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While Constellation Software Inc. (CSI) may not have the household recognition some of our other technology portfolio companies
enjoy, it is unquestionably a remarkable global success story hailing from Canada. Established in 1995 in Toronto, Constellation
Software began its journey under the guidance of Mark Leonard who continues to serve as the company’s president. A former
venture capitalist, Leonard identified the untapped potential in acquiring, stewarding, and expanding smaller, profitable software
companies that catered to niche, or “vertical”, markets.” While CSI was established in Canada and maintains its headquarters here,
it is a global company as only about 10% of CSl's annual sales are generated from Canadian operations. Meanwhile, the U.S., U.K,,
and European operations collectively contribute to approximately 77% of CSl’'s annual sales. This geographical revenue distribution
demonstrates the global reach of CSI’'s business operations.?
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To better understand what we believe is a key structural advantage for CSl, it is important to understand the difference between
vertical and horizontal software. Vertical software, as the name implies, is software that is designed for a specific industry or sector.
It caters to niche markets, providing software solutions that are highly specific to a particular industry. This unique focus is reflected
in CSI’s current operating divisions. Three of its main divisions are: Volaris, which offers software catered to the Agricultural and
Bio-Sciences sectors; Harris, serving Utilities, Healthcare, and various other areas of the Public Sector; and Perseus, which delivers
specialized software for Homebuilders and the Specialized Manufacturing sector. In each case, the software provided is tailored to
meet the unique needs of a specific industry, which we believe underscores the “mission-critical” nature of CSI’s vertical software
offerings.’*® In contrast, horizontal software is designed to be industry-agnostic, providing software solutions that are applicable
across multiple industries. For example, Microsoft’s Office software bundle (Excel, Word, Outlook, etc.) provides productivity tools
that can be used by businesses or individuals across any industry.

The vertical markets CSI caters to often have unigue industry-specific needs that are not adequately served by generalized horizontal
software. Our view is that horizontal software companies benefit from customer switching cost advantages, however we believe
CSI's vertical market strategy has even higher customer switching costs and thereby elevated customer retention rates. Due to the
high degree of specialization and integration within customer operations, switching to a different software provider can be costly,
time-consuming, and risky for CSl’s clients. These high switching costs act as a natural barrier to competition. Furthermore, the
specialized nature and smaller size of the vertical markets CSI serves often means less competition compared to broader horizontal
markets, further enhancing CSlI's competitive position.

From our perspective, CSlI’s durable business model has been instrumental in driving powerful financial performance. The company’s
business model, which combines mission-critical tools for customers, recurring software subscription revenue, and high customer
retention has led to stable profit margins. CSI’'s durable business model, in combination with its compelling capital allocation strategy
of acquiring profitable, cash-flowing vertical market software companies has generated a 5-year average return on invested capital
of 22.5%.?

By successfully navigating the landscape of vertical software markets and through skillful capital allocation, Constellation Software
has built a resilient business with a remarkable track record of value creation for shareholders. We maintain our confidence in the
company’s business model, capital allocation strategy, and the executive team led by Mark Leonard. As we look ahead, we are
confident in CSI’s ability to further leverage its competitive advantages and continue generating shareholder value into the future.
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