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Fund Inception 8/18/05. Portfolio performance reflects Broadleaf’s Growth Equity Composite, described more fully under the caption 
“Performance Disclosures.”  You are urged to read that information in its entirety in connection with any evaluation of Broadleaf’s 
performance statistics. All figures are shown net of actual fees. Any assumed fees have been calculated on a pro forma basis, reflecting the 
highest fee levels that Broadleaf would charge clients per our disclosures in Part II of our Form ADV. 

 
Performance Commentary 
 
The second quarter was a strong bounce back from a difficult start to the year. Last quarter, 
we noted that markets have historically rebounded 70% of the time in the quarter 
immediately following a negative one, and this proved to be one of those instances. The 
portfolio returned 20.5% in Q2 versus 15.2% for the S&P 500, pushing our year-to-date 
return back ahead of the benchmark. 
 
Market Review and Outlook 
 
There is certainly no shortage of topics to discuss, as it feels like 3 years of news has been fit 
into the last three months. Mega-IPOs, war, inflation, and most importantly AI all left an 
imprint on the quarterly tape.   
 
A compromise to end the Iran War has been elusive, as Trump’s Art of the Deal struggles to 
gain traction in the world of geopolitics. While US foreign policy has long abided by the old 
adage that, “we do not negotiate with terrorists”, it seems like the current administration is 
quite eager to make a deal with Iran. Absurdly, we have noticed that re-escalation typically 
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occurs between the hours of 4 PM on Friday and ends by 9:30 AM on Monday. Due to our day 
jobs, we thank the President for that, but frankly we aren’t quite sure what to make of the Strait 
of Hormuz drama. 
 
Partially as a result of the higher energy prices brought on by the war, the consumer has dealt 
with rising inflation and a Fed unwilling to cut. The result is a depressed but stable consumer. 
Not bad, but given the broader landscape, perhaps uninspiring from a growth investing 
standpoint. 
 
In the absence of the current technology capex boom, the economy would likely be languishing 
along, perhaps marred still by a post-pandemic hangover and high prices. Many consumer 
goods companies have been forced to lower prices after years of aggressive price increases 
(goodbye $7 Doritos). While the broader consumer economy might be best described as “just 
okay”, the AI boom is responsible for over half of the 2.1% GDP growth seen this quarter. From 
this lens, growth investors seem to be justified in focusing their investment opportunities into 
AI. In other words, it is important to keep the biggest thing front and center.  
 
 In an attempt to quantify the amount of money being spent on AI datacenters, Doug and I like 
to talk about AI in terms of the number of Cleveland Browns stadiums being built. I believe that 
this is Broadleaf’s first proprietary data set, and we are quite proud of it, mostly because we are 
long-suffering fans, but also because we think it illustrates just how large this buildout is. 
Perhaps next quarter we will quantify the boom in terms of Myles Garrett contracts, but for 
now we are still much too sad about that trade.  
 

 
 
As you can imagine, trying to build a Browns stadium every single day is tough to do, and we 
question whether it can be done as fast as the money is being committed. The explosion of 
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demand for data centers has led to acute shortages, giving the suppliers to data centers, the 
“bottleneck” companies, a massive amount of pricing power. Counterintuitively, these 
shortages are also elongating the cycle, giving the bottleneck companies a more predictable 
earnings stream in the intermediate future. Perhaps the most important bottlenecks are the 
formerly beleaguered memory companies, which are signing new customer commitments 
through 2030, highlighting the idea of a more durable cycle. 
 
Investors have recognized the idea of bottleneck investing and have been following the cash 
flow cookie crumbs, leading to Wall Street’s newest moniker: “HALO” – Heavy Assets, Low 
Obsolescence. This boom is no longer just Nvidia, but also the entire semiconductor value 
chain. Also seeing a re-rating are energy/power generation, earthmoving equipment, and 
countless other tech hardware and heavy industrial plays. Following these cash flows has led 
to a rotation out of the spenders of capex (Mag7) and into the beneficiaries of this cash spend.   
 
In an attempt to further quantify the market this quarter, the “AI Plays” account for well over 
80% of this year’s market returns, a continuation from the first quarter. We have seen a variety 
of different attempts to quantify the impact of AI on the economy, but the chart below from  
Empirical Research Partners also paints the picture of an economy with a singular theme. 
 

 
 
Exacerbating this issue from the perspective of growth investing has been the potential 
disruption of the former darling software/SaaS business models by Artificial Intelligence. 
While it is too early to tell whether software is a dying industry, in experimenting with many 
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of these models ourselves, it is hard to deny that this technology will change the business 
world forever. As a result of this market rotation, we cannot remember a time in which the 
dispersion of returns across growth investments has been higher.  
 
This phenomenon does not end in the USA, as international markets have increasingly been 
driven by how much AI/tech exposure is embedded within their markets. On a global scale, 
semiconductors, hardware, and electronic equipment have sourced 70% of global stock market 
gains. Ranking returns by country is essentially an exercise in AI exposure, with countries like 
Korea and Taiwan seeing the greatest gains year to date. 
 
One of our founding principles at Broadleaf is the three cycles of value. We acknowledge that 
economic cycles do and will change over time, perhaps in response to changes in 
supply/demand for certain goods and services (as we saw during the pandemic), but most 
convincingly to shifts in technology. As cycles shift, there are times to become more or less 
concentrated, depending on both our conviction as well as the relative opportunities presented 
in the market. This feels like one of those times, with the convergence of the economic and 
innovation cycles being a powerful combination for concentrated growth investing. 
 
As it stands, our current and best thinking leans towards the idea that we are in the middle of 
a fundamental economic cycle regime change. Recent market moves hint at a future in which 
“HALO” assets are not just cyclical, but drivers of secular growth. The previous regime was 
driven by a digitally enabled consumer, highlighted by slow and steady growth, low inflation 
and the SaaS subscription. The current economic regime seems likely to be an enterprise 
productivity boom characterized by higher growth, higher inflation, and hard industrial assets. 
Our portfolio changes this quarter reflect our increased conviction in a new vision of the future.  
 
While we are quite optimistic, we continue to monitor the AI boom for the following three main 
risks:  
 

1. The Pace of AI innovation  
2. AI Return on Investment  
3. Political pushback to datacenters 

 
 
We believe that there was relatively strong new evidence for model innovation and AI ROI this 
quarter, highlighted by the newest models released by Anthropic. Datacenters are likely to be 
on the ballot this November, especially here in Ohio, one of the datacenter hubs of the USA. We 
continue to monitor for signals of a productivity boom, and while it is not showing up in the 
data yet, we think this will come sooner rather than later. 
 
While the societal impacts of technology are more debatable, the potential for economic 
progress is almost assured, as are the possibilities for things we can’t foresee. We remain 
incredibly optimistic about the future, and think that the second half of 2026 should be a 
positive one for growth investors.  
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About the Author 
 

Pete is an Associate Portfolio Manager at Broadleaf, with a strong 
background in the financial services industry. He joined the firm in 
2021, and has a proven track record of analyzing portfolio companies 
and identifying growth opportunities. Pete is a CPA and received his 
Chartered Financial Analyst (CFA®)  designation in 2024. Pete lives in 
Hudson, Ohio with his wife Nicole and daughter Maisie.  
 
 
 

 
Portfolio Characteristics 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Investment Style  
 
The Broadleaf Growth Equity Portfolio employs a concentrated growth style of investing, holding approximately 
25-35 equity positions from a cross section of economic sectors. Morningstar would classify us as a large cap 
growth manager, but we will invest in select small and midsize companies as unique opportunities avail 
themselves. Sector exposures are strongly influenced by our views on three determinants of investment value, 
which we define as the economic cycle, the innovation cycle, and the credit cycle. Individual securities are 
ultimately selected on the basis of their long-term growth potential, profitability, and intrinsic value as measured 
by their free cash flow generating characteristics. Innovative ideas and themes are of particular interest. 
 
Investment Objective 
 
The portfolio’s goal is to provide equity-like returns and to outperform the S&P 500 over a three to five-year time 
horizon or full market cycle, utilizing a growth-oriented investment style. The portfolio is suitable for investors 
seeking exposure to a concentrated investment style which may be more volatile than the market as a whole. 
Investors should consider it as a portion of their investment portfolio within the context of their overall asset 
allocation and related investment goals. 
 
 
 
 

Portfolio Statistics 
 
Avg. Wtd. Market Cap.                   $1.75T 
Median Market Cap                      $354.1B  
Forward P/E Ratio                      25.8x 
Median P/E Ratio     47.6x 
Free Cash Flow Yield                          2.3% 
Median Return on Equity                32.2%   
Beta                         1.41 
Portfolio Yield                   .6% 
3yr Avg Rev Growth   23.9% 
3yr Avg EPS Growth             46.0% 
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Performance Disclosures 
 
Results reflect the actual performance of Broadleaf’s Growth Equity Composite. Performance data is shown net 
of advisory fees and trading costs. Broadleaf may charge different advisory fees to clients based on several 
factors but primarily based on the size of a client’s account. Broadleaf’s basic fee schedule is available on its 
Form ADV, Part II. Results reflect the reinvestment of dividends and distributions, if any. Leverage has not been 
utilized. The U.S. Dollar is the currency used to express performance. 
 
Broadleaf’s growth Equity Composite includes all fully discretionary accounts utilizing our growth equity style 
of investing with a minimum initial account size of $250,000. (From firm inception to 6/30/2009 our minimum 
account size for composite inclusion was $250,000 and from 6/30/2009 to 6/30/2013, the minimum had been 
$100,000. Historical results have not been updated retroactively to reflect changes in account minimums but 
are reflected on a going forward basis.) To be included in the composite, an account must have been under 
management for at least one full quarter. If a significant cash flow in an underlying composite account during 
the quarter causes it to deviate from our intended growth style, we will remove the account for the period in 
which the significant cash event occurred. A significant cash flow is currently defined as 10% or more. 
 
Total firm assets at quarter end were $612 million. Prior to January 5th, 2006 the firm did not have any 
investment advisory clients. As a result, composite data prior to March 31st, 2006 only reflects the performance 
of Doug MacKay’s personal retirement account. 
 
The S&P 500 Index has been used for comparative benchmark purposes because the goal of the stated strategy 
is to provide equity-like returns and to outperform the S&P 500 over a three to five-year time horizon or full 
market cycle. The S&P 500 is a broad-based index reflecting the performance of the equity market in general. 
The S&P 500 Index is based on total returns which includes dividends. We monitor the performance of our 
growth style of investing by comparing our results to those of other large cap growth peers. While we believe 
these are appropriate benchmarks to use for comparison purposes, it should be expected that the volatility of the 
Broadleaf Growth Equity Portfolio may be higher due to its concentrated nature. 
 
Performance information since inception reflects actual performance of the composite over a period of greater 
than fifteen years. You are cautioned that information concerning comparative performance over this period of 
time may bear no relationship whatsoever to performance over other time periods. This information should not 
be regarded as in any way representing the likely future performance of the portfolio in absolute terms or in 
comparison to the indices. Investment in securities, including mutual funds, involves risk of loss. Past 
performance is no guarantee of future returns. 
 
Portfolio attributes such as yield are presented to provide insight into the composition or profile of the portfolio 
and its underlying assets. These attributes are not intended to be measures of actual or future performance or 
income. Unless otherwise indicated, attributes are shown gross of advisory fees and expenses. The overall 
impact of fees and expenses is best reflected in the portfolio’s gross and net performance results. 
 
Broadleaf Partners, LLC is a registered investment advisor with the Securities and Exchange Commission. The 
firm maintains a complete list and description of composites, which is available upon request. 
 
Performance information contained in this document including any reference to the purchase or sale of a 
security, or a strategy, is not intended to constitute personalized investment advice. Personalized investment 
advice is always dependent on individual factors, involves risk and is not a guarantee that any investment will 
produce favorable results. 
 
For Additional Information Contact 
 
Doug MacKay, CFA 
CEO & Chief Investment Officer 
(O) 330.650.0921 
dmackay@broadleafpartners.com 
 

Bill Hoover 
President & COO 
(O) 330.650.0921 
bhoover@broadleafpartners.com

 


