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October Review: A Battle of the Narratives

OpenAre CIO Office

October was a tough month for the Al trade, and our models lagged as a result. In our view,
two forces hit the same names at once: hedge fund de-risking, amplified by crowded
positioning, and a shifting narrative around the heavy debt and equity issuance funding the Al
buildout. Earnings from a few notable mega-caps added to the pressure. The underlying
fundamentals have held up more broadly, while semiconductor valuations now sit well below
their average since the Al boom began. We see this as a digestion phase within a multi-year
investment cycle, and we remain positive on and are positioned for its next phase.

Our view

Beneath the selling, the companies we own keep delivering, with earnings beating and
estimates rising even as valuations fall. The semiconductor industry now trades at a forward
P/E of 16.5x, a significant discount to both the market and its average since the start of the Al
boom. To us, that looks like a market pricing a shorter cycle than the evidence supports.

Semis now trade below the market
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Investor sentiment is now very bearish. When sentiment reaches an extreme in either
direction, markets have historically tended to move the opposite way, as the selling or buying
that drove it runs out of fuel. The anxiety that makes this market so uncomfortable may be the
very thing that keeps it from breaking. Seasonals are turning in our favor, and positioning
appears to have been cleared out. That said, we still expect volatility under the surface to
persist, even if the index holds up. The funding needs ahead remain large, with Al-lab IPOs
alone potentially adding $200 billion or more, so we'll be tracking financing conditions as a
signal for our Al thematic allocations.

What happened in October

The S&P 500 finished October down 0.93%, but the calm at the index level hid a great deal of
turbulence in the Al complex. Goldman Sachs’ momentum basket, for example, fell 30% in
July and another 14% in August, rebounded 27% in September, then fell 18.6% in October. In
our view, July was largely a positioning unwind, and October’s narrative re-ignited concerns
around the capital needed to support the buildout for Al. According to Goldman Sachs,
October 22 was the fifth-largest de-grossing day of the year, driven entirely by long selling,
and the Nasdaq fell more than 6% over the two weeks leading up to October 26.

Momentum has whipsawed since July
GS High Beta Momentum Basket, monthly return
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Earnings from tech giants Alphabet and Intel added fuel to the fire for a market looking for any
reason to sell. Alphabet fell nearly 13% on October 29 after its third quarter results, its worst
day since the company went public in 2004, erasing close to half a trillion dollars of market
value. Semiconductors took the hit the following day, finishing the month down roughly 15%,
and the sector has been hovering near oversold territory since mid-October.

Semis are near oversold
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Hedge fund de-risking, or in simpler terms hedge fund selling, is getting much of the blame
for this turbulence, and we think it deserves a good share of it. Market structure has made
these moves sharper. Barclays strategist Alex Altmann points out that assets at multi-
manager “pod shop” hedge funds have roughly tripled since 2020, from about $300 billion to
more than $1 trillion, with much of that borrowed capital chasing a pool of stocks that hasn't
grown. These firms run large trading books using similar risk models, so they tend to own and
hedge the same things. When a shock hits, that shared positioning acts as an amplifier, and
the selling spreads across the same stocks all at once.
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Crowded hedge fund longs have taken sharp hits
G5 Hedge Fund VIF Basket, daily down days
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Still, we don’t think hedge fund selling explains the whole move. The volume of capital raised
to fund Al infrastructure has been a culprit too. Roughly $690 billion of debt and equity has
come to market this year, and absorbing that supply has put heavy pressure on prices. In our
view, as that supply met crowded hedge fund positioning amid a fear-driven narrative like the
one we saw in October, many of the same names took the hit from both sides.

Hyperscaler funding has surged

Al hyperscaler debt and equity issuance by quarter ($8)
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We think this kind of environment is where our longer-term time horizon works in our favor.
Pod shops are judged on their profit and loss day to day, and sometimes minute to minute, so
when losses build they have to cut risk whether or not anything has changed in the businesses
they own. Because of their size, that selling moves prices, often well beyond what
fundamentals would justify. Our models, on the other hand, are built for the long-term around
multi-year themes, and the managers we allocate to can hold, or add to, companies whose
earnings are still rising while forced sellers head for the exit. That patience doesn’t spare us
months like October, but it does let us look at them as potential opportunities.

What our partners are saying

In our conversations with BlackRock, the October 30 selloff came up as an extreme move,
several standard deviations from normal, with Intel and Google behind some of the sharpest
declines. BlackRock’s view is that the market has spent much of this year absorbing an
enormous wave of new debt and equity, and that the wave has now largely passed. The one
large deal left is the Anthropic IPO, which it expects to be well received. More broadly,
BlackRock believes investors are mispricing what comesin 2027 and beyond, and that the Al
investment cycle is still in its early stages.

Our discussions with TCW centered on a market fixated on the capital cycle. Since the Fed's
September hike, financing has tightened and lenders have grown more selective, which
matters for a buildout that will cost trillions. The underlying businesses, though, keep
delivering. Nearly all of the power infrastructure companies TCW owns that have reported
this quarter beat expectations, and most have seen estimates rise since June. Bloom Energy,
for example, grew Q3 revenue 138% and raised full-year guidance for the third time this year,
yet the stock sits nearly 40% below its June high. TCW also pointed out that valuations across
its holdings have compressed about 20% on 2027 earnings, even as those earnings
estimates moved higher.

TCW sees power demand resting on more than Al. Reshoring, electrification and an aging grid
are alladding load at the same time, so the need for new power infrastructure holds up even if
Al spending cools. The firm has trimmed companies whose customers lean on the capital
markets and added to those that rely on them less, describing these as sizing changes with
conviction intact. Its view is that we are closer to the beginning of this cycle than the end.
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Final word

Our conviction in the long-term thesis is intact, but we're always watching for risks that could
change it. The greatest risk in this cycle may lie less in overestimating what Al will eventually
accomplish and more in asking the financial system to make increasingly long-term
commitments to a future that is getting harder to forecast. Technology is accelerating, but
capital still has a clock, which is why we're watching financing conditions so closely. For now,
we maintain conviction in the view that we are early in a multi-year investment cycle and that
the portfolios are positioned for its next phase.

We're glad to talk this through with you.

OpenArc CIO Office
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DISCLOSURES

OpenArc Corporate Advisory, LLC, ("OpenArc”) is a registered investment adviser with the Securities and Exchange Commission. This material is presented
for informational purposes only and should not be construed as an attempt to sell or solicit any products or services of OpenArc nor should it be construed as
legal, accounting, tax or other professional advice. Past performance of model performance shown is no guarantee of future results. The model portfolio
performance does not reflect actual trading or any advisory, management, or transaction fees, all of which could result in substantially lower results. This does

not reflect the impact that material economic and market factors may have had on decision making. You cannot invest directly in an index.

This investment strategy is based on a model portfolio developed by Dynasty Wealth Management, LLC (“Model provider”), a registered investment adviser
with the Securities and Exchange Commission. OpenArc retains full discretion over the implementation, customization, and management of client accounts
using this model. The Model provider does not manage client accounts, does not provide individualized investment advice, and is not responsible for
investment decisions, performance outcomes, or suitability determinations. The Model provider receives compensation from the underlying investments.
Outsourcing costs range from 2 - 4 bps (program fee) and can be discounted based on assets under management. Outsourcing includes investment

management, trading, billing, and communications. This fee will be absorbed by OpenArc.

Performance data does not reflect the deduction of advisory fees or any other expenses clients may incur in the management of their advisory account, which
will result in a reduction of client's returns. It is the responsibility of OpenArc to disclose the advisory fees charged and how it affects the returns shown in this

document.

Additionally, the effect of income taxes is not shown. The performance reflects reinvestment of dividends and interest, as applicable. This material does not
take into consideration an investor's specific investment objectives or risk tolerance. Performance analysis is based on information provided by Morningstar,
or other third parties. The information contained in this presentation has been gathered from sources we believe to be reliable, but we do not guarantee the
accuracy or completeness of such information, and we assume no liability for damages resulting from or arising out of the use of such information. Historical
performance results for investment indices and/or product benchmarks have been provided for general comparison purposes only, and do not include the
charges that might be incurred in an actual portfolio, such as transaction and/or custodial charges, investment management fees, or other fees applicable to
the account, all of which could result in substantially lower results. It should not be assumed that your account holdings correspond directly to any

comparative indices. The information presented does not reflect the impact of taxes on non-qualified accounts.
Any tax considerations do not constitute tax advice and are not intended to be used to avoid federal, state or local income tax, or related tax liability. We do

not provide legal, accounting or tax advice. You are encouraged to discuss the tax and legal implications of any transactions contemplated with a professional

legal, accounting or tax advisor.
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