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I love listening to the old Berkshire Hathaway annual meetings. | joke that | can never identify the year
of the annual meeting just by listening to the audio though. It could be 1999 or 2009 or 2019.

Buffett’s investing approach is timeless. So is the perpetual amount of noise that exists in the world.

Every year, Berkshire attendees ask about interest rates, headline valuations, geopolitical risks, and
inflation. Every year, Buffett’s answers stay the same. | would fail miserably trying to guess the year of
the annual meeting if a friend played a random clip for me.

Let’s examine this excerpt® from a Berkshire annual meeting. As you read along, try to guess the year
for yourself:

Question: “With the historical returns on common stocks, dating back to the 1800s, coming in at
about 7%...do you not think that we’re in a very dangerous period?”

Buffett: “The answer is we never know in terms of what markets will do...Whether valuations are
too high gets back to the question we talked about earlier, if businesses in aggregate they keep
earning very high returns on equity and interest rates stay where they are we are not in an
overvalued period. If it turns out these returns are not sustainable or interest rates go higher, we
will look back and say it was the high point. At least for a while. We have no notion on that and
we really don’t think about it. Because we don’t know. Our job is to focus on things we can
know and that make a difference. And if something can’t make a difference or we can’t know it,
then we write that one off.”

What do you think? | might guess that this is Buffett speaking in October 2022. In fact, it’s from the
1997 annual meeting. There are countless examples of these exchanges in the 28 years (1994-2021) of
recorded Berkshire annual meetings?. | am currently on my 2" time listening to the ~135 hours of
Berkshire annual meetings (1994-2021) and am incredibly thankful for these teachings.

Along with studying businesses and talking to management teams, broad-based learning leads to
becoming a better investor over the long term. Like running, another consistent routine that I've
discussed, studying Buffett is one of the little things that | do to become a better investor. These
podcasts teach me much about business and investing. However, | get as much value from recentering
on what’s most important to my investment process and long-term success.

Buffett is consistent. He drowns out the noise. He recognizes he cannot predict the macro. Instead, he
focuses on finding great investment opportunities. Studying Buffett is one of several little things that |
do to become a better investor and increase Right Tail's odds of generating long term excellent returns.

L https://buffett.cnbc.com/video/1997/05/05/slowdown-for-stocks-coming.html
2 https://podcasts.apple.com/us/podcast/berkshire-hathaway-annual-shareholder-meetings-since/id1445276006
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In the same way, we will remain focused on owning wonderful businesses that can produce great long-
term results for us. We want to compound our capital at the highest rate that is sustainable over a long
period of time. Steady, consistent compounding can produce fantastic long-term investing success. To
do this, we will try to find undervalued, high-quality businesses that Right Tail can own for several years.

Right Tail’s portfolio is ~74% invested across 13 positions — up from ~60% at last quarter’s end — and we
will continue to deploy capital over the coming months. These investments are undervalued, high
quality companies with durable competitive advantages, excellent management and attractive return
potential. | am comfortable owning them at current prices if | could not sell them for multiple years.

Investment spotlight: Constellation Software (CSU.TO or CNSWF)

Constellation Software buys and builds niche software businesses which provide mission-critical
solutions. Current President Mark Leonard founded the company in 1995. He has produced a track
record of incredible growth and returns on capital. Constellation is headquartered in Toronto and has an
enterprise value of ~$34B.

Like the little things | do to become a better investor, Constellation does many little things well, which is
a great source of competitive advantage. They buy and grow many “little” businesses. They remain
fastidious on price, usually only relying on their own cash flow to buy businesses. They balance growth
and profitability rather than solely focusing on growth at any cost like many companies over the past
several years. As a result, Constellation’s return on invested capital is exceptional.

Often when | study businesses that consistently acquire, | must strip out intangible assets to calculate a
return on capital that might be attractive. Then | ponder the intangible assets. “Are the intangibles
worth more or less than what the company suggests?” This is not the case with Constellation. Returns
jump off the page at 40% or higher even when including intangible assets. The company also keeps
95%+ of its customers each year. Perhaps Constellation can sell these customers an additional module
in the future. Perhaps the intangible assets are worth even more than stated.

Additionally, Constellation has achieved these returns with negligible net debt. Buffett’s retained
earnings test also confirms the stellar returns — market cap has grown by $33B since 2010 while retained
earnings have only grown $1.2B. This indicates that Constellation has created tremendous value.
Negative working capital due to customers paying in advance is also a nice feature.

Mark Leonard strikes me as a once-in-a-generation leader. Building a business from scratch to $34B
over 27 years is an eye-popping result. It’s not like he did it by inventing one product that the world
needed and was willing to pay for. Rather he has done it brick by brick with an incredibly disciplined
approach to buying software businesses. While he is 65, | would not be surprised if he works for a long
time and continues to figure out ways to evolve the business. He’s begun to do this by using modest
amounts of non-recourse leverage and considering buying software businesses that are mission critical
though more horizontal in nature.
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Constellation’s share count has not grown at all since coming public. This dilution disdain is unheard of.
(Usually, companies provide equity compensation to their employees that dilute shareholders by 1-2%
per year. It’s also not uncommon to see companies use their equity to help pay for acquisitions.) The
company also requires employees to use part of their bonus to buy the stock. This alignment is
increasingly rare and reminds me of Warren Buffett’s approach to Berkshire. | would encourage you to
read Mark Leonard’s letters®. They are insightful, self-deprecating, and have taught me a lot about
software and other great businesses.

Growing revenues at a 20% CAGR and free cash flow at a 25% CAGR over the past 10 years while
maintaining a flat share count are exceptional results. As the business gets bigger, these growth rates
will likely decelerate. However, at recent prices, | believe Constellation Software can generate a 15-25%
IRR for several years (vs ~30% IRR over the past decade) even with a slower rate of growth. At a 20%
IRR, Constellation Software has the potential to double in share price in the next ~4 years.

If we are in a tougher economic environment, | expect the business to hold up well. Constellation loses
fewer than 5% of its customers each year and is diversified across many software businesses and
industries that their businesses sell to. Constellation should also fare well in an inflationary environment
due to limited capex and the ability to charge higher prices. Additionally, Constellation’s acquisition
targets could become cheaper if capital becomes more expensive.

The risks here are organic growth declines, poor capital allocation, and a headline valuation (~4-5%
earnings yield) that does not scream cheap. Organic growth declines in the more important
maintenance and recurring items would be a red flag. This seems unlikely given the company’s long
history of organic growth and focus on mission critical software.

Other risk mitigants include the company’s paranoid discipline regarding returns on incremental capital.
In addition, the company primarily acquires smaller businesses, lessening the potential negative impact
of one deal. Also, if valuations keep coming down or capital becomes scarcer, Constellation’s ability to
do new deals may become easier. One other mitigant is that Mark Leonard could begin deploying capital
outside of vertical market software at extremely attractive rates. Normally, I'd frown upon this
possibility, but | am impressed by Leonard’s thoughtfulness and discipline.

Thank you for your continued interest in Right Tail. Your long-term mindset, especially in more volatile
stock markets like today, is one of our greatest advantages. Please reach out if you would like to discuss
Constellation or Right Tail’s other investments in more detail. If you know someone who would
appreciate our long-term approach, please put us in touch.

May you all be well,

Jeremy Kokemor
Right Tail Capital

3 https://www.csisoftware.com/category/pres-letters
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DISCLAIMER

This review (the “Review”) is being furnished by Right Tail Capital LLC (“Right Tail” or the “Firm”) for informational
purposes only. This Review does not constitute an offer to sell, or a solicitation, recommendation or offer to buy, any
securities, investment products or investment advisory services offered by the Firm (the “Offering”). Any offer or
solicitation may only be made to prospective eligible investors by means of an Investment Advisory Agreement and
Form ADV, which contain a description of the material terms relating to the Offering, including the numerous risks
involved. This Review is being provided for general informational purposes only.

Right Tail Capital (“Right Tail”) is registered as an Investment Adviser with the state of Virginia. Interested parties
should read Right Tail’s Forms ADV I and II, available at adviserinfo.sec.gov.

Certain information set forth in this Review is based upon data, quotations, documentation and/or other information
obtained from various sources believed by the Firm to be reliable. No representation or warranty, expressed or implied,
is made as to the fairness, accuracy, completeness, or correctness of the information and opinions contained herein. The
views and the other information provided are subject to change without notice. This report and others posted on
www.RightTailCapital.com are issued without regard to the specific investment objectives, financial situation, or needs
of any specific recipient and are not to be construed as a solicitation or an offer to buy or sell any securities or related
financial instruments. Company fundamentals and earnings may be mentioned occasionally but should not be construed
as a recommendation to buy, sell, or hold a company’s stock.

Predictions, forecasts, estimates for markets should not be construed as recommendations to buy, sell, or hold any
security -- including common stocks, bonds, mutual funds, futures contracts, and exchange traded funds, or any similar
instruments. Investment strategies managed by Right Tail involve a significant degree of risk, and there can be no
assurance that the strategy’s investment objectives will be achieved or that significant or total losses will not be incurred.
Nothing contained herein is or should be relied upon as a promise, representation or guarantee as to the future
performance of Right Tail’s strategies. Past performance is not indicative of future results.

Images, graphics, logos and other designs used in the Review are believed to be in the public domain. A reasonable, but
not exhaustive, effort has been made to verify that such images, graphics, logos and designs are not protected under
copyright. However, if any party feels that this Review is in breach of copyright law, it should immediately contact the
Firm.

Performance data for the Right Tail Portfolio is based on a representative client account which was invested beginning

on May 16, 2022. This performance figure has not been audited by any third party. Individual account performance will
vary depending on a variety of factors, including the initial date of investment, inflows/outflows, account size, fee class,
and transaction costs. Please see your individual account statement(s) for actual account balances and performance.

Performance compatisons to benchmarks such as the SPDR S&P 500 ETF Trust ("SPY Index ETF", "SPY", or "S&P
500 Index ETF") are provided for information purposes only. The SPY is an exchange-traded fund which seeks to
provide the investment results that, before expenses, correspond generally to the price and yield performance of the
S&P 500 Index. The S&P 500 Index is a diversified large cap U.S. index that holds companies across all 11 GICS
sectors, and as such may differ materially from the securities managed by Right Tail in client accounts. Benchmarks such
as the S&P 500 Index and the SPY may be of limited use in understanding the risks and uncertainties inherent in the
investment strategies managed by Right Tail.

The information in this Review is not intended to provide, and should not be relied upon for, accounting, legal, or tax
advice or investment recommendations. The Recipient should consult the Recipient’s own tax, legal, accounting,
financial, or other advisers about the issues discussed herein. Nothing in this Review regarding tax strategies, tax savings,
tax rates, tax efficiency, or any other statements related to taxes should be relied upon as an indication of Right Tail’s
suitability to give advice or make decisions with respect to taxes in any jurisdiction.
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