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Historical Summary

It has been more than two decades since | discovered the writings of Warren Buffett, Benjamin Graham,
John Templeton, Philip Fisher and Peter Lynch. I then decided to begin managing a family portfolio
based on an investment approach synthesized from these great money managers. By the end of 1998,
after five years of satisfactory results, I decided to launch an investment management firm offering asset
management services aligned with my own investment philosophy. Giverny Capital Inc. came into
existence.

In 2002, Giverny hired its first employee: Jean-Philippe Bouchard (JP for those who know him well).
A few years later, JP became a partner and participates actively in the investment selection process for
the Giverny portfolio. In 2005, two new persons joined the firm who eventually became partners:
Nicolas L’Ecuyer and Karine Primeau. Finally, in 2009, we launched a US office in Princeton, New
Jersey. The director of our Princeton office, Patrick Léger, shares in the culture and long-term time
horizon inherent to Giverny.

We are Partners!

From the very first days of Giverny, the cornerstone of our portfolio management philosophy was to
manage client portfolios in the same way that | was managing my own money. Thus, the family portfolio
I’ve managed since 1993 (the “Rochon Global Portfolio) serves as a model for our client accounts. It
is crucial to me that clients of Giverny and its portfolio managers are in the same boat! That is why we
call our clients “partners”.

The Purpose of our Annual Letter

The primary objective of this annual letter is to discuss the results of our portfolio companies over the
course of the prior year. But even more importantly, our goal is to explain in detail the long-term
investment philosophy behind the selection process for the companies in our portfolio. Our wish is for
our partners to fully understand the nature of our investment process since long-term portfolio returns
are the fruits of this philosophy. Over the short term, the stock market is irrational and unpredictable
(though some may think otherwise). Over the long term, however, the market adequately reflects the
intrinsic value of companies. If the stock selection process is sound and rational, investment returns will
eventually follow. Through this letter, we provide you with the information required to understand this
process. You will hopefully notice that we are transparent and comprehensive in our discussion. The
reason for this is very simple: we treat you the way we would want to be treated if our roles were
reversed.

The Artwork on Our 2016 Letter
Since 2004, we have illustrated the cover of our letters with a copy of artwork from our corporate

collection. This year we selected a painting by the Quebec artist Dil Hildebrand entitled “This is not
what | want but | want this also”.
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For the year ending December 31% 2016, the return for the Rochon Global Portfolio was 7.3% versus
14.3% for our benchmark, which represents a relative performance of -7.0%. The return of the Rochon
Global Portfolio and the one of our benchmark include a loss of approximately 2.8% due to fluctuations
in the Canadian currency.

Since its inception on July 1% 1993, our compounded annual growth rate has been 15.9% versus 9.2%
for our weighted benchmark, representing an annualized outperformance of 6.7% over this period. Our
long-term (and quite ambitious) objective is to maintain an annual return that is 5% higher than our
benchmark.

The Rochon Global Portfolio: Returns since July 15t 1993

Year * Rochon Index ** +/- |$US/Can ***
1993 (Q3-Q4) 37.0% 9.5% 27.6% 3.3%
1994 16.5% 3.7% 12.7% 6.0%
1995 41.2% 24.0% 17.2% -2.7%
1996 28.0% 22.8% 5.2% 0.3%
1997 37.8% 28.6% 9.2% 4.3%
1998 20.6% 18.8% 1.8% 7.1%
1999 15.1% 16.3% -1.2% -5.7%
2000 13.4% 3.2% 10.2% 3.9%
2001 15.1% -0.4% 15.5% 6.2%
2002 -2.8% -18.3% 15.6% -0.8%
2003 13.6% 14.0% -0.4% -17.7%
2004 1.6% 6.2% -4.5% -7.3%
2005 11.5% 3.6% 7.9% -3.3%
2006 3.5% 17.0% -13.5% 0.2%
2007 -14.4% -11.6% -2.8% -14.9%
2008 -5.5% -22.0% 16.5% 22.9%
2009 11.8% 12.2% -0.4% -13.7%
2010 16.1% 13.8% 2.3% -5.3%
2011 7.6% -1.1% 8.7% 2.2%
2012 21.2% 12.5% 8.7% -2.2%
2013 50.2% 38.9% 11.3% 6.9%
2014 28.1% 17.8% 10.2% 9.1%
2015 20.2% 13.4% 6.8% 19.3%
2016 7.3% 14.3% -7.0% -3.0%
Total 3080.3% | 686.2% |2394.1%| 4.8%
Annualized 15.9% 9.2% 6.7% 0.2%

*  All returns are adjusted to Canadian dollars
** Index is a hybrid index (S&P/TSX, S&P 500, MSCI EAFE, Russell 2000) which reflects the weight of the underlying assets
*** Variation of the US dollar compared to the Canadian dollar

Refer to Appendix B for disclosure statements on the Rochon portfolios.




The Rochon US Portfolio

The Rochon US Portfolio corresponds to the American portion of the Rochon Global Portfolio. In 2016,
it realized a return of 7.5% compared to 12.0% for our benchmark, the S&P 500. The Rochon US
Portfolio therefore underperformed the benchmark by 4.5%.

Since its inception in 1993, the Rochon US Portfolio has returned 2473%, or 14.8% on an annualized
basis. During this same period, the S&P 500 has returned 691%, or 9.2% on an annualized basis. Our
added value has therefore been 5.6% annually.

Year Rochon US S&P 500 +/-
1993 (Q3-Q4) 32.7% 5.0% 27.7%
1994 9.9% 1.3% 8.6%
1995 54.8% 37.6% 17.2%
1996 27.0% 23.0% 4.1%
1997 32.9% 33.4% -0.4%
1998 11.0% 28.6% -17.6%
1999 15.9% 21.0% -5.1%
2000 11.3% -9.1% 20.4%
2001 8.1% -11.9% 20.0%
2002 -4.4% -22.1% 17.7%
2003 31.6% 28.7% 2.9%
2004 9.3% 10.9% -1.6%
2005 12.5% 4.9% 7.5%
2006 3.3% 15.8% -12.4%
2007 -1.7% 5.5% -71.2%
2008 -24.3% -37.0% 12.7%
2009 28.7% 26.5% 2.3%
2010 21.9% 15.1% 6.9%
2011 4.7% 2.1% 2.6%
2012 22.3% 16.0% 6.3%
2013 40.6% 32.4% 8.2%
2014 18.0% 13.7% 4.3%
2015 1.7% 1.4% 0.4%
2016 7.5% 12.0% -4.5%
Total 2472.8% 690.6% | 1782.2%
Annualized 14.8% 9.2% 5.6%

Refer to Appendix B for disclosure statements on the Rochon portfolios.

For the first time since 2007, the Rochon US Portfolio underperformed its benchmark, the S&P 500. No
individual holding contributed significantly to this underperformance. In fact, out of the 20 stocks in
the portfolio, 14 underperformed the S&P 500. We have held the stocks in our portfolio for an average
of almost seven years and the majority of them have accumulated high returns over the years (justified
by their exceptional intrinsic performance). This year, the stocks of our companies as a whole, increased
roughly in line with their earnings growth. It is the market indices that grew faster than the profits of
their underlying companies (we will return to this in the "Owner’s Earnings" section).

You will note that over 23 years, the Rochon US Portfolio underperformed the S&P 500 on seven
occasions (or roughly 30% of the time). This is very much in line with our "rule of three™ where we
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anticipate underperforming the indices at least one year out of three on average. And such an average,
if we can maintain it, is much better than that of the average fund manager.

We accept in advance that we will sometimes underperform the S&P 500 in the short term when our
style and/or our companies are out of favor (and sometimes for no reason). While it is not always easy,
we try to remain impervious to short-term results, both in good times and in bad.

Rochon Canada Portfolio

We introduced a portfolio that is 100% focused on Canadian equities in 2007. This corresponds to the
Canadian portion of the Rochon Global Portfolio. In 2016, the Rochon Canada Portfolio returned 11.0%
versus 21.1% for the S&P/TSX, therefore underperforming its index by 10.1%.

Since 2007, the Rochon Canada Portfolio has returned 378%, or 16.9% on an annualized basis. During
this same period, our benchmark had a gain of 59%, or 4.7% on an annualized basis. Our annual added
value is therefore 12.2%.

Year Rochon Canada S&P/TSX +/-
2007 19.7% 9.8% 9.9%
2008 -24,6% -33,0% 8,4%
2009 28,2% 35,1% -6,9%
2010 26.7% 17.6% 9.1%
2011 13.5% -8.7% 22.2%
2012 24.0% 7.2% 16.8%
2013 49.4% 13.0% 36.4%
2014 20.3% 10.6% 9.7%
2015 16.0% -8.3% 24.3%
2016 11.0% 21.1% -10.1%
Total 377.8% 58.7% 319.1%
Annualized 16.9% 4.7% 12.2%

Refer to Appendix B for disclosure statements on the Rochon portfolios.

10 Years of Returns for the Rochon Canada Portfolio

The Rochon Canada portfolio was created in early 2007. It is not a separate portfolio from the Rochon
Global portfolio, but rather represents its Canadian component.

In 2006, some partners wrongly perceived us as managers specialized only in the American market and
they concluded, simplistically, that we didn’t know the Canadian market well. We have, however,
always held Canadian equities in our portfolio. Our overarching goal is to find the best companies for
our portfolio, regardless of their location. Consequently, about 80% of our companies have historically
been in the US. If you objectively selected 100 North American companies at random, you would likely
have about 93 American companies and seven Canadian ones. So a portfolio comprised of 80%
American companies is therefore not abnormal on a statistical level. Moreover, our investment
philosophy which excludes companies focused on natural resources further reduces investments
candidates located in Canada.

In response to the inaccurate perception of certain partners, we therefore launched a separate measure of
Canadian securities held in the Global portfolio in January of 2007. The Rochon Canada Portfolio is
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therefore highly concentrated, with the vast majority of the portfolio invested in three stocks: MTY Food
Group, Constellation Software and Dollarama.

Such a concentrated portfolio results in two consequences. First, it is an insufficient number of holdings
to be considered a sufficiently diversified portfolio. Second, the correlation with the Canadian
benchmark (the S&P/TSX) is essentially nonexistent, so the stock market performance of this portfolio
will always be very different from that of its benchmark.

It's time for a post-mortem after a decade of returns. Here is a chart illustrating the performance of the
Rochon Canada Portfolio versus its benchmark, the S&P/TSX:

Rochon Canada Portfolio (2007-2016)

$100,000 invested on January 1, 2007
500 000 $ - $477,774
450000 S -
4000005 - B Rochon Canada
3500005 1 W S&P / TSX
3000005 -
2500005 -
2000005 - $158,669
150000S -
100000 S -

00
50 000 $2(207 2008 2009 2010 2011 2012 2013 2014 2015 2016

Refer to Appendix B for disclosure statements on the Rochon portfolios.

Over 10 years, the performance of our Canadian securities has been significantly higher than that of the
S&P/TSX and even higher than that of our US stocks. A concentrated portfolio can drastically exceed
the performance of the indices but the risks inherent to high concentration is not appropriate for a
portfolio that is to be managed prudently. In fact, we consider that a portfolio of about 20 securities is
the right balance between having a minimum diversification level to reduce company-specific risk while
also having few enough companies to improve the odds of beating the market indices. Since this
portfolio represents only a portion (approximately 15%) of the Rochon Global Portfolio, our
diversification requirements are met.

The Canadian portfolio has, however, achieved the original objective of invalidating the idea that we
were exclusively "American managers".

I would like to add that the three most significant Canadian companies we own in this portfolio are of
the utmost quality and all have one thing in common: they are led by exceptional CEOs.



2016

There are three periods that can sum up the year 2016. The beginning of the year was marked by a stock
market correction of 13%. After the recovery that followed, the stock market was confronted by the
Brexit vote in June (the vote by the United Kingdom to leave the Eurozone) and another stock market
correction occurred followed quickly by another rebound in stock prices.

The last stage of the year started on November 8, when the United States elected a new president. Taking
all the "experts" by surprise, the stock market rose dramatically in the days following the election. By
the end of the year, the S&P 500 generated a return of 12% (including dividends). We have repeatedly
stated that the stock market is unpredictable over the short term and the market did everything in 2016
to prove us right.

The Canadian market did even better than its US counterpart in 2016, with the TSX increasing by 21%
(including dividends). But it should be pointed out that the TSX made up what it had lost during the
previous year. Over the past two years, the TSX has achieved a total return of 11% versus 14% for the
S&P 500 (without currency effect).

Looking at economic fundamentals, the profits of American companies stagnated in 2016 for the second
year inarow. Several causes explain this stagnation of profits on a global scale and we see this economic
sluggishness as temporary. As we wrote in our first quarterly letter, we believe that corporate earnings
power in the US is higher than what 2016 suggests.

A longer-term horizon provides more perspective on the profit growth of the companies in the S&P 500.
Since | started in 1993, the companies comprising the S&P 500 have increased their profits by 450%,
which is equivalent to an annual growth rate of 7.3%. The stock market rose from 423 at the end of
1992 to 2239 at the end of 2016, which is an increase of 429% or 7.2% annually. In the long run, there
is a direct correlation between the performance of the stock market and the performance of the
underlying companies. If dividends are included, the annual return of the S&P 500 has been over 9%
per year since 1993.

Imagine everything that has happened since 1993 (when the Internet was still in its infancy). There were
two recessions, six US elections (with three Democratic terms and three Republican terms). There have
been wars, economic and political crises, horrendous terrorist attacks and worries of all sorts (remember
the "Y 2K bug" or concerns about the "US debt ceiling™ and the "fiscal cliff" of 2012?) Yet, markets did
well for the simple reason that all of the companies that make up the index did well. This was achieved
despite all the crises and calamities that plagued our civilization. DESPITE is the key word in this
sentence.

It was ten years ago...

Giverny Capital went through a difficult time in 2006-2007, when we underperformed the indices for
two years in a row. In fact, the only sectors that "worked" at the time were those related to natural
resources (with oil leading the way). As you know, we have always avoided these types of companies
because we believe that it is extremely difficult to have a competitive advantage in these types of
industries.

In addition, the dizzying rise of the Canadian dollar at that time also contributed to our weak short-term
results. Many investors and "experts" predicted a bleak future for the United States and its currency at



the time. China, Europe (and the Euro) and Canada (and its dollar) were popular with investors around
the world.

We stayed the course of our investment philosophy even though we were under a certain (very certain)
pressure from several partners to "invest in what worked". We had a similar situation in 1999 when the
only sector that buoyed the stock market was technology. With the stock market, you have to be able to
do nothing when almost everyone else wants to do something at the same time! We knew then that our
philosophy of selecting high quality companies was sound and we also believed that the Canadian dollar
trading at par with its US counterpart made no sense. Patience was therefore the key, as we wrote at the
time.

This patience proved rewarding for us and our partners. Here is a chart that shows the performance of
the Rochon Global portfolio (with and without currency effect) compared to the S&P 500 (with and
without currency effect) and the S&P/TSX for the 10-year period beginning January 1, 2007:

Rochon Global Portfolio
Total return 2007-2016

300% -+

500 | 241%

209%

200% -

150% -

100% -

50% -

0% -
Rochon Global (5C) Rochon Global (w/o S&P 500 (SC) S&P 500 (SUS) S&P/TSX
currency)

Refer to Appendix B for disclosure statements on the Rochon portfolios.

The S&P/TSX achieved a return of only 59% over 10 years, or 4.7% on an annualized basis compared
to 126% for the S&P 500 (8.5% annualized) and 241% for the Rochon Global Portfolio, or 13.1% on an
annualized basis.

How did the European market fare over this same period? The MSCI Europe Index returned
approximately 27%, or 2.4% annualized (in Canadian dollars). Finally, the SSE Index of the Shanghai
Stock Exchange achieved only 13% in total over ten years (excluding dividends). And what about the
price of 0il? It is lower today than it was in early 2007. As is so often the case, following the herd in the
financial markets is rarely a winning strategy.

Owner’s Earnings
At Giverny Capital, we do not evaluate the quality of an investment by the short-term fluctuations in its

stock price. Our wiring is such that we consider ourselves owners of the companies in which we invest.
Consequently, we study the growth in earnings of our companies and their long-term outlook.
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Since 1996, we have presented a chart depicting the growth in the intrinsic value of our companies using
a measurement developed by Warren Buffett: “owner’s earnings”. We arrive at our estimate of the
increase in intrinsic value of our companies by adding the growth in earnings per share (EPS) and the
average dividend yield of the portfolio. We believe that analysis is not exactly precise but approximately
correct. In the non-scientific world of the stock market, we believe in the old saying: “It is better to be
roughly right than precisely wrong.”

This year, the intrinsic value of our companies, as a whole, rose by about 9% (8% from the growth in
earnings and 1% from the average dividend). Despite some of the changes to our portfolio during the
year, we consider the estimate of the EPS growth at our companies during 2016 to adequately reflect
their economic reality. The market value of our portfolio increased by roughly 10% (without any
currency effect). It was therefore the fourth year (out of 21) where the market performance of our
holdings followed closely their intrinsic performance.

The companies in the S&P 500, however, experienced a second consecutive year of weak earnings
growth. Still, the index performed better than what can be justified by its fundamentals. So the S&P
500 seems to already reflect a significant improvement in earnings growth for 2017.

Rochon Global Portfolio S&P 500

Year *** Value * Market ** Difference Value * | Market ** Difference
1996 14% 29% 15% 13% 23% 10%
1997 17% 35% 18% 11% 33% 22%
1998 11% 12% 1% -1% 29% 30%
1999 16% 12% -4% 17% 21% 4%
2000 19% 10% -9% 9% -9% -18%
2001 -9% 10% 19% -18% -12% 6%
2002 19% -2% -21% 11% -22% -33%
2003 31% 34% 3% 15% 29% 14%
2004 21% 8% -12% 21% 11% -10%
2005 14% 15% 0% 13% 5% -8%
2006 14% 3% -11% 15% 16% 1%
2007 10% 0% -10% -4% 5% 9%
2008 -3% -22% -19% -30% -37% -7%
2009 0% 28% 28% 3% 26% 23%
2010 22% 22% 0% 45% 15% -30%
2011 17% 6% -11% 17% 2% -15%
2012 19% 23% 4% 7% 16% 9%
2013 16% 42% 26% 9% 32% 23%
2014 13% 19% 6% 9% 14% 5%
2015 11% 4% -7% 1% 1% 0%
2016 9% 10% 1% 3% 12% 9%
Total 1210% | 1266% | 309% = 436% 127%
Annualized 13.0% | 133% | 6.9% @ 8.3% 1.4%

*  Estimated growth in earnings plus dividend yield
**  Market performance, inclusive of dividends (refer to Appendix B for disclosure statements on our returns)
*** Results estimated without currency effects

For the last 21 years, our companies have grown their value by about 1210% and their stocks have
achieved a total return of approximately 1266%. On an annualized basis, our companies achieved an
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intrinsic return of 13.0% versus 13.3% for their stock market performance (dividend included in both
cases). The correlation between the two figures over a long period is not accidental since the stock
market always reflects the fair value of companies in the long run.

Our stocks have outperformed the S&P 500 by 5% annually over the last 21 years for the simple reason
that our companies grew their intrinsic values at a rate that was 5% greater than that of the group of
companies that make up the S&P 500.

The Flavor of the Day for 2016

Every year, we present to you what we consider the “flavor of the day” in the financial world. In our
opinion, the top prize for 2016 goes to index funds.

It’s not a coincidence if you have a feeling of déja vu, since we proclaimed index funds as our “flavor
of the day” in our 1998 annual letter. At the time, several investors, both institutional and private, had
abdicated from active management and moved towards passive investing. The S&P 500 was then
perceived by many investors as "unbeatable” and, as always, the trend of the day eventually subsided.
The period from 1999 to 2002 was our best relative period to date, with the Rochon Global portfolio
achieving a total return of +46% versus -22% for the S&P 500 over those four years.

At the risk of repeating what | wrote 18 years ago, the basic principle behind the purchase of index funds
is perfectly legitimate. Indeed, the vast majority of portfolio managers do not beat their benchmarks so
therefore an investment approach that favors investing in all the holdings making up market indices
makes a lot of sense for those who do not know how to choose superior companies or managers capable
of creating value. Obviously, I would be remiss if | did not point out that because our primary mission
is to do better than the indices, which we have done since 1993, we are therefore in favor of an active
(and assiduous) stock selection process.

The problem with passive management is that it is not really “passive” for the vast majority of its
followers. First, several investors act like weathervanes with the market by buying after good years and
selling after bad ones. Indexing will not solve anything for these part-time market players. Second,
even those who are always present with the stock market tend to change styles, index fund types, or
managers according to what’s most in favor. Basically, they tend to sell funds that have underperformed
in the short term to buy those that have done well more recently.

It is therefore not surprising that when passive management has done well relative to active management
for a few years, investors tend to favor the former. Further, moving out of active management towards
passive management, when carried out on a large scale, continues to fuel the divergence between the
two approaches. The larger stocks within the indices, now more in demand, continue to increase making
active management seems even less effective.

The best parameter to illustrate how passive management can be unsuccessful is the average turnover
rate of exchange traded funds (ETFs), which is 880% per year®. In other words, average "passive"
investors hold their ETFs only about 47 days! It’s even worse with the SPY index fund (linked to the
S&P 500), with an average holding period of around 12 days, or an annual turnover rate of around
3,000%. This compares with an average turnover rate of 120% for stocks in general. Just to give you
an order of magnitude for the purpose of comparison, the turnover rate of our model portfolio is around
14%, which means that we keep our stocks on average for about 2,500 days at Giverny Capital!

! Source: Financial Times: Jack Bogle: the lessons we must take from ETFs (December 11, 2016)
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High turnover leads to lower returns (the second principle of thermodynamics applied to the stock
market). For example, the SPY index fund has achieved an annual return of 6.9% over the last decade.
Yet, the holders of this fund, as a whole, only achieved an annual return of 3.5%?2. Half of the return has
literally "evaporated" into transactional activities.

Of course, Wall Street is always on the lookout for what is popular (and sources of income from issuing
shares and trading), and has benefited from the passive investing windfall: there are now more than 6000
different ETFs (Exchange Traded Funds) compared to 1000 a decade ago. The large amount of choice
and ease of transaction inherent to ETFs make their owners even more irrational.

In short, whether it is “robots” or passive funds, the problem is not the financial product but rather the
self-destructive behavior of investors. By their impatience and willy-nilly behavior, investors are often
paradoxically the cause of their own underperformance.

At Giverny Capital, we believe that a cautious selection of securities with a clear long-term horizon will
eventually generate higher than average returns. We’ve met this goal so far.

Five-year Post-mortem: 2011

Like we do every year, we go through a five-year post-mortem analysis. We believe that studying our
decisions in a systematic manner, and with the benefit of hindsight, enables us to learn from both our
achievements and our errors.

We acquired shares in Google (now Alphabet) in May 2011 when the stock was particularly attractive
to us. Since then, the stock has risen by almost 195% versus 65% for the S&P 500. We also made other
transactions in the fall of 2011 during the stock market correction of that time. We first sold securities
with a more limited appreciation potential to increase our stake in Berkshire Hathaway and Wells Fargo,
which we considered quite undervalued. These two stocks rose by approximately 130% versus 100%
for the S&P 500 (without dividend) from the end of September 2011 to the end of 2016.

Unfortunately, we didn’t have clairvoyance for all of our portfolio holdings in the fall of 2011. If we
had instead increased our holdings in Bank of the Ozarks and/or O'Reilly Automotive instead of
increasing our ownership in Wells Fargo, the result would have been considerably better. Shares of
Bank of the Ozarks increased by 420% from the end of September 2011 to the end of 2016, while
O'Reilly more than quadrupled over the same period.

Revisiting a prediction from 2011

Wall Street strategists have understood something for a long time: the key to predictions is to make them
often. As you might have guessed, a strong marketing team is then in charge of flying balloons for those
predictions that have proven to come true. We take the opposite approach at Giverny Capital by rarely
making predictions and evaluating our prediction regardless of their outcome.

| wrote a column in the Montreal Gazette with a rare prediction on August 30, 20113. The market
experienced a crisis between August and October of that year and the equities tumbled 19% from their
high of March 2011 (quick quiz: what was one of the main causes of this panic?). | then publicly

2 Source: Morningstar; www.seeitmarket.com; Credit Suisse
8 You can find this article on our website, under the “In the News” section.
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predicted that within five years (in 2016), the Dow Jones would climb to 17,000 points compared to
11,280 when | wrote the column.

| repeated this prediction in our 2011 annual letter and | promised to come back to you regarding this
prediction in 2016. Keeping to my word, five years to the day, on August 30, 2016, the Dow Jones was
at 18,454. And that was before the "post-election™ stock market rally of November.

We remain highly skeptical about stock market predictions. Yet, when we make them, it is within the
scope of a very long time horizon and when the margin of error seems very wide.

Quiz Answer: On August 8, 2011, the Dow Jones declined 635 points to 10,809 as a result of the decision by Standard &
Poors to lower the credit rating of US debt from AAA to AA+. This news was in conjunction with the significant problems
with government debt in Europe, with Greece at the top of the list.

Our Companies

“Money is made by sitting, not trading. ”

Jesse Livermore
Bank of the Ozarks (OZRK, $53): 10 years in our portfolio

We’ve now owned shares in Bank of the Ozarks for more than 10 years. The bank, located in Little
Rock, Arkansas, was often listed as the top bank in American Banker magazine for its return on assets
(among all small banks in the US). Since | had never heard of this company before (and had no idea
that the Ozarks is a region of northern Arkansas), | decided to go and meet with the bank’s management
in November 2006.

President George Gleason greeted me with twenty or so vice presidents in the boardroom of the bank’s
headquarters in Little Rock (his daughter even picked me up at the airport). Mr. Gleason explained the
culture of Bank of the Ozarks to me and its history. What struck me most was that he seemed to know
almost every loan on the bank’s books.

George Gleason Source: Democrat Gazette

We then went to visit several local branches and he showed me some of the buildings that the bank had
financed. While the major US banks were adopting complex lending strategies and muddling their
balance sheets with esoteric derivatives at the time, Bank of the Ozarks kept its traditional approach to
banking. There also was no real estate speculation in Little Rock, with the average price of a house in
2006 coming in at a whopping $130,000.
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We decided to buy shares in the bank upon my return to Montreal, when the stock traded at $8 (adjusted
for splits). The company earned $0.48 per share in 2006 so its P/E multiple was 17 times. Never would
I have thought of paying such a rich ratio for a bank but Bank of the Ozarks was no ordinary bank!

02K Daily =

Source: BigCharts.com

As you can see from the chart above, we were not immediately rewarded with this investment. During
the 2008 crisis, the stock fell by 50% when all bank stocks were tarred with the same brush. We knew
that the bank was very prudently managed and we kept the course.

After four years of stagnation, the stock began to climb and we made about seven times our money in
10 years. The reason for this performance is simple: EPS increased from $0.48 in 2006 to $ 2.62 in
2016, or an annualized growth rate of 18%. To my knowledge, no bank in the United States has achieved
such a growth rate during this extremely difficult period for the banking sector. The bank's efficiency
ratio (under 36%) is nearly unparalleled and its return on assets (around 1.9%) still ranks among the
best. Its bad debt ratio is one of the lowest in the industry.

We have George Gleason to thank for this phenomenal performance. He’s visited us twice in Montreal
over the years and we were able to properly welcome him to Quebec, with smoked meat, poutine and
pouding chémeur.

The growth prospects for Bank of the Ozarks' look solid and the valuation of its stock seems reasonable.

Alphabet Inc. (GOOG, $772)
Alphabet (formerly Google) had an excellent year in 2016. Revenues grew by 21% and adjusted EPS

rose by 18%. We include stock options expenses to arrive at our profit estimates for Alphabet, unlike
many Wall Street analysts who often like to present figures excluding them.
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We have been Google shareholders since 2011 and, in our opinion, the company has an extremely strong
competitive advantage. The verb "google™ has even entered our vocabulary for searching the Internet
and visiting google.com has become a reflex of our thought process.

The idea came to us thanks to Charlie Munger, the longtime partner of Warren Buffett. Mr. Munger
explained at a conference that many companies that historically had wide competitive moats had seen
their moats "filled up with sand” (an analogy meaning that their competitive advantage was
deteriorating). | then asked him if he saw new companies with a wide moat and, after reflection, he
replied Google. His comments did not fall on deaf ears and Jean-Philippe and I started looking at the
company from a whole new perspective.

We were able to buy the stock at very good prices in 2011 when Wall Street was fearful of the company’s
transition of its users from PCs to mobile devices. There was a readjustment of profit margins when
Google migrated to mobile applications but this transition was a success. Earnings have grown by 12%
on an annualized basis since 2011 and the stock has more than tripled since our purchase.

The stock is currently trading at about 24 times its expected profits for 2017. This is a justified valuation,
in our opinion, given the high quality of the competitive advantages of Google's wide range of producing
assets.

AMETEK (AME, $49)

AMETEK has two divisions. The electronic instruments segment produces instruments for monitoring,
measuring, testing, calibrating, displaying, etc. for the aeronautics, energy and various industrial
markets. The electromechanical division produces interconnection equipment, motors, motion control
systems and thermal management systems.

It was a tough year for Ametek, with revenues decreasing by 3% and EPS falling by 9%. Sales from the
energy sector had another difficult year. The company continued to make acquisitions (five in 2016)
and developed a number of new products.

The company expects a return to growth in 2017.

Berkshire Hathaway (BRK.B, $163)

We estimate that Berkshire achieved an 11% increase in its intrinsic value, so it was another great year
for the conglomerate led by Warren Buffett. Although some divisions experienced a decline in

profitability (such as BNSF), Berkshire nevertheless slightly increased its operating profits.

Mr. Buffett and his two assistant investment managers (Ted and Todd) deployed several billion dollars
in the purchase of stocks, with approximately $20 billion invested after the US election.

We believe that Berkshire's growth outlook remains above average.
Carmax (KMX, $64)
We have been shareholders in Carmax since 2007. Carmax has revolutionized the used car retail

industry and its raison d'étre is simple: to bring integrity to the world of second-hand cars by being
honest and transparent in every transaction. Its brand has become synonymous with a good warranty
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and reliability in an industry where consumers previously had very little recourse. The company now
operates 169 megastores and has a market share of over 3%.

A friend of ours who’s a portfolio manager told us that he went to Carmax to sell his car stipulating that
he wanted to be out of there in 10 minutes. He had his check in hand within that time! Carmax had a
good year, albeit slightly below our expectations. After the first three quarters, revenues were up 3%
and EPS rose 6%. The company opened 15 new stores in 2016 and is planning a similar opening in
2017,

The stock has been volatile in recent months, dropping from a high of $74 in 2015 to less than $45 in
early 2016. We took the opportunity to increase our investment and the stock subsequently bounced
back to finish the year at $64. We believe that the market valuation of Carmax’s shares does not
adequately reflect the company's excellent long-term growth prospects.

Constellation Software (CSU-T, $610)

Our Toronto-based software company had another good year, with revenues growing by over 15%. The
majority of this growth was attributable to acquisitions and organic revenues, on the other hand, grew
by 2%. The company has a significant share of its revenues from maintenance activities, which had
organic growth of 4% in 2016. Constellation spent approximately $175 million on acquisitions,
compared to $235 million in 2015. EPS in US dollars grew by 6% and we expect growth of around 15%
for 2017.

Mark Leonard continues to be an exceptional CEO, though he is extremely low-key and discreet in
today's world of flashy corporate CEOs. We are very pleased to be associated with him.

Walt Disney (DIS, $104)

It was a tough year for Disney. For its fiscal year ended September 30, revenues increased by 6% and
EPS by 11%. But if we look at the same figures for a calendar year (January to December), EPS
increased only by about 2%.

The television revenue division experienced a 1% decline in profitability (with -13% in the September
quarter and -11% in the first quarter of 2017). The primary cause was the decline in profitability of the
sports channel ESPN, with the increase in licensing costs (including the NFL) and a decline in
subscribers and advertising revenue the primary culprits. Worried about this trend, we met last summer
with the person who (in our opinion) knows the most about the history of the media industry in the
United States. According to him, the situation at ESPN, although far from catastrophic, could be
improved but with difficulty. So it is quite possible that Disney and its shareholders will have to accept
that this great division could become less and less an important source of profits.

Now let’s talk about the good news. The film division experienced a spectacular year with operating
profits rising 37%. The movie Star Wars: The Force Awakens was a huge success. Three other Disney
movies reached the billion dollar mark: Finding Dory, Captain America: Civil War and Zootopia.

Finally, the company opened its new theme park in Shanghai and the resort division increased its profits
by 9%.

Bob Iger, the fabulous CEO of Disney, is confident that the next few years will be better. We share in
his optimism and we expect EPS growth of 9% in 2017. We believe that the core of Disney remains the
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production of family-friendly films and this source of revenue, along with amusement parks, will become
the primary source of profitability for Disney and offset the gradual decline in television profits.

Dollarama (DOL-T, $98)

We have been shareholders of Dollarama for almost seven years now. We temper our expectations every
year and see the company exceed our expectations every year. After three quarters, sales increased by
12% and same-store sales grew by nearly 6%. EPS rose by 22%, helped by a repurchase of
approximately 7% of the company’s shares outstanding.

On the first of May of last year, Larry Rossy transferred his position as President and Chief Executive
Officer to his son Neil, while continuing to serve as Chairman of the Board. Neil (46 years old) has
worked at the company since 1992 when the company opened its first stores, and served as Chief
Marketing Officer and Member of the Board of Directors since 2004. We believe that the company's
culture is part of its DNA (literally and figuratively) and we thank Larry Rossy for his extraordinary
work over the last few decades. The partners of Giverny Capital are wealthier thanks to him. We would
retire the number on his jersey if he had one.

Fortune Brands Home & Services (FBHS, $54)

Fortune Brands Home & Services operates four manufacturing divisions for the home: cabinets (kitchen
and bathroom), plumbing (mainly the Moen brand), doors and security products (padlocks).

FBHS had another excellent year, with sales growing by 9% and EPS increasing by 33%. The company
realized a significant improvement in its operating margins and also repurchased approximately 4% of
its shares outstanding. We believe that the prospect for earnings growth remains solid and that the
stock’s valuation is reasonable.

Heico (HEI.A, $68)

We acquired a stake in this Florida-based company over the course of the year. Heico has two
manufacturing divisions: equipment for the aviation industry and an electronics group.

The first division is the one that caught our attention. Heico sells alternative aircraft equipment (non-
OEM) to aviation companies. The difficulty in obtaining approval from the Federal Aviation
Administration (FAA) for these aircraft parts, along with extensive catalog of parts available from the
company that was built over several years, provide a very significant competitive advantage for Heico.

Revenues rose 16% and EPS climbed 17% in 2016. EPS has grown by about 19% annually over the last
decade—an exceptional performance.

LKQ Corp (LKQ, $31)

LKQ specializes in the distribution of "alternative™ car parts, meaning either original or refurbished auto
parts, as well specialized accessories primarily for the auto repair market. Basically, the company offer
products equivalent to original auto parts at lower costs.

This Chicago-based business had another good year and continued its expansion plan in Europe with a
major acquisition in Italy. The company now generates about a third of its revenues from overseas. It
also made a sizable acquisition in the United States when it bought Pittsburgh Glass Works (PGW). The
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latter specializes, among other things, in the windshield market. LKQ subsequently resold the OEM
(Original Equipment Manufacturer) portion of PGW's operations.

Sales increased 19% in 2016 (nearly 5% organically). EPS grew by 21% to $1.80 (13% to $1.69
excluding PGW’s discontinued operations). It’s worth noting that the company was slightly affected by
the decline of the British Pound in its British division (decreasing EPS by approximately of $0.05).

The potential for LKQ increasing its profitability in future years is high, especially if the company fully
succeeds in its plan to become as dominant in Europe as in the United States. The company has done
an excellent job of consolidating this fragmented industry.

M&T Bank (MTB, $156)

Buffalo-based M&T Bank didn’t meet our expectations in 2016. Adjusted EPS increased by 4% and
return on assets declined slightly from 1.18% to 1.14%. Still, we believe that several projects bode well
for the bank over the next few years. First, the integration of Hudson City Bancorp should help improve
operating margins. Also, the new US banking regulatory policy is expected to be very positive for M&T
(which has invested enormous resources in recent years in this activity). Finally, a rise in interest rates
should help improve its interest income margins.

We therefore expect a 14% increase in EPS in 2017.
Markel Corporation (MKL, $905)

Markel had a good year 2016, but not as good as 2015. While the underwriting ratio of its insurance
divisions increased from 89% to 92% (a lower rate is better), this Richmond (Virginia) company remains
very profitable.

Book value climbed from $561 to $606 in 2016, or an increase of only 8%. We believe that the company
can maintain an increase of about 12% annually over the long term. We have great admiration for
Markel's co-CEO, Tom Gayner, and are very pleased to be long-term partners with him.

Mohawk Industries (MHK, $200)

We have owned shares of Mohawk, a floor covering company, since 2007. The Calhoun (Georgia)
company had an exceptional year in 2016, with revenues increasing 11% (reaching $ 9 billion) and
adjusted EPS rising 24%. Jeff Lorberbaum is a high-caliber CEO and we trust his management style
which masterfully combines dynamism and prudence.

MTY Food Group (MTY-T, $51)

MTY Food franchises chain restaurants of all kinds, primarily located in shopping centers. We have
been shareholders of MTY Food since 2007 and have great confidence in the qualities of its CEO,
Stanley Ma. We believe him to be one of Canada'’s top executives.

2016 was a very busy year for MTY Food. At the end of May, MTY announced the acquisition of
Kahala Brands for approximately US$ 300 million. Kahala is located in Scottsdale, Arizona, and
franchises and operates approximately 2,800 locations under 18 brands in 25 countries. This acquisition
represented an important milestone for MTY as it solidified its presence in the United States which will
become one of the primary avenues for growth for the company, both for the brands already operating
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in the United States as well as for other MTY brands. This Montreal company now has a portfolio of
approximately 5500 locations under 57 brands.

The company thus increased its revenues from $145 million to $ 196 million in 2016. We estimate its
adjusted EPS to be approximately $2.36, or an increase of 27% from 2015.

Since becoming shareholders, EPS has more than quadrupled (an annualized growth rate of 18%) and
we believe the company continues to have exceptional future prospects and we are happy to keep our
shares.

O’Reilly Automotive (ORLY, $278)

We have been O'Reilly's shareholders since 2004. The Springfield (Missouri) company consistently
defies our most optimistic expectations and this was again the case in 2016. Revenues rose 8%, driven
by excellent organic growth of 4.8%. EPS grew by 17% to $10.73—representing the eighth consecutive
year that O'Reilly increases its EPS by more than 15%.

Our only regret is that we reduced our portfolio allocation to this stock over the years when its valuation
seemed too high. But such a valuation is greatly deserved.

Union Pacific (UNP, $104)

Union Pacific had a tough year in 2016. Revenues dropped by 9% and EPS declined by 8%. The good
news is that the fourth quarter showed a return to growth (EPS grew by 6%). We believe that the
downturn in its business in 2016 is cyclical in nature and that its strong competitive advantages remain
intact. Along with BNSF (owned by Berkshire Hathaway), Union Pacific continues to dominate the rail
transportation market in the western United States.

Union Pacific's growth prospects for 2017 are better and we expect a return to increased profitability.
The stock market has already anticipated this turnaround (the stock rose 33% in 2016) but we believe
that the company's solid long-term outlook justifies its current price.

Visa (V, $78)

We bought shares in Visa back in 2010 when Senator Richard Dubin led a legislative overhaul of the
fees charged by credit card companies. We believed then that the effects on Visa would be benign and
temporary. The fears on Wall Street allowed us to buy shares of this dominant company at an excellent
price.

2016 was a transitional year for Visa, following the major acquisition of its European activities. EPS
growth was still 12% in 2016. We expect even better growth in 2017. Visa's stock price has increased
fivefold since our purchase in the summer of 2010.

Wells Fargo (WFC, $55)

It was a tough year for Wells Fargo. Last September, the company revealed an unacceptable practice in
its ranks: bank advisors were opening accounts for customers for the sole purpose of meeting their sales
objectives (and getting bonuses that went along with it). Management fired the guilty parties, paid a fine
and resolved to put in place a new formula for compensation. Approximately 5% of the accounts in
question had fees and were reimbursed to customers (for a total of $2.6 million).
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CEO John Stumpf faced the music and has done everything to restore WFC's prestigious reputation in
the banking world. Ultimately, Mr. Stumpf decided to take a big part of the blame by announcing his
retirement on October 12th.

For the year, revenues grew by 3%, with loans rising by 7% and deposits by 5%. The company
succeeded in maintaining its customer base despite its challenges. Adjusted EPS decreased slightly by
around 2%.

The new US administration plans to significantly reduce bank regulation. This, along with a reduction
in the corporate tax rate and a possible rise in interest rates, greatly improves the profitability prospects
for US banks, including Wells Fargo. We believe that the worst is behind for Wells Fargo and that the
next few years bode well.

The Podium of Errors

“[ like people admitting they were complete stupid horses’ asses. I know I’ll perform better if I rub my
nose in my mistakes. This is a wonderful trick to learn.”

Charlie Munger

Following in the “Givernian” tradition, here are our three annual medals for the “best” errors of 2016
(or from past years). It is with a constructive attitude, in order to always improve as investors, that we
provide this detailed analysis.

As is often the case with stocks, errors from omission (non-purchases) are often more costly than errors
from commission (purchases)... even if we don’t see those on our statements.

However, the first error for this year fell into the second category.
Bronze Medal: Valeant Pharmaceuticals

We discussed the sale of our shares in Valeant at the beginning of 2016 in great detail in our 2015 annual
letter. We also answered a large number of questions about this investment during the annual evenings
with our partners. | have nevertheless decided to return to this error and close this chapter by awarding
it a medal.

We acquired our first shares in Valeant in 2011 at approximately US$45. At the time, the pharmaceutical
company had a fairly simple business model and few of its products had patent protection (and therefore
wasn’t subject to generic competition). The acquisition of Bausch & Lomb in early 2013 further
strengthened our enthusiasm and this company, which we have known for a long time, seemed of the
highest quality and with stable and recurring revenues.

We knew that Valeant had aggressive accounting and a higher level of debt than the typical companies
in which we invest. So it was not consistent with our usual type of investment. We still decided to
invest in the company because of our confidence in its CEO Michael Pearson. We believed that he had
a solid plan to improve the profitability of the numerous pharmaceutical companies that Valeant was
acquiring. The industry needed (and still needs, in our opinion) to refocus on better returns on capital
and Mr. Pearson had a credible plan to make this shift at VValeant.
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Realizing that VValeant was more risky than our usual investments, we decided to manage this investment
risk by initially allocating a 3% weight to this position and more importantly, limiting the maximum
weight in the portfolio to 5% regardless of appreciation in the company’s shares or how good its financial
results were.

In early 2015, a few months after a failed takeover bid for Allergan, Valeant completed the major $15
billion acquisition of Salix Pharmaceuticals. This acquisition doubled the level of debt for Valeant.
Salix had obtained approval from the FDA for a drug that had the potential to become a blockbuster.
Valeant also made a smaller acquisition that proved to be a mistake: Marathon Pharmaceuticals. The
company then acquired drugs that, according to management, had prices that could be increased
drastically. The contribution of these drugs was minor to Valeant's overall operations (about 3-4% of
revenues) but the consequence of the sharp rise in prices on the company's image was catastrophic. For
a slim financial benefit, the company significantly tarnished its reputation. There is a social dimension
to the price of drugs that needs to be considered. The company, and us in parallel, very poorly assessed
the impact of rising drug prices on Valeant’s image and reputation.

On two occasions, in 2013 and in 2015, we sold Valeant shares as the stock exceeded the 5% limit we
had set. In March 2016, the company greatly reduced its profitability estimates for the current year (and
therefore the debt-to-profit ratio increased to a worrying level), and we decided that the stock had
become too risky for us and sold everything at about US$52. If we include the two sales of the stock
over the years and the gains in the US currency, the overall result is that we achieved a return of
approximately 190% in five years in Canadian currency. Even without the currency gain, we more than
doubled our investment in less than 5 years.

Regardless, this was an important mistake on our part. Our confidence in the CEO was, in retrospect, a
serious misjudgment of the person and his leadership qualities. Clearly, under pressure to maintain a
high rate of growth, deleterious decisions were made. This was coupled with a significant increase in
indebtedness.

It may seem surprising to list as a mistake an investment decision that resulted in doubling our money
in five years. We have often stated that the stock selection process is more important than the result. A
very important part of our process, the judgment of the qualities of management, proved to be wrong in
this case.

Silver Medal: Alimentation Couche-Tard
*** Warning: some of the following statements may be offensive to readers ***

I have followed Alimentation Couche-Tard since my very beginnings in 1993. The history of the
convenience store industry in Quebec is complex and I will try to sum it up. For years, laws in Quebec
prevented major food chains (such as Steinberg and Provigo) from opening in the evenings and Sundays.
The convenience stores stepped in to provide a retail option during hours not covered by the grocery
stores. This legislation was repealed in the early 1990s and many predicted the almost end of
convenience stores. As the big players left the industry, Alimentation Couche-Tard took advantage of
this to slowly consolidate the Canadian market.

I've never been a big fan of part of Couche-Tard's operations: gas retail. This activity is hyper
competitive and, in my opinion, lacks any competitive advantage. Despite my skepticism, Couche-Tard
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did a remarkable job and achieved solid profitability and the stock rose by about 2000% from 1993 to
2003.

In 2003, the company made a major acquisition in the United States when it bought Circle K. Fascinated
by this incursion south of our border, I went to listen to the CEO, Alain Bouchard, at the annual meeting
in early 2004. | was very impressed by Mr. Bouchard and decided to buy a small stake in Couche-Tard
to better follow the company.

About a year later, | decided to sell our shares for a very simplistic reason: | did not like the way financial
results were presented (it is a bit complex to go into details in this letter). Needless to say, it was a
stupendous mistake.

I continued to monitor Couche-Tard's progress in the United States and subsequently in Norway. Since
2005, the stock has climbed by nearly 1000%. In 23 years, the stock has multiplied by more than 200
times. You read that correctly... there is not one zero too many.

Mr. Bouchard has certainly been the maestro of this phenomenal performance for over two decades. An
autobiography was published this year and | strongly recommend reading it.

This omission mistake has been haunting me for more than 20 years. Although, our return has been
satisfactory since 1993, they could have been even better if | had translated my admiration for M.
Bouchard into a sizable investment.

After the majestic silver medal, you may be wondering how I could have possibly done worse for the
gold medal. In my defense, Couche-Tard did not perfectly fit our investment philosophy. But this is
sadly not the case for this next company.

Our current investment in Mohawk Industries had exceptional results in 2016 which highlighted an error
that occurred approximately eight years ago.

I discovered Mohawk when | read an article by Peter Lynch in the magazine Worth. He talked about
the company in very good terms, comparing it with Shaw Industries. Shaw is a leading company in the
carpet manufacturing industry and is the main competitor to Mohawk. | already knew Shaw well
enough, as Mr. Lynch had discussed it in the book Beating the Street published in 1992 (which I must
have read ten times in my youth).

In 1998, | wrote a complimentary article on Shaw Industries in Le Journal Les Affaires. A few months
later, the company was acquired by Berkshire Hathaway. | then focused on its main competitor,
Mohawk. The company, initially focused on carpet manufacturing, has diversified into various forms
of floor covering (ceramic tiles, vinyl, laminate flooring, etc.). By studying Mohawk in more detail, |
realized the exceptional qualities of its CEO, Jeff Lorberbaum. Along with Shaw, Mohawk has come to
dominate the flooring industry (each with about a 22% market share).

In 2007, when the housing market was already in a deep recession, Mohawk's share declined from $102
to $75 and we took the opportunity to buy shares in the company. Today, the stock is trading at $226.
We therefore realized a gain of approximately 200% or 12% annualized (before currency gains),
representing a 5% annual increase over the S&P 500 over the same period.
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But we could have made a much higher return. First my conviction in Mohawk and its president was
not reflected in the small allocation of this stock in our portfolio (about 2%). But worse still, the stock
fell sharply in the fall of 2008 during the financial crisis to hit a low of $24 (even at $17 for a brief
moment). At our annual meeting that year, in November 2008, a partner from Giverny asked whether
Mohawk was a bargain at this price. | replied: "as the company earned more than $7 per share before
the crisis, and | believe that in the next cycle it will earn at least that much, so yes the stock looks
extremely attractive." Unfortunately, | did not convert these beautiful words into dollars. We kept our
shares without adding more to our position. If we had only doubled our investment and thus lowered
our average cost from $75 to $50, our return on that investment would have been 17% annualized over
9 years. If we had increased the weight of the portfolio to 4% at that time, our annual return on the stock
would have been more than 20%.

It is an error of “golden” caliber because | understood Mohawk very well and knew that it fit perfectly
within our investment philosophy. | knew that Mr. Lorberbaum was a brilliant manager and that he
would lead the company through the recession with brilliance and utmost leadership. | also knew that
the stock market valuation in November 2008 was extraordinarily low. We could have taken advantage
of the irrational behavior of the stock market at that time to drastically lower our acquisition cost and
thus greatly amplify the return on our capital.

Conclusion: What About Politics?

We have received several questions about the newly elected US president, Donald Trump. Our role is
to manage and be good stewards of your capital. It would be a mistake to let our political ideas, as valid
as they may seem in our point of view, to blurry our investment decisions.

For example, | remember the 2004 US election very well, when the reelection of George W Bush in
early November of that year scared many Canadian investors (for whatever reasons). From November
2004 to today, the total return of the Rochon Global portfolio has been over 400% (12% on an annualized
basis). Without taking anything away from Mr. Bush, | sincerely believe that this performance has been
achieved because of the exceptional companies we have owned over the past twelve years, with the vast
majority of them based in the United States.

Investing in the stock market is not about betting on the vicissitudes of the political world (and voters).
Rather, investing is about owning businesses and nothing else. Strong companies do well because they
create unique products and services that serve their customers and potentially enrich their shareholders.
Political trends pass but good companies endure. | believe that the vast majority of companies that are
doing well do so not because of politicians but in spite of them.

We will surely face another set of political uncertainties and economic worries over the next decade.
They will have one thing in common: they will all be unpredictable. Despite this, what is predictable
for a seasoned investor is that owning shares of quality companies will give rise to positive financial
rewards over the long run.

To Our Partners

Using rationality, along with our unwavering optimism, we trust that the companies we own are
exceptional, led by top-notch people, and destined for a great future. They should continue to prudently
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navigate the often troubled waters of the global economy. Furthermore, the valuation assigned by the
market to these outstanding companies is very similar to the valuation of an average company in the
S&P 500, despite the fact that our companies have better growth prospects than average. Therefore we
consider the appreciation potential for our portfolio, both in absolute and relative terms, to be well above
average, especially when compared to other alternative asset classes, such as bonds.

We also want you to know that we are fully aware of and grateful for your votes of confidence. It is
imperative for us to not only select outstanding companies for our portfolios, but to also remain
outstanding stewards of your capital. We certainly like to achieve good returns and have developed a
taste for it, but it must not come at the cost of taking undue risk. Our philosophy to favor companies
with solid balance sheets and dominant business models, along with purchasing these companies at
reasonable valuations, is central to the risk management of our portfolios.

Thank you from the entire Giverny Capital team and we wish a great 2017 to all our partners.

é e C‘f %f //Ab(’

Francois Rochon and the Giverny Capital team
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APPENDIX A

Investment philosophy

Note: This section is repeated from prior annual letters and is aimed at new partners.

In 2016, we saw a large increase in the number of Giverny Capital partners (the term we use for our
clients). With all these newcomers, it is imperative that we write again (and again) about our investment
philosophy.

Here are the key points:

e We believe that over the long run, stocks are the best class of investments.

e Itis futile to predict when it will be the best time to begin buying (or selling) stocks.

e A stock return will eventually echo the increase in per share intrinsic value of the underlying
company (usually linked to the return on equity).

e We choose companies that have high (and sustainable) margins and high returns on equity, good
long term prospects and are managed by brilliant, honest, dedicated and altruistic people.

e Once a company has been selected for its exceptional qualities, a realistic valuation of its intrinsic
value has to be approximately assessed.

e The stock market is dominated by participants that perceive stocks as casino chips. With that
knowledge, we can then sometimes buy great businesses well below their intrinsic values.

e There can be quite some time before the market recognizes the true value of our companies. But if
we’re right on the business, we will eventually be right on the stock.

Experience and common sense teach us that an investment philosophy based on buying shares in
companies that are undervalued, and holding these companies for several years, will not generate linear
returns. Some years, our portfolio will have a return that is below average. This is a certainty that we
must accept.

Another important point: the significant volatility of the market is often perceived negatively by many
investors. It’s actually the contrary. When we see stock prices as “what other people believe the
company is worth” rather than the real value (at least in the short term), these fluctuations become our
allies in our noble quest for creating wealth. Instead of fearing them, we can profit from them by
acquiring superb businesses at attractive prices. The more that markets (the “other” participants) are
irrational, the more likely we are to reach our ambitious performance objectives.

Benjamin Graham liked to say that the irrationality of the market provides an extraordinary advantage
to the intelligent investor. The person, however, who becomes affected by short-term market
fluctuations (less than 5 years) and who makes decisions based on them transforms this advantage into
a disadvantage. His or her own perception of stock quotes becomes their own worst enemy. Our
approach at Giverny Capital is to judge the quality of an investment over a long period of time.

So patience — ours AND that of our partners — becomes the keystone for success.
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APPENDIX B

Notes on the returns of the Rochon portfolios

The Rochon portfolio is a private family group of accounts managed by Frangois Rochon since
1993. The returns of the period from 1993 to 1999 were realized before registration of Giverny
Capital Inc. at the AMF in June of 2000.

The Rochon Global portfolio serves as a model for Giverny Capital’s clients, but returns from
one client to the other can vary depending on a multitude of factors. The returns indicated include
trading commissions, dividends (including foreign withholding income taxes) and other income
but do not include management fees. Portfolio returns of the Rochon Global portfolio have been
generated in a different environment than Giverny Capital’s clients and this environment is
considered controlled. For example, cash deposits and withdrawals can increase the returns of
the Rochon Global portfolio. Thus, the portfolio returns of the Rochon Global portfolio are often
higher than the returns realized by clients of Giverny Capital.

Past results do not guarantee future results.

The Rochon Canada and Rochon US portfolios are parts of the Rochon Global portfolio.

The index benchmark group is selected at the beginning of the year and tends to be a good
reflection of the asset composition of the portfolio. Weighted indices presented may not be
representative of the Rochon Global portfolio. In 2016 :

»  Giverny Global Portfolio: TSX 14% Russell 2000 43% S&P 500 43%
»  Giverny US Portfolio : S&P 500 100%
»  Giverny Canada Portfolio : S&P/TSX 100%

The returns for the S&P 500 (in $USD) are provided by Standard & Poors.

The returns for the various indices used for comparable purposes are deemed reliable by Giverny
Capital.

It should be noted that currency effects on the returns of the Rochon portfolio and indices are
estimated to our best effort.

The custodian of our client portfolios is National Bank Correspondent Network (NBCN) in
Canada and TD Ameritrade Institutional in the US.

The financial statements of the three portfolios are audited at the end of each year. The auditor’s
data are those provided by our custodian (NBCN). The auditor’s annual reports are available
upon request.

For more information, please see the “returns” section of our website.
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Historical Summary

It has been more than two decades since | discovered the writings of Warren Buffett, Benjamin
Graham, John Templeton, Philip Fisher and Peter Lynch. | then decided to begin managing a family
portfolio based on an investment approach synthesized from these great money managers. By the end
of 1998, after five years of satisfactory results, | decided to launch an investment management firm
offering asset management services aligned with my own investment philosophy. Giverny Capital
Inc. came into existence.

In 2002, Giverny hired its first employee: Jean-Philippe Bouchard (JP for those who know him well).
A few years later, JP became a partner and participates actively in the investment selection process for
the Giverny portfolio. In 2005, two new persons joined the firm who eventually became partners:
Nicolas L’Ecuyer and Karine Primeau. Finally, in 2009, we launched a US office in Princeton, New
Jersey. The director of our Princeton office, Patrick Léger, shares in the culture and long-term time
horizon inherent to Giverny.

We are Partners!

From the very first days of Giverny, the cornerstone of our portfolio management philosophy was to
manage client portfolios in the same way that | was managing my own money. Thus, the family
portfolio I’ve managed since 1993 (the “Rochon Global Portfolio”) serves as a model for our client
accounts. It is crucial to me that clients of Giverny and its portfolio managers are in the same boat!
That is why we call our clients “partners”.

The Purpose of our Annual Letter

The primary objective of this annual letter is to discuss the results of our portfolio companies over the
course of the prior year. But even more importantly, our goal is to explain in detail the long-term
investment philosophy behind the selection process for the companies in our portfolio. Our wish is
for our partners to fully understand the nature of our investment process since long-term portfolio
returns are the fruits of this philosophy. Over the short term, the stock market is irrational and
unpredictable (though some may think otherwise). Over the long term, however, the market adequately
reflects the intrinsic value of companies. If the stock selection process is sound and rational,
investment returns will eventually follow. Through this letter, we provide you with the information
required to understand this process. You will hopefully notice that we are transparent and
comprehensive in our discussion. The reason for this is very simple: we treat you the way we would
want to be treated if our roles were reversed.

The Artwork on Our 2017 Letter
Since 2004, we have illustrated the cover of our letters with a copy of artwork from our corporate

collection. This year we selected a recent painting by the Quebec artist Anthony Burnham entitled
“Beside itself”.
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For the year ending December 31% 2017, the return for the Rochon Global Portfolio was 13.1% versus
10.2% for our benchmark, which represents a relative outperformance of 2.9%. The return of the
Rochon Global Portfolio and the one of our benchmark include a loss of approximately 7% due to
fluctuations in the Canadian currency.

Since its inception on July 1%t 1993, our compounded annual growth rate has been 15.7% versus 9.2%
for our weighted benchmark, representing an annualized outperformance of 6.5% over this period. It’s
worth noting that the effect of the fluctuations in the value of the US Dollar has been nearly nonexistent
on our returns. Over 24 years, the US currency has depreciated by 2.1% relative to the Canadian
Dollar, which corresponds to an effect of -0.1% on our annualized returns. Our long-term — and quite
ambitious — objective is to maintain an annual return 5% higher than our benchmark.

The Rochon Global Portfolio: Returns since July 15t 1993

Year * Rochon Index ** +/- $ US/Can ***
1993 (Q3-Q4) 37.0% 9.5% 27.6% 3.3%
1994 16.5% 3.7% 12.7% 6.0%
1995 41.2% 24.0% 17.2% -2.7%
1996 28.0% 22.8% 5.2% 0.3%
1997 37.8% 28.6% 9.2% 4.3%
1998 20.6% 18.8% 1.8% 7.1%
1999 15.1% 16.3% -1.2% -5.7%
2000 13.4% 3.2% 10.2% 3.9%
2001 15.1% -0.4% 15.5% 6.2%
2002 -2.8% -18.3% 15.6% -0.8%
2003 13.6% 14.0% -0.4% -17.7%
2004 1.6% 6.2% -4.5% -7.3%
2005 11.5% 3.6% 7.9% -3.3%
2006 3.5% 17.0% -13.5% 0.2%
2007 -14.4% -11.6% -2.8% -14.9%
2008 -5.5% -22.0% 16.5% 22.9%
2009 11.8% 12.2% -0.4% -13.7%
2010 16.1% 13.8% 2.3% -5.3%
2011 7.6% -1.1% 8.7% 2.2%
2012 21.2% 12.5% 8.7% -2.2%
2013 50.2% 38.9% 11.3% 6.9%
2014 28.1% 17.8% 10.2% 9.1%
2015 20.2% 13.4% 6.8% 19.3%
2016 7.3% 14.3% -7.0% -3.0%
2017 13.1% 10.3% 2.9% -6.6%
Total 3498.5% | 767.0% |2731.0%| -2.1%
Annualized 15.7% 9.2% 6.5% -0.1%

*  All returns are adjusted to Canadian dollars
** Index is a hybrid index (S&P/TSX, S&P 500, Russell 2000) which reflects the weight of the underlying assets at the beginning of the year.
*** Variation of the US dollar compared to the Canadian dollar

Refer to Appendix B for disclosure statements on the Rochon portfolios.




The Rochon US Portfolio

We have been publishing the returns of the Rochon US Portfolio, which is denominated in US dollars,
since 2003. The Rochon US Portfolio corresponds to the American portion of the Rochon Global
Portfolio. In 2017, it realized a return of 19.7% compared to 21.8% for our benchmark, the S&P 500.
The Rochon US Portfolio therefore underperformed our benchmark by 2.1%.

Since its inception in 1993, the Rochon US Portfolio has returned 2980%, or 15.0% on an annualized
basis. During this same period, the S&P 500 has returned 863%, or 9.7% on an annualized basis. Our
added value has therefore been 5.3% annually.

Year Rochon US S&P 500 +/-
1993 (Q3-Q4) 32.7% 5.0% 27.7%
1994 9.9% 1.3% 8.6%
1995 54.8% 37.6% 17.2%
1996 27.0% 23.0% 4.1%
1997 32.9% 33.4% -0.4%
1998 11.0% 28.6% -17.6%
1999 15.9% 21.0% -5.1%
2000 11.3% -9.1% 20.4%
2001 8.1% -11.9% 20.0%
2002 -4.4% -22.1% 17.7%
2003 31.6% 28.7% 2.9%
2004 9.3% 10.9% -1.6%
2005 12.5% 4.9% 7.5%
2006 3.3% 15.8% -12.4%
2007 -1.7% 5.5% -7.2%
2008 -24.3% -37.0% 12.7%
2009 28.7% 26.5% 2.3%
2010 21.9% 15.1% 6.9%
2011 4.7% 2.1% 2.6%
2012 22.3% 16.0% 6.3%
2013 40.6% 32.4% 8.2%
2014 18.0% 13.7% 4.3%
2015 1.7% 1.4% 0.4%
2016 7.5% 12.0% -4.5%
2017 19.7% 21.8% -2.1%
Total 2979.8% 863.2% | 2116.7%
Annualized 15.0% 9.7% 5.3%

Refer to Appendix B for disclosure statements on the Rochon portfolios.

No individual holding contributed significantly to this underperformance. Many stocks that were all-
stars within the S&P 500 in 2017 were not in our portfolio and the slight relative underperformance of
the Rochon US Portfolio this year can be primarily explained by this factor.



You will note that the Rochon US Portfolio underperformed the S&P 500 on eight occasions (or
roughly 33% of the time) over 24 years. This is very much in line with our "rule of three" where we
anticipate underperforming the indices at least one year out of three on average. Such an average, if
we can maintain it, is much better than that of the average fund manager.

We accept in advance that we will sometimes underperform the S&P 500 in the short term when our
style and/or our companies are out of favor (and sometimes for no reason). While it is not always
easy, we try to remain impervious to short-term results, both in good and not-so-good times.

Rochon Canada Portfolio

We introduced a portfolio that is 100% focused on Canadian equities in 2007. This corresponds
approximately to the Canadian portion of the Rochon Global Portfolio. In 2017, the Rochon Canada
Portfolio returned 27.4% versus 9.1% for the S&P/TSX, therefore overperforming its index by 18.3%.

Since 2007, the Rochon Canada Portfolio has returned 509%, or 17.8% on an annualized basis. During
this same period, our benchmark had a gain of 73%, or 5.1% on an annualized basis. Our annual added
value was therefore 12.7%.

Year Giverny Canada S&PI/TSX +/-
2007 19.7% 9.8% 9.9%
2008 -24.6% -32.9% 8.3%
2009 28.2% 33.1% -4.9%
2010 26.7% 17.6% 9.1%
2011 13.5% -8.7% 22.2%
2012 24.0% 7.2% 16.8%
2013 49.4% 13.0% 36.4%
2014 20.3% 10.6% 9.7%
2015 16.0% -8.3% 24.3%
2016 11.0% 21.1% -10.1%
2017 27.4% 9.1% 18.3%
Total 508.8% 73.1% 435.7%
Annualized 17.8% 5.1% 12.7%

Refer to Appendix B for disclosure statements on the Rochon portfolios.

Over 11 years, the performance of our Canadian securities has been significantly higher than that of
the S&P/TSX and even higher than that of our US stocks. A concentrated portfolio can drastically
exceed the performance of the indices but the risks inherent to high concentration is not appropriate
for a portfolio that is to be managed prudently. In fact, we consider that a portfolio of about 20
securities is the right balance between having a minimum diversification level to reduce company-
specific risk while also having few enough companies to improve the odds of beating the market
indices. Since this portfolio represents only a portion (approximately 15%) of the Rochon Global
Portfolio, our diversification requirements are met.

The three most important Canadian companies we own in this portfolio are of the utmost quality and
all have one thing in common: they are led by exceptional CEOs.



2017

2017 was a year of strong economic growth, with profits for the companies making up the S&P 500
rising by nearly 12%.

The American tech giants (Apple, Facebook, Amazon, etc.) continued to carry the US stock market in
2017. The five stocks in the table below rose by 47% during the year, or more than twice the return
of the S&P 500. Furthermore, these five stocks are the five most important weights within the S&P
500. So it was hard to beat the S&P 500 in 2017 without these stocks in a portfolio (Alphabet is the
only one in ours).

Stock 2017 Gain
Apple 48%
Microsoft 40%
Amazon.com 56%
Facebook 53%
Alphabet 36%
Average 47%

Tax Reform in the US

The American president managed to pass his tax reforms at the end of the year. So in addition to
benefiting from an environment of GDP growth, US companies will see their tax rates drop
substantially in 2018. We believe that the estimates for profit growth for companies in the S&P 500,
which are in the neighborhood of 15% to 18%, could even be conservative given these reforms.

Roughly 80% of our portfolio is invested in the United States. Additionally, our US companies will
likely see their corporate tax rates drop in a manner that is even greater than the average company in
the S&P 500. Indeed, we have always been wary of investing in companies with low tax rates for the
simple reason that we have always feared that governments could change the rules. Our past
conservatism will be rewarded in 2018: the majority of our American companies pay significant taxes
and will be greatly favored by the lower corporate rate. Considering all factors, we estimate that the
profit growth prospects for our companies are above the 20% mark for 2018. The tax reform will even
help our Canadian companies, such as , which generate a large share of
their profits from the United States.

Meanwhile in Canada

It was a quiet year in Canada. The Canadian stock market did well with the S&P/TSX posting gains
of 9%, though below the US stock market. The price of oil dropped from $56 a barrel early in the year
to a low of $44, ending the year at $60. This price is still below the total cost of production for several
Canadian oil companies, especially those operating in the oil sands. The growing popularity of electric
cars is also not a good omen for the oil industry in general.

Canadian residential real estate continued to hold up despite various new and more restrictive rules put
in place by governments. The average price of a house in Canada is roughly $500,000, or about 5%
more than in 2016. This level seems unsustainable, in our opinion, compared to the current GDP per
capita of Canadian households. The level of indebtedness of Canadian has become the highest of the
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OECD countries (101% of GDP per capita compared to the average of 80%). When this returns to
normal (“when” and not “if” in our opinion) it will likely be difficult for the Canadian economy to
absorb without creating additional aftershocks to various segments of the economy.

As a result of US tax reforms, Canadian corporations may well become less competitive relative to
their American counterparts. Regardless of what politicians say, a high level of taxation has the same
effect on investors as the cold on the geese: they fly off towards more favorable climate.

New segments of the Canadian industry have done particularly well in 2017: artificial intelligence and
cannabis agriculture. It seems early to assess the business model and the long-term financial potential
of Al-related companies. As for the cannabis industry, it is quickly becoming a major business. Of
course, speculators have already taken notice (we can smell it!) and companies in this sector are trading
at high valuations which seem to have already discounted many years of future growth.

You likely concluded, if you’re reading between the lines, that our philosophy of selecting companies
with a strong track record of high profitability and a reasonable stock market valuation keeps us away
from these types of industries.

A Few Words on the United Kingdom

As for the United Kingdom in 2017, predictions of economic apocalypses following Brexit did not
materialize. GDP growth was close to 1.5% for the year, which is lower than the European average
(around 2.4%) but still acceptable given the circumstances. We took advantage of the stock market
gloominess that prevailed to buy two British companies for our portfolio.

The Flavor of the Day for 2017: Bitcoin

Every year, we present to you what we consider the “flavor of the day” from the financial world. In
our opinion, the top prize for 2017 goes to bitcoin.

Several people asked us throughout the year what we thought about bitcoin, the most popular
cryptocurrency. We recognize that this new way of transmitting money is difficult to fully understand.
We quote Warren Buffett, who explained that bitcoin is “...a very effective way of transmitting money
and you can do it anonymously and all that. A check is a way of transmitting money too. Are checks
worth a whole lot of money?”

Such a rational statement does not hinder the innate nature of the human being from being seduced by
speculative activities. Things ends badly whenever a speculative fever sets in, with those who are
burnt by it swearing to never get caught again.

But mix a new generation of humans with a new form of speculation and you get a brand new explosive
cocktail. The bitcoin cocktail is spiced with brilliant marketing: it is aimed at those who want to rebel
against the system (oh so seductive is this idea!) while also using their intelligence to understand a
complex cyber currency concocted by other people just as smart. But intelligence and rationality are
two different qualities.

In our opinion, reason and experience dictate avoiding this trend.



Robert Wilmers (1934-2017)

We unfortunately lost Robert Wilmers, CEO of M&T Bank, in December. He had been head of this
Buffalo-based bank since 1983, and we have been shareholders M&T for more than 18 years.

I have in my archives the 1993 annual report for the First Empire State Bank (before the name of the
bank was changed to M&T). It was the first of many annual reports written by Bob that | read over
the years. | became a great admirer of not only of Bob as a banker but also as an incredibly generous
human being.

We bought our first shares in M&T in 1998. Then we added to our position at the beginning of the
2000, while Wall Street seemed only interested in tech stocks. M&T’s stock did very well during the
2000-2002 market correction and it became our biggest holding. Bob always managed the company
extremely cautiously while maintaining a high rate of growth in the company's intrinsic value. We
slept peacefully with Bob at the helm.

In 2007, at the age of 73, Bob decided to retire. We met with the company and weren’t as comfortable
with the bank’s new management team and we sold our shares (at around $100).

Then came the great crisis of 2008 and Bob decided to return to run M&T. JP and | met him in August
2008 and bought shares again a few months later, in February 2009, for about $36 a share. The stock
is currently trading at $190. There is no doubt whatsoever that Giverny's partners owe Bob a huge
debt of gratitude. We are all richer because of his boundless devotion to M&T's customers, employees
and shareholders.

I would like to add a personal note about another form of enrichment that Bob indirectly gave me,
which is a cultural enrichment. It was a Monday when we travelled to Buffalo in 2008 and the famous
Albright-Knox museum was closed. | asked Bob if he knew anyone at the museum who could open
its doors. When we arrived at Bob’s office, his assistant said: “After the meeting, the museum director



will be waiting for you to take a guided tour.” | then met Louis Grachos, the then director of the
Albright-Knox, who gave us a very memorable visit. When I told him about my passion for collecting
contemporary art, Louis confided in me his admiration for an Italian collector, Count Giuseppe Panza
di Biumo.

The first thing | did after the meeting was order Count Panza's autobiography on Amazon and |
devoured it in a few days. In my opinion, Count Panza was the greatest collector of contemporary art
in history. He quickly became a mentor for me through his writings. Louis then put me in touch with
the count and a few months later, in November 2009, | went to meet him at his home in Varese, in
northern Italy. It was a wonderful meeting. Six months later, Count Panza died.

| saw Louis a few times afterwards. He also introduced me to some people of the Albright-Knox
Museum Board of Directors. Without the great generosity of Bob Wilmers, | would have never met
Count Panza or known several very warm people in Buffalo who have become good friends.

I owe a lot of marvelous things in my life to Bob and I will miss him very much.
Five-year Post-mortem: 2012

Like we do every year, we go through a five-year post-mortem analysis. We believe that studying our
decisions in a systematic manner, and with the benefit of hindsight, enables us to learn from both our
achievements and our errors. We wrote in our 2012 annual letter: “We believe that equities will be the
best asset class in the coming years for the simple reason that it seems to be the most undervalued.”
Over five years, the S&P 500 has risen more than 87% (it has doubled if we include dividends).

In 2012, we acquired shares in LKQ and Union Pacific (UP). We still hold these two companies in
our portfolio. To assess these investments, here is a table measuring their performance, in absolute
terms, relative to the S&P 500.

Date of 1st | 2012 2017 Growth Price at 1st | Priceatend | Avg. | Annualized S&P 500
Stock Purchase EPS EPS Rate Purchase of 2017 Div. Return Annualized +/-
LKQ Apr-12 [ 087 $| 188 $ 17% 150 $ 40.7 $ 0% 19% 15% 4%
UP Jul-12 413 %] 579 % 7% 60.0 $ 1341 $ 2% 18% 14% 3%
S&P 500 104 133 5% 2674 2%

Both stocks did very well, with LKQ and UP generating annualized returns of 19% and 18%,
respectively, or about 3 to 4% better than the S&P 500 during the same period. LKQ grew its EPS by
17% from 2012 to 2017 and the stock has broadly followed the growth in its intrinsic value. Although
we believe that the company will have difficulty maintaining this rate of growth in the future, we are
of course satisfied with this investment so far.

On the other hand, UP has grown its EPS by only 7% per year, a rate that is slightly higher than that
of the companies in the S&P 500. The strong performance of the stock therefore originates from a
significant increase in its P/E multiple over the last five years (just like the S&P 500, by the way). We
believe that UP's valuation premium is justified by its excellent long-term fundamentals (it must also
be taken into account that EPS will likely increase sharply in 2018). Our opinion, however, is that we
will no longer count on such a stock market revaluation in the years to come.



Owner’s Earnings

At Giverny Capital, we do not evaluate the quality of an investment by the short-term fluctuations in
its stock price. Our wiring is such that we consider ourselves owners of the companies in which we
invest. Consequently, we study the growth in earnings of our companies and their long-term outlook.
Since 1996, we have presented a chart depicting the growth in the intrinsic value of our companies
using a measurement developed by Warren Buffett: “owner’s earnings”. We arrive at our estimate of
the increase in intrinsic value of our companies by adding the growth in earnings per share (EPS) and
the average dividend yield of the portfolio. We believe that analysis is not exactly precise but
approximately correct. In the non-scientific world of equity investing, we believe in the old saying:
“It is better to be roughly right than precisely wrong.”

This year, the intrinsic value of our companies, as a whole, rose by about 14% (13% from the growth
in earnings and around 1% from the average dividend). Despite some of the changes to our portfolio
during the year, we consider the estimate of the EPS growth at our companies during 2017 to
adequately reflect their economic reality. The performance of our portfolio in terms of market value
was a gain of roughly 20% (net of any currency effect).

The companies in the S&P 500 also saw strong growth, with growth in the order of 12% (about 14%
when we add the dividend). The S&P 500 had a total performance figure of 22% (in $USD).

Rochon Global Portfolio S&P 500
Year *** Value * | Market ** Difference | Value * | Market ** | Difference
1996 14% 29% 15% 13% 23% 10%
1997 17% 35% 18% 11% 33% 22%
1998 11% 12% 1% -1% 29% 30%
1999 16% 12% -4% 17% 21% 4%
2000 19% 10% -9% 9% -9% -18%
2001 -9% 10% 19% -18% -12% 6%
2002 19% -2% -21% 11% -22% -33%
2003 31% 34% 3% 15% 29% 14%
2004 21% 8% -12% 21% 11% -10%
2005 14% 15% 0% 13% 5% -8%
2006 14% 3% -11% 15% 16% 1%
2007 10% 0% -10% -4% 5% 9%
2008 -3% -22% -19% -30% -37% 7%
2009 0% 28% 28% 3% 26% 23%
2010 22% 22% 0% 45% 15% -30%
2011 17% 6% -11% 17% 2% -15%
2012 19% 23% 4% 7% 16% 9%
2013 16% 42% 26% 9% 32% 23%
2014 13% 19% 6% 9% 14% 5%
2015 11% 4% 7% 1% 1% 0%
2016 9% 10% 1% 3% 12% 9%
2017 14% 20% 7% 14% 22% 8%
Total 1391% | 1544% | 153% | 365% | 552% |
Annualized 13.1% | 136% | 05% | 72% | 8.9%

*  Estimated growth in earnings plus dividend yield
**  Market performance, inclusive of dividends (refer to Appendix B for disclosure statements on our returns)
*** Results estimated without currency effects
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Over 22 years, we believe our companies have grown their intrinsic value by about 1391%; and their
stocks have achieved a total return of approximately 1544%. On an annualized basis, we achieved an
intrinsic performance of 13.1% versus 13.6% for their stock market performance (dividend included
in both cases). The correlation between the two figures over a long period is not accidental since the
stock market always reflects the fair value of companies over the long term.

Our stocks have outperformed the S&P 500 by 4.7% annually over the last 22 years for the simple

reason that our companies grew their intrinsic values at a rate that was 5% greater than that of the
companies that make up the S&P 500.

Our Companies

“It is remarkable how much long-term advantage people like us have gotten by trying to be
consistently not stupid, instead of trying to be very intelligent. ”

- Charlie Munger (Vice Chairman of Berkshire Hathaway)

Section for Giverny Capital’s partners only

The Podium of Errors

“The man who does things makes many mistakes, but he never makes the biggest mistake of all—
doing nothing.”

- Benjamin Franklin

Following in the “Givernian” tradition, here are our three annual medals for the “best” errors of 2014
(or from past years). It is with a constructive attitude, in order to always improve as investors, that we
provide this detailed analysis. As is often the case with stocks, errors from omission (non-purchases)
are often more costly than errors from commission (purchases)... even if we don’t see those on our
statements.

Bronze Medal: Knight Transportation

Our older partners will remember that we were shareholders of Knight Transportation for several years,
from 2003 to 2011. Kbnight Transport is a large truck transportation company located in Phoenix,
Arizona. We sold our shares in 2011 to buy another stock that seemed more undervalued.

In early 2015, the company appointed a new CEO, David A. Jackson, and we met with him. Mr.
Jackson was previously CFO of the company and reinvigorated Knight's growth plans. We were very
impressed by this young leader (40 years old at that time) and decided to become shareholders again.
Then in March of 2017, after holding the stock for about two years, we sold our shares for about $33,
netting a small gain. Once again, | preferred to invest our capital in another stock that seemed more
interesting.
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It seems like it was a mistake. Shortly after our sale, David Jackson led the company in its acquisition
of Swift Transportation which, at first glance, seems very promising. The growth outlook for 2018 is
excellent and we expect a 58% increase in EPS. The stock did well on the stock market, climbing
nearly 50% after we sold it. It looks like I lacked patience.

Silver Medal: Intuit

I discovered Intuit and its Quicken software about 25 years ago. | found the product excellent and
very practical. | knew that the company was listed on the stock market but found the stock too
expensive. In October 1994, Microsoft announced a takeover bid for Intuit for $1.5 billion. From
memory, it was the equivalent of around 30 times the profits of that time—a level that | found
exorbitant (I was still quite inexperienced). In April 1995, the US Department of Justice opposed the
transaction for antitrust reasons and Intuit's stock dropped to less than $5 (adjusted for subsequent
splits).

I decided to follow Intuit more closely after this failed acquisition. | liked the product and I thought
that if Microsoft saw so much value in it that the company certainly deserved my attention. Obviously,
I always found the stock too expensive because | never bought any shares of the company. | only
admired the company from the bleachers.

A few years later, the company launched a second flagship product: Quickbook (bookkeeping
software). We even started using this product a few years ago at Giverny. | could not be more in the
front row! Today, the stock is trading at $164. Yes, you calculated correctly: the stock has risen
3200% since 1995, or the equivalent of an annualized return of 17%.

This year's gold medal is one of high caliber and one that was many years in the making. It is necessary
to return to 1998 to find the origin of this error. In early 1998 (a few months before founding Giverny
Capital), I went to a high-tech conference in San Francisco. No need to tell you that the word on
everyone's lips was: "Internet”. The young business leaders were daring, flashy and excellent
presenters with beautiful computer presentations. The sole exception to this was the president of
FactSet Research.

I had never heard of this company but I looked at its numbers in the documents provided to conference
attendees. The company was very profitable (one of the few in the group) and | went to the company's
presentation. The president and co-founder was the speaker and he must have been about 70 years old
and had no computer or projector. Near the end of his presentation, he pulled out sheets of paper taped
together (yes, | was wondering "what are these strange things?"). In this stack of unfolded sheets, one
could see the sales and profit growth of the company over 20 years (the company was founded in
1978). Of course, from my seat in the audience, I couldn’t really see anything. But I liked the old
fashioned manner of the president and took the time to study the company in detail upon my return to
Montreal.

FactSet sells financial information software and competes with giants like Bloomberg and Thomson

Reuters. The company has a successful product, a loyal customer base and is continually gaining
market share. It has exceptional profitability and an exemplary balance sheet.
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After following the company a few years, we bought shares of FactSet in 2003. Then we sold them
after a slight increase. We briefly rode on the same carousel in 2006. The reason that made me sell
was always the same: after a small rise, | found the stock’s valuations too expensive. In fact, the
market valuation, without being exaggerated, always seemed too high and that is the main reason we
did not have this company in the portfolio for longer periods of time. Yet the company continued to
generate exceptional results and the company continued to grow its profits even during the great
recession of 2008-20009.

At the beginning of 1998, the stock traded at less than $8. The stock hit the $200 level twenty years
later. We could have made more than 25 times our money over two decades (an annual return of 18%).

What makes me to blame even more is that we are loyal customers of FactSet Research at Giverny Capital. | love to use this product! Our familiarity
with the product and our loyalty to the company should have turned the light on in my brain!

Conclusion: it was 10 years ago

A decade ago, in 2007, Giverny Capital had a difficult year. The only sectors that were “working”
were those related to natural resources (with oil leading the way). As you know, we avoid this universe
because, in our opinion, it is extremely difficult to have a competitive advantage. In addition, the sharp
rise in the Canadian dollar at that time also decreased our short-term results. The Canadian stock
market (especially the sectors linked to natural resources) was then at its peak of popularity.

We stayed the course on our stock selection process as we knew that our philosophy of selecting high
quality companies was sound. We also believed that the level of the Canadian dollar, at par with its
American counterpart at the time, did not make sense. We wrote at the time: “Patience is in order.”

This patience was rewarding for us and our partners. The following is a chart of the performance of
the Rochon Global Portfolio (in Canadian dollars and without currency effect) compared to our
benchmark, the S&P 500 and the S&P/TSX (in Canadian dollars and without currency effect) for the
10-year period, beginning January 1, 2008.

2008-2017 Period In $CAD Estimated w/o currency
Return Total Annualized Total Annualized
Rochon Global 351.0% 16.3% 271.6% 14.0%
Index ** 159.4% 10.0% 111.0% 7.8%
S&P 500 186.1% 11.1% 126.0% 8.5%
S&P/TSX 58.1% 4.7% 58.1% 4.7%

** “Index” is a hybrid index (S&P/TSX, S&P 500, Russell 2000) which reflects the weight of the underlying assets at the beginning of the year.

Refer to Appendix B for disclosure statements on the Rochon portfolios.

The Rochon Global portfolio thus achieved a total return of 351% (16.3% on an annualized basis)
compared to 186% for the S&P 500 in Canadian dollars (11.1% annualized). The S&P/TSX Canadian
Index returned 58% over 10 years (4.7% annualized). The Canadian dollar lost 21% of its value over
the decade and returned to a level we consider normal. Without currency effect, we estimate the total
return of the Rochon Global portfolio at 272% (14.0% annualized) and 126% (8.5% annualized) for
the S&P 500.
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It should be noted that these returns were obtained by starting the clock at the BEGINNING of 2008,
so BEFORE the big fall of the stock market that followed. Our companies are not immune to
recessions but have had the strength to go through hard times.

Two ingredients are therefore necessary to succeed on the stock market: a rational stock selection
process and patience (often, a good dose of it).

I would add that the first ingredient is futile without the second.

To Our Partners

We believe that the companies we own are exceptional, led by top-notch people, and destined for a
great future. They should continue to prudently navigate the often troubled waters of the global
economy. Furthermore, the valuation assigned by the market to these outstanding companies is very
similar to the valuation of an average company in the S&P 500, despite the fact that we believe our
companies have better growth prospects than average. Therefore we consider the appreciation
potential for our portfolio, both in absolute and relative terms, to be well above average, especially
when compared to other alternative asset classes, such as bonds.

We also want you to know that we are fully aware of and grateful for your votes of confidence. It is
imperative for us to not only select outstanding companies for our portfolios, but to also remain
outstanding stewards of your capital. We certainly like to achieve good returns and have developed a
taste for it, but it must not come at the cost of taking undue risk. Our philosophy to favor companies
with solid balance sheets and dominant business models, along with purchasing these companies at
reasonable valuations, is central to the risk management of our portfolios.

Thank you from the entire Giverny Capital team and we wish a great 2018 to all our partners.

% gleg C‘f %f/@b((

Francois Rochon and the Giverny Capital team
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APPENDIX A

Investment philosophy

Note: This section is repeated from prior annual letters and is aimed at new partners.

In 2017, we saw a large increase in the number of Giverny Capital partners (the term we use for our
clients). With all these newcomers, it is imperative that we write again (and again) about our
investment philosophy.

Here are the key points:

e We believe that over the long run, stocks are the best class of investments.

e Itis futile to predict when it will be the best time to begin buying (or selling) stocks.

e A stock return will eventually echo the increase in per share intrinsic value of the underlying
company (usually linked to the return on equity).

e We choose companies that have high (and sustainable) margins and high returns on equity, good
long term prospects and are managed by brilliant, honest, dedicated and altruistic people.

e Once a company has been selected for its exceptional qualities, a realistic valuation of its intrinsic
value has to be approximately assessed.

e The stock market is dominated by participants that perceive stocks as casino chips. With that
knowledge, we can then sometimes buy great businesses well below their intrinsic values.

e There can be quite some time before the market recognizes the true value of our companies. But
if we’re right on the business, we will eventually be right on the stock.

Experience and common sense teach us that an investment philosophy based on buying shares in
companies that are undervalued, and holding these companies for several years, will not generate linear
returns. Some years, our portfolio will have a return that is below average. This is a certainty that we
must accept.

Another important point: the significant volatility of the market is often perceived negatively by many
investors. It’s actually the contrary. When we see stock prices as “what other people believe the
company is worth” rather than the real value (at least in the short term), these fluctuations become our
allies in our noble quest for creating wealth. Instead of fearing them, we can profit from them by
acquiring superb businesses at attractive prices. The more that markets (the “other” participants) are
irrational, the more likely we are to reach our ambitious performance objectives.

Benjamin Graham liked to say that the irrationality of the market provides an extraordinary advantage
to the intelligent investor. The person, however, who becomes affected by short-term market
fluctuations (less than 5 years) and who makes decisions based on them transforms this advantage into
a disadvantage. His or her own perception of stock quotes becomes their own worst enemy. Our
approach at Giverny Capital is to judge the quality of an investment over a long period of time.

So patience — ours AND that of our partners — becomes the keystone for success.
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APPENDIX B

Notes on the returns of the Rochon portfolios

The Rochon portfolio is a private family group of accounts managed by Francois Rochon since
1993. The returns of the period from 1993 to 1999 were realized before registration of Giverny
Capital Inc. at the AMF in June of 2000.

The Rochon Global portfolio serves as a model for Giverny Capital’s clients, but returns from
one client to the other can vary depending on a multitude of factors. The returns indicated
include trading commissions, dividends (including foreign withholding income taxes) and
other income but do not include management fees. Portfolio returns of the Rochon Global
portfolio have been generated in a different environment than Giverny Capital’s clients and
this environment is considered controlled. For example, cash deposits and withdrawals can
increase the returns of the Rochon Global portfolio. Thus, the portfolio returns of the Rochon
Global portfolio are often higher than the returns realized by clients of Giverny Capital.

Past results do not guarantee future results.

The Rochon Canada and Rochon US portfolios are parts of the Rochon Global portfolio.

The index benchmark group is selected at the beginning of the year and tends to be a good
reflection of the asset composition of the portfolio. Weighted indices presented may not be
representative of the Rochon Global portfolio. In 2017 :

»  Giverny Global Portfolio: TSX 14% Russell 2000 43% S&P 500 43%
»  Giverny US Portfolio : S&P 500 100%
»  Giverny Canada Portfolio : S&P/TSX 100%

The returns for the S&P 500 (in $USD) are provided by Standard & Poors.

The returns for the various indices used for comparable purposes are deemed reliable by
Giverny Capital.

It should be noted that currency effects on the returns of the Rochon portfolio and indices are
estimated to our best effort.

The custodian of our client portfolios is National Bank Independent Network (NBIN) in
Canada and TD Ameritrade Institutional in the US.

The financial statements of the three portfolios are audited at the end of each year. The auditor’s
data are those provided by our custodian (NBIN). The auditor’s annual reports are available
upon request.

For more information, please see the “returns” section of our website.
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Historical Summary

It has been more than 25 years since | discovered the writings of Warren Buffett, Benjamin Graham,
John Templeton, Philip Fisher and Peter Lynch. I then decided to begin managing a family portfolio
based on an investment approach synthesized from these great money managers. By the end of 1998,
after five years of satisfactory results, | decided to launch an investment management firm offering
asset management services aligned with my own investment philosophy. Giverny Capital Inc. came
into existence.

In 2002, Giverny hired its first employee: Jean-Philippe Bouchard (JP for those who know him well).
A few years later, JP became a partner and participates actively in the investment selection process for
the Giverny portfolio. In 2005, two new persons joined the firm who eventually became partners:
Nicolas L’Ecuyer and Karine Primeau. Finally, in 2009, we launched a US office in Princeton, New
Jersey. The director of our Princeton office, Patrick Léger, shares in the culture and long-term time
horizon inherent to Giverny.

We are Partners!

From the very first days of Giverny, the cornerstone of our portfolio management philosophy was to
manage client portfolios in the same way that | was managing my own money. Thus, the family
portfolio I’ve managed since 1993 (the “Rochon Global Portfolio”) serves as a model for our client
accounts. It is crucial to me that clients of Giverny and its portfolio managers are in the same boat!
That is why we call our clients “partners”.

The Purpose of our Annual Letter

The primary objective of this annual letter is to discuss the results of our portfolio companies over the
course of the prior year. But even more important, our goal is to explain in detail the long-term
investment philosophy behind the selection process for the companies in our portfolio. Our wish is
for our partners to fully understand the nature of our investment process since long-term portfolio
returns are the fruits of this philosophy. Over the short term, the stock market is irrational and
unpredictable (though some may think otherwise). Over the long term, however, the market adequately
reflects the intrinsic value of companies. If the stock selection process is sound and rational,
investment returns will eventually follow. Through this letter, we provide you with the information
required to understand this process. You will hopefully notice that we are transparent and
comprehensive in our discussion. The reason for this is very simple: we treat you the way we would
want to be treated if our roles were reversed.

The Artwork on Our 2018 Letter
Since 2004, we have illustrated the cover of our letters with a copy of an artwork from our corporate

collection. This year we selected an artwork by the Quebec artist Gabor Szilasi. It is a photography
taken at Giverny in 1998.
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For the year ending December 31% 2018, the return for the Rochon Global Portfolio was -0.6% versus
-1.4% for our benchmark, which represents a relative outperformance of 0.8%. The return of the
Rochon Global Portfolio and the one of our benchmark include a gain of approximately 6.7% due to
fluctuations in the Canadian currency.

Since its inception on July 1% 1993, our compounded annual growth rate has been 15.1% versus 8.8%
for our weighted benchmark, representing an annualized outperformance of 6.3% over this period. It’s
worth noting that the effect of the fluctuations in the value of the US Dollar has been nearly nonexistent
on our returns. Over 25 years, the US currency has appreciated by 6.5% relative to the Canadian
Dollar, which corresponds to an effect of 0.2% on our annualized returns. Our long-term (and
ambitious) objective is to maintain an annual return 5% higher than our benchmark.

The Rochon Global Portfolio: Returns since July 15t 1993

Year * Rochon Index ** +/- $ US/Can ***
1993 (Q3-Q4) 37.0% 9.5% 27.6% 3.3%
1994 16.5% 3.7% 12.7% 6.0%
1995 41.2% 24.0% 17.2% -2.7%
1996 28.0% 22.8% 5.2% 0.3%
1997 37.8% 28.6% 9.2% 4.3%
1998 20.6% 18.8% 1.8% 7.1%
1999 15.1% 16.3% -1.2% -5.7%
2000 13.4% 3.2% 10.2% 3.9%
2001 15.1% -0.4% 15.5% 6.2%
2002 -2.8% -18.3% 15.6% -0.8%
2003 13.6% 14.0% -0.4% -17.7%
2004 1.6% 6.2% -4.5% -7.3%
2005 11.5% 3.6% 7.9% -3.3%
2006 3.5% 17.0% -13.5% 0.2%
2007 -14.4% -11.6% -2.8% -14.9%
2008 -5.5% -22.0% 16.5% 22.9%
2009 11.8% 12.2% -0.4% -13.7%
2010 16.1% 13.8% 2.3% -5.3%
2011 7.6% -1.1% 8.7% 2.2%
2012 21.2% 12.5% 8.7% -2.2%
2013 50.2% 38.9% 11.3% 6.9%
2014 28.1% 17.8% 10.2% 9.1%
2015 20.2% 13.4% 6.8% 19.3%
2016 7.3% 14.3% -7.0% -3.0%
2017 13.1% 10.3% 2.9% -6.6%
2018 -0.6% -1.4% 0.8% 8.7%
Total 3477.1% | 755.2% |2722.0%| 6.5%
Annualized 15.1% 8.8% 6.3% 0.2%

*  All returns are adjusted to Canadian dollars
** Index is a hybrid index (S&P/TSX, S&P 500, Russell 2000) which reflects the weight of the underlying assets at the beginning of the year.
*** Variation of the US dollar compared to the Canadian dollar

Refer to Appendix B for disclosure statements on the Rochon portfolios.




The Rochon US Portfolio

We have been publishing the returns of the Rochon US Portfolio, which is entirely denominated in US
dollars, since 2003. The Rochon US Portfolio corresponds to the American portion of the Rochon
Global Portfolio. In 2018, it realized a return of -8.3% compared to -4.4% for our benchmark, the
S&P 500. The Rochon US Portfolio therefore underperformed the S&P 500 by 3.9%.

Since its inception in 1993, the Rochon US Portfolio has returned 2724%, or 14.0% on an annualized
basis. During this same period, the S&P 500 has returned 821%, or 9.1% on an annualized basis. Our
added value has therefore been 4.9% annually.

Year Rochon US S&P 500 +/-
1993 (Q3-Q4) 32.7% 5.0% 27.7%
1994 9.9% 1.3% 8.6%
1995 54.8% 37.6% 17.2%
1996 27.0% 23.0% 4.1%
1997 32.9% 33.4% -0.4%
1998 11.0% 28.6% -17.6%
1999 15.9% 21.0% -5.1%
2000 11.3% -9.1% 20.4%
2001 8.1% -11.9% 20.0%
2002 -4.4% -22.1% 17.7%
2003 31.6% 28.7% 2.9%
2004 9.3% 10.9% -1.6%
2005 12.5% 4.9% 7.5%
2006 3.3% 15.8% -12.4%
2007 -1.7% 5.5% -7.2%
2008 -24.3% -37.0% 12.7%
2009 28.7% 26.5% 2.3%
2010 21.9% 15.1% 6.9%
2011 4.7% 2.1% 2.6%
2012 22.3% 16.0% 6.3%
2013 40.6% 32.4% 8.2%
2014 18.0% 13.7% 4.3%
2015 1.7% 1.4% 0.4%
2016 7.5% 12.0% -4.5%
2017 19.7% 21.8% -2.1%
2018 -8.3% -4.4% -3.9%
Total 2724.2% 821.0% | 1903.2%
Annualized 14.0% 9.1% 4.9%

Refer to Appendix B for disclosure statements on the Rochon portfolios.

After eight years of consecutive outperformance (a statistical event unlikely to reoccur), the Rochon
US Portfolio underperformed the S&P 500 for the third year in a row. Once again this year, a few of
the all-star stocks in the S&P 500 contributed in an outsized manner to the performance of the index.
Relative to the Russell 2000 (an index composed of smaller cap companies), the S&P 500 was up 6.6%



in 2018. In fact, over the last five years, the S&P 500 has achieved an annual return of 8.5% vs. 4.4%
for the Russell 2000.

Over a long period of time, the returns of the S&P 500 and Russell 2000 tend to be similar. Since
1993, the S&P 500 generated annual returns of 9.1% versus 8.7% for the Russell 2000. The stock
market tends to accurately reflect the intrinsic value of companies, whether large or small.

We accept in advance that we will sometimes underperform the S&P 500 in the short term when our
style and/or our companies are out of favor (and sometimes for no reason). While it is not always
easy, we try to remain impervious to short-term results, both in good and not-so-good times.

Rochon Canada Portfolio

We introduced a portfolio that is 100% focused on Canadian equities in 2007. This corresponds
approximately to the Canadian portion of the Rochon Global Portfolio. In 2018, the Rochon Canada
Portfolio returned -7.6% versus -8.9% for the S&P/TSX, therefore outperforming its index by 1.3%.

Since 2007, the Rochon Canada Portfolio has returned 462%, or 15.5% on an annualized basis. During
this same period, our benchmark had a gain of 58%, or 3.9% on an annualized basis. Our annual added
value was therefore 11.6%.

Year Giverny Canada S&P/TSX +/-
2007 19.7% 9.8% 9.9%
2008 -24.6% -32.9% 8.3%
2009 28.2% 33.1% -4.9%
2010 26.7% 17.6% 9.1%
2011 13.5% -8.7% 22.2%
2012 24.0% 7.2% 16.8%
2013 49.4% 13.0% 36.4%
2014 20.3% 10.6% 9.7%
2015 16.0% -8.3% 24.3%
2016 11.0% 21.1% -10.1%
2017 27.4% 9.1% 18.3%
2018 -7.6% -8.9% 1.3%
Total 462.4% 57.7% 404.6%
Annualized 15.5% 3.9% 11.6%

Refer to Appendix B for disclosure statements on the Rochon portfolios.

The holding that contributed most significantly to our loss in 2018 was Dollarama. Despite its sharp
decline in 2018, we have had a cumulative gain of more than 700% on this stock since our initial
purchase in 2010. We will go in more detail regarding Dollarama in our “company” section below.

Over 12 years, the performance of our Canadian securities has been significantly higher than that of
the S&P/TSX. A concentrated portfolio can drastically exceed the performance of an index but the
risks inherent to high concentration is not appropriate for a portfolio that is to be managed prudently.
In fact, we consider that a portfolio of about 20 securities is the right balance between having a
minimum diversification level to reduce company-specific risk while also having few enough



companies to improve the odds of beating the market indices. Since this portfolio represents only a
portion (approximately 15%) of the Rochon Global Portfolio, our diversification requirements are met.

2018

The year unfolded in two parts. Over the first two quarters, the US market did very well and reflected
a sharp increase in corporate profits bolstered by a significant drop in corporate tax rates. The rest of
the world, however, did not have the same experience and had marked stagnation in places such as
Canada, Europe and Asia.

Then in the fall, the sentiment of US investors turned 180 degrees and the S&P 500 and the Russell
2000 fell by 20% and 27%, respectively, from their high of September to their low of December 24th.
The sharp decline in December resulted in a bear market (a drop of more than 20%) which was the
fifth since my debut in 1993, some 25 years ago.

We’ve been around the block!

We’ve known for a long time that the stock market, in the short term, behaves like a manic-depressive
entity. No medicine can cure it or even stabilize it. The market is a network of millions of emotional
human beings interacting with each other (imagine millions of people trying to predict what the other
millions of people will do and vice versa).

Increased transaction efficiency and near instantaneous access to information has dramatically changed
the way in which the investors approach the market since 1993, just before the large-scale
implementation of the Internet. But what has not changed is human nature. When it comes to money,
humans over and over flip flop from fear to greed like wind vanes armed with cell phones.

Here are the 2018 returns for different indices around the world and annualized over 5 years:

Return (in $US) 2018 2018 $Can 5 year
Russell 2000 -11.0% -3.2% 4.4%
S&P 500 -4.4% 4.0% 8.5%
MSCI EAFE -13.8% -6.3% 0.5%
MSCI Europe -14.9% -7.5% -0.6%
MSCI China + HK + Taiwan -22.4% -15.6% 2.9%
MSCI AC Asia -13.7% -6.2% 3.6%
Average -13.4% -5.8% 3.2%
| S&P/TSX (in $Can) | 89% | -89% | 41% |

With a fall of 4% for 2018, the S&P 500 was the index that performed best among the main indices of
the World. Furthermore, over the past three years, the S&P 500's returns have been extremely
polarized, with software and internet-related stocks increasing by about 60% while those related to
more traditional industries increasing by about 20%. In other words, if you had been underweighted
the software and internet segments over the last few years, it would have been very difficult to achieve
the S&P 500's performance.



Some of the companies in these sectors are clearly exceptional and have drastically changed the world
we live in just a few years. On the other hand, one must bear in mind that all companies have an
intrinsic value and that it can be risky to pay too much for even the best of companies.

A few words about big American banks

Many companies have slowly increased their debt levels during this economic cycle. The reason is
very simple—the very low cost of capital (low interest rates). This prevailing appetite for debt is also
very present in the world of private equity, as they have a business model which requires significant
leverage.

We believe that it is not the big American banks that are financing the current level of leveraged loans.
If we go back 25 years, about 30% of leveraged loans were owned by US banks and 40% by
institutional investors. Recently, this ratio is about 5% for US banks and more than 85% for
institutional investors (Source: S&P, Goldman Sachs).

Most major US banks, still scalded by the 2008 financial crisis, are stronger than ever and their stock
market valuations seem very attractive to us. That's why we own shares in four US banks at the time
of writing this letter.

Outlook for 2019

The prospects for earnings growth could certainly be much lower in 2019 than in 2018. We believe
that US companies could increase their earnings per share (EPS) by an average of about 4% this year.

Even in the event of a more pronounced slowdown, the growth of corporate profits will eventually
pick up again. Over the long run, stocks remain the best asset class to own for the simple reason that
corporate profits are always growing (albeit not linearly).

If the stock market continues to behave like a manic-depressive entity in the short term (as 2018 so
eloguently demonstrated), it nonetheless still always accurately reflects the intrinsic value of
companies over the long term. Is this not a good premise for investing our savings?

The popularity of index funds

“....The idea behind buying an index fund is that the average manager - by definition -
gets an average performance. But because of the management fees and transaction costs,
their collective result can only be lower than the indices (which incur only little expense)...
Many investors have concluded that investing in an index fund is statistically the best
option for someone who cannot distinguish a good investment from another or a good
manager from another... Thus, in recent years, capital has gradually shifted from active
management to passive management. The side effect of this is that money moves to the
largest companies that have the most weight in the index (the S&P 500). This movement
of capital has had the effect of pushing the S&P 500 higher, which has the effect of making
active management look even worse, which has the effect of transferring even more money
from active to passive strategies. Some managers see the threat of not owning the largest
stocks for their performance and they therefore make sure to have these securities with at



least the weight of the S&P 500 in their portfolios (which has the effect of driving up these
few securities once again). As one well-known manager said: "Many have capitulated”. ”

Do you think this is a good summary for 2018? And yet, | wrote these words 20 years ago for the
1998 annual letter. | then explained in detail the significant difference in valuation between large cap
stocks (bought massively by index funds) and all others. | then added these sentences:

“...In the long run, the stock market reflects the intrinsic value of companies - large and
small - and this imbalance between larger companies and smaller ones should be rectified
on its own in the future.... In the stock exchange, as in life, common sense ends up
triumphing even if it can test the patience of the wise man...”

What happened in the two decades that followed this text?

From 1999 to 2018, the S&P 500 achieved an annual return of 5.6%, while the Russell 2000 achieved
an annual return of 7.4%. So, as | predicted, the S&P 500 returned to normal and smaller cap stocks
did better than larger ones (a total return of 317% for the Russell 2000 vs. 197% for the S&P 500).

In 1998, many managers (and their clients) threw in the towel and resorted to index funds. Many
observers argued that it was almost impossible to beat the S&P 500 over a long period. From this
perspective, what was the performance of the Rochon Global Portfolio for the same period of 20 years?
Here is a summary table:

Return in SCan S&P 500 Russell 2000 S&P / TSX Rochon Global Added value
1999-2018 5.0% 6.8% 6.6% 10.6% 4.6%

Refer to Appendix B for disclosure statements on the Rochon portfolios.

You will note that the Canadian dollar appreciated from 1998 to 2018 and had the effect of reducing
the annual return of US indices by 0.6% when presented in Canadian currency. The Rochon Global
Portfolio results are calculated in Canadian dollars. As you can see, our annual return of 10.6%
outperformed the S&P 500 by 5.6% annually, the Russell 2000 by 3.8% annually and the TSX by 4.0%
on the same basis. This gives a weighted annual added value of 4.6% by combining the three indices
(with 43% / 43% / 14% of respective weight).

As in 1998, | do not want to denigrate an investment approach based on indexing. For the vast majority
of investors, this is a winning solution since most managers (amateurs and professionals) do not
outperform the indices over the long term.

On the other hand, | have observed some investors generate returns that were much higher than the
indices over the long term (such as Ben Graham, Peter Lynch, Lou Simpson, Warren Buffett, Charlie
Munger, Bill Ruane, John Neff, Philip Carret, John Templeton, etc.) So I took the time to study the
source of their outperformance and they all had one thing in common: they considered buying a stock
as the purchase of a business and were all trying to buy these businesses at a meaningful discount to
their intrinsic values.

I adopted this approach right from the start in 1993 and we have been validated (and rewarded) by this
value investing philosophy so far.



A great quote from Ben Graham from 1958

I read Ben Graham's The Intelligent Investor late in 1992—this was the book that converted a young
Warren Buffett in 1949 to value investing. For Buffett, this was the starting point for his immense
success as an investor. | also read at the time the appendices of the book (the fourth revised edition)
which includes a transcription of a speech by Ben Graham of 1958 entitled The New Speculation in
Common Stocks. | found this text arid and of little interest at the time.

Although I’ve been reading The Intelligent Investor on a regular basis over the years, | never reread
the 1958 speech, until I came across a Latin quote from Ben Graham and searched far and wide for its
origin. | finally found the quote and its context in this speech from 1958. In my rereading, and also
now armed with 25 years of new perspectives, | realized the profound nature of this quote and the
highly nuanced writing ability of Ben Graham (a trait that seems extremely rare in the clouds of the
social cyberworld of the 21 century).

This famous quote comes from Ovid's Metamorphoses (a classical author from 2000 years ago).
Phaeton was the son of the sun god Phoebus—the god flying across the sky in his solar chariot. One
day, Phaeton asked his father for permission to drive the famous chariot himself. Phoebus warned him
to stay well in the middle of his trajectory—too low and he would ignite the Earth and too high he
would ignite the heavens. Phaeton showed little prudence and lost control of his horses and crashed
down to Earth in a fiery hell, nearly setting the World on fire.

Peter Paul Rubens, The fall of Phaeton (c 1636)
Musées royaux des Beaux-Arts de Belgique, Bruxelles / photo : F. Maes (MRBAB)

The words of caution which Phoebus spoke to Phaeton were:

medius tutissimus ibis
you will go safer in the middle road



As we mark the 25" anniversary of the beginning of the Rochon Global Portfolio and the 20%
anniversary of the founding of Giverny Capital, I think it is worth reconsidering these words of wisdom
that have survived since Roman times. Consciously or not, | realize that we have consistently followed
the middle road in investing and assimilated the teachings of Ben Graham. At Giverny Capital, we
have an approach that could be summarized as follows:

» We have an open mind but at the same time an independence of thought. We try to maintain a
balance between humility and confidence in our judgment.

» We like to invest in companies that are growing quickly but not too quickly (knowing the
dangers of growing too fast or falling prey to shifting trends).

» We understand the economic benefits of using some debt, but we stay away from companies
that use it too aggressively.

» We can invest in companies related to new technologies but not in their very beginnings (we
want to make sure that the business model is sound and sustainable).

» We are willing to pay a higher P/E multiple than when we began investing but there is a limit
we are not ready to cross.

» We are patient but also know that there is a difference between being patient and stubborn.

We have very ambitious long-term performance targets that have been achieved so far. But we have
always wanted to reach them without taking on inappropriate level of risk. We want to be good
stewards of our capital and that of our partners. To constantly keep in mind the wisdom of Phoebus is
the equivalent of having a lighthouse illuminating the path to enrichment in the stock market while
also remaining cautious.

Owner’s Earnings
At Giverny Capital, we do not evaluate the quality of an investment by the short-term fluctuations in

its stock price. Our wiring is such that we consider ourselves owners of the companies in which we
invest. Consequently, we study the growth in earnings of our companies and their long-term outlook.

Since 1996, we have presented a chart depicting the growth in the intrinsic value of our companies
using a measurement developed by Warren Buffett: “owner’s earnings”. We arrive at our estimate of
the increase in intrinsic value of our companies by adding the growth in EPS and the average dividend
yield of the portfolio. We believe that analysis is not exactly precise but approximately correct. In the
non-scientific world of the stock market, we believe in the old saying: “It is better to be roughly right
than precisely wrong.”

This year, the intrinsic value of our companies, as a whole, rose by about 22% (21% from the growth
in earnings and 1% from the average dividend). Despite some of the changes to our portfolio during
the year, we consider the estimate of the EPS growth at our companies during 2018 to adequately
reflect their economic reality.

The market performance of the Rochon Global portfolio in 2018 was a decline of roughly 7%
(estimated without currency effects). Our stocks therefore realized a price performance that was far
less than their underlying economic performance.

In fact, in 23 years of tracking owner earnings, this is the most significant disparity between the
estimated increase in intrinsic value and the stock market value we have experienced. There are two
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possibilities that present themselves: either our securities were overvalued at the beginning of 2018
(and therefore already factored in the rise in the upcoming growth of their intrinsic value) or that our
securities at the end of the year were more undervalued than in beginning of the year. We believe the
latter to be the case.

The companies in the S&P 500 also saw strong growth, with growth in the order of 21% (about 23%
when we add the dividend). The S&P 500 had a total performance of -4% (in $USD).

Rochon Global Portfolio S&P 500
Year *** Value * | Market ** Difference | Value * | Market ** | Difference

1996 14% 29% 15% 13% 23% 10%
1997 17% 35% 18% 11% 33% 22%
1998 11% 12% 1% -1% 29% 30%
1999 16% 12% -4% 17% 21% 4%
2000 19% 10% -9% 9% -9% -18%
2001 -9% 10% 19% -18% -12% 6%
2002 19% -2% -21% 11% -22% -33%
2003 31% 34% 3% 15% 29% 14%
2004 21% 8% -12% 21% 11% -10%
2005 14% 15% 0% 13% 5% -8%
2006 14% 3% -11% 15% 16% 1%
2007 10% 0% -10% -4% 5% 9%
2008 -3% -22% -19% -30% -37% -7%
2009 0% 28% 28% 3% 26% 23%
2010 22% 22% 0% 45% 15% -30%
2011 17% 6% -11% 17% 2% -15%
2012 19% 23% 4% 7% 16% 9%
2013 16% 42% 26% 9% 32% 23%
2014 13% 19% 6% 9% 14% 5%
2015 11% 4% -7% 1% 1% 0%
2016 9% 10% 1% 3% 12% 9%
2017 14% 20% 7% 14% 22% 8%
2018 22% -7% -29% 23% -4% -27%
Total 1723% | 1424% | -298% | 474% | 524% |

INIEEZ el 135% | 126% | -09% | 7.9% | 83% |

*  Estimated growth in earnings plus dividend yield
**  Market performance, inclusive of dividends (refer to Appendix B for disclosure statements on our returns)
*** Results estimated without currency effects

Since 1996, our companies have grown their value by about 1723% and their stocks have achieved a
total return of approximately 1424%. On an annualized basis, we achieved an intrinsic performance
of 13.5% versus 12.6% for their stock market performance (dividend included in both cases). The
correlation between the two figures over a long period is not accidental since the stock market always
reflects the fair value of companies over the long term.

Our stocks have outperformed the S&P 500 by 4.3% annually over the last 23 years for the simple

reason that our companies grew their intrinsic values at a rate that was around 5% greater than that of
the companies that make up the S&P 500.
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Five-year Post-mortem: 2013

Like we do every year, we go through a five-year post-mortem analysis. We believe that studying our
decisions in a systematic manner, and with the benefit of hindsight, enables us to learn from both our
achievements and our errors.

We made few changes to the portfolio in 2013, but here are a few remarks from reviewing the annual
letter from that year.

e In 2013, we acquired shares in Cabela’s, a chain of outdoor, hunting and fishing stores. It was
a disappointing investment. In 2013, we wrote that the “the company recently adopted a more
high-performing business model which grabbed our attention.” But in the end, the financial
performance of these retail stores did not live up to our expectations and we resigned ourselves
to selling our investment at a loss.

e In 2013, we invested in Precision Castparts. We liked the management of the company and
the significant competitive advantages of its products. Berkshire Hathaway acquired the
business in 2015 and this investment proved very rewarding over a relatively short period.

e In 2013, | gave a gold medal to the mistake of not buying shares in Church & Dwight. |
explained that | had studied the stock in 2003 and that it had risen by 455% during those ten
years. The growth rate of this company slowed afterwards but, during the five years that
followed, the stock returned 93% versus 34% for the S&P 500 (gross of dividends).

Frutarom Acquisition

We purchased shares in the Israeli company Frutarom in 2017. This company specializes in the
manufacturing of essences and flavors with a focus on natural-based flavors. It is an industry that we
have always appreciated because of its great stability. Moreover, Frutarom had an exceptional track
record, maintaining a growth rate of more than 20% over the last decade.

During the year, Frutarom was acquired by the American company International Flavors & Fragrances,
a leader in this sector. We achieved a gain of about 45% over a period of just over a year.

Our Companies

“ Trees with deep roots are those that grow higher ”

- Frédéric Mistral (Les iles d’or)

Section for Giverny
Capital’s partners only
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The Podium of Errors

“How do you become better tomorrow? By improving yourself, the world is made
better. Forget your mistakes, but remember what they taught you. ”

- Benjamin Franklin

Following in the “Givernian” tradition, here are our three annual medals for the “best” errors of 2018
(or from past years). It is with a constructive attitude, in order to always improve as investors, that we
provide this detailed analysis. As is often the case with stocks, errors from omission (non-purchases)
are often more costly than errors from commission (purchases)... even if we don’t see those on our
statements.

Bronze Medal: Lululemon

I’ve followed the Canadian company Lululemon since its IPO in 2007. | admire the quality of their
products, their marketing strategies and the loyalty of their customers. Lululemon addresses, among
others, the yoga clothing market. I'm not a fan of this activity (I prefer to go to museums to recharge
my battery) but | can see that Lululemon is dominant in this market segment. The stock has often
commanded a high P/E so | followed its performance from afar.

The company had issues with some of its products a few years ago and also made management
changes. In 2017, the issues seemed to have been addressed and the prospects for growth and
profitability had greatly improved. The stock market did not reflect, in our opinion, these better
prospects. So we decided to become shareholders in early 2018.

But the day we were about to buy, the CEO resigned for "lack of leadership™. So I opted to wait to see
who the new appointee would be. Meanwhile, financial results came out and were very strong. The
share price then climbed quickly and I decided to wait for a better price. At the time of writing this,
the stock is 88% higher.

Silver Medal: Boyd Group

We starting paying attention to the Canadian company Boyd Group in July 2011 when the stock was
trading for around $14. Boyd Group has a network of 575 body shops. Its collision repair centers are
located in Canada and the United States mainly under the respective names of Boyd and Gerber.
Boyd's beautiful track record and attractive growth prospects caught our attention.

We were also attracted by the inherent characteristics of the industry in which Boyd operated. It's a
highly fragmented industry with many small independent local players which created an opportunity
for consolidation for a company like Boyd. The stock then traded at a reasonable multiple, about 14-
15 times the estimated profits for 2011. At about the same time, we were also studying LKQ, a
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distributor of refurbished body parts. LKQ seemed to have greater competitive advantages than Boyd.
So we eventually decided to invest in LKQ in 2012.

We also chose to pass on Boyd because we found it odd that the company was structured as a corporate
income trust (a patently simplistic excuse). From 2012 to 2018, LKQ increased its EPS by 17%
annually but the stock did not follow suit (rightly or wrongly, the P/E decreased). As for Boyd, EPS
has grown by 32% annually and the stock is now trading around $125—it has appreciated by nine
times.

We discovered Bright Horizons Family about fifteen years ago. The company operates private daycare
facilities within companies. It responds to a vital need of our era. Bright Horizons had strong growth
(in the 25% range) and seemed to have strong competitive advantages. Because of its high valuation
(often trading at 25 to 30 times earnings), we never became shareholders. In early 2008, the company
was privatized by a private equity fund at about three times the price | had considered investing five
years prior.

But we must always keep our eyes open: the company went public again in 2013. Unfortunately, the
company had a lot of debt at the time. The stock was issued at approximately $28 and the company
only earned $0.80 per share. | knew, however, that the company could increase its profit margins and
certainly improve its balance sheet. | told myself that I would not miss my chance a second time and
I have followed the company very closely since.

The stock never truly corrected on the stock market (even late last year) and the company realized EPS
of $3.15in 2018. The stock traded at the end of the year at $111, (i.e. at a P/E of 31x EPS forecast for
2019). This is a high valuation but justified by their impressive track record. We could have made
four times our money in five years (in addition to the first triple from 2003 to 2008). As we have stated
on a regular basis, we want to be cautious by waiting for a price for a stock that allows for a sufficient
margin of safety. But wisdom is knowing how to discern when a high price is really justified. And in
this case, we should have shown more wisdom. We even had two chances!

Conclusion: The 10" anniversary of "' The opportunity of a generation™

A decade ago, | added a special page at the beginning of our annual letter which explained that we
believed that the sharp drop in the market during 2008 and early 2009 represented “The opportunity
of a generation”.

Is is true that the economic situation in 2008-2009 was quite worrisome. A time horizon of a few years
was needed to see beyond the grey clouds. While many investors were paralyzed in the face of the
financial market meltdown, we saw it as a fantastic opportunity. We did everything we could to spread
the word. | went on CBC television. | was also interviewed in the newspaper La Presse (February 14,
2009) and we even created a website (it still exists: www.occasiongeneration.com). We also organized
a series of conferences throughout Quebec in early 2009. But we had to cancel several for lack of
participants.
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Ultimately, the capitalist world did not collapse and our portfolio did very well. Here are the returns
of the Rochon Global Portfolio for the 10 years from January 1, 2009 to December 31, 2018:

Rochon Global Portfolio

400% - 374% Total return 2008-2018

ss0s 339%
300% - 284%
0,
250% - 243% 2309
201%
200%
150% 114%
100%
50%
0% T T T T T T

Rochon Global Rochon Global S&P 500 (SC) S&P 500 (SUS) Index ($C) Index (w/o S&P/TSX
(sC) (w/o currency) currency)

Refer to Appendix B for disclosure statements on the Rochon portfolios. Index is a hybrid index (S&P/TSX, S&P 500, Russell 2000) which reflects the
weight of the underlying assets at the beginning of the year.

Over 10 years, the Rochon Global portfolio generated a total return of 374% (16.8% on an annualized
basis). Our comparative index group generated 230%, adjusted in Canadian currency, during the same
period (12.7% annualized).

It was necessary to be optimistic vis-a-vis the capitalist system in late 2008 to invest in the stock market
(or even just remain invested). But this optimism has been rewarded.

To Our Partners

We believe that the companies we own are exceptional, led by top-notch people, and destined for a
great future. They should continue to prudently navigate the often troubled waters of the global
economy. Furthermore, the valuation assigned by the market to these outstanding companies is very
similar to the valuation of an average company in the S&P 500, despite the fact that our companies
have better growth prospects than average in our opinion. Therefore we consider the appreciation
potential for our portfolio, both in absolute and relative terms, to be well above average, especially
when compared to other alternative asset classes, such as bonds.

We also want you to know that we are fully aware of and grateful for your votes of confidence. It is

imperative for us to not only select outstanding companies for our portfolios, but to also remain
outstanding stewards of your capital. We certainly like to achieve good returns and have developed a
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taste for it, but it must not come at the cost of taking undue risk. Our philosophy to favor companies
with solid balance sheets and dominant business models, along with purchasing these companies at
reasonable valuations, is central to the risk management of our portfolios.

Thank you from the entire Giverny Capital team and we wish a great 2019 to all our partners.

ZéMgM G .%f /ZWC

Francois Rochon and the Giverny Capital team
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APPENDIX A

Investment philosophy

Note: This section is repeated from prior annual letters and is aimed at new partners.

In 2018, we saw a large increase in the number of Giverny Capital partners (the term we use for our
clients). With all these newcomers, it is imperative that we write again (and again) about our
investment philosophy.

Here are the key points:

e We believe that over the long run, stocks are the best class of investments.

e Itis futile to predict when it will be the best time to begin buying (or selling) stocks.

e A stock return will eventually echo the increase in per share intrinsic value of the underlying
company (usually linked to the return on equity).

e We choose companies that have high (and sustainable) margins and high returns on equity, good
long term prospects and are managed by brilliant, honest, dedicated and altruistic people.

e Once a company has been selected for its exceptional qualities, a realistic valuation of its
intrinsic value has to be approximately assessed.

e The stock market is dominated by participants that perceive stocks as casino chips. With that
knowledge, we can then sometimes buy great businesses well below their intrinsic values.

e There can be quite some time before the market recognizes the true value of our companies. But
if we’re right on the business, we will eventually be right on the stock.

Experience and common sense teach us that an investment philosophy based on buying shares in
companies that are undervalued, and holding these companies for several years, will not generate linear
returns. Some years, our portfolio will have a return that is below average. This is a certainty that we
must accept.

Another important point: the significant volatility of the market is often perceived negatively by many
investors. It’s actually the contrary. When we see stock prices as “what other people believe the
company is worth” rather than the real value (at least in the short term), these fluctuations become our
allies in our noble quest for creating wealth. Instead of fearing them, we can profit from them by
acquiring superb businesses at attractive prices. The more that markets (the “other” participants) are
irrational, the more likely we are to reach our ambitious performance objectives.

Benjamin Graham liked to say that the irrationality of the market provides an extraordinary advantage
to the intelligent investor. The person, however, who becomes affected by short-term market
fluctuations (less than 5 years) and who makes decisions based on them transforms this advantage into
a disadvantage. His or her own perception of stock quotes becomes their own worst enemy. Our
approach at Giverny Capital is to judge the quality of an investment over a long period of time.

So patience — ours AND that of our partners — becomes the keystone for success.
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APPENDIX B

Notes on the returns of the Rochon portfolios

The Rochon portfolio is a private family group of accounts managed by Francois Rochon since 1993.
The returns of the period from 1993 to 1999 were realized before registration of Giverny Capital Inc.
at the AMF in June of 2000.

The Rochon Global portfolio serves as a model for Giverny Capital’s clients, but returns from one client
to the other can vary depending on a multitude of factors. The returns indicated include trading
commissions, dividends (including foreign withholding income taxes) and other income but do not
include management fees. Portfolio returns of the Rochon Global portfolio have been generated in a
different environment than Giverny Capital’s clients and this environment is considered controlled. For
example, cash deposits and withdrawals can increase the returns of the Rochon Global portfolio. Thus,
the portfolio returns of the Rochon Global portfolio are often higher than the returns realized by clients
of Giverny Capital.

Past results do not guarantee future results.

The Rochon Canada and Rochon US portfolios are parts of the Rochon Global portfolio.

The index benchmark group is selected at the beginning of the year and tends to be a good reflection of
the asset composition of the portfolio. Weighted indices presented may not be representative of the
Rochon Global portfolio. In 2018 :

» Giverny Global Portfolio:  TSX 16% Russell 2000 40% S&P 500 40% MSCI EAFE 4%
» Giverny US Portfolio : S&P 500 100%
» Giverny Canada Portfolio : S&P/TSX 100%

The returns for the S&P 500 (in $USD) are provided by Standard & Poors.

The returns for the various indices used for comparable purposes are deemed reliable by Giverny
Capital.

It should be noted that currency effects on the returns of the Rochon portfolio and indices are estimated
to our best effort.

The custodian of our client portfolios is National Bank Correspondent Network (NBCN) in Canada and
TD Ameritrade Institutional in the US.

The financial statements of the three portfolios are audited at the end of each year. The auditor’s data
are those provided by our custodian (NBCN). The auditor’s annual reports are available upon request.
For more information, please see the “returns” section of our website.
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Historical Summary

It has been more than 27 years since | discovered the writings of Warren Buffett, Benjamin Graham,
John Templeton, Philip Fisher and Peter Lynch. | then decided to begin managing a family portfolio
based on an investment approach synthesized from these great money managers. By the end of 1998,
after five years of satisfactory results, | decided to launch an investment management firm offering
asset management services aligned with my own investment philosophy. Giverny Capital Inc. came
into existence.

In 2002, Giverny hired its first employee: Jean-Philippe Bouchard (JP for those who know him well).
A few years later, JP became a partner; he participates actively in the investment selection process for
the Giverny portfolio. In 2005, two new persons joined the firm who eventually became partners:
Nicolas L’Ecuyer and Karine Primeau. In 2009, we launched a US office in Princeton, New Jersey.
Moreover, in early 2020, we established a partnership with a portfolio manager based in New York
City who will head the office of the firm Giverny Capital Asset Management LLC in Manhattan. The
directors of the US offices, Patrick Léger and David Poppe, share in the culture and long-term time
horizon inherent to Giverny.

We are Partners!

From the very first days of Giverny, the cornerstone of our portfolio management philosophy was to
manage client portfolios in the same way that | was managing my own money. Thus, the family
portfolio I’ve managed since 1993 (the “Rochon Global Portfolio”) serves as a model for our client
accounts. It is crucial to me that clients of Giverny and its portfolio managers are in the same boat!
That is why we call our clients “partners”.

The Purpose of our Annual Letter

The primary objective of this annual letter is to discuss the results of our portfolio companies over the
course of the prior year. But even more importantly, our goal is to explain in detail the long-term
investment philosophy behind the selection process of the companies in our portfolio. Our wish is for
our partners to fully understand the nature of our investment process since long-term portfolio returns
are the fruits of this philosophy. Over the short term, the stock market is irrational and unpredictable
(though some may think otherwise). Over the long term, however, the market adequately reflects the
intrinsic value of companies. If the stock selection process is sound and rational, investment returns
will eventually follow. Through this letter, we provide you with the information required to understand
this process. You will hopefully notice that we are transparent and comprehensive in our discussion.
The reason for this is very simple: we treat you the way we would want to be treated if our roles were
reversed.

The Artwork on Our 2019 Letter
Since 2004, we have illustrated the cover of our letters with a copy of artwork from our corporate

collection. This year we selected a 2013 painting by the Canadian artist, Wanda Koop, entitled “Ice
Shelf”.
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For the year ending December 31% 2019, the return for the Rochon Global Portfolio was 25.6% versus
22.3% for our benchmark, which represents a relative outperformance of 3.3%. The return of the
Rochon Global Portfolio and the one of our benchmark include a loss of approximately 5% due to
fluctuations in the Canadian currency.

Since its inception on July 1 1993, the compounded annual return of the Rochon Global Portfolio has
been 15.4% versus 9.3% for our weighted benchmark, representing an annualized outperformance of
6.2% over this period. It’s worth noting that the effect of the fluctuations in the value of the US Dollar
has been nearly nonexistent on our returns. Over 26 years, the US currency has appreciated by 1.4%
relative to the Canadian Dollar, which corresponds to an effect of 0.1% on our annualized returns. Our
long-term and ambitious objective is to maintain an annual return 5% higher than our benchmark.

The Rochon Global Portfolio: Returns since July 15t 1993

Year * Rochon Index ** +/- $ US/Can ***
1993 (Q3-Q4) 37.0% 9.5% 27.6% 3.3%
1994 16.5% 3.7% 12.7% 6.0%
1995 41.2% 24.0% 17.2% -2.7%
1996 28.0% 22.8% 5.2% 0.3%
1997 37.8% 28.6% 9.2% 4.3%
1998 20.6% 18.8% 1.8% 7.1%
1999 15.1% 16.3% -1.2% -5.7%
2000 13.4% 3.2% 10.2% 3.9%
2001 15.1% -0.4% 15.5% 6.2%
2002 -2.8% -18.3% 15.6% -0.8%
2003 13.6% 14.0% -0.4% -17.7%
2004 1.6% 6.2% -4.5% -7.3%
2005 11.5% 3.6% 7.9% -3.3%
2006 3.5% 17.0% -13.5% 0.2%
2007 -14.4% -11.6% -2.8% -14.9%
2008 -5.5% -22.0% 16.5% 22.9%
2009 11.8% 12.2% -0.4% -13.7%
2010 16.1% 13.8% 2.3% -5.3%
2011 7.6% -1.1% 8.7% 2.2%
2012 21.2% 12.5% 8.7% -2.2%
2013 50.2% 38.9% 11.3% 6.9%
2014 28.1% 17.8% 10.2% 9.1%
2015 20.2% 13.4% 6.8% 19.3%
2016 7.3% 14.3% -7.0% -3.0%
2017 13.1% 10.3% 2.9% -6.6%
2018 -0.6% -1.4% 0.8% 8.7%
2019 25.6% 22.3% 3.3% -4.8%
Total 4391.2% 945.8% | 3445.4% 1.4%
Annualized 15.4% 9.3% 6.2% 0.1%

*  All returns are adjusted to Canadian dollars

** Index is a hybrid index (S&P/TSX, S&P 500, Russell 2000) which reflects the weight of the underlying assets at the beginning of the year.
*** \ariation of the US dollar compared to the Canadian dollar

Refer to Appendix B for disclosure statements on the Rochon portfolios.




The adjective "ambitious” in relation to of our performance objectives is chosen with care. A very
small number of managers succeed over a very long period (say 20 years) in outperforming the indices.
Maintaining such a goal will remain difficult. In Alexandre Dumas’ famous novel, The Count of Monte
Cristo, the author states that the expression that defines him is cupitor impossibilium. At Giverny, our
ambitions for outperformance are cut from the same cloth: to desire the impossible.

The Rochon US Portfolio

We have been publishing the returns of the Rochon US Portfolio, which is entirely denominated in US
dollars, since 2003. The Rochon US Portfolio corresponds to the American portion of the Rochon
Global Portfolio. In 2019, it realized a return of 32.1% compared to 31.5% for our benchmark, the
S&P 500. The Rochon US Portfolio therefore outperformed the benchmark by 0.6%.

Since its inception in 1993, the Rochon US Portfolio has returned 3631%, or 14.6% on an annualized
basis. During this same period, the S&P 500 has returned 1111%, or 9.9% on an annualized basis.
Our added value has therefore been 4.8% annually.

Year Rochon US S&P 500 +/-
1993 (Q3-Q4) 32.7% 5.0% 27.7%
1994 9.9% 1.3% 8.6%
1995 54.8% 37.6% 17.2%
1996 27.0% 23.0% 4.1%
1997 32.9% 33.4% -0.4%
1998 11.0% 28.6% -17.6%
1999 15.9% 21.0% -5.1%
2000 11.3% -9.1% 20.4%
2001 8.1% -11.9% 20.0%
2002 -4.4% -22.1% 17.7%
2003 31.6% 28.7% 2.9%
2004 9.3% 10.9% -1.6%
2005 12.5% 4.9% 7.5%
2006 3.3% 15.8% -12.4%
2007 -1.7% 5.5% -7.2%
2008 -24.3% -37.0% 12.7%
2009 28.7% 26.5% 2.3%
2010 21.9% 15.1% 6.9%
2011 4.7% 2.1% 2.6%
2012 22.3% 16.0% 6.3%
2013 40.6% 32.4% 8.2%
2014 18.0% 13.7% 4.3%
2015 1.7% 1.4% 0.4%
2016 7.5% 12.0% -4.5%
2017 19.7% 21.8% -2.1%
2018 -8.3% -4.4% -3.9%
2019 32.1% 31.5% 0.6%
Total 3631.2% 1111.0% | 2520.2%
Annualized 14.6% 9.9% 4.8%

Refer to Appendix B for disclosure statements on the Rochon portfolios.




In 2019, the Rochon US portfolio slightly outperformed the S&P 500. This was despite the significant
underperformance of our shares in Berkshire Hathaway, the largest weight in our portfolio.

It has been difficult to outperform the S&P 500 in recent years, probably one of the best performing
indices in the world over the past five years. The all-stars of the S&P (Apple and Amazon, for
example) played a major role in this polarized performance. In addition, the tremendous popularity of
index funds also contributed to the outperformance of the S&P 500. Indeed, indices that have
performed the best over the short term tend to attract the most capital from passive investors and are
further bolstered.

This is the nature of short-term stock market behavior: recent past outperformance propels current
outperformance. But, without exception, the stock market always ends up eventually reflecting the
intrinsic value of companies.

Rochon Canada Portfolio

We introduced a portfolio that is 100% focused on Canadian equities in 2007. This corresponds
approximately to the Canadian portion of the Rochon Global Portfolio. In 2019, the Rochon Canada
Portfolio returned 29.0% versus 22.9% for the S&P/TSX, therefore outperforming its index by 6.1%.

Over 13 years, the Rochon Canada Portfolio has returned 625%, or 16.5% on an annualized basis.
During this same period, our benchmark had a gain of 94%, or 5.2% on an annualized basis. Our
annual added value was therefore 11.2%.

Year Rochon Canada S&PITSX +/-
2007 19.7% 9.8% 9.9%
2008 -24.6% -32.9% 8.3%
2009 28.2% 33.1% -4.9%
2010 26.7% 17.6% 9.1%
2011 13.5% -8.7% 22.2%
2012 24.0% 7.2% 16.8%
2013 49.4% 13.0% 36.4%
2014 20.3% 10.6% 9.7%
2015 16.0% -8.3% 24.3%
2016 11.0% 21.1% -10.1%
2017 27.4% 9.1% 18.3%
2018 -7.6 -8.9% 1.3%
2019 29.0% 22.9% 6.1%
Total 625.3% 93.8% 531.4%
Annualized 16.5% 5.2% 11.2%

Refer to Appendix B for disclosure statements on the Rochon portfolios.

Since 2007, the performance of our Canadian securities has been significantly higher than that of the
S&P/TSX. We would like to repeat, once again this year, that a concentrated portfolio can drastically
exceed the performance of the indices.



However, in our opinion, the risk inherent to high concentration is not appropriate for a portfolio that
is to be managed prudently. In fact, we consider that a portfolio of about 20 securities is the right
balance between having a minimum diversification level to reduce company-specific risk while also
owning a low enough number of companies to improve the odds of beating the market indices. Since
this portfolio represents only a portion (approximately 14%) of the Rochon Global Portfolio, our
diversification requirements are met.

2019
Years follow each other but are never alike.

In 2018, American companies had greatly improved their level of profitability (thanks to, among other
things, the reduction in corporate tax rates). However, the stock market experienced a decline that
year. It was the opposite in 2019: for most compagnies, profits stagnated but the stock market did
very well. One could therefore conclude that stock prices in 2019 caught up with the undervaluation
created in 2018.

Over the long run, stocks inevitably reflect increased corporate profits. A certain synchronicity
between the underlying intrinsic performance of companies and their stock prices therefore always
eventually materializes.

The temporality of this stock market justice, on the other hand, is completely unpredictable. Of course,
that doesn't stop numerous Wall Street strategists from venturing their predictions, as random as they
may be. The reason is simple: their customers keep asking for such predictions despite all the historical
data that demonstrate their futility.

Trade disputes

Trade tensions between the United States and China continued to feed the media. We obviously have
no idea the outcome or consequences of these tensions, but in general, we are for the free movement
of goods and services and a market unshackled from various government interventions. But we also
realize that we live in a complex world where there are various parameters which interact on many
levels. If it were simple to solve, our civilization would have already found the solution. This line of
thinking also applies to many facets of humanity.

Our investment approach is therefore to not try to predict macroeconomics (and the even less
predictable political world) but rather to focus on the activity of selecting high quality companies.

The last decade: 2010-2019

10 years ago, we emerged (with a few scars) from the financial crisis of 2008-2009. Few investors
liked the idea of investing in stocks and everything seemed like a good reason to stay away from the
stock market. Here are some of the geopolitical and macroeconomic events that took place during the
last decade:

* The anti-stock-market movement of “Occupy Wall Street” (2011)
 The downgrade of American bonds (2011)

* Financial crisis in Europe, particularly in Greece (2011)

* The debt ceiling crisis with the US government (2012)



* The “fiscal cliff” in the US (2012)

* The start of the conflict between Russia and Ukraine (2013)
* Lawsuits by the US government against large banks (2013)
* Oil price collapse (2014)

* Economic slowdown in China (2015)

* Brexit (2016)

* The trade conflict with China (2018)

If they had known in advance everything that had happened in the past 10 years, many investors would
have waited on the sidelines before investing in the stock market... and many did. We can even read
everywhere that we had not had a bear market over the decade (another excuse to sell shares!)
Strangely, the two bear markets - a 20% drop in the stock market in 2011 and 2018 are often
overlooked. I called these “ghost bear markets”.

From 2010 to 2019, the return on the Rochon Global portfolio was 18.2% on an annualized basis, or a
total return of 433%. Imagine the opportunity cost if we had let fears of the future hold us back in our
business of acquiring high quality companies.

We can break down our annual performance for the decade into three parts:

Growth in corporate profits (including dividends) — +15.0%
Increase in P/E ratio of our holdings » +1.0%
Foreign currency gain related to $CAD depreciation # +2.2%

Total annual return for Rochon Global portfolio — +18.2%

Refer to Appendix B for disclosure statements on the Rochon portfolios.

As you can see, most of our performance resulted from the growth in underlying profits from the
companies in our portfolio. Over the long term, in our view, owning stocks of above-average
companies remains the key to success in the investment world.

What does the next decade hold for us? Obviously, we are not soothsayers. We believe that growth
in corporate profits will be weaker in the years to come as we estimate that after-tax profit margins are
at a level that will be difficult to improve. For the companies making up the S&P 500, we believe that
profit growth will be around 5 to 6% per year in the years to come.

If we continue to own companies that, as a whole, increase earnings per share (EPS) by more than 10%
per year on average, over many years, we believe that our overall portfolio will generate an annual
return of this magnitude.

In order to reap such return, however, it is essential to remain undistracted by the various headlines of
the media. To obtain the strong long-term results of equities, one has to stay invested in equities.

An energy revolution in the United States (part two)

Seven years ago, in the 2012 annual letter, | presented a section on the energy revolution in the United
States. | was explaining that new discoveries of shale gas and oil in the western United States (and,
most importantly, the technology to extract them) had completely changed the energy balance in the
US. | noted that the US appeared poised to dramatically improve the dynamics of its energy trade.

7



But I took the trouble to add: “despite the optimistic tone of this section, none of this changes the fact

that the energy industry is —to us — difficult to predict... this simply means that companies that operate
in the energy industry are difficult for us to evaluate.”

What has happened since? The energy revolution in the United States continued to the point that in
2019, for the first time in several decades, the United States became a net exporter of oil (see Chart 1).

Monthly U.S. total petroleum trade (crude oil and petroleum products)
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Chart 1: Petroleum trade in the US over the last 45 years.

Oil production in the US increased from 6 million barrels per day in early 2012 to almost 13 million
last year. However, this was not necessarily a source of enrichment for the producers. The price of a
barrel of oil dropped from $91 in 2012 to $52 recently. The energy sector had a difficult decade (see
Chart 2). Few people in 2007 (when oil prices hit $140 a barrel) would have predicted such a thing.
There are so many factors that interact, sometimes even in a contradictory manner to each other, that
it makes the prediction of the future of this industry very complex.

U.S. swimming in shale oil, but Energy stocks drowning
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Chart 2: Qil production in the US since 2011 versus the weight of the energy sector within the S&P 500. Source: Ned Davis Research



A first for renewable energy in the United States

Another dimension of the American energy revolution also continued. In 2019, the production of
electricity from renewable energy exceeded, for the first time in history, that from coal (Chart 3).
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Chart 3: Monthly production of electricity generated from coal versus renewable sources.

This great news for the environment went completely unnoticed on social media. One could argue
that a prolonged observation of the media in our society reveals that bad news and prophets of doom
have always had excellent press agents...

Conclusion

We continue to avoid the oil sector for several reasons. First, we believe this is an area where
competitive advantages are rare and seldom sustainable (excuse the pun). Over the long term, we also
believe that humanity will continue to evolve towards more sustainable ways of producing the vast
amount of energy we need. We own a few companies in our portfolio that should benefit from the
growth of electric car in the years to come.

The flavor of the day

When you consider that a 10-year US government bond (and also that of Canada) carries an interest
rate of less than 1%, the alternatives to stocks are clearly unattractive. Such rates are unlikely to be
sufficient to cover inflation and it’s even worse in Europe where interest rates are often negative. The
only guarantee that comes with such low yielding bonds is that of getting poorer. Their popularity is
difficult to understand.

The iconic example from this period is the now famous issue by the Austrian government of “century”
bonds. These bonds were issued at €100 in 2017 with a 2.1% coupon and maturing on September 20,
2117. This security, in our opinion, already risky at par, rose 55% in less than two years. A second
tranche of these bonds was then issued at €154 in June of 2019. At this price, the yield to maturity (in
98 years) was 1.17% annually. But a few months later, in August 2019, the price of these bonds hit a
high of €210. The annual yield to maturity was then 0.61%.*

1 Source: Barron’s



At the current time, there is $17 trillion (or $17,000 billion) in negative interest bonds worldwide.
These negative interest bonds represent, in our opinion, an aberration that is hard to comprehend.

Owner’s Earnings
At Giverny Capital, we do not evaluate the quality of an investment by the short-term fluctuations in

its stock price. Our wiring is such that we consider ourselves owners of the companies in which we
invest. Consequently, we study the growth in earnings of our companies and their long-term outlook.

Since 1996, we have presented a chart depicting the growth in the intrinsic value of our companies
using a measurement inspired by Warren Buffett: “owner’s earnings”. We arrive at our estimate of
the increase in intrinsic value of our companies by adding the growth in earnings per share (EPS) and
the average dividend yield of the portfolio. We believe that analysis is not exactly precise but
approximately correct. In the non-scientific world of the stock market, we believe in the old saying:
“It is better to be roughly right than precisely wrong.”

Rochon Global Portfolio S&P 500
Year *** Value * | Market ** Difference | Value * | Market ** Difference
1996 14% 29% 15% 13% 23% 10%
1997 17% 35% 18% 11% 33% 22%
1998 11% 12% 1% 4% 29% 25%
1999 16% 12% -4% 12% 21% 9%
2000 19% 10% -9% 15% -9% -24%
2001 -9% 10% 19% -21% -12% 9%
2002 19% -2% -21% 13% -22% -35%
2003 31% 34% 3% 12% 29% 16%
2004 21% 8% -12% 20% 11% -10%
2005 14% 15% 0% 15% 5% -10%
2006 14% 3% -11% 24% 16% -8%
2007 10% 0% -10% -4% 5% 9%
2008 -3% -22% -19% -31% -37% -6%
2009 0% 28% 28% 6% 26% 20%
2010 22% 22% 0% 50% 15% -35%
2011 17% 6% -11% 18% 2% -16%
2012 19% 23% 4% 9% 16% 7%
2013 16% 42% 26% 8% 32% 24%
2014 13% 19% 6% 10% 14% 4%
2015 11% 4% -7% 1% 1% 0%
2016 9% 10% 1% 4% 12% 8%
2017 14% 20% 7% 14% 22% 11%
2018 20% -8% -28% 23% -4% -26%
2019 10% 31% 20% 3% 31% 29%
Total 1876% & 1889% | | 608% | 720% |
Annualized [EERIIEERL N | 85% | 92% |

*  Estimated growth in earnings plus dividend yield
**  Market performance, inclusive of dividends (refer to Appendix B for disclosure statements on our returns)
*** Results estimated without currency effects

Note: The results of the increase in the value of the S&P 500 since 1996 were revised compared to previous letters
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This year, the intrinsic value of our companies, as a whole, rose by about 10% (with dividends
included). Despite some of the changes to our portfolio during the year, we consider the estimate of
the EPS growth at our companies during 2019 to adequately reflect their economic reality. The market
performance of our portfolio was a gain of roughly 31% (net of any currency effect). Our stocks
therefore realized a price performance that was far greater than their underlying economic
performance.

The companies in the S&P 500 also experience weak growth in their corporate earnings, with growth
in the order of less than 1% (about 3% when we add dividends). The S&P 500 still had a total
performance figure of 31% (in $USD).

Since 1996, our companies have grown their value by about 1876% and their stocks have achieved a
total return of approximately 1889%. On an annualized basis, we achieved an intrinsic performance
of 13.2% versus 13.3% for their stock market performance (dividend included in both cases). The
correlation between the two figures over a long period is not accidental since the stock market always
reflects the fair value of companies over the long term.

Our stocks have outperformed the S&P 500 by 4.1% annually over the last 24 years for the simple
reason that our companies grew their intrinsic values at a rate that was 4.8% greater than that of the
companies that make up the S&P 500.

A book on the life of Joseph Rosenfield

Twenty years ago, | read an article that made a significant impression on me: The Best Investor you 've
never heard of by Jason Zweig of the magazine Money. The article painted a fascinating portrait of
Joseph Rosenfield. Then aged 96, Mr. Rosenfield had grown the endowment fund of Grinnell
University (in lowa) from $11 million dollars to $1 billion dollars from 1968 to 2000. Warren Buffett
was among the members on his investment committee. The latter had nothing but praise for
Rosenfield: "A triumph of rationality over conformism". Despite his advanced age, Mr. Rosenfield
emphasized the importance of patience in the investment world throughout the interview.

I have reread this article several times since (obviously not often enough as evidenced by my
occasional lack of patience). | tried in vain to find a biography of Mr. Rosenfield for years and years.

But my patience was rewarded last year when | came across a new book written by George Drake:
Mentor: Life and Legacy of Joe Rosenfield. I’ve never pressed so quickly on Amazon’s “Buy Now”
button. | wholeheartedly recommend it to you. You will find that Mr. Rosenfield was much more
than just a great investor.

Source: grinnel.edu
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Five-year Post-mortem: 2014

Like we do every year, we go through a five-year post-mortem analysis. We believe that studying our
decisions in a systematic manner, and with the benefit of hindsight, enables us to learn from both our
achievements and our errors.

We made few changes to the portfolio in 2014, but here are a few remarks from reviewing the annual
letter from that year.

e In 2014, we made our first investment in Constellation Software. When | read the company's
annual report, | knew instantly that Mark Leonard was our kind of leader. The stock has
climbed 500% since our first purchase.

e In 2014, we took a small stake in PRA Group. The company remained in the portfolio for just
over a year. The results were disappointing and we sold it in 2015.

e On the other hand, we sold the last shares we owned of Resmed, an Australian company for
which we always had great admiration. We found its shares too "expensive™ at the time. We
will come back to this later on in “error medals” section (and yes, it was a very bad sale).

Our Companies

“... Mr. Morrel was a prudent and rather a timid man, as are all those who have built, slowly and
laboriously, a business fortune over many years..." .

- Extract from The Count of Monte Cristo

Section for Giverny
Capital’s partners only

The Podium of Errors

“Misfortune is needed to bring to light the treasures of the human intellect.”
- Extract from The Count of Monte Cristo

Following in the “Givernian” tradition, here are our three annual medals for the “best” errors of 2019
(or from past years). It is with a constructive attitude, in order to always improve as investors, that we
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provide this detailed analysis. As is often the case with stocks, errors from omission (non-purchases)
are often more costly than errors from commission (purchases)... even if we don’t see those on our
statements.

Bronze Medal: Microsoft

We had been shareholders of Microsoft for a few years before selling in 2011 with a very modest gain.
But a new CEO, Satya Nadella, arrived in 2014 and completely transformed the culture of Microsoft.
He knew how to take the company towards cloud computing and did so brilliantly. We were at the
forefront of being able to see this transformation, but were skeptical of the degree level of effect on
Microsoft's EPS growth rate.

The stock has multiplied by seven times in eight years.
Silver Medal: Resmed

We invested in Resmed, an Australian company specializing in medical devices to help sleep disorders,
in 2003. We were shareholders for about 11 years and sold in early 2014. | then found that the growth
of EPS had slowed (we were used to 20% per year) and that the stock seemed too expensive given the
circumstances. | did know, however, that sleep apnea was a widespread problem that is still poorly
diagnosed and even more poorly treated. Long-term growth prospects were therefore intact.

From 2014 to 2019, EPS increased by about 10% annually and the stock price climbed from $44 to
$155. Today's share price reflects better growth prospects expected in the years to come.

We acquired our first shares in 2003 at around $8. We could have achieved a total return of almost 20
times our money if we had been more patient. Peter Lynch liked to say: "you should not pull out the
flowers to water the weed". 1 clearly pulled out a full patch of roses by selling our shares in Resmed.

Recently, | ran into a portfolio manager friend | have known for years. We talked about our favorite
stocks and she told me she owned shares in Copart. It reopened an old wound—I had almost managed
to forget this terrible mistake | made a few years ago.

Copart is a company that sells cars reported by auto insurance companies as total losses. A few years
ago, the company started auctioning on the Internet and was able to reach customers worldwide. It is
rare to find a company that has a simple business to understand, strong competitive advantages and
high returns on equity—all with good prospects for expanding its addressable market.

The management of the company also has a very pro-shareholder approach towards the management
of excess capital. In 2011, I not only noticed that the company was doing well but also that the
company had gone into debt (modestly) to buy back around 10% of its shares. Copart made $0.63 in
EPS in 2011 and the stock was trading at around $11 or 18 times its profits. | loved everything about
this company except the valuation. So | decided to wait for a better price.

In 2014, a book was published on the story of Copart founder Willis Johnson entitled From Junk to
Gold. Again, | found the story fascinating ... without buying the stock.
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In 2019, the company made EPS of $2.47. This is the equivalent of an annual growth rate of 19%
achieved over eight years. And the stock trades, as of this writing, at $80. That's 27 times the estimated
profit for 2020. We could have made about eight times our money in eight and a half years, or an
annual return of 26%. And even without the expansion of the P/E ratio, the stock would have done
very well.

I have no excuses. The company was in my area of expertise and the value was not at all extravagant.
It was a big mistake.

Ah yes, | forgot a little postscript: in early 2016, the stock corrected by 25% and traded for a few weeks at $16. At that time, the stock’s P/E was 15 times.
So | had the long-awaited opportunity to get a better price!

I think that I will finally give a platinum medal for this error.

Conclusion: the wisdom of Alexandre Dumas

Do you remember the episode of the TV series Cheers in which Sam Malone reads the Russian classic
War and Peace to impress Diane? And at the very end of his long literary journey, he learns to his
great despair, that there is a movie!

I experienced the situation in reverse last year. | watched the French mini-TV series on the classic
novel by Alexandre Dumas: The Count of Monte Cristo. It left me hungry for more so | decided to
read the 1,400-page novel. | really loved the book. First, | found in it a vast portrait of the economic
world of France from 1815 to 1840. The Stock Exchange already existed at the time (the first exchange
was created in Paris in 1639). But most importantly, there are deep reflections on human nature.

Obviously, to highlight just a few sentences does not do justice to this monument of literature. As you
can see, | have already used some of them in other sections of this letter. My favorite sentence in the
book comes from a lesson by Father Faria to Dantes (the original name of the Count of Monte Cristo):

“To learn it not to know; there are the learners and the learned. Memory makes the one, philosophy
the other. But how can someone learn philosophy? Philosophy cannot be taught; it is the application
of the science to truth.”

Obviously, we can quickly draw a parallel with the world of stock market investment. The
knowledgeable are those who assimilate a large amount of information on the economy and companies.
But it must be admitted that knowledge and wisdom are two very different things.

Those who are wise (those using philosophy) try to understand the world authentically, beyond the
simple accumulation of information. The word philosophy, from the ancient Greek @uloco@ia
(composed of @irelv, philein: "to love"; and of co@ia, sophia: "wisdom" or "to know"), literally means
"love of wisdom". Itis a process of critical reflection and questioning about the world, knowledge and
human existence.

A portfolio manager wanting to achieve long-term success must constantly develop such a critical
thinking process.

But any investment philosophy, however thoughtful, is futile without the presence of a human quality
which must be paramount: patience.
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I leave the final words of this letter to Alexandre Dumas with an extract from his novel Queen Margot:

“To wait. All human wisdom is in this single word. The greatest, the strongest, the most skilful is he
who knows how to wait.”

To Our Partners

We believe that the companies we own are exceptional, led by top-notch people, and destined for a
great future. They should continue to prudently navigate the often troubled waters of the global
economy. Furthermore, the valuation assigned by the market to these outstanding companies is very
similar to the valuation of an average company in the S&P 500, despite the fact that our companies
have better growth prospects than average.

We also want you to know that we are fully aware of and grateful for your votes of confidence. It is
imperative for us to not only select outstanding companies for our portfolios, but to also remain
outstanding stewards of your capital. We certainly like to achieve good returns and have developed a
taste for it, but it must not come at the cost of taking undue risk. Our philosophy to favor businesses
with solid balance sheets and dominant business models, along with purchasing their shares at
reasonable valuations, is central to the risk management of our portfolios.

Thank you from the entire Giverny Capital team and we wish a great 2020 to all our partners.

%M()ﬁﬂé %(jé%

Francois Rochon and the Giverny Capital team
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APPENDIX A

Investment philosophy

Note: This section is repeated from prior annual letters and is aimed at new partners.

In 2019, we saw a large increase in the number of Giverny Capital partners (the term we use for our
clients). With all these newcomers, it is imperative that we write again (and again) about our
investment philosophy.

Here are the key points:

e We believe that over the long run, stocks are the best class of investments.

e Itis futile to predict when it will be the best time to begin buying (or selling) stocks.

e A stock return will eventually echo the increase in per share intrinsic value of the underlying
company (usually linked to the return on equity).

e We choose companies that have high (and sustainable) margins and high returns on equity, good
long term prospects and are managed by brilliant, honest, dedicated and altruistic people.

e Once a company has been selected for its exceptional qualities, a realistic valuation of its
intrinsic value has to be approximately assessed.

e The stock market is dominated by participants that perceive stocks as casino chips. With that
knowledge, we can then sometimes buy great businesses well below their intrinsic values.

e There can be quite some time before the market recognizes the true value of our companies. But
if we’re right on the business, we will eventually be right on the stock.

Experience and common sense teach us that an investment philosophy based on buying shares in
companies that are undervalued, and holding these companies for several years, will not generate linear
returns. Some years, our portfolio will have a return that is below average. This is a certainty that we
must accept.

Another important point: the significant volatility of the market is often perceived negatively by many
investors. It’s actually the contrary. When we see stock prices as “what other people believe the
company is worth” rather than the real value (at least in the short term), these fluctuations become our
allies in our noble quest for creating wealth. Instead of fearing them, we can profit from them by
acquiring superb businesses at attractive prices. The more that markets (the “other” participants) are
irrational, the more likely we are to reach our ambitious performance objectives.

Benjamin Graham liked to say that the irrationality of the market provides an extraordinary advantage
to the intelligent investor. The person, however, who becomes affected by short-term market
fluctuations (less than 5 years) and who makes decisions based on them transforms this advantage into
a disadvantage. His or her own perception of stock quotes becomes their own worst enemy. Our
approach at Giverny Capital is to judge the quality of an investment over a long period of time.

So patience — ours AND that of our partners — becomes the keystone for success.
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APPENDIX B

Notes on the returns of the Rochon portfolios

The Rochon portfolio is a private family group of accounts managed by Francois Rochon since 1993.
The returns of the period from 1993 to 1999 were realized before registration of Giverny Capital Inc.
at the AMF in June of 2000.

The Rochon Global portfolio serves as a model for Giverny Capital’s clients, but returns from one client
to the other can vary depending on a multitude of factors. The returns indicated include trading
commissions, dividends (including foreign withholding income taxes) and other income but do not
include management fees. Portfolio returns of the Rochon Global portfolio have been generated in a
different environment than Giverny Capital’s clients and this environment is considered controlled. For
example, cash deposits and withdrawals can increase the returns of the Rochon Global portfolio. Thus,
the portfolio returns of the Rochon Global portfolio are often higher than the returns realized by clients
of Giverny Capital.

Past results do not guarantee future results.

The Rochon Canada and Rochon US portfolios are parts of the Rochon Global portfolio.

The index benchmark group is selected at the beginning of the year and tends to be a good reflection of
the asset composition of the portfolio. Weighted indices presented may not be representative of the
Rochon Global portfolio. In 2019 :

» Giverny Global Portfolio:  TSX 16% Russell 2000 41% S&P 500 41% MSCI EAFE 2%
» Giverny US Portfolio : S&P 500 100%
» Giverny Canada Portfolio : S&P/TSX 100%

The returns for the S&P 500 (in $USD) are provided by Standard & Poors.

The returns for the various indices used for comparable purposes are deemed reliable by Giverny
Capital.

It should be noted that currency effects on the returns of the Rochon portfolio and indices are estimated
to our best effort.

The custodian of our client portfolios is National Bank Correspondent Network (NBCN) in Canada and
TD Ameritrade Institutional and Charles Schwab in the US.

The financial statements of the three portfolios are audited at the end of each year. The auditor’s data
are those provided by our custodian (NBCN). The auditor’s annual reports are available upon request.
For more information, please see the “returns” section of our website.
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Historical Summary

It has been more than 28 years since | discovered the writings of Warren Buffett, Benjamin Graham,
John Templeton, Philip Fisher and Peter Lynch. | then decided to begin managing a family portfolio
based on an investment approach synthesized from these great money managers. By the end of 1998,
after five years of satisfactory results, | decided to launch an investment management firm offering
asset management services aligned with my own investment philosophy. Giverny Capital Inc. came
into existence.

In 2002, Giverny hired its first employee: Jean-Philippe Bouchard (JP for those who know him well).
A few years later, JP became a partner; he participates actively in the investment selection process for
the Rochon portfolio. In 2005, two new persons joined the firm who eventually became partners:
Nicolas L’Ecuyer and Karine Primeau. In 2009, we launched a US office in Princeton, New Jersey.
Moreover, in early 2020, we established a partnership with a portfolio manager based in New York
City who will head the office of the firm Giverny Capital Asset Management LLC in Manhattan. The
directors of the US offices, Patrick Léger and David Poppe, share in the culture and long-term time
horizon inherent to Giverny.

We are Partners!

From the very first days of Giverny, the cornerstone of our portfolio management philosophy was to
manage client portfolios in the same way that | was managing my own money. Thus, the family
portfolio I’ve managed since 1993 (the “Rochon Global Portfolio”) serves as a model for our client
accounts. It is crucial to me that clients of Giverny and its portfolio managers are in the same boat!
That is why we call our clients “partners”.

The Purpose of our Annual Letter

The primary objective of this annual letter is to discuss the results of our portfolio companies over the
course of the prior year. But even more importantly, our goal is to explain in detail the long-term
investment philosophy behind the selection process of the companies in our portfolio. Our wish is for
our partners to fully understand the nature of our investment process since long-term portfolio returns
are the fruits of this philosophy. Over the short term, the stock market is irrational and unpredictable
(though some may think otherwise). Over the long term, however, the market adequately reflects the
intrinsic value of companies. If the stock selection process is sound and rational, investment returns
will eventually follow. Through this letter, we provide you with the information required to understand
this process. You will hopefully notice that we are transparent and comprehensive in our discussion.
The reason for this is very simple: we treat you the way we would want to be treated if our roles were
reversed.

The Artwork on Our 2020 Letter

Since 2004, we have illustrated the cover of our letters with a copy of artwork from our corporate
collection. This year we selected a photographic diptych by the Quebec artist Geneviéve Cadieux
entitled “Elle et Lui (avec main de femme)”. It seemed to me like a fitting work in this year marked,
among other things, by social distancing.
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For the year ending December 31% 2020, the return for the Rochon Global Portfolio was 12.9% versus
15.1% for our benchmark, which represents a relative underperformance of 2.2%. The return of the
Rochon Global Portfolio and the one of our benchmark include a loss of approximately 2% due to
fluctuations in the Canadian currency.

Since its inception on July 1% 1993, our compounded annual growth rate has been 15.3% versus 9.5%
for our weighted benchmark, representing an annualized outperformance of 5.9% over this period. It’s
worth noting that the effect of the fluctuations in the value of the US Dollar has been nearly nonexistent
on our returns. Since 1993, the US currency has depreciated by 0.6% relative to the Canadian Dollar,
which corresponds to an effect of 0.0% on our annualized returns. Our long-term and ambitious
objective is to maintain an annual return 5% higher than our benchmark.

The Rochon Global Portfolio: Returns since July 15t 1993

Year * Rochon Index ** +/- $ US/Can ***
1993 (Q3-Q4) 37.0% 9.5% 27.6% 3.3%
1994 16.5% 3.7% 12.7% 6.0%
1995 41.2% 24.0% 17.2% -2.7%
1996 28.0% 22.8% 5.2% 0.3%
1997 37.8% 28.6% 9.2% 4.3%
1998 20.6% 18.8% 1.8% 7.1%
1999 15.1% 16.3% -1.2% -5.7%
2000 13.4% 3.2% 10.2% 3.9%
2001 15.1% -0.4% 15.5% 6.2%
2002 -2.8% -18.3% 15.6% -0.8%
2003 13.6% 14.0% -0.4% -17.7%
2004 1.6% 6.2% -4.5% -7.3%
2005 11.5% 3.6% 7.9% -3.3%
2006 3.5% 17.0% -13.5% 0.2%
2007 -14.4% -11.6% -2.8% -14.9%
2008 -5.5% -22.0% 16.5% 22.9%
2009 11.8% 12.2% -0.4% -13.7%
2010 16.1% 13.8% 2.3% -5.3%
2011 7.6% -1.1% 8.7% 2.2%
2012 21.2% 12.5% 8.7% -2.2%
2013 50.2% 38.9% 11.3% 6.9%
2014 28.1% 17.8% 10.2% 9.1%
2015 20.2% 13.4% 6.8% 19.3%
2016 7.3% 14.3% -7.0% -3.0%
2017 13.1% 10.3% 2.9% -6.6%
2018 -0.6% -1.4% 0.8% 8.7%
2019 25.6% 22.3% 3.3% -4.8%
2020 12.9% 15.1% -2.2% -2.0%
Total 4969.2% 1103.5% | 3865.6% -0.6%
Annualized 15.3% 9.5% 5.9% 0.0%

*  All returns are adjusted to Canadian dollars
** Index is a hybrid index (S&P/TSX, S&P 500, Russell 2000, MSCI EAFE) which reflects weights of the assets at the beginning of the year.
*** Variation of the US dollar compared to the Canadian dollar

Refer to Appendix B for disclosure statements on the Rochon portfolios.




The Rochon US Portfolio

We have been publishing the returns of the Rochon US Portfolio, which is entirely denominated in US
dollars, since 2003. The Rochon US Portfolio corresponds to the American portion of the Rochon
Global Portfolio. In 2020, it realized a return of 16.0% compared to 18.4% for the S&P 500. The
Rochon US Portfolio therefore underperformed by 2.4%.

Since its inception in 1993, the Rochon US Portfolio has returned 4230%, or 14.7% on an annualized
basis. During this same period, the S&P 500 has returned 1334%, or 10.2% on an annualized basis.
Our added value has therefore been 4.5% annually.

Year Rochon US S&P 500 +/-
1993 (Q3-Q4) 32.7% 5.0% 27.7%
1994 9.9% 1.3% 8.6%
1995 54.8% 37.6% 17.2%
1996 27.0% 23.0% 4.1%
1997 32.9% 33.4% -0.4%
1998 11.0% 28.6% -17.6%
1999 15.9% 21.0% -5.1%
2000 11.3% -9.1% 20.4%
2001 8.1% -11.9% 20.0%
2002 -4.4% -22.1% 17.7%
2003 31.6% 28.7% 2.9%
2004 9.3% 10.9% -1.6%
2005 12.5% 4.9% 7.5%
2006 3.3% 15.8% -12.4%
2007 -1.7% 5.5% -71.2%
2008 -24.3% -37.0% 12.7%
2009 28.7% 26.5% 2.3%
2010 21.9% 15.1% 6.9%
2011 4.7% 2.1% 2.6%
2012 22.3% 16.0% 6.3%
2013 40.6% 32.4% 8.2%
2014 18.0% 13.7% 4.3%
2015 1.7% 1.4% 0.4%
2016 7.5% 12.0% -4.5%
2017 19.7% 21.8% -2.1%
2018 -8.3% -4.4% -3.9%
2019 32.1% 31.5% 0.6%
2020 16.0% 18.4% -2.4%
Total 4229.7% 1333.9% | 2895.8%
Annualized 14.7% 10.2% 4.5%

Refer to Appendix B for disclosure statements on the Rochon portfolios.

In 2020, the Rochon US portfolio slightly underperformed the S&P 500. While we owned several
high-tech holdings, our weight to this sector was less than that of the index which also led to slightly
weaker relative performance.



Rochon Canada Portfolio

We introduced a portfolio that is 100% focused on Canadian equities in 2007. This corresponds
approximately to the Canadian portion of the Rochon Global Portfolio. In 2020, the Rochon Canada
Portfolio returned 12.1% versus 5.6% for the S&P/TSX, therefore outperforming by 6.5%.

Over 14 years, the Rochon Canada Portfolio has returned 713%, or 16.1% on an annualized basis.
During this same period, the S&P/TSX had a gain of 105%, or 5.2% on an annualized basis. Our
annual added value was therefore 10.9%.

Year Rochon Canada S&P/TSX +/-
2007 19.7% 9.8% 9.9%
2008 -24.6% -32.9% 8.3%
2009 28.2% 33.1% -4.9%
2010 26.7% 17.6% 9.1%
2011 13.5% -8.7% 22.2%
2012 24.0% 7.2% 16.8%
2013 49.4% 13.0% 36.4%
2014 20.3% 10.6% 9.7%
2015 16.0% -8.3% 24.3%
2016 11.0% 21.1% -10.1%
2017 27.4% 9.1% 18.3%
2018 -7.6 -8.9% 1.3%
2019 29.0% 22.9% 6.1%
2020 12.1% 5.6% 6.5%
Total 712.9% 104.7% 608.2%
Annualized 16.1% 5.2% 10.9%

Refer to Appendix B for disclosure statements on the Rochon portfolios.

Our largest Canadian holding is which rose 31% in 2020—the primary source
of the higher returns for our Canadian portfolio.

Since 2007, the performance of our Canadian securities has been significantly higher than that of the
S&P/TSX. We would like to repeat, once again this year, that a concentrated portfolio can drastically
exceed the performance of the indices.

2020

Last year | wrote that “years follow each other but are never alike.” We could certainly repeat this
phrase to characterize 2020. The COVID-19 virus has hit us hard—our society, our loved ones, our
freedom of movement and our economy.

The stock market fell dramatically in mid-March 2020 when the World Health Organization (WHO)
announced that we were officially in a pandemic. In just a few weeks, the S&P 500 had fallen 35%
from its high and the Russell 2000 had tumbled 40%. The rapidity of the decline was probably only
matched by the crash of 1987. Several stocks dropped to very attractive valuations and we took the



opportunity to make a new acquisition: (we will discuss individual holdings further
in the “Our Companies” section)

Then on March 23", the US government stepped in to support the economy in such a massive manner
it made the bailout of the 2008 financial crisis seem like a dress rehearsal. The stock market
subsequently rebounded in a dramatic fashion. Ultimately, US markets reached record highs at the
end of the year. | have not found another instance in the history of the stock market where the market
has corrected at least 33% and recovered everything in the same year. Who could have predicted this
at the end of March? Investors who missed the best five trading days of March and April missed much
of the recovery for the year.

We unfortunately lack the necessary perspective at this time to come to any valid conclusions
regarding the long-term effects of this pandemic It certainly appears that the pandemic accelerated
already strong trends toward online commerce. And telecommuting may remain part of our lives and
impact various segments of the economy.

As always, our philosophy remains very simple: we own approximately twenty companies with solid
balance sheets, conservative accounting, a durable competitive advantage and a management team
dedicated to shareholders. And, of course, we are always cautious about the price that we are willing
to pay for such companies.

Our companies performed extremely well given the very significant challenges of 2020. First, about
half of our companies had record earnings per share (EPS). Our holdings in aggregate will have seen
their profitability decline by roughly 3%. This is significantly better than the drop in expected profits
for the companies making up the S&P 500 (which is a decline of around 11%).

None of our companies had to issue shares or go into significant debt to meet their obligations. They
have therefore managed to do well in a very difficult year.

A Strange Thing

Warren Buffett has often said that "strange things can happen in financial markets”. On April 20,
2020, a very strange thing did indeed happen: the price of a futures contract for a barrel of West Texas
Intermediate crude oil deliverable for May fell from $18 to -$37 during the day. It was certainly
strange to see the price of oil trading at a negative level. Sellers were presumably willing to pay buyers
to get rid of their oil contracts (so they wouldn't have to receive barrels at home!)

Such a thing has never happened before to my knowledge and it completely defies common sense.
This anomaly was certainly very short lived but it was certainly long enough to ruin speculators using
margin to buy these contracts. This shows us all that almost anything is possible in the world of
financial markets in the short term and that using margin always carries a small probability of disaster.
Even if the odds are 0.01% of losing all your capital, why take such a chance? And it seems even
more baffling to me for someone who is already rich.

The fact that nonsense sometimes happens in financial markets obviously does not change our
philosophy of behaving as owners of businesses. It is those who focus exclusively on short-term
market quotes who put their financial future in the hands of others. We must never forget that while
in the long term, the stock market adequately reflects the intrinsic value of companies, the stock market
only reflects the opinion of what others think a company is worth in the short term. This opinion is
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generally pretty fair and reasonable but, for strange reasons, can sometimes turn out to be downright
ludicrous. This brings me to the next section of the letter.

The flavor of the day

What seems peculiar to us in recent months is that in this world where the comfort of our certainties
has been turned upside down, we are witnessing a level of stock market speculation that is not unlike
that of the end of 1999 and early 2000. This speculation seems localized mostly in certain sectors of
the economy which have experienced strong growth during the pandemic: software, cloud computing,
electronic commerce, etc.

As in the past, these euphoric segments have realistic strong anticipated growth rates. It is the almost
infinite extrapolation by many investors that is unrealistic and in turn can create danger. It is not
uncommon to see companies trading at 60, 80, or even 100 times their profits (and these profits are
often not even adjusted to exclude actual expenses such as stock options). And this is when there
actually is a profit! Otherwise, analysts can come up with an alternative: the price-to-sales ratio.

In the 1999 annual letter, I had raised the issue of high valuations of many tech companies. | then told
a little fable to illustrate the low regard for stock valuations by many analysts back then: a farmer
bragged about owning a pig worth a million dollars. A friend of his asked him how he could be so
sure of his pig’s worth. He replied: "Nothing could be easier: | got it in exchange for two chickens
worth $500,000 each."

Two decades later, a whole new generation of speculators is invading the markets these days. For
many, the intrinsic value of a business is irrelevant. A stock that goes up and an exciting story are
often the only fundamental parameters guiding their choices.

There is of course nothing immoral about speculating. But a dose of realism is appropriate: the
consequences of speculation are similar to those who spend their evenings at the casino. A few lucky
people come home in a limousine while the majority return barefoot. As Mark Twain would probably
say: “History doesn’t repeat itself but it often rhymes.”

A few segments of the stock market would qualify this year for this section of the annual letter. It can
be delicate to point to a particularly trendy segment. The goal is not to denigrate a company or to be
condescending to certain fellow investors. Our goal is simply to share with our partners our vision of
what seems risky in terms of stock market valuations.

| dare to take the example of Tesla, a phenomenal company if there ever is one. It is interesting to
raise the point that Tesla stock, at its current level, has a market capitalization of approximately $800
billion which is higher than all other car manufacturing companies in the world combined. Yet all the
other companies in the sector sell 120 times more cars annually than Tesla.

This graph sums it all up:
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Five-year Post-mortem: 2015

Like we do every year, we go through a five-year post-mortem analysis. We believe that studying our
decisions in a systematic manner, and with the benefit of hindsight, enables us to learn from both our
achievements and our errors. We made few changes to the portfolio in 2015, but here are a few remarks
from reviewing the annual letter from that year.

In 2015, we acquired our first shares in AMETEK. EPS grew by 50% between 2015 and 2019—the
stock has more than doubled. The share's P/E ratio on the stock market is therefore higher than when
we first bought it. It reflects, in our opinion, the fact that AMETEK is a high quality business.

We also invested in Stericycle back in 2015 which was not a good investment for us. The company
faced great pressure on its operating margins and we had to resign ourselves to selling, unfortunately
at a loss. It was still a good decision to cut this investment short as the stock is lower today than when
we sold it four years ago.

Keeping AMETEK and quickly selling Stericycle is in line with the rule stated by the legendary

investor Philip Carret in his book published in 1930: “Be quick to take your losses, reluctant to take
your profits”.

Owner’s Earnings

At Giverny Capital, we do not evaluate the quality of an investment by the short-term fluctuations in
its stock price. Our wiring is such that we consider ourselves owners of the companies in which we
invest. Consequently, we study the growth in earnings of our companies and their long-term outlook.




Since 1996, we have presented a chart depicting the growth in the intrinsic value of our companies
using a measurement developed by Warren Buffett: “owner’s earnings”. We arrive at our estimate of
the increase in intrinsic value of our companies by adding the growth in earnings per share (EPS) and
the average dividend yield of the portfolio. We believe that analysis is not exactly precise but
approximately correct. In the non-scientific world of the stock market, we believe in the old saying:

“It is better to be roughly right than precisely wrong.”

Rochon Global Portfolio S&P 500
Year *** Value * | Market ** Difference | Value * | Market ** | Difference
1996 14% 29% 15% 13% 23% 10%
1997 17% 35% 18% 11% 33% 22%
1998 11% 12% 1% 4% 29% 25%
1999 16% 12% -4% 12% 21% 9%
2000 19% 10% -9% 15% -9% -24%
2001 -9% 10% 19% -21% -12% 9%
2002 19% -2% -21% 13% -22% -35%
2003 31% 34% 3% 12% 29% 16%
2004 21% 8% -12% 20% 11% -10%
2005 14% 15% 0% 15% 5% -10%
2006 14% 3% -11% 24% 16% -8%
2007 10% 0% -10% -4% 5% 9%
2008 -3% -22% -19% -31% -37% -6%
2009 0% 28% 28% 6% 26% 20%
2010 22% 22% 0% 50% 15% -35%
2011 17% 6% -11% 18% 2% -16%
2012 19% 23% 4% 9% 16% 7%
2013 16% 42% 26% 8% 32% 24%
2014 13% 19% 6% 10% 14% 4%
2015 11% 4% -7% 1% 1% 0%
2016 9% 10% 1% 4% 12% 8%
2017 14% 20% 7% 14% 22% 11%
2018 20% -8% -28% 23% -4% -26%
2019 10% 31% 20% 3% 31% 29%
2020 -2% 15% 17% -9% 18% 27%
Total 1850% 2179% 329% 436% 871% 435%
INIEESl 126% | 133% | 07% | 69% | 95% @ 2.6%

*  Estimated growth in earnings plus dividend yield
**  Market performance, inclusive of dividends (refer to Appendix B for disclosure statements on our returns)
*** Results estimated without currency effects

This year, the intrinsic value of our companies, as a whole, declined by about 2% (with dividends
included). Despite some of the changes to our portfolio during the year, we consider our estimate of
the EPS growth at our companies during 2020 to adequately reflect their economic realities. The
performance of our portfolio on the market was a gain of roughly 15% (excluding currency effects).
Our stocks therefore realized a price performance that was far greater than their underlying economic
performance.

The companies in the S&P 500 experienced weaker growth in their corporate earnings, with profits
dropping by approximately 11% (about a drop of 9% when we add dividends). The S&P 500 still had



a total performance figure of 18% (in $USD). The difference between the intrinsic performance of the
companies in the S&P 500 and the performance of the index is hence greater than ours.

Profits of companies in aggregate decline during a recession. But this drop is always temporary in
nature and corporate profits should hit new records during the next economic cycle (possibly as early
as 2021).

Since 1996, by our calculations, our companies have grown their intrinsic value by about 1850% and
their stocks have achieved a total return of approximately 2179%. On an annualized basis, the
estimated intrinsic performance was 12.6% versus 13.3% for their stock market performance (dividend
included in both cases).

The correlation between the two figures over a long period is not accidental since the stock market
always reflects the fair value of companies over the long term.

Stock market equations

Last year was overwhelming on so many levels that it would be good to review our basic principles
regarding stock market investing with our partners. Since we have described our investment
philosophy on various occasions in the past, | thought of going there this time with a different approach
inspired by my scientific upbringing (and with a bit of humor added).

During my university studies at the Ecole Polytechnique of Montreal, | was a big fan of
electromagnetic physics. And | was fascinated by Maxwell's equations. These are a set of coupled
partial differential equations that, together with the Lorentz force law, form the foundation of classical
electromagnetism, classical optics, and electric circuits. They describe how electric and magnetic
fields are generated by charges, currents, and changes of the fields. The equations are named after the
Scottish physicist and mathematician James Clerk Maxwell,

In the same vein, wouldn't it be interesting to try to simplify and unify the complex world of the stock
market into four equations?

Here is therefore a proposal of four formulas which could, in my opinion, summarize the main lines
which govern rational investment in the stock market.

1. Equation of convergence between Intrinsic Value and Market Value
lim (vm),, = Vi
This equation states that in the long run (n being the unknown number of years), a company's stock
market value (Vm) eventually converges to its intrinsic value (Vi).
2. Equation of wealth increase
AW=3P(y)

This equation states that the level of increase in stock market wealth (W) is the sum of the aggregate
patience (P) over a time variable (y).
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3. Risk decrement measurement equation
— Inc? +2
D= ln(a) X

This equation states that D represents the logarithmic decrement of the risk of an investment which is
proportional to the level of profit margins (6) of a company which is reduced by its level of debt (5)
multiplied by the level of the competitive advantages squared (x?).

4. Equation for the normalization of parameters influencing returns

1

_ )2
= e ‘o
V2no

Rs

This equation simply states that stock market returns (Rs) eventually follow a normalized curve
proportional to the rationality («) of an investor and inversely proportional to the parameter of his (or
her) crowd following instinct (o).

Our Companies

Note: This section of the annual letter is always long. We want to provide you with an accurate update of the
companies in our portfolio companies. In fact, we are trying to present you with the information we would
like to know if our roles were reversed. Stock prices are as of December 31%, 2020.

Section of the letter reserved for
Giverny Capital’s partners

11



The Podium of Errors

“It is not sufficient to say that we were wrong; we must say how we were wrong.”

- Claude Bernard

Following in the “Givernian” tradition, here are our three annual medals for the “best” errors of 2020
(or from past years). It is with a constructive attitude, in order to always improve as investors, that we
provide this detailed analysis. As is often the case with stocks, errors from omission (non-purchases)
are often much more costly than errors from commission (purchases)... even if we don’t see those on
our statements.

Bronze Medal: Floor & Decor

As you know, we purchased shares in Five Below in March 2020. At the same time, we also
considered another chain of retail stores: the Floor & Decor flooring company. We knew the company
well because it has benefited from the popularity of new LVT (Luxury Vinyl Tile) flooring. This new
coating method is experiencing strong growth and we were very aware of it because it had negatively
affected the competitive advantage of a company that we held in the portfolio for several years,
Mohawk Industries. We knew the strength of the Floor & Decor business model as well as the senior
management. Unfortunately, since we had started to follow the company, the stock was regularly
trading at high multiples.

That changed last March. The stock fell from a high of $60 to $25 in a matter of weeks. In early
April, after speaking with senior management, we made the decision to buy shares at around $30. We
were anticipating EPS of $1.50 for 2021 and therefore the valuation seemed reasonable to us
considering the excellent long-term growth prospects.

The stock then climbed more than 10% on the very day we wanted to buy it and we hence decided to
wait for a return to “our” price. Results improved quickly and the stock never returned to “our” price.
The stock is currently trading for $102 and we now expect EPS of around $2 for 2021.

Silver Medal: Taiwan Semiconductor

When Frangois Campeau joined the Giverny team, a stock he loved was Taiwan Semiconductor
(TSM)—the world's leading semiconductor foundry. | looked at the company in detail and liked its
balance sheet, strong competitive advantages and the culture established by senior management.
Historically, its annual growth rate had been around 10-12% but its stock valuation was rarely high
(around 15 times earnings on average). The reason is that its profits are cyclical (because they are
linked to the capital expenditure of the sector) and its business model requires regular and significant
capital expenditures (several billion dollars per year).

TSM's outlook in late 2019 and early 2020 looked better than ever. For new foundry technologies of
5nm (I won't go into detail because it is complex) and possibly 3nm, the company seemed to have little
competition. It even seemed plausible that Intel could eventually subcontract TSM for its production
of microprocessors which would be phenomenal for the latter. At the end of 2019, the stock was
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trading in the $50 range which was a record high and also at a slightly higher P/E than normal. 1 still
decided that the company should be part of the portfolio because its competitive advantage moat
seemed to widen drastically. We just had to wait for a "better" price....

...2020 was an extraordinary year for TSM with EPS growing by over 50% and the stock has more
than doubled (TSM is currently trading at $127).

I met a prospective client about 14 years ago who had just sold his swimming pool service business.
We had discussed the industry in detail and one company stood out as dominant: Pool Corp. Itis a
highly competitive industry with few competitive advantages. But consolidation and economies of
scale can help reduce a company’s cost structure (and therefore develop an advantage). Also,
reputation for quality can also create an advantage. | had studied Pool Corp in detail but found its
business to be too sensitive to the economy as well to the residential construction market (and in 2006
that was a real cause for concern).

The company had EPS of $1.74 in 2006 and the stock was trading around $36. My fears were valid
because EPS fell to $0.95 in 2008-2009 but the good news was that company nevertheless remained
profitable despite the cyclical volatility. The stock fell to a low of $11 in 2009. So | had the
opportunity to buy the stock at a very good price (6 times the profit earned in 2006).

I never bought a share. Among other things, | had misjudged the recurring nature of the services linked
to the maintenance of a swimming pool. The company went quickly back on the path of growth and
achieved EPS of $8.42 by 2020, an annualized growth rate of 12% compared to 2006. Part of the 2020
results are probably magnified by the fact that most people spent the summer at home. Still, the fact
remains that Pool Corp has done an exceptional job.

The stock is now trading at $325. It is true that the stock market valuation is quite high (35x the
expected profits for 2021). But this does not change the fact that the company has quintupled its
intrinsic value in 14 years. And that we missed the opportunity to achieve a stock return of more than
800% over this period.

And of course, we also missed a potential gain of almost 3000% if we had bought it in 2009.

Conclusion: The Big Picture

After almost three decades of investing in the stock market, | am convinced that the biggest mistake
investors make is the propensity to want to predict financial markets. Whether it is waiting for a
"better"” time to buy or selling in anticipation of buying "lower". Or simply selling while waiting for
the situation to be "clearer".

Still, investing in stocks is a winning strategy in the long run. Historically, US companies increase
their profits by about 6-7% per year and pay a dividend of around 2%. This generates an annual return
of 8-9% from simply owning a solid group of companies. And if we decide to be selective about the
companies we choose and pay attention to stock market valuations, it is possible to do even better
(which has been our experience for almost 28 years now).
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Of course, over the decades, our civilization has encountered its share of challenges—the list is too
long to go through. The 2020 pandemic is just one calamity that humans have had to overcome. When
a new crisis arrives, the stock market can drop quickly and drastically. Many investors then lose any
long-term perspective and focus only on the crisis and the short-term uncertainty it engenders.

Peter Lynch wrote an excellent paragraph on this subject in “Beating the Street”, an exceptional book
that | read when | started out in 1992. He talks about always keeping “The Big Picture” in mind. And
when that's not enough to hone in his thinking, he then focusses on an even broader perspective on
things ("The Even Bigger Picture™). He explains that during crises, we must refocus our attention on
the great progress of our civilization, on the resilience of our capitalist system and on the capacity of
humans to find solutions to their problems. And don't lose sight of the extraordinary rewards generated
by stocks over many years—and this, against all odds.

It is not easy in our world of immediacy to keep an eye on the long term and not be affected by the
sometime huge short term fluctuations of the stock markets. In the age of smartphones and ubiquitous
social media, it is almost inhuman to remain indifferent to the countless opinions of others. But
impassive to outside opinions and the resulting stock market fluctuations, one must remain. The easiest
way to do this is to give yourself a golden rule that | have followed since the very start: do not try to
predict the stock market, stay invested in solid companies and only focus on their intrinsic value.

When you rule out the possibility of trying to forecast the markets, when you constantly keep a positive

long-term outlook in mind, you remove a major potential drag on your own returns. Wittingly, you
make a conscious decision to let time do its work.

To Our Partners

We believe that the companies we own are exceptional, led by top-notch people, and destined for a
great future. They should continue to prudently navigate the often troubled waters of the global
economy. Furthermore, the valuation assigned by the market to these outstanding companies is very
similar to the valuation of an average company in the S&P 500, despite the fact that our companies
have better growth prospects than average.

We also want you to know that we are fully aware of and grateful for your votes of confidence. It is
imperative for us to not only select outstanding companies for our portfolios, but to also remain
outstanding stewards of your capital. We certainly like to achieve good returns (and have developed
a taste for it), but it must not come at the cost of taking undue risk. Our philosophy to favor companies
with solid balance sheets and dominant business models, along with purchasing these companies at
reasonable valuations, is central to the risk management of our portfolios.

Thank you from the entire Giverny Capital team and we wish a great 2021 to all our partners.

%M@zﬂé %(//x%

Frangois Rochon and the Giverny Capital team
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APPENDIX A

Investment philosophy

Note: This section is repeated from prior annual letters and is aimed at new partners.

In 2020, we saw a large increase in the number of Giverny Capital partners (the term we use for our
clients). With all these newcomers, it is imperative that we write again (and again) about our
investment philosophy.

Here are the key points:

e We believe that over the long run, stocks are the best class of investments.

e Itis futile to predict when it will be the best time to begin buying (or selling) stocks.

e A stock return will eventually echo the increase in per share intrinsic value of the underlying
company (usually linked to the return on equity).

e We choose companies that have high (and sustainable) margins and high returns on equity, good
long term prospects and are managed by brilliant, honest, dedicated and altruistic people.

e Once a company has been selected for its exceptional qualities, a realistic valuation of its
intrinsic value has to be approximately assessed.

e The stock market is dominated by participants that perceive stocks as casino chips. With that
knowledge, we can then sometimes buy great businesses well below their intrinsic values.

e There can be quite some time before the market recognizes the true value of our companies. But
if we’re right on the business, we will eventually be right on the stock.

Experience and common sense teach us that an investment philosophy based on buying shares in
companies that are undervalued, and holding these companies for several years, will not generate linear
returns. Some years, our portfolio will have a return that is below average. This is a certainty that we
must accept.

Another important point: the significant volatility of the market is often perceived negatively by many
investors. It’s actually the contrary. When we see stock prices as “what other people believe the
company is worth” rather than the real value (at least in the short term), these fluctuations become our
allies in our noble quest for creating wealth. Instead of fearing them, we can profit from them by
acquiring superb businesses at attractive prices. The more that markets (the “other” participants) are
irrational, the more likely we are to reach our ambitious performance objectives.

Benjamin Graham liked to say that the irrationality of the market provides an extraordinary advantage
to the intelligent investor. The person, however, who becomes affected by short-term market
fluctuations (less than 5 years) and who makes decisions based on them transforms this advantage into
a disadvantage. His or her own perception of stock quotes becomes their own worst enemy. Our
approach at Giverny Capital is to judge the quality of an investment over a long period of time.

So patience — ours AND that of our partners — becomes the keystone for success.
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APPENDIX B

Notes on the returns of the Rochon portfolios

e The Rochon portfolio is a private family group of accounts managed by Frangois Rochon since 1993.
The returns of the period from 1993 to 1999 were realized before registration of Giverny Capital Inc.
at the AMF in June of 2000.

e The Rochon Global portfolio serves as a model for Giverny Capital’s clients, but returns from one client
to the other can vary depending on a multitude of factors. The returns indicated include trading
commissions, dividends (including foreign withholding income taxes) and other income but do not
include management fees. Portfolio returns of the Rochon Global portfolio have been generated in a
different environment than Giverny Capital’s clients and this environment is considered controlled. For
example, cash deposits and withdrawals can increase the returns of the Rochon Global portfolio. Thus,
the portfolio returns of the Rochon Global portfolio are often higher than the returns realized by clients
of Giverny Capital.

e Past results do not guarantee future results.

e The Rochon Canada and Rochon US portfolios are parts of the Rochon Global portfolio.

e The index benchmark group is selected at the beginning of the year and tends to be a good reflection of
the asset composition of the portfolio. Weighted indices presented may not be representative of the
Rochon Global portfolio. In 2020 :

> Rochon Global Portfolio: S&P/TSX 13% S&P 500 42% Russell 2000 42% MSCI EAFE 3%
> Rochon US Portfolio : S&P 500 100%
> Rochon Canada Portfolio : S&P/TSX 100%

e The returns for the S&P 500 (in $USD) are provided by Standard & Poors.

e The returns for the various indices used for comparable purposes are deemed reliable by Giverny
Capital.

e It should be noted that currency effects on the returns of the Rochon portfolio and indices are estimated
to our best effort.

e The custodian of our client portfolios is National Bank Correspondent Network (NBCN) in Canada and
TD Ameritrade Institutional and Charles Schwab in the US.

e The financial statements of the three portfolios are audited at the end of each year. The auditor’s data
are those provided by our custodian (NBCN). The auditor’s annual reports are available upon request.

e For more information, please see the “returns” section of our website.

Forward-looking information

Some information set forth in this letter constitutes forward-looking information which involves
uncertainties and other known and unknown factors that may cause actual results or events to differ
materially from those anticipated in such forward-looking information. When used in this letter, words
such as “expects”, “anticipates”, “intends”, “may”, “believes” and similar expressions generally
identify forward-looking information. In developing the forward-looking information contained in this
letter, the manager has made assumptions (for ex.: with respect to the outlook for the global economy
and publicly traded companies).These assumptions are based on the manager’s perception of factors
believed to be relevant (for ex.: historical trends, current conditions, expected future developments).
Although the manager believes that the assumptions made and the expectations represented by such
information are reasonable, there can be no assurance that the forward-looking information will prove
to be accurate. Actual results or events may differ materially from those expressed or implied in the
forward-looking information. Giverny Capital Inc. undertakes no obligation to publicly update or
revise these forward-looking statements.
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Historical Summary

It has been nearly 30 years since | discovered the writings of Warren Buffett, Benjamin Graham, John
Templeton, Philip Fisher and Peter Lynch. | then decided to begin managing a family portfolio based
on an investment approach synthesized from these great money managers. By the end of 1998, after
five years of satisfactory results, I decided to launch an investment management firm offering asset
management services aligned with my own investment philosophy. Giverny Capital Inc. came into
existence.

In 2002, Giverny hired its first employee: Jean-Philippe Bouchard (JP). A few years later, JP became
a partner and participates actively in the investment selection process for the Giverny portfolio. In
2005, two new persons joined the firm who eventually became partners: Nicolas L’Ecuyer and Karine
Primeau. Frangois Campeau, who joined the Giverny team in 2018, also participates in the investment
selection process. In 2009, we launched a US office in Princeton, New Jersey. We also partnered with
a manager from New York, David Poppe, in early 2020. He manages Giverny Capital Asset
Management, based in Manhattan. Our two directors of our US offices, Patrick Léger and David
Poppe, share in the culture and long-term time horizon inherent to Giverny.

We are Partners!

From the very first days of Giverny, the cornerstone of our portfolio management philosophy was to
manage client portfolios in the same way that | was managing my own money. Thus, the family
portfolio I’ve managed since 1993 (the “Rochon Global Portfolio”) serves as a model for our client
accounts. It is crucial to me that clients of Giverny and its portfolio managers are in the same boat!
That is why we call our clients “partners”.

The Purpose of our Annual Letter

The primary objective of this annual letter is to discuss the results of our portfolio companies over the
course of the prior year. But even more importantly, our goal is to explain in detail the long-term
investment philosophy behind the selection process for the companies in our portfolio. Our wish is
for our partners to fully understand the nature of our investment process since long-term portfolio
returns are the fruits of this philosophy. Over the short term, the stock market is irrational and
unpredictable (though some may think otherwise). Over the long term, however, the market adequately
reflects the intrinsic value of companies. If the stock selection process is sound and rational,
investment returns will eventually follow. Through this letter, we provide you with the information
required to understand this process. You will hopefully notice that we are transparent and
comprehensive in our discussion. The reason for this is very simple: we treat you the way we would
want to be treated if our roles were reversed.

The Artwork on the cover of the 2021 Letter
We illustrate the cover page of our annual letters with a reproduction of a work from the Giverny

Capital Collection. This year, we have selected a painting by Quebec artist Manuel Mathieu entitled
"To begin where | end".
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For the year ending December 31% 2021, the return for the Rochon Global Portfolio was 27.0% versus
21.0% for our benchmark, which represents a relative outperformance of 5.9%. The returns of the
Rochon Global Portfolio and our benchmark include a loss of approximately 0.4% due to fluctuations
in the Canadian currency.

Since its inception on July 1% 1993, the compounded annual return of the Rochon Global Portfolio has
been 15.7% versus 9.9% for our weighted benchmark, representing an annualized outperformance of
5.9% over this period of 28 years. Our long-term and ambitious objective is to maintain an annual
return 5% higher than our benchmark.

The Rochon Global Portfolio: Returns since July 15t 1993

Year * Rochon Index ** +/- $ US/Can ***
1993 (Q3-Q4) 37.0% 9.5% 27.6% 3.3%
1994 16.5% 3.7% 12.7% 6.0%
1995 41.2% 24.0% 17.2% -2.7%
1996 28.0% 22.8% 5.2% 0.3%
1997 37.8% 28.6% 9.2% 4.3%
1998 20.6% 18.8% 1.8% 7.1%
1999 15.1% 16.3% -1.2% -5.7%
2000 13.4% 3.2% 10.2% 3.9%
2001 15.1% -0.4% 15.5% 6.2%
2002 -2.8% -18.3% 15.6% -0.8%
2003 13.6% 14.0% -0.4% -17.7%
2004 1.6% 6.2% -4.5% -7.3%
2005 11.5% 3.6% 7.9% -3.3%
2006 3.5% 17.0% -13.5% 0.2%
2007 -14.4% -11.6% -2.8% -14.9%
2008 -5.5% -22.0% 16.5% 22.9%
2009 11.8% 12.2% -0.4% -13.7%
2010 16.1% 13.8% 2.3% -5.3%
2011 7.6% -1.1% 8.7% 2.2%
2012 21.2% 12.5% 8.7% -2.2%
2013 50.2% 38.9% 11.3% 6.9%
2014 28.1% 17.8% 10.2% 9.1%
2015 20.2% 13.4% 6.8% 19.3%
2016 7.3% 14.3% -7.0% -3.0%
2017 13.1% 10.3% 2.9% -6.6%
2018 -0.6% -1.4% 0.8% 8.7%
2019 25.6% 22.3% 3.3% -4.8%
2020 12.9% 15.1% -2.2% -2.0%
2021 27.0% 21.0% 5.9% -0.4%
Total 6335.8% | 1356.4% |4979.4% -1.1%
Annualized 15.7% 9.9% 5.9% 0.0%

*  All returns are adjusted to Canadian dollars
** Index is a hybrid index (S&P/TSX, S&P 500, Russell 2000, MSCI EAFE) which reflects weights of the assets at the beginning of the year.
*** \ariation of the US dollar compared to the Canadian dollar

Refer to Appendix B for disclosure statements on the Rochon portfolios.




Effect of the Canadian dollar versus the US dollar on our returns

The second question I’ve heard most often since my start as a portfolio manager concerns the potential
effect of fluctuations in the Canadian currency compared to its American counterpart (the first question
is, of course, is it a good time to invest in the stock market?) It is informative to observe in the table
above that the currency fluctuation effect ultimately had virtually no impact on our returns: since 1993,
the Canadian dollar has appreciated a total of 1.1% against the US dollar—corresponding to an
annualized effect of -0.04% on our returns.

The Rochon US Portfolio

We have been publishing the returns of the Rochon US Portfolio, which is entirely denominated in US
dollars, since 2003. The Rochon US Portfolio corresponds approximately to the US portion of the
Rochon Global Portfolio. In 2021, it realized a return of 27.9% compared to 28.7% for the S&P 500.
The Rochon US Portfolio therefore underperformed its benchmark by 0.8%.

Since its inception in 1993, the Rochon US Portfolio has returned 5438%, or 15.1% on an annualized
basis. During this same period, the S&P 500 has returned 1746%, or 10.8% on an annualized basis.
Our added value has therefore been 4.3% annually.

Year Rochon US S&P 500 +/-
1993 (Q3-Q4) 32.7% 5.0% 27.7%
1994 9.9% 1.3% 8.6%
1995 54.8% 37.6% 17.2%
1996 27.0% 23.0% 4.1%
1997 32.9% 33.4% -0.4%
1998 11.0% 28.6% -17.6%
1999 15.9% 21.0% -5.1%
2000 11.3% -9.1% 20.4%
2001 8.1% -11.9% 20.0%
2002 -4.4% -22.1% 17.7%
2003 31.6% 28.7% 2.9%
2004 9.3% 10.9% -1.6%
2005 12.5% 4.9% 7.5%
2006 3.3% 15.8% -12.4%
2007 -1.7% 5.5% -7.2%
2008 -24.3% -37.0% 12.7%
2009 28.7% 26.5% 2.3%
2010 21.9% 15.1% 6.9%
2011 4. 7% 2.1% 2.6%
2012 22.3% 16.0% 6.3%
2013 40.6% 32.4% 8.2%
2014 18.0% 13.7% 4.3%
2015 1.7% 1.4% 0.4%
2016 7.5% 12.0% -4.5%
2017 19.7% 21.8% -2.1%
2018 -8.3% -4.4% -3.9%
2019 32.1% 31.5% 0.6%
2020 16.0% 18.4% -2.4%
2021 27.9% 28.7% -0.8%
Total 5438.1% 1745.6% | 3692.5%
Annualized 15.1% 10.8% 4.3%

Refer to Appendix B for disclosure statements on the Rochon portfolios.




Rochon Canada Portfolio

We introduced a portfolio that is 100% focused on Canadian equities in 2007. This corresponds
approximately to the Canadian portion of the Rochon Global Portfolio. In 2021, the Rochon Canada
Portfolio returned 30.9% versus 25.1% for the S&P/TSX, therefore outperforming its index by 5.8%.

Over 15 years, the Rochon Canada Portfolio has returned 964%, or 17.1% on an annualized basis.
During this same period, our benchmark had a gain of 156%, or 6.5% on an annualized basis. Our
annual added value was therefore 10.6%.

Year Rochon Canada S&P/TSX +/-
2007 19.7% 9.8% 9.9%
2008 -24.6% -32.9% 8.3%
2009 28.2% 33.1% -4.9%
2010 26.7% 17.6% 9.1%
2011 13.5% -8.7% 22.2%
2012 24.0% 7.2% 16.8%
2013 49.4% 13.0% 36.4%
2014 20.3% 10.6% 9.7%
2015 16.0% -8.3% 24.3%
2016 11.0% 21.1% -10.1%
2017 27.4% 9.1% 18.3%
2018 -7.6 -8.9% 1.3%
2019 29.0% 22.9% 6.1%
2020 12.1% 5.6% 6.5%
2021 30.9% 25.1% 5.8%
Total 964.3% 156.0% 808.3%
Annualized 17.1% 6.5% 10.6%

Refer to Appendix B for disclosure statements on the Rochon portfolios.

Our largest Canadian holding is which rose 42% in 2021—the primary source
of the higher returns for our Canadian portfolio (we’ll return to this corporation in the “Our
Companies” section).

Since 2007, the performance of our Canadian securities has been significantly higher than that of the
S&P/TSX. We would like to repeat, once again this year, that a concentrated portfolio can drastically
exceed the performance of the indices.

2021

“It was the best of times, it was the worst of times, it was the age of wisdom, it was the age of
foolishness, it was the epoch of belief, it was the epoch of incredulity, it was the season of Light,
it was the season of Darkness, it was the spring of hope, it was the winter of despair, we had
everything before us, we had nothing before us, we were all going direct to Heaven, we were
all going direct the other way--in short, the period was so far like the present period that some
of its noisiest authorities insisted on its being received, for good or for evil, in the superlative
degree of comparison only.”



You probably recognize the famous first paragraph of A Tale of Two Cities by Charles Dickens.
Written in 1859, these words still ring true in our world turned upside down by COVID-19 (Dickens'
story is set at the time of the French Revolution).

It’s hard not to be pleased with a 27% return this year as an investor. It was the 6th best year out of 28
for our portfolio (excluding the half year for 1993).

The companies that make up the S&P 500, as a whole, reached a record level of profitability (as
measured by their profit margins). Dominant companies—Ilike Amazon, Apple, Facebook, Google,
Microsoft and Netflix—created revolutionary products and services that transformed our lives. They
have economic models with almost unparalleled competitive advantages in the history of our
civilization. Other companies—Ilike Pfizer/BioNtech, Moderna and Astra Zeneca—created
coronavirus vaccines at lightning speed and helped save millions of lives. The benefits of American-
style capitalism are more evident than ever.

On the other hand, however, COVID-19 has greatly affected our lives for two years—first and
foremost in terms of the many fatalities it caused.

The pandemic also profoundly affected the nature of what freedom and the entrepreneurial spirit mean
to us. While some sectors experienced good growth in spite of the lockdown of citizens, other sectors
— such as restaurants, hotels, commercial real estate, the arts, air transportation, everything related to
tourism, etc. — suffered greatly. The level of dichotomy between diverse “economic cities” has been
unprecedented.

And the magnitude of the challenges that await us does not stop with a pandemic. Global warming
continues to be a major issue that we are slow to tackle ardently. In addition, the invasion of Ukraine
in early 2022 further increases our concern about the legitimacy of democracies around the world.

Humanity’s search for plenitude has faced challenges for as long humanity has existed. Just over the
course of the last century—think of the Spanish flu, Nazi Germany, Soviet totalitarianism, and the
proliferation of nuclear weapons—some of these challenges seemed insurmountable at the time.

It is obviously not the role of Giverny Capital to venture into the fragile and slippery terrain of political
and social debates. Our mission is to be good stewards of our partners' capital. We have always been
capitalists who value integrity, transparency, meritocracy, and entrepreneurial freedom. And it is these
values that continue to be our beacons during these cloudy times.

No crises, whether economic, geopolitical, or social, have managed to undermine Benjamin Graham's
fundamental investment approach by one iota. Almost a century ago, in 1934, Ben Graham and David
Dodd published a book called Security Analysis. The authors stipulated that investing in the stock
market is first and foremost about acquiring fractional ownership in businesses and that a business’
intrinsic value will eventually be reflected in a company’s stock price over the long term.

I would add that | have always been keen to emphasize the importance of another vital ingredient in
the business world: optimism. Over the centuries, nothing has ever been built with pessimism. It is
essential to constantly put forward a positive attitude even if, at times, it can become difficult not to
succumb to feelings of fatalism.



Large numbers of citizens of London lived in abject poverty at the time of Charles Dickens. The infant
mortality rate was 20% and life expectancy was 37 years in impoverished neighborhoods.
Tuberculosis, cholera, rickets, scarlet fever, typhoid fever, and smallpox wreaked havoc on an annual
basis.

Our capitalist civilization, despite its flaws, has enabled its citizens over the course of two centuries to
double their standard of living every 36 years (an annual increase of approximately 2%). Believe it or
not, this means that the average standard of living likely increased by a factor of more than 25 times
since the publication of A Tale of Two Cities.

The percentage of people living in extreme poverty in the world has fallen from 87% in 1850 to less
than 10% today. | do not believe that Charles Dickens could have envisioned such a world as we have
today back in 1859.

The market in 2021

Financial markets did very well in 2021. Once again, the S&P 500, powered by a few dominant
companies, outperformed the majority of indices around the world. The companies in our portfolio
have also been able to hold their own.

Companies, both those in the S&P 500 and in our portfolio, saw their profits increase substantially.
Part of this increase is linked to a rebound in the economy relative to 2020, a year of declining profits,
and another part is related to a sharp increase in profit margins.

Inflation has certainly played a role in the rise of corporate profits. It should be noted, however, that
the usual side effect of inflation, namely a probable increase in interest rates, has not yet had an effect
on the economy and on interest expenses borne by companies.

Inflation is an integral part of our capitalist system. Although the rate varies from one period to another,
it has continually been a factor within our system. This is why we have always favored companies that,
in our opinion, have significant competitive advantages that allow them to increase the price of their
products and/or services.

The Rochon Global portfolio slightly underperformed the S&P 500 in 2021. One of the reasons is that
we had a lower weight than the index in technology stocks and this was the source of weaker relative
returns. We of course still have investments in technology companies like

But we didn't own some of the big market stars of recent years.

In 2021, of the 27% rise in the S&P 500 (excluding dividends), Microsoft, Nvidia, Apple, Alphabet
and Tesla contributed one third of the return. The other two thirds of the increase came from the other
495 companies. Of these five giga-cap stocks, which disproportionately influence the S&P 500, two
seem to us to be valued extremely optimistically by the market: Nvidia and Tesla.

Nvidia had a market value of $735 billion dollars at the end of the year. Analysts predict revenues of
$35 billion in 2022 and about $14 billion in profits. The estimated price-earnings is therefore more
than 50x. As for Tesla, the company's market value was over $1 trillion dollars (1000 billion) at the
end of the year. Its estimated revenues in 2022 are $84 billion and its profits estimated at around $11
billion for a price-earnings of around 90x.



For more than 28 years, we have always advocated an approach favoring a selection of exceptional
companies with a level of intrinsic risk, both in terms of the business model and the stock market
valuation, that we’ve appraised to be lower than average.

And there are always opportunities to do better than average for investors who have taken a “value”
approach. We thus continue to unearth securities for our portfolio which—we believe—should be able
to continue generating higher returns than the indices.

The flavor of the day

Each year, this section addresses securities or segments of the investment world that seem dangerously
popular to us. The purpose, of course, is not to criticize fellow investors. We are aware that investing
wisely is not easy. Our objective is to simply point out valuations levels to our partners that appear to
us as reflecting overly optimistic scenarios and therefore present a higher level of risk to investors
given an eventual normalization of valuations.

A strange trend over the last few years is that of stocks that have been called "meme stocks" (the best
known being GameStop). Groups of investors believe that they can control the price of a stock without
any correlation to its intrinsic valuel. This strategy is doomed to failure in our opinion because our
fundamental principle is that the price of a stock invariably ends up trading at a level close to its
intrinsic value over the long term. But this craze is only limited to a few stocks.

Everything related to cryptocurrencies still seems to be the flavor of the day and on a much larger
scale. The total value of all these virtual currencies reached $2 trillion (2000 billion) dollars by the end
of the year. In our humble opinion, an entire financial sector seems to have been created on an asset
whose intrinsic value seems completely arbitrary. Wall Street is obviously on board, sniffing out a
whole new source of commissions, and several financial institutions followed for fear of missing the
gravy train.

Even a few entities from the art world have joined this universe with the creation of NFTs (non-
fungible tokens) which is—to put it simply—a form of digital securitization for works of art. It seems
to me that some dangers also exist for this new product which has similarities to cryptocurrencies.

There is a nebulous line between what could be considered an investment and what could be considered
speculation. One way to discern them is to ask yourself the following: if the stock market were closed
for 10 years, would | be happy owning this security?

An investor believes that if the company in which he is a shareholder increases its intrinsic value by
increasing its profits at a rate of (say) 10% per year, in 10 years, his or her investment will have
increased its intrinsic value by 160%. Owning a productive asset (and being able to value it) does not
require a short-term stock price; in the same way that the value of a dairy farm is measured by the
amount of milk it produces. If the only objective, however, is the hope to sell the security to someone
else for more in a fairly short period of time, this requires a short-term price and this resembles more
a form of speculation.

L A practice similar to the activity known as “cornering the market”.



Speculation is, of course, neither illegal nor immoral. But speculating can be a perilous activity—at
any time during human history. This is obviously not the first time that an asset has become
dangerously popular. One of the most famous speculative bubbles was that of tulip bulbs in Holland
during the 17th century. At its height, in early 1637, the price of a single tulip bulb corresponded to
the price of 12 acres of land?. The value of the most beautiful tulip bulb at the time has been estimated
at more than 5,500 guilders—or the equivalent of approximately $750,000 in today's US dollars.

The (financial) history of The Angelus by Jean-Francois Millet
The Angelus is a painting by the great French painter Jean-Francois Millet, produced between 1857

and 1859. It is a masterpiece which is exhibited at the Musée d'Orsay in Paris and is also one of my
favorite paintings in the history of art.

Jean-Francois Millet, L'Angélus, 1857-1859; Oil on canvas; 56x66 cm
Bequest of Alfred Chauchard, 1909; Paris, Musée d'Orsay; Photo: F.R.

You are probably wondering where I’'m going with this at this point—isn’t this a letter intended for
financial investors? Leaving aside the incredible artistic contribution of this painting, | would like to
tell you about the misadventures of one of its owners.

Before ending up at the Louvre (and then eventually at the Musée d'Orsay), the painting had several
owners. Although he never took delivery, Thomas Gold Appleton commissioned the work around
1857. The piece was initially acquired in 1860 for 1,800 francs by Alfred Feydeau. The painting then
changed hands a few times, eventually to be acquired for 160,000 francs in 1881 by a copper
industrialist, Eugéne Secrétan.

Of humble origins, Mr. Secrétan was self-taught. Through hard work, he became one of the French
specialists in the processing of non-ferrous metals and became head of the Société industrielle et
commerciale des métaux, a holding company comprised of six companies and more than 3,000
employees. These companies were specialized in the mining of copper, lead and tin. In 1878, he was
one of the donors of the copper used to create the Statue of Liberty (300 tons donated) and was named
Knight of the Legion of Honor.

2 According to the book Extraordinary Popular Delusions and the Madness of Crowds by Charles Mackay



He then created an exceptional collection of works of art (including The Angelus) with his fortune.

Mr. Secrétan, attracted to speculation, began to acquire tin and lead in the fourth quarter of 1886. He
then discovered that the world supply of copper had been reduced to 40,000 tons and that prices fell
below 36 pounds sterling per ton. He gathered up around sixty million francs to control the supply of
copper with the help of a group of financiers. In three months, prices rose to 84 pounds per ton. In
1888, his company had to raise 37.5 million francs in capital to cope with higher prices and to fund
additional mining activities.
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Copper prices at the London Metal Exchange, during the cornering of the copper market.

In early March 1889, following the greatest financial speculation in the history of copper production,
the price of copper collapsed, and with it the shares of Société industrielle et commerciale des métaux.
In financial difficulties, Mr. Secrétan had to part ways with his extensive art collection, including The
Angelus. The businessman and collector Alfred Chauchard acquired it for the incredible sum of
750,000 francs—a price that held the record for the most expensive modern painting ever purchase for
quite some time. Mr. Chauchard bequeathed The Angelus to the Louvre upon his death in 1909.

Mr. Secrétant, however, managed to recover from his losses and began rebuilding his business using
a new technology for manufacturing copper tubes by electrolysis. But despite his end-of-life success,
copper speculation caused him tremendous troubles, as well as the loss of The Angelus.

It is such a shame to see people who are already rich speculate to the point of endangering their
fortunes. As Warren Buffett says, “You just need to be rich once.” Speculation today (with bitcoin or
otherwise) is certainly more sophisticated than before, but the very nature of speculation remains just
as dangerous.

3 Source: Wikipedia
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Lou Simpson (1936-2022)

Source: Crain’s Chicago Business

It is with great sadness that we learned of the passing of Louis Simpson in January 2022. Lou had a
fantastic career in the investment world. He worked as a portfolio manager at GEICO (a subsidiary of
Berkshire Hathaway since 1996) for more than 30 years, from 1979 to 2010. He obtained exceptional
returns during these four decades.

For several years, Warren Buffett pointed to Lou as his potential successor as fund manager under
Berkshire. | invite you to read (or re-read) the excellent book “The Warren Buffett CEO” by Robert
Miles in which a chapter is devoted to Lou. Our colleague Allen Benello also devoted a chapter to Lou
in the book “Concentrated Investing”.

Lou decided to leave Berkshire Hathaway in the early 2010s and founded his own firm with his wife
Kimberly: SQ Advisors. Jean-Philippe and | had the good fortune to meet him at his home in 2014.
We've had long conversations with Lou and Kimberly about equity investments a few times since then.
We also shared other passions with them, such as the arts and wine. In their constant great generosity,
Lou and Kimberly shared their best bottles when JP and | went to visit them in Chicago. It's not every
day that you get to share a Chateau Margaux with one of our heroes!

Lou has created a lot of wealth for GEICO shareholders, for Berkshire and for its clients. Lou and
Kimberly have also been very generous with their fortune through numerous philanthropic activities.
I will miss him very much.

Owner’s Earnings

At Giverny Capital, we do not evaluate the quality of an investment by the short-term fluctuations in
its stock price. Our wiring is such that we consider ourselves owners of the companies in which we
invest. Consequently, we study the growth in earnings of our companies and their long-term outlook.

Since 1996, we have presented a chart depicting the growth in the intrinsic value of our companies
using a measurement developed by Warren Buffett: “owner’s earnings”. We arrive at our estimate of
the increase in intrinsic value of our companies by adding the growth in earnings per share (EPS) and
the average dividend yield of the portfolio. We believe that analysis is not exactly precise but
approximately correct. In the non-scientific world of the stock market, we believe in the old saying:
“It is better to be roughly right than precisely wrong.”
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Rochon Global Portfolio S&P 500
Year *** Value * | Market ** Difference | Value * | Market ** | Difference
1996 14% 29% 15% 13% 23% 10%
1997 17% 35% 18% 11% 33% 22%
1998 11% 12% 1% 4% 29% 25%
1999 16% 12% -4% 12% 21% 9%
2000 19% 10% -9% 15% -9% -24%
2001 -9% 10% 19% -21% -12% 9%
2002 19% -2% -21% 13% -22% -35%
2003 31% 34% 3% 12% 29% 16%
2004 21% 8% -12% 20% 11% -10%
2005 14% 15% 0% 15% 5% -10%
2006 14% 3% -11% 24% 16% -8%
2007 10% 0% -10% -4% 5% 9%
2008 -3% -22% -19% -31% -37% -6%
2009 0% 28% 28% 6% 26% 20%
2010 22% 22% 0% 50% 15% -35%
2011 17% 6% -11% 18% 2% -16%
2012 19% 23% 4% 9% 16% 7%
2013 16% 42% 26% 8% 32% 24%
2014 13% 19% 6% 10% 14% 4%
2015 11% 4% 7% 1% 1% 0%
2016 9% 10% 1% 4% 12% 8%
2017 14% 20% 7% 14% 22% 11%
2018 20% -8% -28% 23% -4% -26%
2019 10% 31% 20% 3% 31% 29%
2020 -2% 15% 17% -9% 18% 27%
2021 32% 28% -4% 48% 29% -19%
Total 2474% | 2817% | 343% | 676% | 1152% |  476%
INTEESl 133% | 139% | 05% | 82% | 102% | 2.0%

*  Estimated growth in earnings plus dividend yield
**  Market performance, inclusive of dividends (refer to Appendix B for disclosure statements on our returns)
*** Results estimated without currency effects

This year, the intrinsic value of our companies, as a whole, increased by about 32% (with dividends
included). Despite some of the changes to our portfolio during the year, we consider our estimate of
EPS growth at our companies during 2021 to adequately reflect their economic realities. The
performance of our portfolio on the stock market was a gain of roughly 28% (net of any currency
effect). Our stocks therefore realized a price performance that was less than their underlying economic
performance. This corrects, in part, the inverse situation which occurred in 2020.

The companies that make up the S&P 500 index also experienced a sharp increase in their profits this
year, rising by around 48%. The index achieved a total performance of 29% (in US dollars).

Since 1996, our companies have grown their value by about 2474% and their stocks have achieved a

total return of approximately 2817%. On an annualized basis, we achieved an intrinsic performance
of 13.3% versus 13.9% for their stock market performance (dividend included in both cases).
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Here are the figures over the course of the last decade, from the end of 2011 to the end of 2021:

Rochon Global Portfolio S&P 500
Annualized Value * Market ** | Difference | Value * Market ** | Difference
2011-2021 *** 14.0% 17.6% 3.6% 9.8% 16.5% 6.7%

*  Estimated growth in earnings plus dividend yield
**  Market performance, inclusive of dividends (refer to Appendix B for disclosure statements on our returns)
*** Results estimated without currency effects

It is interesting to note that over the last decade our companies have increased their intrinsic value by
14% annually compared to almost 10% annually for the companies in the S&P 500 (roughly in line
with our long-term historical figures). Our stocks have done well, increasing by approximately 17.6%
per year (net of any currency effect). Thus, our companies on the stock market have done about 3.6%
per year better than the intrinsic performance of the underlying companies. This reflects an increase in
the price-earnings ratio of our companies during this decade. Indeed, in 2011, equities in general were
greatly undervalued and the subsequent revaluation seems justified to us.

However, for the S&P 500, the increase in valuation was much greater (around 6.7% annually). So the
stock market revaluation for the index was much more pronounced than for our companies and
probably also vis-a-vis most of the other indices in the world. In our opinion, it is very unlikely that
this will continue in the future.

We are confident that if our companies continue to grow their intrinsic value at higher-than-average
rates, the market performance of their shares will follow suit—in absolute terms and also relative to
indices, as it has since 1996.

Five-year Post-mortem: 2016

Like we do every year, we go through a five-year post-mortem analysis. We believe that studying our
decisions in a systematic manner, and with the benefit of hindsight, enables us to learn from both our
achievements and our errors. We made few changes to the portfolio in 2016, but here are a few remarks
from reviewing the annual letter from that year.

In 2016, we acquired shares in Heico company. This company has two divisions: the manufacturing
of parts for the aviation industry and an electronic products division. The first is the one that caught
our attention. Heico sells alternative (non-original) aeronautical parts to aviation companies. It is very
difficult to obtain Federal Aviation Administration (FAA) approvals to supply aircraft parts. With its
vast number of approved products, developed and commercialized over several years, Heico has a very
significant competitive advantage.

Of course, Heico has been greatly affected by the major recent issues affecting the airline industry
around the world. Despite this, from 2016 to 2021, Heico's EPS grew from $1.39 to $2.51, the
equivalent of an annual growth rate of 13%. The stock has done even better in the stock market,
climbing more than 200% since our first purchase. One of the reasons for our purchase in 2016 was
our admiration for the members of the Mendelson family who run the company—this admiration has
only increased since.
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Our Companies

Note: This section of the annual letter is always long. We want to provide you with an accurate update of the
companies in our portfolio companies. In fact, we are trying to present you with the information we would like
to know if our roles were reversed. Prices are as of December 31, 2021.

Section of the letter reserved for Giverny Capital’s partners

The Podium of Errors

Following in the “Givernian” tradition, here are our three annual medals for the “best” errors of 2021
(or from past years). It is with a constructive attitude, in order to always improve as investors, that we
provide this detailed analysis. As is often the case with stocks, errors from omission (non-purchases)
are often more costly than errors from commission (purchases)... even if we don’t see those on our
statements.

Bronze Medal: A2 Milk

We acquired A2 Milk during the summer of 2020. Based in New Zealand, the company manufactures
milk and milk products (primarily infant formula) based on a variant of milk that many consumers find
easier to digest than conventional milk. The A2 beta casein protein is present in breast milk and some
breeds of dairy cows, although most dairy cows produce both A1 and A2 beta casein protein. It is the
Al protein that may cause discomfort in some consumers. The company has become a leader in this
niche and had experienced strong growth in recent years. One of the key markets for the company is
China.

Some of its sales in China were through independent distributors who traveled to Australia to buy the
company’s infant formulas and bring them back to China (a distribution method called daigou). During
the first part of 2020, this mode of distribution continued despite the pandemic and reassured us of the
solidity of this business model. But then, the daigou slowed considerably later in 2020. The company
had to reduce its sales and profitability forecasts and the stock fell.

We thought at the time that it was a temporary problem that should resolve itself within a few quarters.
We realized in 2021 that A2 Milk's challenges were more persistent than anticipated and we decided
to sell our shares.

We had invested about 2% of the portfolio in this company and sold at a loss—it was a very
disappointing investment.

Silver Medal: Old Dominion Freight Line

I have always followed the trucking industry since the beginning of my investment career. We once
held shares in the Quebec company Groupe Goyette. Subsequently, we had shares in Heartland
Express and then Knight Transportation in the early 2000s. It’s an industry that, when well managed
can have good fundamentals despite its cyclical tendencies and its dependence on various factors such
as finding qualified drivers and dealing with the price of fuel.
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The stock market experienced (another) correction in 2018 and | had studied Old Dominion Freight
Line, based in North Carolina. The company’s track record was phenomenal. From 2006 to 2018, EPS
had grown from $0.58 to $4.97, or an annual growth rate of nearly 20%. Its net profit margins reached
15% which is a rare level in the industry. The management team seemed to me competent and
motivated (management owns 12% of the shares). The stock was trading at around $90, or 18 times
the company’s profits. This valuation seemed high to me for a trucking company, even for the best, so
| decided to wait.

In 2021, the company achieved EPS of $8.86 and the outlook is for over $10 in 2022. EPS will likely
have doubled in four years and the stock is currently trading at $288. We could therefore have tripled
our money in a little over three years if |1 had agreed to pay a slightly high evaluation (justified a
posteriori) for this exceptional company.

Jean-Philippe and | frequently attended the ICR investment conference in Orlando before the
pandemic. Several dozen companies present their outlooks and no one needs to twist our arms to warm
up for a few days in early February.

At the 2016 conference, | listened to a presentation from a company | had never heard of: Fox Factory
Holding. The company was a leader in a niche product: shock absorbers for mountain bikes. It had
also started selling products for utility trucks and the company was very profitable and had good
growth prospects. The stock was trading at around $16, which was a reasonable valuation for the
expected EPS of $0.96 in 2016. The stock then quickly climbed to $20 and I chose to wait for a better
price.

I have continued to follow the company closely and its performance has been nothing short of
phenomenal. It has developed many new products and new markets and, in only five years, its
revenues have more than tripled and its EPS reached $4.50 in 2021—or more than four times the level
of 2016. Analysts forecast EPS greater than $5 for 2022.

The stock has soared 500% in six years and reached $100.

Conclusion: The greatest mistakes by investors (take 4).

As | stated at the beginning of this letter, the question that comes up most often is always the same: “Is this the
right time to invest in the stock market?” It is good to come back to this important question in these (once again)
uncertain and worrying times.

Let's first go back to our 2003 letter to partners to answer this question, when | presented an article by André
Gosselin on investor results versus the performance of the S&P 500. He explained that there was a huge
difference between the results of mutual fund holders in the United States and the leading stock market index.

André was inspired by the results of the research firm Dalbar on the behavior of stock market investors. This
firm publishes a fascinating research report annually on the results of all US investors invested in mutual funds
compared to indices. We also referred to this data in the 2006 and 2014 annual letters.

The underperformance of investors vis-a-vis the indices over a long period is such that André published a book
in 2004 on this subject entitled “An open letter to irresponsible investors”. The title is a little harsh, but André
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nevertheless presents several important points for investors. I am talking again about this book because a second
edition has just been published®. André hence provides an update on Dalbar's figures.

“According to the financial information firm Dalbar, the holder of equity funds in the United States achieved
an average annual return of 6.24% between 1990 and 2020, while the return of the S&P 500 index has been
10.7%; a shortfall of 4.46% per year in terms of annualized return. .... For the holder of fixed-income mutual
funds, the situation is worse. Also between 1990 and 2020, investors who invested in fixed-income funds settled
for an annual return of 0.45%, while the benchmark Bloomberg-Barclays Aggregate Bond Index provided an
average annual return of 5.86%".

This 4.5% annual underperformance over three decades for holders of equity mutual funds (and even more so
for bond funds) cannot be explained by management fees. The only plausible explanation is that investors, as a
whole, consistently buy and sell their funds at inopportune times. In other words, they veer from stocks to bonds
and back inappropriately. This underperformance is therefore mainly behavioral in origin.

The only solution for the investor who wants to avoid falling into the trap of this behavioral penalty is not to try
to predict the stock market. It is vital to always keep this in mind, especially in periods of declines and/or crises.

From the start, | made the decision to always be 100% invested in the stock market. Rather than futilely

attempting to predict the market, | focused my efforts on finding high quality companies for our portfolios. It is
the opinion of all of us at Giverny Capital that this remains the strategy with the best probability of success.

To Our Partners

We believe that the companies we own are exceptional, led by top-notch people, and destined for a
great future. They should continue to prudently navigate the often-troubled waters of the global
economy. Furthermore, the valuation assigned by the market to these outstanding companies is very
similar to the valuation of an average company in the S&P 500, despite the fact that our companies
have better growth prospects than average.

We realize that we live in uncertain times, although a wise observer of human history might ask the
question: “Were they ever certain?”. We want you to know that we are fully aware of and grateful for
your vote of confidence. It is imperative for us to not only select outstanding companies for our
portfolios, but to also remain outstanding stewards of your capital. We certainly like to achieve good
returns (and have taken a liking to it), but it must not come at the cost of taking undue risk. Our
philosophy is to favor companies with solid balance sheets and dominant business models, along with
purchasing these companies at reasonable valuations.

Thank you from the entire Giverny Capital team and we wish a great 2022 to all our partners.

Zémgm c, %{ //xb((

Frangois Rochon and the Giverny Capital team

4 André Gosselin — Lettre ouverte aux investisseurs irresponsables — 2022 edition — Editions Guy Saint-Jean.
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APPENDIX A

Investment philosophy

Note: This section is repeated from prior annual letters and is aimed at new partners.

In 2021, we saw a large increase in the number of Giverny Capital partners (the term we use for our
clients). With all these newcomers, it is imperative that we write again (and again) about our
investment philosophy.

Here are the key points:

e We believe that over the long run, stocks are the best class of investments.

e Itis futile to predict when it will be the best time to begin buying (or selling) stocks.

e A stock return will eventually echo the increase in per share intrinsic value of the underlying
company (usually linked to the return on equity).

e We choose companies that have high (and sustainable) margins and high returns on equity, good
long term prospects and are managed by brilliant, honest, dedicated and altruistic people.

e Once a company has been selected for its exceptional qualities, a realistic valuation of its
intrinsic value has to be approximately assessed.

e The stock market is dominated by participants that perceive stocks as casino chips. With that
knowledge, we can then sometimes buy great businesses well below their intrinsic values.

e There can be quite some time before the market recognizes the true value of our companies. But
if we’re right on the business, we will eventually be right on the stock.

Experience and common sense teach us that an investment philosophy based on buying shares in
companies that are undervalued, and holding these companies for several years, will not generate linear
returns. Some years, our portfolio will have a return that is below average. This is a certainty that we
must accept.

Another important point: the significant volatility of the market is often perceived negatively by many
investors. It’s actually the contrary. When we see stock prices as “what other people believe the
company is worth " rather than the real value (at least in the short term), these fluctuations become our
allies in our noble quest for creating wealth. Instead of fearing them, we can profit from them by
acquiring superb businesses at attractive prices. The more that markets (the “other” participants) are
irrational, the more likely we are to reach our ambitious performance objectives.

Benjamin Graham liked to say that the irrationality of the market provides an extraordinary advantage
to the intelligent investor. The person, however, who becomes affected by short-term market
fluctuations (less than 5 years) and who makes decisions based on them transforms this advantage into
a disadvantage. His or her own perception of stock quotes becomes their own worst enemy. Our
approach at Giverny Capital is to judge the quality of an investment over a long period of time.

So patience — ours AND that of our partners — becomes the keystone for success.
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APPENDIX B

Notes on the returns of the Rochon portfolios

e The Rochon portfolio is a private family group of accounts managed by Frangois Rochon since 1993.
The returns of the period from 1993 to 1999 were realized before registration of Giverny Capital Inc.
at the AMF in June of 2000.

e The Rochon Global portfolio serves as a model for Giverny Capital’s clients, but returns from one client
to the other can vary depending on a multitude of factors. The returns indicated include trading
commissions, dividends (including foreign withholding income taxes) and other income but do not
include management fees. Portfolio returns of the Rochon Global portfolio have been generated in a
different environment than Giverny Capital’s clients and this environment is considered controlled. For
example, cash deposits and withdrawals can increase the returns of the Rochon Global portfolio. Thus,
the portfolio returns of the Rochon Global portfolio are often higher than the returns realized by clients
of Giverny Capital.

e Past results do not guarantee future results.

e The Rochon Canada and Rochon US portfolios are parts of the Rochon Global portfolio.

e The index benchmark group is selected at the beginning of the year and tends to be a good reflection of
the asset composition of the portfolio. Weighted indices presented may not be representative of the
Rochon Global portfolio. In 2021.:

> Rochon Global Portfolio: S&P/TSX 13% S&P 500 40% Russell 2000 40% MSCI EAFE 7%
> Rochon US Portfolio : S&P 500 100%
> Rochon Canada Portfolio: S&P/TSX 100%

e The returns for the S&P 500 (in $USD) are provided by Standard & Poors.

e The returns for the various indices used for comparable purposes are deemed reliable by Giverny
Capital.

e It should be noted that currency effects on the returns of the Rochon portfolio and indices are estimated
to our best effort.

e The custodian of our client portfolios is National Bank Correspondent Network (NBCN) in Canada and
TD Ameritrade Institutional and Charles Schwab in the US.

o The financial statements of the three portfolios are audited at the end of each year. The auditor’s data
are those provided by our custodian (NBCN). The auditor’s annual reports are available upon request.

e For more information, please see the “returns” section of our website.

Forward-looking information

Some information set forth in this letter constitutes forward-looking information which involves
uncertainties and other known and unknown factors that may cause actual results or events to differ
materially from those anticipated in such forward-looking information. When used in this letter, words
such as “expects”, “anticipates”, “intends”, “may”, “believes” and similar expressions generally
identify forward-looking information. In developing the forward-looking information contained in this
letter, the manager has made assumptions (for ex.: with respect to the outlook for the global economy
and publicly traded companies). These assumptions are based on the manager’s perception of factors
believed to be relevant (for ex.: historical trends, current conditions, expected future developments).
Although the manager believes that the assumptions made and the expectations represented by such
information are reasonable, there can be no assurance that the forward-looking information will prove
to be accurate. Actual results or events may differ materially from those expressed or implied in the
forward-looking information. Giverny Capital Inc. undertakes no obligation to publicly update or
revise these forward-looking statements.
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Historical Summary

It has been nearly 30 years since | discovered the writings of Warren Buffett, Benjamin Graham, John
Templeton, Philip Fisher and Peter Lynch. | then decided to begin managing a family portfolio based
on an investment approach synthesized from these great money managers. By the end of 1998, after
five years of satisfactory results, | decided to launch an investment management firm offering asset
management services aligned with my own investment philosophy. Giverny Capital Inc. came into
existence.

In 2002, Giverny hired its first employee: Jean-Philippe Bouchard (JP). A few years later, JP became
a partner and participates actively in the investment selection process for the Giverny portfolio. In
2005, two new people joined the firm who eventually became partners: Nicolas L’Ecuyer and Karine
Primeau. Frangois Campeau, who joined the Giverny team in 2018, also participates in the investment
selection process. In 2009, we launched a US office in Princeton, New Jersey. We also partnered with
a manager from New York, David Poppe, in early 2020. He manages Giverny Capital Asset
Management, based in Manhattan. Our two directors of our US offices, Patrick Léger and David
Poppe, share in the culture and long-term time horizon inherent to Giverny.

We are Partners!

From the very first days of Giverny, the cornerstone of our portfolio management philosophy was to
manage client portfolios in the same way that | was managing my own money. Thus, the family
portfolio I’ve managed since 1993 (the “Rochon Global Portfolio”) serves as a model for our client
accounts. It is crucial to me that clients of Giverny and its portfolio managers are in the same boat!
That is why we call our clients “partners”.

The Purpose of our Annual Letter

The primary objective of this annual letter is to discuss the results of our portfolio companies over the
course of the prior year. But even more importantly, our goal is to explain in detail the long-term
investment philosophy behind the selection process for the companies in our portfolio. Our wish is
for our partners to fully understand the nature of our investment process since long-term portfolio
returns are the fruits of this philosophy. Over the short term, the stock market is irrational and
unpredictable (though some may think otherwise). Over the long term, however, the market adequately
reflects the intrinsic value of companies. If the stock selection process is sound and rational,
investment returns will eventually follow. Through this letter, we provide you with the information
required to understand this process. We try to be transparent and comprehensive in our discussion.
The reason for this is very simple: we treat you the way we would want to be treated if our roles were
reversed.

The Artwork on the cover of the 2022 Letter
Yearly, we illustrate the cover page of our annual letters with a reproduction of a work from the

Giverny Capital Collection. This year, we have selected a painting by Québec artist Francois Lacasse
entitled "Spectre V".
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For the year ending December 31% 2022, the return for the Rochon Global Portfolio was -15.2% versus
-12.3% for our benchmark, which represents a relative performance of -2.9%. The returns of the
Rochon Global Portfolio and our benchmark include a gain of approximately 4.6% due to fluctuations
in the Canadian currency.

Since its inception on July 1% 1993, the compounded annual return of the Rochon Global Portfolio has
been 14.5% versus 9.0% for our weighted benchmark, representing an annualized outperformance of
5.5% over this period of 29 years. Our long-term and ambitious objective is to maintain an annual
return 5% higher than our benchmark.

The Rochon Global Portfolio: Returns since July 15t 1993

Year * Rochon Index ** +/- $ US/Can ***
1993 (Q3-Q4) 37.0% 9.5% 27.6% 3.3%
1994 16.5% 3.7% 12.7% 6.0%
1995 41.2% 24.0% 17.2% -2.7%
1996 28.0% 22.8% 5.2% 0.3%
1997 37.8% 28.6% 9.2% 4.3%
1998 20.6% 18.8% 1.8% 7.1%
1999 15.1% 16.3% -1.2% -5.7%
2000 13.4% 3.2% 10.2% 3.9%
2001 15.1% -0.4% 15.5% 6.2%
2002 -2.8% -18.3% 15.6% -0.8%
2003 13.6% 14.0% -0.4% -17.7%
2004 1.6% 6.2% -4.5% -7.3%
2005 11.5% 3.6% 7.9% -3.3%
2006 3.5% 17.0% -13.5% 0.2%
2007 -14.4% -11.6% -2.8% -14.9%
2008 -5.5% -22.0% 16.5% 22.9%
2009 11.8% 12.2% -0.4% -13.7%
2010 16.1% 13.8% 2.3% -5.3%
2011 7.6% -1.1% 8.7% 2.2%
2012 21.2% 12.5% 8.7% -2.2%
2013 50.2% 38.9% 11.3% 6.9%
2014 28.1% 17.8% 10.2% 9.1%
2015 20.2% 13.4% 6.8% 19.3%
2016 7.3% 14.3% -7.0% -3.0%
2017 13.1% 10.3% 2.9% -6.6%
2018 -0.6% -1.4% 0.8% 8.7%
2019 25.6% 22.3% 3.3% -4.8%
2020 12.9% 15.1% -2.2% -2.0%
2021 27.0% 21.0% 5.9% -0.4%
2022 -15.2% -12.3% -2.9% 6.8%
Total 5355.0% | 1177.3% [(4177.7% 5.7%
Annualized 14.5% 9.0% 5.5% 0.2%

*  All returns are adjusted to Canadian dollars
** Index is a hybrid index (S&P/TSX, S&P 500, Russell 2000, MSCI EAFE) which reflects weights of the assets at the beginning of the year.
*** \ariation of the US dollar compared to the Canadian dollar

Refer to Appendix B for disclosure statements on the Rochon portfolios.




Effect of the Canadian dollar versus the US dollar on our returns

It is informative to observe in the table above that the currency fluctuation effect ultimately had
virtually no impact on our returns: since 1993, the Canadian dollar has depreciated a total of 5.7%
against the US dollar—corresponding to an annualized positive effect of 0.2% on our returns.

The Rochon US Portfolio

We have been publishing the returns of the Rochon US Portfolio, which is entirely denominated in US
dollars, since 2003. The Rochon US Portfolio corresponds approximately to the US portion of the
Rochon Global Portfolio. In 2022, it realized a return of -21.4% compared to -18.1% for the S&P 500.
The Rochon US Portfolio therefore underperformed its benchmark by 3.2%.

Since its inception in 1993, the Rochon US Portfolio has returned 4256%, or 13.6% on an annualized
basis. During this same period, the S&P 500 has returned 1411%, or 9.6% on an annualized basis.
Our added value has therefore been 4.0% annually.

'Year Rochon US S&P 500 +/-
1993 (Q3-Q4) 32.7% 5.0% 27.7%
1994 9.9% 1.3% 8.6%
1995 54.8% 37.6% 17.2%
1996 27.0% 23.0% 4.1%
1997 32.9% 33.4% -0.4%
1998 11.0% 28.6% -17.6%
1999 15.9% 21.0% -5.1%
2000 11.3% -9.1% 20.4%
2001 8.1% -11.9% 20.0%
2002 -4.4% -22.1% 17.7%
2003 31.6% 28.7% 2.9%
2004 9.3% 10.9% -1.6%
2005 12.5% 4.9% 7.5%
2006 3.3% 15.8% -12.4%
2007 -1.7% 5.5% -7.2%
2008 -24.3% -37.0% 12.7%
2009 28.7% 26.5% 2.3%
2010 21.9% 15.1% 6.9%
2011 4. 7% 2.1% 2.6%
2012 22.3% 16.0% 6.3%
2013 40.6% 32.4% 8.2%
2014 18.0% 13.7% 4.3%
2015 1.7% 1.4% 0.4%
2016 7.5% 12.0% -4.5%
2017 19.7% 21.8% -2.1%
2018 -8.3% -4.4% -3.9%
2019 32.1% 31.5% 0.6%
2020 16.0% 18.4% -2.4%
2021 27.9% 28.7% -0.8%
2022 -21.4% -18.1% -3.2%
Total 4255.7% 1411.3% | 2844.4%
Annualized 13.6% 9.6% 4.0%

Refer to Appendix B for disclosure statements on the Rochon portfolios.




Rochon Canada Portfolio

We introduced a portfolio that is 100% focused on Canadian equities in 2007. This corresponds
approximately to the Canadian portion of the Rochon Global Portfolio. In 2022, the Rochon Canada
Portfolio returned -1.8% versus -5.8% for the S&P/TSX, therefore outperforming its index by 4.0%.

Over 16 years, the Rochon Canada Portfolio has returned 945%, or 15.8% on an annualized basis.
During this same period, our benchmark had a gain of 141%, or 5.7% on an annualized basis. Our
annual added value was therefore 10.1%.

Year Rochon Canada S&P/TSX +/-
2007 19.7% 9.8% 9.9%
2008 -24.6% -32.9% 8.3%
2009 28.2% 33.1% -4.9%
2010 26.7% 17.6% 9.1%
2011 13.5% -8.7% 22.2%
2012 24.0% 7.2% 16.8%
2013 49.4% 13.0% 36.4%
2014 20.3% 10.6% 9.7%
2015 16.0% -8.3% 24.3%
2016 11.0% 21.1% -10.1%
2017 27.4% 9.1% 18.3%
2018 -7.6 -8.9% 1.3%
2019 29.0% 22.9% 6.1%
2020 12.1% 5.6% 6.5%
2021 30.9% 25.1% 5.8%
2022 -1.8% -5.8% 4.0%
Total 945.1% 141.1% 804.1%
Annualized 15.8% 5.7% 10.1%

Refer to Appendix B for disclosure statements on the Rochon portfolios.

Since 2007, the performance of our Canadian securities has been significantly higher than that of the
S&P/TSX. We would like to repeat, once again this year, that a highly concentrated portfolio can
materially exceed the performance of the indices.

2022

The year began with the tragic invasion of Ukraine by Russia. The rise in inflation that started in 2021
continued into 2022. Central banks raised their key interest rates, which had an effect on the market
value of the majority of financial assets. These rate hikes could push Western economies into recession
if some of them aren’t already there as | write this letter.

Inflation is an integral part of our civilization, and the historical inflation rate has been around 3%.
Over the past few decades, this rate had dropped slightly and, since | started investing in 1993, the
inflation rate has been around 2% on an annualized basis. It was even below 1% for a few years. Now,
it looks like we're trending back towards historical norms.

Since inflation is an inherent part of our capitalist system, the best we can do is to own companies
which, we believe, will enable us to mitigate its negative effects. We have therefore always favored



businesses with competitive advantages which enable them to increase the price of their products and
services in an inflationary environment.

Recessions are just as much an inherent part of our system. In 2008 and 2020, huge sums of capital
were invested by central banks to limit the effects of these recessions. This has had benefits and this
strategy is certainly based on good intentions. However, the probable side effect of such interventions
is greater inflation and above all an increase in the recklessness of many investors, both institutional
and individual (believing that their recklessness can be rescued by governments in the event of a
financial crisis).

At Giverny Capital, we try to remain apostles of prudence and meritocracy. We believe that financial
speculation creates situations of exaggerated valuations which are inevitably rectified by the invisible
hand of capitalism. Governments can temporarily obstruct or slow down the movements of this
invisible hand—they however cannot fundamentally alter its nature.

The good news is that despite the ups and downs of the economy, our civilization always creates more
wealth thanks to a system—even if imperfect—which at its source is the vitality, dynamism and the
capacity for progress by workers, business leaders and especially entrepreneurs. Since | started
investing 30 years ago, the standard of living for citizens in North America has more than doubled.
The stock market (as reflected by our benchmark) has generated total wealth creation equivalent to a
more than 12-fold increase or a return of more than 9% annualized since 1993. And our own experience
was even better.

The stock market in 2022

Financial markets had a difficult year in 2022. Aside from the energy sector (the S&P 500 energy sub-
index climbed 59%) and a few industries considered more stable (but with slower growth rates), most
sectors of the stock market experienced sharp declines.

Our performance relative to the indices was disappointing. First, we have always avoided investments
directly tied to natural resources such as oil. Secondly, we avoid companies that have a low growth
rate of their earnings (and consequently of their intrinsic value). Thirdly, two stocks contributed to
our disappointing 2022 returns: Meta Platforms and Carmax. We will come back to these two holdings
in more detail in the portion of this letter dedicated to our individual companies.

Our US banks were helped by the rise in interest rates, but less than expected. In return, they have
increased their reserve for bad loans in the event of a recession in 2023. We are confident that the
situation is cyclical in nature and that their profits will reach new records in the next economic
recovery.

To a lesser extent and despite good results, our companies linked to the residential construction sector
also experience a drop of their share’s market value. The stock market is clearly anticipating a tough
year in 2023 for the sector. Already at the end of 2022, due to the rise in interest rates, the economic
data for new orders are falling sharply. The medium and long-term outlook, however, remains
excellent. For most of the past 15 years, the number of homes built has not kept pace with population
growth in the US which created a high level of pent-up demand. We believe that the number of new
homes needed to return to equilibrium is over two million annually (compared to an annual
construction level of one million).



Even though our performance was disappointing, we did avoid some of the speculative market
segments which experienced much more drastic declines, often in the order of 60% to 90%. These
declines seem justified to us in many cases and could take several years to recover.

Stock market declines: When a stock turned out to be discounting many years of growth

In 2022, several stocks that floated in the stratosphere of fantastical valuations returned to Earth. Itis
difficult to assess the intrinsic value of a company when it is not earning a profit and, in a bear market,
the realization that there is no floor to a valuation can cause a stock to fall sharply. There are many
stock market declines that turn out to be unjustified and temporary, but others are less temporary.

We have always looked for securities whose intrinsic value appears to us to be higher than their market
price. So, if a company is likely to be worth—say $100 per share—it is quite possible that in a bear
market, its stock price corrects from $70 to $50. What was undervalued just became more
undervalued. The best remedy in this case is to remain patient knowing that one day or another the
stock market will invariably reflect the intrinsic value of any company.

It’s a completely different story for a company whose stock was trading at $100 but whose intrinsic
value, as calculated with a reasonable margin of error, seems to hover around $25. If the stock drops
70% to $30 in a bear market, that doesn’t automatically make it a bargain.

To illustrate this point, let's take the example of a solid company: Cisco Systems. | know Cisco well
since | had acquired shares in 1997. | had sold them a few years later when the valuation had become
extremely high.

Monthly a0

Chart 1: Cisco Systems stock from 1999 to 2022 (Source: Factset)

As you can see on this graph, the stock had risen from $23 to $80 from January 1999 to March 2000.
At its high of $80, the stock was trading at 120 times the earnings per share (EPS) of $0.65 generated
in 2000. The stock then corrected sharply from $80 to $10 over the following two years. The stock
then traded in a range of $15 to $30 for the next 14 years.

The stock ended 2022 at around $50. During that period, the company itself has performed well: its
EPS reached $3.36 for its 2022 fiscal year which represents a compounded annual growth rate of
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approximately 8% over 22 years. If we include the dividends of $11.5 received over the course of that
period, the stock has generated a negative total return of approximately 20% over the long period since
its zenith in 2000. Cisco is indeed an excellent company but its stock was simply way too expensive
in early 2000.

In our view, several popular stocks in 2021 that fell sharply in 2022 could follow a similar course in
the years to come. At Giverny Capital, we always try to keep in mind the important rule taught by
Ben Graham more than 70 years ago: the importance of having a margin of safety when valuing a
company.

The real cost of stock options

** Warning: This section is related to accounting and may cause drowsiness.
It can thus be skipped by our partners who are less interested in the subject. **

We believe it’s appropriate to discuss once again this year the subject of stock options (i.e. employee
stock options issued by companies which we’ll abbreviate as “ESO”).

At the end of the 1990s, during the infancy of the so-called “new economy” companies, the level of
ESO became very high for many nascent companies. Warren Buffett then campaigned for better
accounting of these costs. His argument was simple: “If ESOs are not a form of compensation, what
are they? And if compensation is not included as an expense item, in which part of the income
statement should they be?” The accounting bodies looked into the matter and came up with a new
GAAP (Generally Accepted Accounting Principles) formula for adding an expense for ESO based on
the Black-Scholes model. In our opinion, this is an imperfect model but it is better than no model at
all! The accounting profits of many companies were then reduced, from modestly to greatly.

But as the stock market rallied sharply after the 2008 financial crisis, ESOs became increasingly
important again for many companies, especially in the high-tech industry. Many Wall Street analysts
and companies started reporting an additional figure to their results: non-GAAP profits which often
exclude the cost of ESOs. Some financial items are non-recurring and deserve to be excluded from
recurring expenses. Certain accounting charges (such as the amortization of intangibles following an
acquisition) can also be excluded if it is objectively considered that they have no real impact on the
underlying earning power of a company.

However, the cost of ESOs is real and sometimes even higher than the expenses calculated in GAAP
earnings. There is a pragmatic way to approximate this cost: many companies buy back their shares
to compensate for the level of dilution created by ESOs. We can thus estimate the difference between
the proceeds of the issues of the ESOs and the cost allocated to the buybacks of the same shares.

Let’s go back to the example of Cisco Systems. For the past 21 years, Cisco has aggressively bought
back its stock. It made total profits of about $158 billion over those two decades and spent $152 billion
on stock buybacks. Out of 7,324 million shares at the beginning of 2002, it repurchased about 5,923
million. On the other hand, it also issued through ESOs more than 2,652 million shares for a net effect
of reducing the number of shares by 3,271 million. The buybacks were completed at an average cost
of $25.6, which compares favorably with Cisco’s current share price of $50. However, equity issues
were carried out at an average price of $12.6.



All in all, we calculated that the net cost of buying back all issued shares over 20 years was over $34
billion ($25.6 minus $12.6 multiplied by 2,652 million shares issued). This amount compares to $26
billion in total annual charges that the company expensed over 20 years. Considering that this last
amount is before tax deductions, the difference between the net cost of the options and the amount
necessary to cancel them was $3.6 billion. Here is a table illustrating this calculation:

| Cisco Systems Number (m) Amount (m) Average Cost \
Number of shares at beginning of 2022 7,324
Share repurchases 2002-2022 -5,923 $151,881 $25.60
Issuance of stock 2002-2022 2,652 $33,343 $12.60
Net number of shares for 2022 approx. 4,053
Cost of option repurchase -$34,661
Cumulative amount expensed for stock options -$25,861
Income tax deductions (@ 20%) $5,172
Difference between repurchases and reported expenses -$3,628

The conclusion is that the ESO charges were clearly real expenses. The company had to devote about
$34.7 billion of its cash (or $29.5 billion net of taxes recovered) to cancel their effects, which are sums
that could have been paid out as dividends.

At Giverny Capital, we always include ESOs in our own profit calculations. ESOs are here to stay
without a doubt, but we believe firmly that we have to calculate their real costs as is done for rents,
salaries or R&D expenditures.

Outlook for 2023

We remain agnostic, as always, on the economic and stock market outlook for the year ahead. But we
still want to provide you with an honest view of how we see things. It is true that the economic
situation is challenging these days. Inflation is also a problem that is slow to resolve, and we could
fall into a recession in 2023. The situation in Ukraine is also worrisome.

We still believe that owning quality companies, acquired at reasonable prices, and paying little
attention to the vicissitudes of the economy, geopolitics and financial markets is a winning long-term
strategy. We have repeated it over the years: the number one lesson from my 30 years investing in the
stock market is that the worst enemy of investors in the stock market is their propensity to try to predict
financial markets. To get rich in the stock market, you first must be invested in the stock market.

Owner’s Earnings

At Giverny Capital, we do not evaluate the quality of an investment by the short-term fluctuations in
its stock price. Our wiring is such that we consider ourselves owners of the companies in which we
invest. Consequently, we study the growth in earnings of our companies and their long-term outlook.

Since 1996, we have presented a chart depicting the growth in the intrinsic value of our companies
using a measurement developed by Warren Buffett: “owner’s earnings”. We arrive at our estimate of
the increase in intrinsic value of our companies by adding the growth in earnings per share (EPS) and
the average dividend yield of the portfolio. We believe that analysis is not exactly precise but
approximately correct. In the non-scientific world of the stock market, we believe in the old saying:
“It is better to be roughly right than precisely wrong.”



Rochon Global Portfolio S&P 500
Year *** Value * | Market ** Difference | Value * | Market ** | Difference
1996 14% 29% 15% 13% 23% 10%
1997 17% 35% 18% 11% 33% 22%
1998 11% 12% 1% 4% 29% 25%
1999 16% 12% -4% 12% 21% 9%
2000 19% 10% -9% 15% -9% -24%
2001 -9% 10% 19% -21% -12% 9%
2002 19% -2% -21% 13% -22% -35%
2003 31% 34% 3% 12% 29% 16%
2004 21% 8% -12% 20% 11% -10%
2005 14% 15% 0% 15% 5% -10%
2006 14% 3% -11% 24% 16% -8%
2007 10% 0% -10% -4% 5% 9%
2008 -3% -22% -19% -31% -37% -6%
2009 0% 28% 28% 6% 26% 20%
2010 22% 22% 0% 50% 15% -35%
2011 17% 6% -11% 18% 2% -16%
2012 19% 23% 4% 9% 16% 7%
2013 16% 42% 26% 8% 32% 24%
2014 13% 19% 6% 10% 14% 4%
2015 11% 4% -7% 1% 1% 0%
2016 9% 10% 1% 4% 12% 8%
2017 14% 20% 7% 14% 22% 11%
2018 20% -8% -28% 23% -4% -26%
2019 10% 31% 20% 3% 31% 29%
2020 -2% 15% 17% -9% 18% 27%
2021 32% 28% -4% 48% 29% -19%
2022 5% -20% -25% 7% -18% -25%

Total 2501% | 2234% | -357% | 893% | 927% |
Annualized 13.0% 12.4% -0.6% 8.9% 9.0%
*  Estimated growth in earnings plus dividend yield
**  Market performance, inclusive of dividends (refer to Appendix B for disclosure statements on our returns)
*** Results estimated without currency effects

The intrinsic value of our group of companies increased by around 5% this year (with dividend
included). Despite the few changes made to the portfolio, we believe that this estimate of EPS growth
for our companies in 2022 is an adequate reflection of their economic realities. For their part, our
stocks on the stock market achieved a return of around -20% (estimated without the impact of
currency). Our stocks therefore underperformed the underlying performance of our companies.

Three of our companies experienced a significant drop in profits in 2022: Carmax, Ciena and Meta
Platforms. If these three companies had made the same profits as in 2021, the level of growth in our
owner’s earnings wWould have been approximately 6% higher.

The companies making up the S&P 500 have seen their profits increase this year by around 7% and
the index achieved a total performance of -18% (both figures including dividends).

Since 1996, our companies have grown their intrinsic value by approximately 2,591% and their stock
prices have achieved a total return of approximately 2,234%. On an annualized basis, our companies
achieved an intrinsic performance of 13.0% versus 12.4% for their stock market performance (dividend
included in both cases but adjusted net of any currency effect).

10



We are confident that if our companies continue to grow their intrinsic value at higher than average
rates, the stock market performance of their shares will follow—in absolute terms and also relative to
indices.

Five-year Post-mortem: 2017

As we do every year, we go through a five-year post-mortem analysis. We believe that studying our
decisions in a systematic manner, and with the benefit of hindsight, enables us to learn from both our
achievements and our errors.

In 2017, we acquired shares in Frutarom, an Israeli fragrance company. It was acquired by International
Flavors & Fragrances (IFF) in 2018 at a significant premium. Two other stocks that are still in the
portfolio were purchased in 2017: Howden Joinery, a British company that manufactures kitchen
cabinetry, and Edwards Lifesciences, an American cardiovascular medical products company. Here is
their performance over 5 years:

EPS 17 | EPS 22 Growth Share Performance
Howden Joinery Group £0.30 £0.60 100% 30%
Edwards Lifesciences $1.27 $2.48 95% 110%

Howden and Edwards both roughly doubled their EPS over the last 5 years. However, their respective
stocks did not see a similar performance: Howden rose only 30% while Edwards rose around 110%
(net of currency effect). Rightly or wrongly (we will see in a few years), analysts who follow Howden
believe that the profitability of 2022 is abnormally high and thus the price-earnings is much lower than
its historical average. It should be noted that Howden pays a dividend corresponding to a return of
more than 2% annually (not included in this analysis).

As for Edwards Lifesciences, although EPS have still grown at high rates over the last five years, the
COVID period has delayed many medical procedures and has contributed to reducing the level of its
profitability over the past three years. We believe that its long-term prospects remain solid.

We also acquired shares of a new company in 2017: Liberty Formula One, the American company that
owns Formula One racing. The company was not yet profitable (a rarity for us) but had a plan to greatly
improve its operations. We sold two years later at around $31 with a slight loss. We were disappointed
by the fact that profitability was slow to materialize. We could have been more patient because
eventually the company managed to improve its operations and its prospects are much better today.
The stock is currently trading at over $70.

A look back at the Austrian 100-year bond issued in 2017

In 2019, we highlighted in the “flavor of the day” section the danger of the hundred-year bond issued
in 2017 by the Austrian government. We wrote at the time:

“These bonds were issued at €100 in 2017 with a 2.1% coupon and maturing on September 20,
2117. This security, in our opinion, already risky at par rose 55% in less than two years. A
second tranche of these bonds was then issued at €154 in June of 2019. At this price, the yield
to maturity (in 98 years) was 1.17% annually. But a few months later, in August 2019, the price
of these bonds hit a high of €210. The annual yield to maturity was then 0.61%.”
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Here are the 5-year prices of this bond since its issuance:

Government of Austria 2.1% 20-SEP-2117 - Price

20

Chart 2: Austria 100-year government bond ratings from 2017 to 2022 (Source: Factset)

The bond has fallen to less than €75 from its peak of €230—a drop of 67%. Investors who bought at
par at issuance still have a negative return of around 14% considering the interest received during the
period. But that’s only half the story—over the past five years, inflation in Austria has been 16%.
Thus, the initial investors have experienced a loss of nearly 30% of their purchasing power over the
last 5 years (and we are not talking about those who bought between 2019 and 2021).

The flavor of the day

2022 was a tough year for bitcoin (our flavor of the day last year). It fell 64%. The debacle was even
more dramatic for FTX Trading Ltd, a cryptocurrency trading platform. At its July 2021 high, the
company’s market value was pegged at $18 billion. The company filed for bankruptcy protection in
November 2022.

The value of all cryptocurrencies combined fell from $3 trillion in November 2021 to around $800
billion by the end of 2022, a 73% decline. Despite this, we still believe that this is a segment of the
financial world that still seems to be very risky. In our humble opinion, the intrinsic value of these
objects of speculation appears to be totally arbitrary; so we continue to stay away from them.

Our Companies

Section of the letter reserved for Giverny Capital’s partners
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The Podium of Errors

Following in the Giverny tradition, here are our three annual medals for the “best” errors of 2021 (or
from past years). It is with a constructive attitude, in order to always improve as investors, that we
provide this detailed analysis. As is often the case with stocks, errors from omission (non-purchases)
are often more costly than errors from commission (purchases)... even if we don’t see those on our
statements.

Bronze Medal: Texas Roadhouse

| know the restaurant industry in North America well! | acquired shares in the Outback Steakhouse
chain twenty-five years ago and we have been shareholders of MTY Food Group since 2007. We were
also shareholders of Buffalo Wild Wings for a few years.

| make it a point—during my many trips to the US—to always try new restaurant chains with the noble
aim of finding new potential investments for our portfolios. It must be said that you don’t have to
twist my arm to try the wonderful cakes at Cheesecake Factory, the fabulous burgers at Shake Shack
or the divine chicken burgers at Chick-fil-A (the latter is unfortunately not a public company but I’m
ready for the day it will be!)

Sadly, | have never tried a meal at Texas Roadhouse, a steakhouse chain. It’s a solid company which
has experienced exceptional growth. I should have tried harder to find one during my travels because
it could have been a rewarding meal, on more than one level.

I had looked at the finances of the stock in more detail in 2017. The stock had corrected at the start of
the year to $40 and was trading at around 20 times earnings. It maintained a growth rate of 15% year
after year and its EPS of $1.97 had almost quadrupled since 2007. Texas Roadhouse also has a sound
balance sheet and achieves excellent returns on its equity.

In 2022, the company earned $4.11 in EPS and the stock ended the year at $100. We would have
achieved a return of 150% over 5 years.

Silver Medal: O’Reilly Auto Parts

In February 2020, I made the decision to sell our last shares of O’Reilly Auto Parts. We had been
shareholders for 16 years and I believed the company had reached a level of maturity that would make
future EPS growth less impressive than in the past. We thus sold our last shares at just under $400 as
the company had earned around $18 of EPS in 2019. This level of profits was up 11% compared to
2018 and I believed that the slower growth rate was going to continue.

It was a major mistake. During the pandemic, the company achieved an outstanding performance.
O’Reilly’s replacement auto parts were in great demand. Then its ability to raise prices was beneficial
during the rise in inflation in 2021 and 2022. It achieved EPS of just over $33 in 2022 and the stock
ended the year at $844, or more than twice the level at which I sold it 3 years ago.

If we had kept the shares acquired in 2004, we would have achieved a total return of 4100% or 22%
on an annualized basis.
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LVMH is a French company that | have followed for a long time. It is the parent company of the
famous brand Louis Vuitton but also of many other exceptional companies (personally, my favorite is
the famous Cheval Blanc vineyard). | have always admired the many competitive advantages of the
company and the management of its president Bernard Arnault.

During the euro crisis in the summer of 2011, LVHM stock fell to less than €100 and was trading at
around 16 times earnings. To be able to acquire one of the best companies in the world at an attractive
valuation is an opportunity that | should have known to seize. | seriously considered it but preferred
to wait for an even more attractive evaluation. And | had several chances: the stock remained at a
reasonable valuation for more than three years!

Since 2011, EPS has grown from €6.2 to €29.6 in 2022, i.c. a compound annual growth rate of 15%:
a phenomenal performance for a company of this size. The stock reached €800 at the start of 2023 for
an annual return of more than 20% over these eleven years (and that’s not counting dividends). | am
still looking for an excuse to explain this indecision.

Conclusion: a book about my career and a vital quality

Saint-Jean Editeur published a book in February of 2023 by author André Gosselin on my career
entitled: Francois Rochon: le parcours singulier d 'un investisseur d ‘exception (this would translate to
Francois Rochon: the unique journey of an exceptional investor).

Obviously, it is a great honor to have a book published on my 30 years in the investment world. André
was greatly inspired by my annual letters and the interviews we had together. He also knew how to
maintain a captivating tone throughout the book while dealing with sometimes dry subjects. He
presents in detail the concept of “self-determined” companies to qualify the type of companies in which
we like to invest at Giverny Capital. | like to think that our partners who read it will become even
better acquainted with our investment philosophy and the intellectual journey that led to it.

| hesitated before participating in André’s book project (but not too long). I’ve often discussed in my
writings, conferences and meetings with clients the vital importance of humility. Clearly, a biography
does nothing to improve this character trait in me. Nevertheless, | always keep in mind the importance
of cultivating humility.

Why is humility so important in life and even more so in the stock market? Managing portfolios is a
hyper-competitive activity and many managers (and their sales representatives) naturally tend to
highlight their successes in order to attract new customers or simply retain those they already have.
Wall Street and fund management companies are generally not well known for having humble people.
Through a somewhat Darwinian process, people who survive in these industries often have a high level
of confidence in their judgment.

Paradoxically, confidence in one’s judgment is really necessary to succeed on the stock market. The
best investments are those made when the majority of other investors are bearish (on the stock market
as awhole or on a particular security). To capitalize on great opportunities, confidence in one’s ability
to assess the fundamentals of an investment is required. But you also must know how to achieve a
delicate balance between confidence in your judgment and humility.
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Here is what the great philosopher Erich Fromm wrote about humility: “The most important quality to
develop is objectivity: the ability to see things as they are. The faculty to think objectively is reason;
the emotional attitude behind reason is that of humility. To be objective, to use one’s reason, is possible
only if one has achieved an attitude of humility, if one has emerged from the dreams of omniscience
and omnipotence which one has as a child.”

To be able to analyze financial markets and the various companies with circumspection and objectivity
is certainly essential. Humility is therefore at the source of this objectivity. In addition, humility is
necessary to recognize that the stock market and the economy cannot be predicted in the short term.
This avoids the biggest mistake investors make, which is to try to predict financial markets.

Humility is also necessary to accept that we cannot have an informed opinion on the thousands of
companies listed on the stock exchange and that we must therefore be able to draw a “circle of
competence” around companies that we can understand. Humility is just as necessary to recognize our
mistakes (inevitable in the investment world). From this perspective, humility becomes the catalyst
that allows one to become a better investor by constantly trying to learn from one’s mistakes.

Charlie Munger once said that Warren Buffett’s greatest quality is his humility and his ability to always
want to learn, even after eight decades of successfully investing in the stock market.

My collaboration with André made it possible to identify together some very pertinent notions. These
are, in my opinion, the important conclusions of his book:

e Investing in the stock market in a group of solid companies is a winning strategy over the
long term. However, few investors manage to achieve good results because they lack
patience and behave willy-nilly with the stock market.

e The key to doing better than average is owning superior than average companies. These
companies have “self-determination” characteristics in their business model allowing them
to control their destiny better than average.

e We must accept that capitalism is a complex system that is always evolving. It is difficult
to predict the future and to find companies that remain dominant for several decades. André
takes the example of companies like Sears and Kodak, which were once titans of American
capitalism and have now almost disappeared.

| fervently hope that | have many years left for further volumes in the future (note the use of the

plural!). I aspire to nothing less than the longevity of Roy Neuberger and Philip Carret who left us at
the age of 107 and 101, respectively.

To Our Partners

We believe that the companies we own are exceptional, led by top-notch people, and destined for a
great future. They should continue to prudently navigate the often-troubled waters of the global
economy. Furthermore, the valuation assigned by the market to these outstanding companies is very
similar to the valuation of an average company in the S&P 500, despite the fact that our companies
have better growth prospects than average.
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We realize that we live in uncertain times, although a wise observer of human history might ask the
question: “Were they ever certain?”. We want you to know that we are fully aware of and grateful for
your vote of confidence. It is imperative for us to not only select outstanding companies for our
portfolios, but to also remain outstanding stewards of your capital. We certainly like to achieve good
returns (and have taken a liking to it), but it must not come at the cost of taking undue risk. Our
philosophy is to favor companies with solid balance sheets and dominant business models, along with
purchasing these companies at reasonable valuations.

Thank you from the entire Giverny Capital team and we wish a great 2023 to all our partners.

%W; %f/é%

Francois Rochon and the Giverny Capital team
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APPENDIX A

Investment philosophy

Note: This section is repeated from prior annual letters and is aimed at new partners.

We saw a large increase in the number of Giverny Capital partners (the term we use for our clients) in
2022. With all these newcomers, it is imperative that we write again (and again) about our investment
philosophy.

Here are the key points:

e We believe that over the long run, stocks are the best class of investments.

e Itis futile to predict when it will be the best time to begin buying (or selling) stocks.

e A stock return will eventually echo the increase in per share intrinsic value of the underlying
company (usually linked to the return on equity).

e We choose companies that have high (and sustainable) margins and high returns on equity, good
long term prospects and are managed by brilliant, honest, dedicated and altruistic people.

e Once a company has been selected for its exceptional qualities, a realistic valuation of its
intrinsic value has to be approximately assessed.

e The stock market is dominated by participants that perceive stocks as casino chips. With that
knowledge, we can then sometimes buy great businesses well below their intrinsic values.

e There can be quite some time before the market recognizes the true value of our companies. But
if we’re right on the business, we will eventually be right on the stock.

Experience and common sense teach us that an investment philosophy based on buying shares in
companies that are undervalued, and holding these companies for several years, will not generate linear
returns. Some years, our portfolio will have a return that is below average. This is a certainty that we
must accept.

Another important point: the significant volatility of the market is often perceived negatively by many
investors. It’s actually the contrary. When we see stock prices as “what other people believe the
company is worth” rather than the real value (at least in the short term), these fluctuations become our
allies in our noble quest for creating wealth. Instead of fearing them, we can profit from them by
acquiring superb businesses at attractive prices. The more that markets (the “other” participants) are
irrational, the more likely we are to reach our ambitious performance objectives.

Benjamin Graham liked to say that the irrationality of the market provides an extraordinary advantage
to the intelligent investor. The person, however, who becomes affected by short-term market
fluctuations (less than 5 years) and who makes decisions based on them transforms this advantage into
a disadvantage. His or her own perception of stock quotes becomes their own worst enemy. Our
approach at Giverny Capital is to judge the quality of an investment over a long period of time.

So patience — ours AND that of our partners — becomes the keystone for success.
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APPENDIX B

Notes on the returns of the Rochon portfolios

e The Rochon portfolio is a private family group of accounts managed by Frangois Rochon since 1993.
The returns of the period from 1993 to 1999 were realized before registration of Giverny Capital Inc.
at the AMF in June of 2000.

e The Rochon Global portfolio serves as a model for Giverny Capital’s clients, but returns from one client
to the other can vary depending on a multitude of factors. The returns indicated include trading
commissions, dividends (including foreign withholding income taxes) and other income but do not
include management fees. Portfolio returns of the Rochon Global portfolio have been generated in a
different environment than Giverny Capital’s clients and this environment is considered controlled. For
example, cash deposits and withdrawals can increase the returns of the Rochon Global portfolio. Thus,
the portfolio returns of the Rochon Global portfolio are often higher than the returns realized by clients
of Giverny Capital.

e Past results do not guarantee future results.

e The Rochon Canada and Rochon US portfolios are parts of the Rochon Global portfolio.

e The index benchmark group is selected at the beginning of the year and tends to be a good reflection of
the asset composition of the portfolio. Weighted indices presented may not be representative of the
Rochon Global portfolio. In 2022:

> Rochon Global Portfolio: S&P/TSX 15% S&P 500 40% Russell 2000 40% MSCI EAFE 5%
> Rochon US Portfolio: S&P 500 100%
> Rochon Canada Portfolio: S&P/TSX 100%

e The returns for the S&P 500 (in $USD) are provided by Standard & Poors.

e The returns for the various indices used for comparable purposes are deemed reliable by Giverny
Capital.

e It should be noted that currency effects on the returns of the Rochon portfolio and indices are estimated
to our best effort.

e The custodian of our client portfolios is National Bank Correspondent Network (NBCN) in Canada and
TD Ameritrade Institutional and Charles Schwab in the US.

e The financial statements of the three portfolios are audited at the end of each year. The auditor’s data
are those provided by our custodian (NBCN). The auditor’s annual reports are available upon request.

e For more information, please see the “returns” section of our website.

Forward-looking information

Some information set forth in this letter constitutes forward-looking information which involves
uncertainties and other known and unknown factors that may cause actual results or events to differ
materially from those anticipated in such forward-looking information. When used in this letter, words
such as “expects”, “anticipates”, “intends”, “may”, “believes” and similar expressions generally
identify forward-looking information. In developing the forward-looking information contained in this
letter, the manager has made assumptions (for ex.: with respect to the outlook for the global economy
and publicly traded companies). These assumptions are based on the manager’s perception of factors
believed to be relevant (for ex.: historical trends, current conditions, expected future developments).
Although the manager believes that the assumptions made and the expectations represented by such
information are reasonable, there can be no assurance that the forward-looking information will prove
to be accurate. Actual results or events may differ materially from those expressed or implied in the
forward-looking information. Giverny Capital Inc. undertakes no obligation to publicly update or
revise these forward-looking statements.
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Historical Summary

It has been more than 30 years since | discovered the writings of Warren Buffett, Benjamin Graham,
John Templeton, Philip Fisher and Peter Lynch. | then decided to begin managing a family portfolio
based on an investment approach synthesized from these great money managers. By the end of 1998,
after five years of satisfactory results, | decided to launch an investment management firm offering
asset management services aligned with my own investment philosophy. Giverny Capital Inc. came
into existence.

In 2002, Giverny hired its first employee: Jean-Philippe Bouchard (JP). A few years later, JP became
a partner and participates actively in the investment selection process for the Giverny portfolio. In
2005, two new people joined the firm who eventually became partners: Nicolas L’Ecuyer and Karine
Primeau. Frangois Campeau, who joined the Giverny team in 2018, also participates in the investment
selection process. In 2009, we launched a US office in Princeton, New Jersey. We also partnered with
a manager from New York, David Poppe, in early 2020. He manages Giverny Capital Asset
Management, based in Manhattan. Our two directors of our US offices, Patrick Léger and David
Poppe, share in the culture and long-term time horizon inherent to Giverny.

We are Partners!

From the very first days of Giverny, the cornerstone of our portfolio management philosophy was to
manage client portfolios in the same way that | was managing my own money. Thus, the family
portfolio I’ve managed since 1993 (the “Rochon Global Portfolio”) serves as a model for our client
accounts. It is crucial to me that clients of Giverny and its portfolio managers are in the same boat!
That is why we call our clients “partners”.

The Purpose of our Annual Letter

The primary objective of this annual letter is to discuss the results of our portfolio companies over the
course of the prior year. But even more importantly, our goal is to explain in detail the long-term
investment philosophy behind the selection process for the companies in our portfolio. Our wish is
for our partners to fully understand the nature of our investment process since long-term portfolio
returns are the fruits of this philosophy. Over the short term, the stock market is irrational and
unpredictable (though some may think otherwise). Over the long term, however, the market adequately
reflects the intrinsic value of companies. If the stock selection process is sound and rational,
investment returns will eventually follow. Through this letter, we provide you with the information
required to understand this process. We try to be transparent and comprehensive in our discussion.
The reason for this is very simple: we treat you the way we would want to be treated if our roles were
reversed.

The Artwork on the cover of the 2023 Letter
We illustrate the cover page of our annual letters with a reproduction of a work from the Giverny

Capital Collection each year. This year, we have selected a painting by Québec artist Nicolas Grenier
entitled “Echo”.
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For the year ending December 31% 2023, the return for the Rochon Global Portfolio was 24.3% versus
17.5% for our benchmark, which represents a relative outperformance of 6.8%. The returns of the
Rochon Global Portfolio and our benchmark include a loss of approximately 2.5% due to fluctuations
in the Canadian currency.

Since its inception on July 1% 1993, the compounded annual return of the Rochon Global Portfolio has
been 14.8% versus 9.3% for our weighted benchmark, representing an annualized outperformance of
5.5% over this period of 30 years. Our long-term and ambitious objective is to maintain an annual
return 5% higher than our benchmark.

The Rochon Global Portfolio: Returns since July 15t 1993

Year * Rochon Index ** +/- $ US/Can ***
1993 (Q3-Q4) 37.0% 9.5% 27.6% 3.3%
1994 16.5% 3.7% 12.7% 6.0%
1995 41.2% 24.0% 17.2% -2.7%
1996 28.0% 22.8% 5.2% 0.3%
1997 37.8% 28.6% 9.2% 4.3%
1998 20.6% 18.8% 1.8% 7.1%
1999 15.1% 16.3% -1.2% -5.7%
2000 13.4% 3.2% 10.2% 3.9%
2001 15.1% -0.4% 15.5% 6.2%
2002 -2.8% -18.3% 15.6% -0.8%
2003 13.6% 14.0% -0.4% -17.7%
2004 1.6% 6.2% -4.5% -7.3%
2005 11.5% 3.6% 7.9% -3.3%
2006 3.5% 17.0% -13.5% 0.2%
2007 -14.4% -11.6% -2.8% -14.9%
2008 -5.5% -22.0% 16.5% 22.9%
2009 11.8% 12.2% -0.4% -13.7%
2010 16.1% 13.8% 2.3% -5.3%
2011 7.6% -1.1% 8.7% 2.2%
2012 21.2% 12.5% 8.7% -2.2%
2013 50.2% 38.9% 11.3% 6.9%
2014 28.1% 17.8% 10.2% 9.1%
2015 20.2% 13.4% 6.8% 19.3%
2016 7.3% 14.3% -7.0% -3.0%
2017 13.1% 10.3% 2.9% -6.6%
2018 -0.6% -1.4% 0.8% 8.7%
2019 25.6% 22.3% 3.3% -4.8%
2020 12.9% 15.1% -2.2% -2.0%
2021 27.0% 21.0% 5.9% -0.4%
2022 -15.2% -12.3% -2.9% 6.8%
2023 24.3% 17.5% 6.8% -2.3%
Total 6682.2% 1401.0% | 5281.2% 3.2%
Annualized 14.8% 9.3% 5.5% 0.1%

*  All returns are adjusted to Canadian dollars
** Index is a hybrid index (S&P/TSX, S&P 500, Russell 2000, MSCI EAFE) which reflects weights of the assets at the beginning of the year.
*** Variation of the US dollar compared to the Canadian dollar

Refer to Appendix B for disclosure statements on the Rochon portfolios.




Effect of the Canadian dollar versus the US dollar on our returns

It is informative to observe in the table above that the currency fluctuation effect ultimately had
virtually no impact on our returns: since 1993, the Canadian dollar has depreciated a total of 3.2%
against the US dollar—corresponding to an annualized positive effect of 0.1% on our returns.

The Rochon US Portfolio

We have been publishing the returns of the Rochon US Portfolio, which is entirely denominated in US
dollars, since 2003. The Rochon US Portfolio corresponds approximately to the US portion of the
Rochon Global Portfolio. In 2023, it realized a return of 26.5% compared to 26.3% for the S&P 500.
The Rochon US Portfolio therefore outperformed its benchmark by 0.2%.

Since its inception in 1993, the Rochon US Portfolio has returned 5410%, or 14.0% on an annualized
basis. During this same period, the S&P 500 has returned 1809%, or 10.2% on an annualized basis.
Our added value has therefore been 3.9% annually.

'Year Rochon US S&P 500 +/-
1993 (Q3-Q4) 32.7% 5.0% 27.7%
1994 9.9% 1.3% 8.6%
1995 54.8% 37.6% 17.2%
1996 27.0% 23.0% 4.1%
1997 32.9% 33.4% -0.4%
1998 11.0% 28.6% -17.6%
1999 15.9% 21.0% -5.1%
2000 11.3% -9.1% 20.4%
2001 8.1% -11.9% 20.0%
2002 -4.4% -22.1% 17.7%
2003 31.6% 28.7% 2.9%
2004 9.3% 10.9% -1.6%
2005 12.5% 4.9% 7.5%
2006 3.3% 15.8% -12.4%
2007 -1.7% 5.5% -7.2%
2008 -24.3% -37.0% 12.7%
2009 28.7% 26.5% 2.3%
2010 21.9% 15.1% 6.9%
2011 4. 7% 2.1% 2.6%
2012 22.3% 16.0% 6.3%
2013 40.6% 32.4% 8.2%
2014 18.0% 13.7% 4.3%
2015 1.7% 1.4% 0.4%
2016 7.5% 12.0% -4.5%
2017 19.7% 21.8% -2.1%
2018 -8.3% -4.4% -3.9%
2019 32.1% 31.5% 0.6%
2020 16.0% 18.4% -2.4%
2021 27.9% 28.7% -0.8%
2022 -21.4% -18.1% -3.2%
2023 26.5% 26.3% 0.2%
Total 5410.0% 1808.6% | 3601.4%
Annualized 14.0% 10.2% 3.9%

Refer to Appendix B for disclosure statements on the Rochon portfolios.




Rochon Canada Portfolio

We introduced a portfolio that is 100% focused on Canadian equities in 2007. This corresponds
approximately to the Canadian portion of the Rochon Global Portfolio. In 2023, the Rochon Canada
Portfolio returned 32.2% versus 11.8% for the S&P/TSX, therefore outperforming its index by 20.5%.

Over 17 years, the Rochon Canada Portfolio has returned 1282%, or 16.7% on an annualized basis.
During this same period, our benchmark had a gain of 169%, or 6.0% on an annualized basis. Our
annual added value was therefore 10.7%.

Year Rochon Canada S&P/TSX +/-
2007 19.7% 9.8% 9.9%
2008 -24.6% -32.9% 8.3%
2009 28.2% 33.1% -4.9%
2010 26.7% 17.6% 9.1%
2011 13.5% -8.7% 22.2%
2012 24.0% 7.2% 16.8%
2013 49.4% 13.0% 36.4%
2014 20.3% 10.6% 9.7%
2015 16.0% -8.3% 24.3%
2016 11.0% 21.1% -10.1%
2017 27.4% 9.1% 18.3%
2018 -7.6 -8.9% 1.3%
2019 29.0% 22.9% 6.1%
2020 12.1% 5.6% 6.5%
2021 30.9% 25.1% 5.8%
2022 -1.8% -5.8% 4.0%
2023 32.2% 11.8% 20.5%
Total 1281.7% 169.4% 1112.4%
Annualized 16.7% 6.0% 10.7%

Refer to Appendix B for disclosure statements on the Rochon portfolios.

Our largest Canadian holding is which rose by 55% in 2023. Shares in rose
by 21% while increased by 60%. And fell by 1%.

Since 2007, the performance of our Canadian securities has been significantly higher than that of the
S&P/TSX. We would like to repeat, once again this year, that a highly concentrated portfolio can
materially exceed the performance of the indices.

2023

Very few economists or market strategists would have predicted what happened in 2023.

First, the “most predicted recession in history” has not (yet) materialized. It is true that Quebec

experienced two consecutive quarters of negative economic growth (the usual definition of a
recession), but this was not the case in the rest of Canada or the United States.



The stock market did very well against all odds. The S&P/TSX returned 11.8%, the S&P 500 returned
26.3% (23.3% in Canadian dollars), the Russell 2000 increased by 16.9% (14.2% in Canadian dollars)
and the MSCI EAFE rose by 18.1% (15.3% in Canadian dollars).

From the first days of my investing career, | decided not to try to predict the stock market and/or the
economy. Therefore, | always have been nearly 100% invested at all times. In the world of stock market
predictions, agnosticism is a source of more wealth creation than dogmatism.

The US market in 2023 was buoyed by mega-cap stocks that have been affectionately dubbed the
“Magnificent Seven”. In fact, these seven S&P 500 stocks had a weighted return of 87%, contributing
16% of the index’s 26% return (including dividends). This means that all the other 493 stocks in the
S&P 500 realized 10% (including dividends). As a result, the performance of the S&P 500 was highly
polarized and was not a fair reflection of the performance of US stocks as a whole. We will come back
to this at the end of this letter.

Our portfolio performed satisfactorily, considering it was underweighting the Magnificent Seven. Our
companies increased their profits by about 10% this year (see the section on “owner earnings”). In an
environment where corporate profit growth in general was stagnant, our companies performed
significantly better than average.

It was a difficult year for the US banking sector, however. It was shaken by the collapse of Silicon
Valley Bank and Signature Bank last March. In turn, First Republic Bank was also hit hard. We quickly
sold our First Republic Bank shares at the first signs of trouble and limited our losses to approximately
1% of our portfolios. Despite predictions of contagion proliferating in March, the situation quickly
stabilized and our three other banking stocks, Bank of America, M&T Bank and Bank OZK, did well
overall in 2023.

Charlie Munger (1924-2023)

Last November, a few weeks before his hundredth birthday, Charlie Munger passed away. This was
like losing an old friend for me, though I only met him a few times.

The first time | heard of Charlie was probably in conjunction with Warren Buffett, his longtime
business partner at Berkshire Hathaway. Buffett spoke of him as a brilliant partner, of course, but even
more as a beacon of reason. In 2002, | made my annual pilgrimage to Omaha to attend the Berkshire
meeting. This time, however, | included a trip to Los Angeles to go to the annual meeting of Wesco
Financial since Charlie was chairman at the time. There were only a few hundred Wesco shareholders
present and | had the chance to meet him.

Me and Ch:arlie Munge;rh(yes, I had hair!) in May, 200. 7




To me, Charlie was the triumph of erudition, rationality and honesty.

His frankness was manifested, among other things, by his numerous ‘“Mungerisms” (lucid sayings
which also had the gift of being brutally honest). My favorite is: “If you’re not willing to react with
equanimity to a market price decline of 50% two or three times a century you’re not fit to be a common
shareholder and you deserve the mediocre result you’re going to get.” He liked to add that “the best
way to get what you want in life is to deserve what you want.”

More than anything, he was an avid reader in myriad subjects. He yearned to always know more about
everything. His children described him as a book with two legs. He could talk about history,
architecture, psychology and science. He said that a life dedicated to becoming rich by owning little
pieces of paper (stocks) was not a successful life. And that many brilliant people become prisoners of
their talents. His broad erudition thus enabled him not to succumb to the maxim he had so brilliantly
stated: “If your only tool is a hammer then every problem looks like a nail.”

It is probably this aspect of Charlie that influenced me the most. Of course, the investment side is at
the center of my life (just like it was for Charlie). But I always wanted to have broader knowledge in
several areas and — although | had already started when | was younger — it was Charlie who managed
to channel this quest for broad knowledge. | have always sought to understand our world in greater
depth, whether in the fields of the arts, psychology, science or history.

If there is one quote that sums up Charlie and should be the mantra of every human being aspiring to
become more enlightened, it is: “I like understanding what works and what doesn’t in human systems.
To me that’s not optional; that’s a moral obligation. If you’re capable of understanding the world, you
have a moral obligation to become rational.”

30 years of investing in the stock market

| have now been investing in the stock market for over 30 years. | first read the writings of Ben Graham
and Peter Lynch in November 1992 and discovered a rational approach to investing in the market. |
read all of Warren Buffett’s writings at the beginning of 1993 and discovered a philosophy of selecting
quality companies with a very long-term horizon. | decided to try to put Mr. Buffett’s concepts into
practice with my own money from that moment on.

Three decades later, the Rochon Global portfolio (which has served as a model for Giverny Capital
since its founding) has achieved a total return of 6,682%, or approximately 14.8% on an annualized
basis. I have always remained faithful to the same investment philosophy as in the early days. Although
| gradually synthesized a more personalized approach, | always remained anchored to the solid
principles set out by Mr. Buffett (he would add that if principles change over time, they are not
principles!). I am immensely grateful to him for his wise teachings.

Warren Buffett was Ben Graham’s disciple and likes to remind us that we can summarize Ben
Graham’s ideas in three main basic principles that | have also made mine:

1. Think of buying stock as the act of owning a business. An investor is all the more intelligent
(according to Graham’s view) if he behaves like a businessman and not like a speculator.

2. The stock market is a manic-depressive entity and you must know how to remain impervious
to stock market fluctuations and instead focus on what’s happening with the company. In other
words, you have to focus on the intrinsic value of a company rather than its stock price.



3. We must maintain a margin of safety in our business evaluation process. In the same manner
that an engineer build a train bridge that can support 500 tons of rolling stock would make
calculations based on 750 tons.

Rochon Global portfolio 1993-2023
vs Index **
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** Benchmark is a hybrid benchmark (S&P/TSX, S&P 500, Russell 2000, MSCI EAFE) reflecting assets composition at the beginning of the year.
Refer to Appendix B for disclosure statements on the Rochon portfolios.

One might assume, by looking at this graph, that this was a period of strong growth which occurred in
a straight line without any major crisis. This was not the case. This graph reflects increases on an
annual basis. Had we used a long x-axis, perhaps using a weekly methodology, we would see enormous
fluctuations in the stock market since 1993. There was no shortage of crises over these three decades,
with the stock market dropping by more than 50% twice and by more than 20% seven times.

| have learned many lessons over the years. | had already dealt with this during the 20th anniversary
of the portfolio and I do not want to repeat myself (I invite you to reread the 2013 letter). The lesson
that remains king of all lessons is this: the best stock selection philosophy is futile if you try to
predict the stock market. The worst mistake made by stock market investors is trying to predict the
direction of the market over the short term (a few years or less).

Our mission at Giverny Capital is to be long-term owners of around twenty above-average companies
and to remain unfazed by the vicissitudes of the economy, geopolitics and financial markets.

Of course, there will always be investors who want to try to predict the stock market despite all the
studies which demonstrate the futility of such a quest. The intentions of these investors are laudable
(optimizing the return on their capital) but they remain illusory. This translates into phrases like “I find
the market expensive, and I think we should get out of the market temporarily” or the famous and
recuring phrase: “I don’t think it’s a good time to invest in the stock market.” The reasons provided
change from one year to the next, but it always comes down to the same mistake: depriving oneself of
owning quality companies out of fear of macro-economic and/or political events (which are
undoubtedly temporary in nature).
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The example of McDonald’s in 1967

There is a fascinating film about the beginnings of a great company called “The Founder”, which tells
the story of Ray Kroc and the McDonald’s brothers.

We discover, among other things, how Harry J. Sonneborn had the genius idea of transforming the
McDonald’s business model by adding a corporate real estate component. Mr. Sonneborn thus helped
Ray Kroc put together one of the most spectacular growth stories in the history of capitalism. Mr.
Sonneborn became the first president of McDonald’s in 1959.

Unfortunately, the two men had a disagreement and Mr. Sonneborn left the company in 1967. Mr.
Kroc believed that McDonald’s should continue its aggressive expansion while Mr. Sonneborn
advocated caution since he believed that the US would fall into recession the following year and that
the company should put its growth plans on hold.

Over the next five years, McDonald’s sales grew from $51 million in 1967 to $385 million in 1972
and earnings per share (EPS) rose from $0.20 to $0.95 (using the number of shares from 1972). By
1977, McDonald’s annual sales had reached $1.4 billion, and EPS were 17 times higher than in 1967.

2024 Outlook

As always, we remain agnostic regarding the economic and stock market outlook for the coming year.
Our companies continue to navigate the choppy waters of the global economy despite the many sources
of worry that create sleeplessness for many investors. The current year will most likely see its share of
uncertainties, disappointing economic data and geopolitical (or political) fears.

We remain tooth and nail convinced that our companies should continue to enrich investors at rates
above the average over the long run. We are confident that our companies will, in aggregate, achieve
record profits in 2024.

Owner’s Earnings

At Giverny Capital, we do not evaluate the quality of an investment by the short-term fluctuations in

its stock price. Our wiring is such that we consider ourselves owners of the companies in which we
invest. Consequently, we study the growth in earnings of our companies and their long-term outlook.

Since 1996, we have presented a chart depicting the growth in the intrinsic value of our companies
using a measurement developed by Warren Buffett: “owner’s earnings”. We arrive at our estimate of
the increase in intrinsic value of our companies by adding the growth in earnings per share (EPS) and
the average dividend yield of the portfolio.

We believe that analysis is not exactly precise but approximately correct. In the non-scientific world
of the stock market, we believe in the old saying: “It is better to be roughly right than precisely wrong.”



Rochon Global Portfolio S&P 500
Year *** Value * | Market ** Difference | Value * | Market ** | Difference
1996 14% 29% 15% 13% 23% 10%
1997 17% 35% 18% 11% 33% 22%
1998 11% 12% 1% 4% 29% 25%
1999 16% 12% -4% 12% 21% 9%
2000 19% 10% -9% 15% -9% -24%
2001 -9% 10% 19% -21% -12% 9%
2002 19% -2% -21% 13% -22% -35%
2003 31% 34% 3% 12% 29% 16%
2004 21% 8% -12% 20% 11% -10%
2005 14% 15% 0% 15% 5% -10%
2006 14% 3% -11% 24% 16% -8%
2007 10% 0% -10% -4% 5% 9%
2008 -3% -22% -19% -31% -37% -6%
2009 0% 28% 28% 6% 26% 20%
2010 22% 22% 0% 50% 15% -35%
2011 17% 6% -11% 18% 2% -16%
2012 19% 23% 4% 9% 16% 7%
2013 16% 42% 26% 8% 32% 24%
2014 13% 19% 6% 10% 14% 4%
2015 11% 4% 7% 1% 1% 0%
2016 9% 10% 1% 4% 12% 8%
2017 14% 20% 7% 14% 22% 11%
2018 20% -8% -28% 23% -4% -26%
2019 10% 31% 20% 3% 31% 29%
2020 -2% 15% 17% -9% 18% 27%
2021 32% 28% -4% 48% 29% -19%
2022 5% -20% -25% 7% -18% -25%
2023 11% 27% 16% 2% 26% 24%
Total 2887% | 2859% | -28% | 917% | 1194% | 277%
INIEEE 129% 129% | 0.0% | 86% | 96% | 1.2%

*  Estimated growth in earnings plus dividend yield
**  Market performance, inclusive of dividends (refer to Appendix B for disclosure statements on our returns)
*** Results estimated without currency effects

The intrinsic value of our group of companies increased by around 11% this year (dividend included).
Despite the few changes made to the portfolio, we believe that this estimate of EPS growth for our
companies in 2023 is an adequate reflection of their economic realities. The stocks in our portfolio
achieved a market return of around 27% (estimated without the impact of currency). Our securities
thus performed better than their underlying companies. This increase corrected the underperformance
of our securities in 2022 compared to their intrinsic performance.

The companies making up the S&P 500 have seen their profits increase this year by around 0.4%
(about 1.6% when dividends are included) and the index achieved a total performance of 26%
(including dividends).

Since 1996, our companies have grown their intrinsic value by approximately 2,887% and their stock
prices have achieved a total return of approximately 2,859%. On an annualized basis, our companies
achieved an intrinsic performance of 12.9% versus 12.9% for their stock market performance (dividend
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included in both cases but adjusted net of any currency effect). The undeniable similarity — over a long
period — between these two figures is not a coincidence. This is in line with the fundamental principle
that, in the long-term, securities on the stock market end up reflecting the intrinsic value of the
underlying companies (if obviously, a reasonable price was paid for said securities initially).

We are confident that if our companies continue to grow their intrinsic value at higher-than-average
rates, the stock market performance of their shares will follow—in absolute terms and also relative to
indices.

Five-year Post-mortem: 2018

We purchased shares in three new companies in 2018: Facebook (now Meta Platforms), Charles
Schwab and NVR.

2018 2023 Annual 2018 2023 Annual

EPS EPS Growth Price Price Return
Meta Platforms (Facebook) 7.57% 14.87% 14% $131 $354 22%
The Charles Schwab Corp. 2,45% 3,13% 5% $41.5 $68.8% 11%
NVR Inc. 195% 463% 19% $2,437 7,000% 23%
Average for three companies 13% 19%
Comparison with S&P 500 162 221 6% 2477 4770 10%

After five years, our conclusion is that two of these three stocks were good investments: Facebook and
NVR. The first almost doubled its EPS over five years and the stock climbed from $131 to $354 for
an annual return of 22%. NVR has also done very well, with its EPS growing by 19% annually and
the stock has almost tripled since our purchase.

We acquired Facebook in 2018 when the stock was very unpopular after the Cambridge Analytica
scandal (which today the vast majority of investors have probably completely forgotten about). The
company’s valuation was very attractive at that time.

We also acquired NVR after the stock fell that year. The rise in interest rates in 2018 (which was short-
lived) then affected shares of homebuilders. We had been following NVR for years and therefore took
the opportunity to become shareholders.

Charles Schwab was a more disappointing investment. EPS only increased at 5% annually, despite the
large acquisition of TD Ameritrade. We believed Schwab would perform well during an interest rate
hike and that was not the case. The share price still increased by a little more than 50%, but that does
not change the fact that it has been an investment below our expectations so far. In our opinion,
however, Schwab’s competitive advantages have increased over the past five years and the long-term
outlook remains strong. This is the why we’ve decided to remain shareholders.

This postmortem would be incomplete without adding that we used a portion of the Bank OZK sale to
finance the Schwab purchase. We kept a small weight in OZK, but, looking back five years, it is clear
that this transaction was a mistake. Indeed, over those five years, OZK has increased its EPS by 12%
per year and the stock has risen by around 12% annually (around 15% annually if we include
dividends). We would have had a better return in the end if we had simply continued to hold on to all
of our Bank OZK shares.
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The flavor of the day

You usually don’t have to look very far to find the flavor of the day on the stock market. It’s often a
sector that has recently done well on the stock market and which also has, for the lack of better words,
a good story.

Though Atrtificial Intelligence (Al) has been taking off for several years now, it was a topic of
discussion more than ever in 2023—both in terms of generative Al machines (Google’s Gemini and
ChatGPT for OpenAl) and in terms of the powerful servers and multiprocessors necessary to use Al.

Stock market popularity often means high valuation, of course. A stock with a high P/E usually
discounts many years of future profit growth. You can be right about the success of a company without
necessarily achieving a good return on your investment when you lack caution to the price paid.

More precisely, we must realize that companies selling server equipment used for Al are benefiting
from an explosion in investment spending (from the Facebook, Microsoft, Amazon and Google of this
world). These expenses will not necessarily always be recurring in the future. Thus, capitalizing the
current profits of such companies many years into the future could prove to be an optimistic
assumption.

Our Companies

Note: This section of the annual letter is always long. We want to provide you with an accurate update of the
companies in our portfolio companies. In fact, we are trying to present you with the information we would like
to know if our roles were reversed. Prices are as of December 31, 2023.

Section of the letter reserved for Giverny Capital’s partners

The Podium of Errors

Following in the Giverny tradition, here are our three annual medals for the “best” errors of 2023 (or
from past years). It is with a constructive attitude, in order to always improve as investors, that we
provide this detailed analysis. As is often the case with stocks, errors from omission (non-purchases)
are often more costly than errors from commission (purchases)... even if we don’t see those on our
statements.

Bronze Medal: Brown & Brown

We were shareholders of Brown & Brown (a Florida-based insurance brokerage company) for five
years, from 2004 to 2009. We like the insurance brokerage industry which is more stable and less risky
than the underwriting business. However, this industry is composed of many players, and it is more
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difficult to maintain a competitive advantage. Brown & Brown appeared to be extremely well managed
and had a long period of very strong growth, mainly through acquisitions.

The company went through a period of stagnant profits after the 2008 crisis. We were also disappointed
with the succession plan of the company’s founder, Hyatt Brown. We decided to sell our shares in
2009 because there were plenty of bargains at the time and we found several other stocks with better
return prospects.

Brown & Brown’s profit stagnation continued, and it wasn’t until 2013 that the company returned to
its level of profitability from 2007. EPS growth was 14% per year from 2013 to 2023 and the stock
climbed from $14 at the beginning of 2013 to $71 at the end of 2023 (or about 16% on an annualized
basis). It has become clear that the new CEO, Powell Brown, has done an exceptional job. One other
conclusion is that you should always continue to follow the companies you sell. Things can change for
the worse, but also sometimes for the better.

| don’t think selling the stock in 2009 was a mistake. What was a mistake was to stop following the
company. | could have noticed the improvement in Brown & Brown’s business fundamentals.

Silver Medal: Chipotle

Chipotle Mexican Grill is a Mexican fast-food chain. The company was founded by McDonalds and
became independent in 2006. My interest in the company obviously meant that | went to try one of
their restaurants in 2007. | enjoyed my experience. From 2007 to 2015, revenues more than quadrupled
from $1 billion to $4.5 billion and EPS climbed from $2 to $15. | had met with the company a few
times over the years and always admired its senior management and culture.

The company unfortunately had to deal with a crisis related to food illness at the end of 2015. Sales
and EPS were affected, and the stock fell by half from a high of $759 in 2015 to a low of $353 in 2016.
At that point, we decided to take a closer look at the situation.

| had concluded that the company would most likely slowly get back on its feet and within a few years
would not only return to its 2015 profitability, but even possibly double its EPS from 2015 to $30 in
the early 2020s. With a price-to-earnings of 25x, this gave the stock the potential to at least double
over five or six years. But | didn’t act on that conviction.

The situation took time to resolve itself and it was only in 2018 that sales surpassed their 2015 level.
EPS reached $13.7 in 2019. The stock had then risen to a high of $800 in 2019. Then came the Covid-
19 pandemic and Chipotle’s stock dropped to $415 in a matter of days in March 2020. It was a second
chance for us to invest. | passed on this opportunity again.

Chipotle’s EPS reached $45 in 2023—three times the 2015 level. And the stock ended the year at
$2287. In my defense, it could be argued that the 2016 food illness crisis was a significant unknown
as to the likelihood of the company’s recovery. This was no longer the case in March 2020, and we
could have quintupled our money in less than four years had | decided to act on this opportunity.

My Novo Nordisk mistake deserves more than a gold medal—it deserves an Oscar for Lifetime
Achievement.
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Novo Nordisk is a Danish pharmaceutical company that is the world leader in developing drugs for
diabetes. | started following the company around 1998 when the stock was trading at about $1.25
(adjusted for splits). The stock has risen by a factor of about 100 times over 25 years (a compounded
annual return of 20%). That’s reason enough to award the Oscar mentioned above.

But more to the point, it’s really in 2014 that my lightbulb should have lit. | then went to Copenhagen
in June to visit the company’s headquarters. | studied Novo Nordisk in more detail and realized the
full extent of the competitive advantages that its drugs possessed. The stock was trading at $22 at the
time and the company was earning about $0.83 in EPS. The company maintained an EPS growth rate
of around 10% through 2022 (plus a dividend yield of around 1.5%).

However, a new catalyst energized Novo’s growth: the company launched a drug called Ozempic
primarily intended for people with diabetes, but which also proved to help with weight loss. | had a
front-row seat since | had followed the company closely.

Ozempic’s sales took off phenomenally in 2023 and Novo’s EPS increased by 51%. Further growth
of around 25% is expected for 2024. The stock is now trading at $133, 6 times the level of 10 years
ago. With the dividend, we could have achieved an annual return of 20% on this investment. I’ve
always found the stock “too expensive” which is a very poor excuse for my inaction.

Conclusion: Significant polarization for the S&P 500

| want to go back to the S&P 500 stocks that have been dubbed the “Magnificent Seven”.

As depicted in the following table, these seven stocks currently make up about 29% of the weight of
the entire S&P 500 (and therefore the other 493 stocks account for 71%). Their average price-to-

earnings is 40 times and 33 times if you exclude Tesla (which has a high P/E) from the calculation.
This 33x ratio is about twice the average P/E of all other stocks in the S&P 500.

% of Est. 2024
The “Magnificent Seven” S&P 500 PIE *
Microsoft 7.2% 33
Apple 6.2% 26
NVIDIA 4.6% 42
Amazon 3.8% 56
Alphabet 3.7% 20
Meta platforms 2.5% 25
Tesla 1.3% 80
Average 40
Average without Tesla 33

* estimated by Giverny
Data as of February 29, 2024
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You’ll notice that we own only two of these seven stocks (Alphabet and Meta), which are also the two
stocks with the lowest valuations (20x and 25x respectively). We also indirectly own a stake in Apple
through Berkshire Hathaway.

Such a polarization of the S&P 500 into a few stocks is not the norm but has happened in the past.
Often, it can also create a craze in the buying of S&P 500 index funds.

What | would call an “index waltz” can be summarized as follows: A few very large-cap stocks are
doing very well and propelling the S&P 500 to strong returns. Many money managers who don’t own
these stocks (or are underweight them) are underperforming the index and a number of their clients
are jumping ship to invest in index funds.

Some of those managers, motivated not to lose their jobs, are throwing in the towel and buying up the
index’s largest stocks in increasing numbers to curb their underperformance. And these purchases
propel these stocks to new highs, which accentuates the underperformance of other managers different
from the indices. And so on and on.

How does this waltz stop? In the same way that the law of gravity governs all particle matter in our
universe, the law of intrinsic value always ends up winning out in the stock market: it eventually brings
stocks that trade above their underlying values back to Earth. The difference between this law of
intrinsic value and gravity is that it doesn’t happen instantaneously. To use scientific jargon: the time
variable is not part of the equation.

Let’s go back a bit for more historical perspective. Here are the top 10 companies in the S&P 500 in
1973 and 2000:

Top 10 S&P 500 Top 10 S&P 500
in 1973 at the start of 2000
IBM General Electric
AT&T Intel
Exxon ! Cisco Systems
Kodak Microsoft 2
GM Pfizer
Sears Exxon Mobil
Xerox Walmart
General Electric ! Oracle
3M AT&T
Texaco Nortel Networks

1 Still in the top 10 in 2000

2 Still in the top 10 in 2023

An analysis of this table shows that few of the companies that were dominant in the past remain
dominant over a very long period of time. Of the 10 largest companies in 1973, only two were still on
the list in 2000 (and none are in the 2023 top 10). As for the 2000 top 10 list, only one company is still
on the list today (Microsoft).

We saw the same phenomenon as today in the late 1990s and early 2000s: the S&P 500 had
outperformed the vast majority of managers propelled by its top 10 companies.

What happened next?
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Period from 2000 to 2023 (24 years) Total Annual

Top 10 S&P 500 (Giverny estimate) 223% 5.0%
S&P 500 412% 7.0%
Giverny Benchmark (USD) * 433% 7.2%

Rochon Global Portfolio (estimated in USD) ** 1242% 11.4%

* Benchmark is a hybrid benchmark (S&P/TSX, S&P 500, Russell 2000, MSCI EAFE) reflecting assets composition at the beginning of the year.
** Refer to Appendix B for disclosure statements on the Rochon portfolios.

During the 24 years in this period, the S&P 500 has underperformed its historical average with an
annual return of about 7%. The top 10 stocks in the S&P 500 in 2000 generated an even lower return—
about 5% on an annualized basis. And the Rochon Global portfolio has achieved an annual return of
more than 11% (in USD) during this period.

So, even if you invest at a time when stocks are expensive (like in early 2000, just before the 2000-
2002 stock market correction), you can get very acceptable returns if you maintain a long-term horizon.
We can also conclude that if you buy what is expensive and popular, you can end up with disappointing
returns even if you thought you were taking a passive approach.

But I don’t want to badmouth index funds, as the overall concept makes sense. The problem lies instead
in the human nature of investors. The urge is too strong for many investors: they’ll buy what has
worked over the short term and often at the worst time (after a sharp rise). Then they will often throw
in the towel at the worst possible time (after a sharp drop).

In addition, the incredible ease of buying and selling index funds makes turnover much higher than for
other strategies. The holding period of exchange-traded funds (ETFs) is dramatically shorter than the
average holding of stocks in general or of an actively managed mutual fund. The equation is simple
and mathematical: the more investors trade, the lower their returns. The index-based approach, which
must be passive and long-term to be beneficial, becomes active and short-term most of the time.
Ultimately, financial results from these strategies don’t meet the objectives for a large number of
market participants.

Our investment philosophy of carefully selecting high-quality and reasonably priced companies and
holding them for many years on average has greatly rewarded us to date. What’s more is that it makes
a lot of sense.

To Our Partners

We believe that the companies we own are exceptional, led by top-notch people, and destined for a
great future.

We want you to know that we are fully aware of and grateful for your vote of confidence. It is
imperative for us to not only select outstanding companies for our portfolios, but to also remain
outstanding stewards of your capital.

We certainly like to achieve good returns (and have taken a liking to it), but it must not come at the
cost of taking undue risk. Our philosophy is to favor companies with solid balance sheets and dominant
business models, along with purchasing these companies at reasonable valuations.
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We also want to offer you a service that always meets your expectations. Please do not hesitate to
contact us with any questions you may have about your account.

Thank you from the entire Giverny Capital team and we wish a great 2024 to all our partners.

%M@zﬂé /70/4%

Francois Rochon and the Giverny Capital team
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APPENDIX A

Investment philosophy
Note: This section is repeated from prior annual letters and is aimed at new partners.

We saw a large increase in the number of Giverny Capital partners (the term we use for our clients) in
2023. With all these newcomers, it is imperative that we write again (and again) about our investment
philosophy.

Here are the key points:

e We believe that over the long run, stocks are the best class of investments.

e Itis futile to predict when it will be the best time to begin buying (or selling) stocks.

e A stock return will eventually echo the increase in per share intrinsic value of the underlying
company (usually linked to the return on equity).

e We choose companies that have high (and sustainable) margins and high returns on equity, good
long term prospects and are managed by brilliant, honest, dedicated and altruistic people.

e We avoid risky companies: non-profitable businesses, with too much debt, with a lot of cyclicality
and/or run by people motivated by ego instead of genuine stewardship.

e Once a company has been selected for its exceptional qualities, a realistic valuation of its
intrinsic value has to be approximately assessed.

e The stock market is dominated by participants that perceive stocks as casino chips. With that
knowledge, we can then sometimes buy great businesses well below their intrinsic values.

e There can be quite some time before the market recognizes the true value of our companies. But
if we’re right on the business, we will eventually be right on the stock.

Experience and common sense teach us that an investment philosophy based on buying shares in
companies that are undervalued, and holding these companies for several years, will not generate linear
returns. Some years, our portfolio will have a return that is below average. This is a certainty that we
must accept.

Another important point: the significant volatility of the market is often perceived negatively by many
investors. It’s actually the contrary. When we see stock prices as “what other people believe the
company is worth” rather than the real value (at least in the short term), these fluctuations become our
allies in our noble quest for creating wealth. Instead of fearing them, we can profit from them by
acquiring superb businesses at attractive prices. The more that markets (the “other” participants) are
irrational, the more likely we are to reach our ambitious performance objectives.

Benjamin Graham liked to say that the irrationality of the market provides an extraordinary advantage
to the intelligent investor. The person, however, who becomes affected by short-term market
fluctuations (less than 5 years) and who makes decisions based on them transforms this advantage into
a disadvantage. His or her own perception of stock quotes becomes their own worst enemy. Our
approach at Giverny Capital is to judge the quality of an investment over a long period of time.

So patience — ours AND that of our partners — becomes the keystone for success.
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APPENDIX B
Notes on the returns of the Rochon portfolios

e The Rochon portfolio is a private family group of accounts managed by Frangois Rochon since 1993.
The returns of the period from 1993 to 1999 were realized before registration of Giverny Capital Inc.
at the AMF in June of 2000.

o Returns for the three portfolios include transaction fees, dividends (including foreign withholding taxes)
and other investment income, but do not include management fees.

e The Rochon Global portfolio serves as a model for Giverny Capital’s clients but returns from one client
to the other can vary depending on a multitude of factors. Portfolio returns of the Rochon Global
portfolio have been generated in a different environment than Giverny Capital’s clients and this
environment is considered controlled. For example, cash deposits and withdrawals can increase the
returns of the Rochon Global portfolio. Thus, the portfolio returns of the Rochon Global portfolio are
often higher than the returns realized by clients of Giverny Capital. In addition, depending on when
they arrive at Giverny Capital, returns may vary from one client to another.

e Past results do not guarantee future results.

e The index benchmark group is selected at the beginning of the year and tends to be a good reflection of
the asset composition of the portfolio. Weighted indices presented may not be representative of the
Rochon Global portfolio. In 2023:

» Rochon Global Portfolio: S&P/TSX 16% S&P 500 40.25% Russell 2000 40.25% MSCI EAFE 3.5%
> Rochon US Portfolio: S&P 500 100%
» Rochon Canada Portfolio;: S&P/TSX 100%

e The returns for the various indices used for comparable purposes are deemed reliable by Giverny
Capital.

e It should be noted that currency effects on the returns of the Rochon portfolio and indices are estimated
to our best effort.

o The financial statements of the three portfolios are audited at the end of each year. The auditor’s data
are those provided by our custodian (NBCN). The auditor’s annual reports are available upon request.
e For more information, please see the “returns” section of our website.

Forward-looking information

Some information set forth in this letter constitutes forward-looking information which involves
uncertainties and other known and unknown factors that may cause actual results or events to differ
materially from those anticipated in such forward-looking information. When used in this letter, words
such as “expects”, “anticipates”, “intends”, “may”, “believes” and similar expressions generally
identify forward-looking information. In developing the forward-looking information contained in this
letter, the manager has made assumptions (for ex.: with respect to the outlook for the global economy
and publicly traded companies). These assumptions are based on the manager’s perception of factors
believed to be relevant (for ex.: historical trends, current conditions, expected future developments).
Although the manager believes that the assumptions made and the expectations represented by such
information are reasonable, there can be no assurance that the forward-looking information will prove
to be accurate. Actual results or events may differ materially from those expressed or implied in the
forward-looking information. Giverny Capital Inc. undertakes no obligation to publicly update or
revise these forward-looking statements.
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Historical Summary

It has been more than 30 years since | discovered the writings of Warren Buffett, Benjamin Graham,
John Templeton, Philip Fisher and Peter Lynch. | then decided to begin managing a family portfolio
based on an investment approach synthesized from these great money managers. By the end of 1998,
after five years of satisfactory results, I decided to launch an investment management firm offering asset
management services aligned with my own investment philosophy. Giverny Capital Inc. came into
existence.

In 2002, Giverny hired its first employee: Jean-Philippe Bouchard (JP). A few years later, JP became
a partner and participates actively in the investment selection process for the Giverny portfolio. In 2005,
two new people joined the firm who eventually became partners: Nicolas L’Ecuyer and Karine Primeau.
Francois Campeau, who joined the Giverny team in 2018, also participates in the investment selection
process. In 2009, we launched a US office in Princeton, New Jersey. We also partnered with a manager
from New York, David Poppe, in early 2020. He manages Giverny Capital Asset Management, based
in Manhattan. Both directors of our US offices, Patrick Léger and David Poppe, share in the culture
and long-term time horizon inherent to Giverny.

We are Partners!

From the very first days of Giverny, the cornerstone of our portfolio management philosophy was to
manage client portfolios in the same way that | was managing my own money. Thus, the family
portfolio I’ve managed since 1993 (the “Rochon Global Portfolio”) serves as a model for our client
accounts. It is crucial to me that clients of Giverny and its portfolio managers are in the same boat!
That is why we call our clients “partners”.

The Purpose of our Annual Letter

The primary objective of this annual letter is to discuss the results of our portfolio’s companies over the
course of the prior year. But even more importantly, our goal is to explain in detail the long-term
investment philosophy behind the selection process for the companies in our portfolio. Our wish is for
our partners to fully understand the nature of our investment process since long-term portfolio returns
are the fruits of this philosophy. Over the short term, the stock market is irrational and unpredictable
(though some may think otherwise). Over the long term, however, the market adequately reflects the
intrinsic value of companies. If the stock selection process is sound and rational, investment returns
will eventually follow. Through this letter, we provide you with the information required to understand
this process. We try to be transparent and comprehensive in our discussion. The reason for this is very
simple: we treat you the way we would want to be treated if our roles were reversed.

The Artwork on the cover of the 2024 Letter
We illustrate the cover page of our annual letters with a reproduction of a work from the Giverny Capital

Collection each year. This year, we have selected a painting by Québec artist Marlon Kroll entitled
“Echoes”.
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For the year ending December 31% 2024, the return for the Rochon Global Portfolio was 24.9% versus
26.8% for our benchmark, which represents a relative underperformance of 2.0%. The returns of the
Rochon Global Portfolio and our benchmark include a gain of approximately 8.5% due to fluctuations
in the Canadian currency.

Since its inception on July 1% 1993, the compounded annual return of the Rochon Global Portfolio has
been 15.1% versus 9.8% for our weighted benchmark, representing an annualized outperformance of
5.3% over this period of 30 years. Our long-term and ambitious objective is to maintain an annual
return 5% higher than our benchmark.

The Rochon Global Portfolio: Returns since July 15t 1993

Year * Rochon Index ** +/- $ US/Can ***
1993 (Q3-Q4) 37.0% 9.5% 27.6% 3.3%
1994 16.5% 3.7% 12.7% 6.0%
1995 41.2% 24.0% 17.2% -2.7%
1996 28.0% 22.8% 5.2% 0.3%
1997 37.8% 28.6% 9.2% 4.3%
1998 20.6% 18.8% 1.8% 7.1%
1999 15.1% 16.3% -1.2% -5.7%
2000 13.4% 3.2% 10.2% 3.9%
2001 15.1% -0.4% 15.5% 6.2%
2002 -2.8% -18.3% 15.6% -0.8%
2003 13.6% 14.0% -0.4% -17.7%
2004 1.6% 6.2% -4.5% -7.3%
2005 11.5% 3.6% 7.9% -3.3%
2006 3.5% 17.0% -13.5% 0.2%
2007 -14.4% -11.6% -2.8% -14.9%
2008 -5.5% -22.0% 16.5% 22.9%
2009 11.8% 12.2% -0.4% -13.7%
2010 16.1% 13.8% 2.3% -5.3%
2011 7.6% -1.1% 8.7% 2.2%
2012 21.2% 12.5% 8.7% -2.2%
2013 50.2% 38.9% 11.3% 6.9%
2014 28.1% 17.8% 10.2% 9.1%
2015 20.2% 13.4% 6.8% 19.3%
2016 7.3% 14.3% -7.0% -3.0%
2017 13.1% 10.3% 2.9% -6.6%
2018 -0.6% -1.4% 0.8% 8.7%
2019 25.6% 22.3% 3.3% -4.8%
2020 12.9% 15.1% -2.2% -2.0%
2021 27.0% 21.0% 5.9% -0.4%
2022 -15.2% -12.3% -2.9% 6.8%
2023 24.3% 17.5% 6.8% -2.3%
2024 24.9% 26.8% -2.0% 8.8%
Total 8368.9% 1803.8% | 6565.1% 12.3%
Annualized 15.1% 9.8% 5.3% 0.4%

*  All returns are adjusted to Canadian dollars
** Index is a hybrid index (S&P/TSX, S&P 500, Russell 2000, MSCI EAFE) which reflects weights of the assets at the beginning of the year.
*** \ariation of the US dollar compared to the Canadian dollar

Refer to Appendix B for disclosure statements on the Rochon portfolios.




Here are the same results of the Rochon Global portfolio in graphical form:

Rochon Global portfolio 1993-2024 $8 468 925
vs Index **
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** Index is a hybrid index (S&P/TSX, S&P 500, Russell 2000, MSCI EAFE) established at the beginning of the year reflecting the portfolio composition.

Refer to Appendix B for disclosure statements on the Rochon portfolios.

Just looking at this chart, one might think that this was a period of strong growth that unfolded almost
in a straight line without any major crisis. This was not the case. This graph reflects increases on a year-
over-year basis. If we were to use a larger X-axis, for example on a weekly basis, we would see the
many and sometimes enormous fluctuations in financial markets since 1993. There has been no shortage
of crises: the stock market has fallen by 50% twice and by more than 20% seven times over the past
three decades.

More than anything, the chart above illustrates an important lesson in equity investing: the benefits of
having a long-term horizon. Perseverance, through thick and thin, along with the rigorous adherence to
our investment principles and a good dose of patience, has made it possible to weather the storms and
obtain satisfactory results. Fashions come and go but good principles endure.

The Rochon US Portfolio

We have been publishing the returns of the Rochon US Portfolio, which is entirely denominated in US
dollars, since 2003. The Rochon US Portfolio corresponds approximately to the US portion of the
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Rochon Global Portfolio. In 2024, it realized a return of 17.0% compared to 25.0% for the S&P 500.
The Rochon US Portfolio therefore underperformed its benchmark by 8.0%. Since its inception in 1993,
the Rochon US Portfolio has returned 6349%, or 14.1% on an annualized basis. During this same
period, the S&P 500 returned 2286%, or 10.6% on an annualized basis. Our added value has therefore
been 3.5% annually.

'Year Rochon US S&P 500 +/-
1993 (Q3-Q4) 32.7% 5.0% 27.7%
1994 9.9% 1.3% 8.6%
1995 54.8% 37.6% 17.2%
1996 27.0% 23.0% 4.1%
1997 32.9% 33.4% -0.4%
1998 11.0% 28.6% -17.6%
1999 15.9% 21.0% -5.1%
2000 11.3% -9.1% 20.4%
2001 8.1% -11.9% 20.0%
2002 -4.4% -22.1% 17.7%
2003 31.6% 28.7% 2.9%
2004 9.3% 10.9% -1.6%
2005 12.5% 4.9% 7.5%
2006 3.3% 15.8% -12.4%
2007 -1.7% 5.5% -7.2%
2008 -24.3% -37.0% 12.7%
2009 28.7% 26.5% 2.3%
2010 21.9% 15.1% 6.9%
2011 4.7% 2.1% 2.6%
2012 22.3% 16.0% 6.3%
2013 40.6% 32.4% 8.2%
2014 18.0% 13.7% 4.3%
2015 1.7% 1.4% 0.4%
2016 7.5% 12.0% -4.5%
2017 19.7% 21.8% -2.1%
2018 -8.3% -4.4% -3.9%
2019 32.1% 31.5% 0.6%
2020 16.0% 18.4% -2.4%
2021 27.9% 28.7% -0.8%
2022 -21.4% -18.1% -3.2%
2023 26.5% 26.3% 0.2%
2024 17.0% 25.0% -8.0%
Total 6349.3% 2286.1% | 4063.2%
Annualized 14.1% 10.6% 3.5%

Refer to Appendix B for disclosure statements on the Rochon portfolios.

Rochon Canada Portfolio

We introduced a portfolio that is 100% focused on Canadian equities in 2007. This corresponds
approximately to the Canadian portion of the Rochon Global Portfolio.

In 2024, the Rochon Canada Portfolio returned 22.7% versus 21.7% for the S&P/TSX, therefore
outperforming its index by 1.0%.

Over 18 years, the Rochon Canada Portfolio has returned 1595%, or 17.0% on an annualized basis.
During this same period, our benchmark had a gain of 228%, or 6.8% on an annualized basis. Our
annual added value was therefore 10.2%.



Year Rochon Canada S&P/TSX +/-
2007 19.7% 9.8% 9.9%
2008 -24.6% -32.9% 8.3%
2009 28.2% 33.1% -4.9%
2010 26.7% 17.6% 9.1%
2011 13.5% -8.7% 22.2%
2012 24.0% 7.2% 16.8%
2013 49.4% 13.0% 36.4%
2014 20.3% 10.6% 9.7%
2015 16.0% -8.3% 24.3%
2016 11.0% 21.1% -10.1%
2017 27.4% 9.1% 18.3%
2018 -7.6 -8.9% 1.3%
2019 29.0% 22.9% 6.1%
2020 12.1% 5.6% 6.5%
2021 30.9% 25.1% 5.8%
2022 -1.8% -5.8% 4.0%
2023 32.2% 11.8% 20.5%
2024 22.7% 21.7% 1.0%
Total 1594.9% 227.7% 1367.2%
Annualized 17.0% 6.8% 10.2%

Refer to Appendix B for disclosure statements on the Rochon portfolios.

Since 2007, the performance of our Canadian securities has been significantly higher than that of the
S&P/TSX. We would like to repeat, once again this year, that a highly concentrated portfolio can
materially exceed the performance of the indices.

2024

International equity markets generally had a good year. To measure the performance of the world’s
stock markets excluding the United States, the MSCI ACWI ex USA Index can be used. It covers
approximately 85% of global equities excluding those of the United States and its return was 5.5% in
2024 in US dollar terms (i.e. 13.0% without the 7.1% gain from the average appreciation of the US
dollar against other currencies).

As for the S&P 500, the large-cap index in the US achieved one of the highest returns in the world at
25.0%. It was once again the year of the S&P 500’s mega caps: the so-called “Magnificent 7 returned
48% and now represent more than a third of the index. These seven companies contributed half of the
S&P 500’s gain in 2024. In fact, all S&P 500 stocks on an equal weight basis (not weighed by market
capitalization of each company) generated 13.0% in 2024.

We would like to emphasize that this concentration of the S&P 500 in only a few stocks is unmatched
in history. Of course, it must also be taken into consideration that market capitalization is partly linked
to market valuation. For example, if Apple were to trade at 16.5 times earnings instead of 33 times, its
weight in the S&P 500 index would be half as much.

Popularity often means high valuations. Hence the appeal of this small group of companies to investors
translates into high market valuation for their stock. The top 4 companies in the S&P 500 (Apple,
Microsoft, NVIDIA, and Amazon) trade at an average of 33 times expected earnings for 2025 compared
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