performance Summary (as of 6/30/24)
Since
Q22024 +/- YTD +/- 1 Year +/- Inception  +/-
Arrowside Innovation 2.5% 12.5% 27.5% 68.4%
S&P 500 3.9% -1.4% 14.5% -2.0% 22.7% 4.8% 523% 16.1%
MSCI World 2.2% 0.4% 10.8% 1.7% 19.7% 7.8% 47.6% 20.8%
Russell Midcap Growth -3.4% 5.9% 5.6% 6.9% 14.2% 13.3% 40.7% 27.7%
Arrowside Small Cap -5.5% -1.5% 6.0% 25.1%
Russell 2000 Growth -3.1%  -2.4% 41% -5.6% 84% -2.4% 22.7% 2.4%

Note: Arrowside Global Innovation inception is 10/1/22; Arrowside Smaller Companies inception is
1/1/23; performance is net of fees.

Market and Economic Commentary

Global markets were mixed in Q2. Corporate earnings continued to be the focus, but equity returns
were weak for the most part, except for the largest growth companies. Interest rates remained
unchanged, as the Federal Reserve remained on the sidelines. Chairman Powell signaled that they would
prefer to lower rates in 2024, but inflation results have remained higher than what would warrant a rate
cut.

Much of the excitement in the quarter was again focused on Artificial Intelligence (Al), continuation of a
key theme in 2023. The company most front of mind continues to be Nvidia, which again posted
impressive growth and profitability results. This was a short-term catalyst for companies most widely
considered Al beneficiaries.

The trend of wide dispersion continued in the period. Companies that reported strong results were
rewarded with solid performance and those with weak results sold off anywhere from a little bit to a lot.
Within the technology sector, the divergence was acute. For the most part, semiconductor stocks
performed well, as many reported strong results or talked on their calls about upcoming increases in
orders due to Al or inventory rebalancing. Software company returns were a different story in the
guarter. Many companies reported a deceleration in growth, and there were many mentions of a
macroeconomic slowdown affecting their sales.

The economy is better than most expected after the sharp rise in interest rates in 2022. Increases in
rates have a lag effect, and we are now about two years removed from the initial wave of higher-than-
normal increases to cool inflation. Companies are announcing fewer layoffs, but many keep hiring
confined to tactical areas including new technology such as Al.

We continue to believe that the economy now has less pronounced swings due to the proliferation of
technology and the internet as the base layer for communications. Technology ubiquity has increased
the amount of awareness on the part of consumers and corporations, allowing for more real-time
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adjustments. This reduces the amount of human emotion in the process, which helps reduce wild swings
in the cycle.

Market returns have had a pattern for the last two years, which has been longer tailed but pronounced
in the short term. By market value, the largest companies are enjoying significantly better returns, while
other market areas are not. This is partially consistent with investors' current preference for increasing
profits. In addition, the initial wave of spending for Gen Al has been higher than many envisioned, and
spenders such as Big Tech have led the charge.

Two overriding themes drive the narrowness we have seen in the last few years. The largest companies
are growing at a pace usually reserved for smaller companies, producing the highest levels of
profitability in the market. Fast growth in revenue and profits produces outsized returns. Also, these
larger companies are controlling the arms race for dominance in Al. This increases their probability of
not being displaced by technological advances, which is the ordinary course for companies that become
very large. Companies who are the beneficiaries of the Al spending boom, have also enjoyed better than
market returns.

We recently started sharing our Value Creation Quarterly, a short set of slides that outline short—and
long-term returns for major indices and assess valuations for what are widely considered to be growth
companies. Please get in touch with us for a copy.

Innovation Update

The most notable innovation area is what is happening in Gen Al. The wave of initial spending has been
eye-popping, and the commentary from companies such as Nvidia, TSM, and Arm indicates that we
could be early in the cycle.

In the last few quarters, there has been much debate about the sustainability of spending for Gen Al.

This is well founded in a history of boom-and-bust expenditure in the technology industry, especially

semiconductors. We remain very bullish on Gen Al, especially for those who benefit from current and
future spending to transform the data center.

One important thing to remember is that many companies in the global economy have migrated to the
cloud for their data processing and storage needs. Once a behavior change occurs, it becomes doubtful
that it will revert. Progress on the new medium becomes the norm, and in each new iteration, spending
is more likely to increase to foster advances or keep up with the latest technology.

As long-time investors in technology, we fully understand and appreciate the boom-and-bust concept,
which is driven by a hype cycle. We also want to be aware of the factors that contribute to enthusiasm
and weigh that probability.

This is what Jensen Huang, CEO of Nvidia, said on their latest earning release call:
"The next Industrial Revolution has begun. Companies and countries are partnering with NVIDIA to shift

the trillion-dollar installed base of traditional data centers to accelerated computing and build a new
type of data center, Al factories, to produce a new commodity, artificial intelligence. Al will bring
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significant productivity gains to nearly every industry and help companies be more cost and energy-
efficient while expanding revenue opportunities."

What he is describing is a massive upgrade to the already large cloud infrastructure that is in place. Plus,
there is possible incremental spending from countries that want to tap the power of Al. Taking this one
step further, what about the argument that this wave of spending is just for training large language
models (LLMs) and will drop off once models are trained?

Jensen Huang again:

"Our inference workloads are growing incredibly. With generative Al, inference, which is now about fast
token generation at massive scale, has become incredibly complex. Generative Al is driving a from-
foundation-up, full stack computing platform shift that will transform every computer interaction."

His statements are bold and could prove to be too enthusiastic. However, Nvidia has been investing in
this for more than ten years and is in touch with the customers who deploy the technology. The
important concept in this comment is the assertion that inference workloads are growing fast. These are
the queries for LLMs and are ongoing uses of the infrastructure. If these remain high, then it is entirely
possible that spending levels seen now as mostly for the training of LLMs could persist to handle a high
load of inferences.

Our takeaway is that we see a massive opportunity for the key players enabling Gen Al. We are aware of
the risks associated with technology buying cycles but are also more convinced that this is a major shift
and spending will advance. There are quite a few possible scenarios for Al spending, all of which are
difficult to handicap. It may be bumpy, but that is part of what happens in growth areas. It is our belief
that having an optimistic and balanced approach is the right way to build returns.

Investment Cycle Thoughts

The economy is on solid ground and does not appear to be in jeopardy of a severe downturn. Over
longer time periods, company results drive the market's returns. In shorter periods, the market can vary
in terms of both performance and valuations for different segments.

Currently, a premium is being placed on both company size and growth, especially growth in profits. This
has created a narrowness in the market as well as a broader effect on larger companies enjoying better
returns. The larger, the better and more growth in profits, the better. This holds true over longer
periods, too, and the phenomenon of large technology companies driving most of the market return is
likely unsustainable. But sometimes, things that do not feel sustainable last longer than anyone
envisions, which could be the case with Big Tech.

Our feeling is that there are opportunities to diversify outside of the Mag 7 and great opportunities in
Mid- and Small-Cap. However, the average company in smaller size categories is less strong than the
average company in the large-cap universe. Beyond the obvious benefits of being larger, many mid- and
small-size companies face a headwind with higher capital costs, plus the difficulty of earning more profit
due to the high competition and transparency that the internet affords. The value has accrued mainly to
the customer with this trend, but a few companies can buck the trend.
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The economy and markets will likely continue to benefit the few over the many in terms of growth and
profitability. We believe that investors and allocators would be well served to examine this from a high
level and decide if it necessitates a change in allocation.

We believe the market will broaden. But it may be different than in the past. Much of this will depend
on the interest rate level in the short to intermediate term. Ultimately, the company fundamentals win
out and it remains to be seen how narrow the success remains. We believe that higher levels of
narrowness in business and stock price outcomes are here to stay.

Valuations remain in the "not cheap but also not extended" range. Our valuation work indicates that, for
our companies in aggregate, valuations are approximately 15-20% higher than long-term averages.

Of note is that slow growth sectors and companies with lower levels of profitability have not seen their
stock prices and valuations rebound for the most part. The strongest performers have been the
companies that have posted the strongest results, both in revenue growth and increasing profits.
Markets are typically due for corrections when a broad move is valuation-driven, waiting for results to
come through. It is our view that this is not the case right now.

Overall, we are in a healthier market. There will be pullbacks, but these will be associated with concerns
about near-term valuations, not macro concerns, as we enter the next phase.

Portfolio Thoughts

We are still very optimistic about the prospects for our portfolio companies. We have come to
appreciate more and more each decade the power of trends that send incremental revenue in the
economy to some more than others. Companies in those areas of benefit, that generate profits and
returns on capital, end up being the big winners in each era.

This era, defined by technology ubiquity and now cloud plus Al, has been dominated by technology and
communications companies—specifically, the largest and most resource-rich. Due to their aggressive
pursuit of leadership in Al, we see many of these same companies continuing to do well.

We have also witnessed a theme emerge that has enabled us to generate high returns despite lower
ownership of the mega-cap tech companies. Companies benefiting from the massive spending on Al,
namely semiconductors, and those well-positioned with unique datasets or a digital customer
connection have also gained a disproportionate share of incremental revenue growth in the last 12-18
months.

Technology is still our largest sector exposure, followed by consumer. Within consumer, we have a
heavy weighing across our strategies in unique restaurant and retail concepts. These are companies that
have a strong and sustainable brand and digital strategy. What separates these companies is their
marketing and the fact that they have a unique way of handling their physical locations.

The technology sector has the best prospects. We believe that Gen Al is transformative. As such, we see
direct winners in the initial stage of growth. Most will be in the semiconductor area, with others coming
from application software and security.



AN

ARROWSIDE

We made a few trades in the period, adding a few new companies to the portfolios. We eliminated a
few companies we had concerns about in the long term. We also did a handful of trims and additions to
adjust to outsized movements in stock prices and valuations.

Our positioning continues to be tilted toward companies that will enable technological gains or be
power users of technological advances. Al is next in the progression of technological innovation, and we
anticipate that demand for Al-enabled solutions will be very high in the future. This will reward well-
positioned infrastructure providers in the semiconductor and software industries. Accordingly, our
exposure in these areas is high, even within our technology sector exposure. We view semiconductors as
new-age industrials, except that they can sustain higher rates of growth in revenue and cash flow than
other industrial alternatives.

Note: Arrowside Capital holds a position in Nvidia, TSM, and Arm.

Outlook

We are optimistic about the intermediate term and the longer term. This is especially true for innovative
companies, such as those with proven business models. Over the long term, company results drive
investment returns. Companies with the combination of growth, robust margins, and the ability to
reinvest at high rates of return are in a great position to drive great long-term outcomes.

Higher interest rates have made it more critical than ever to have a solid business model that can be
self-sustaining and utilize its margin and cash flow to make investments to drive future growth.

Markets are now rewarding a narrow set of companies with these traits, and if interest rates remain in
this general area, we see this continuing.

We are committed to transparency regarding our thoughts on the market, our positioning, and how we
see changes impacting innovative companies. We post regularly on LinkedIn and post periodically on
Substack in a newsletter named The Zen Innovation Investor. Please check these out for more thoughts

and send us feedback.

We appreciate your trust in our philosophy and process. Please do not hesitate to contact us with
questions or feedback.

Sincerely,

T, ik

Tucker Walsh
Managing Partner / CIO

About

Arrowside Capital is a Boston, Massachusetts based investment company focused on investing in
innovative companies that have demonstrated financial discipline. The firm was founded in 2022 by
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Tucker Walsh, who has more than 30 years of experience in investing in small and midsized innovative
companies. Arrowside Capital believes that investing in innovative companies creating change builds the
most value over time. The firm’s rigorous investment process searches for companies that are both
innovative and profitable. Companies in the firm’s concentrated portfolios have durable competitive
advantages, superior margins and returns on capital, and ample reinvestment opportunities. The
combination of great conditions, plus great management behaviors produce the most intrinsic value
growth over the long-term. Arrowside Capital favors small and mid-cap companies to take advantage of
the market inefficiencies resident in these types of companies.

Disclosures

“Arrowside Capital, LLC is an Exempt Reporting Adviser. This report is not an offer to sell or the
solicitation of an offer to buy any securities or instruments. Past performance is no guarantee of future
performance. No part of this document or its subject matter may be reproduced, disseminated, or
disclosed without the prior written approval of Arrowside Capital, LLC. This material is furnished on a
confidential basis only for the use of the intended recipient and only for discussion purposes, may be
amended and/or supplemented without notice, and may not be relied upon for the purposes of entering
into any transaction. The information presented herein is based on data Arrowside Capital, LLC believes
to be true but Arrowside Capital, LLC does not in any way guarantee the accuracy of the

information. The views, opinions, and assumptions expressed in this document are subject to change
without notice and may not come to pass. The document does not purport to contain all of the
information that may be required to evaluate the matters discussed therein. Further, the document is not
intended to provide recommendations, and should not be relied upon for tax, accounting, legal or
business advice. The persons to whom this document has been delivered are encouraged to obtain any
additional information they deem necessary concerning the matters described herein. The interests in
any private Fund have not and will not be registered under the Securities Act of 1933 (the "U.S. Securities
Act") or any state securities laws or the laws of any foreign jurisdiction, and the Fund will not be
registered as an "investment company" under the Investment Company Act of 1940 (the "1940

Act"). The interests may not be offered or sold except pursuant to an exemption from, or in a transaction
not subject to, the U.S. Securities Act. Accordingly, each purchaser of the interests will be required to (a)
represent that such purchaser is an "accredited investor" as defined by Regulation D under the U.S.
Securities Act and (b) make such additional representations as may be required by the Fund to allow jt to
comply with one or more exemptions from registration under the 1940 Act. “



