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Continuing to Connect the Dots Between Moats, Profitability &
Quality: Competitive Advantages Aren’t Fixed Fortifications -
They’re Dynamic Structures Protecting Companies That, by
Necessity, Can Never Let Their Guard Down.

By Kevin Tanner

Like many of you, | suspect, I've been ex-
perimenting with generative Al over the last
couple months. | have to admit, I've ap-
proached this process with some trepidation.
My apprehension, unquestionably, stems from
unanimously menacing storylines about artifi-
cial intelligence run-amok from old-school sci-
ence fiction of my youth — including (but not
limited to): Battlestar Galactica, The Terminator
and (of course) Stanley Kubrick’'s 1968 opus
2001: A Space Odyssey. Anyone of a certain
age knows exactly what I'm talking about.

In reality, SaratogaRIM has been developing its
own quantitative skillsets and using various it-
erations of “machine learning” which is a sub-
set of Artificial Intelligence (Al) in our research
efforts for several years now. But these early
days of the Al era’s next phase feel very differ-
ent.

Interactive technologies represent the latest
battlefront in an ongoing digital revolution.
OpenAl’s surprise and dramatic launch of
ChatGPT last November “changed the world
overnight,” Barron’s declared. In an August
2023 cover story and roundtable entitled “Al is
the Real Deal — If You Understand It,” the mag-
azine asserted that today’s emergent constella-
tion of generative Al products “promises to de-
mocratize the power of large data sets, making
it dramatically easier for people and businesses
to find information, create content, and analyze
data.” We believe this to be self-evidently true.

ChatGPT triggered an industry-wide scramble
and drew more than its fair share of hype. Al-
phabet CEO Sundar Pichai, for example, said
the breakthrough would “prove more impactful
than the advent of fire.” In March, technology’s
elder statesman Bill Gates wrote a smart and
well-grounded blog posting entitled
“Superintelligent Als are in our future,” which
forecast that Als “will be able to do everything
that a human brain can, but without any practi-

cal limits on the size of its memory or the speed
at which it operates.” If so, the commercial im-
pact could be monumental.

The global consulting giant McKinsey & Com-
pany notes that “Al has already permeated our
lives incrementally” in our phones, cars and
Amazon fulfillments using technologies
“‘decades in the making,” yet also recognizes
that the broad utility of generative Al is differ-
ent, and follows a “gradually, then all of a sud-
den” trajectory. In its latest study, The Econom-
ic Potential of Generative Al (June 2023),
McKinsey estimates this technology will “add
the equivalent of $2.6 trillion to $4.4 trillion an-
nually across 63 use cases [McKinsey] ana-
lyzed — by comparison, the United Kingdom’s
entire GDP in 2021 was $3.1 trillion.” In other
words, a pie the size of a major European
economy is up for grabs, with the bulk, the con-
sultancy forecasts, falling into four areas:
“‘customer operations, marketing and sales,
software engineering, and R&D.”

Technologies have come and gone since Sili-
con Valley still had orchards, to be sure. Prom-
ises of driverless-this or plug-and-play-that of-
ten prove correct in the trend line but wrong
(sometimes wildly) per the timing. Apple CEO
Tim Cook, perhaps the most understated of to-
day’s tech bosses, said recently that his com-
pany had already begun to tap the “enormous
potential” of machine learning and Al. “We view
Al as huge, and we’ll continue to weave it in
our products on a very thoughtful basis.”

The word “continue” jumps out. As does the
observation that Apple Inc. — which in June be-
came the first company in the world to see its
market value top $3 trillion — is anything but an
upstart. One participant in the August Barron’s
roundtable on Al, Goldman Sachs Managing
Director Brook Dane, sees today’s tech giants
as well-positioned in the emergent chatbot
world. “In every transition, new companies
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emerge, and some become large. But there re-
ally is a power of incumbency here, because of
the need for data, and because you can devel-
op these tools and techniques relatively quick-
ly, the way Microsoft has announced Al soft-
ware across its software stack. The incum-
bents,” he concludes, “do have a huge ad-
vantage.”

As illustrated by the essay that follows on page
8, Information Technology (IT) features a host
of incumbent companies with robust business
moats which have helped keep competitors at
bay. These defenses, we believe, are essential
to generating excess profitability over extended
timeframes, even within industries undergoing
rapid innovation. We think this will likely be es-
pecially so in the chatbot age.

* % %

SaratogaRIM’s investment approach is geared
towards long-term investing in sensibly priced
businesses that earn persistently above aver-
age profitability, are financially healthy without
using more than moderate levels of leverage
and are relatively non-capital intensive. Over
time, this approach, which combines attributes
of quality, value and growth factors, has yielded
a strong combination of enviable performance
characteristics with downside protection. Given
the emphasis on limiting our investable uni-
verse to companies that earn “persistently
above average profitability”, the study of com-
petitive advantages (moats), particularly those
that truly are sustainable, is foundational to our
investment approach.

Charlie Munger makes the case for why moats
matter. “In the long term,” Berkshire Hatha-
way’'s 99-year-old vice chairman once wrote,
“... it's difficult for a stock to earn a much better
return than the business which underlies it
earns. If the business earns a 6% return on
capital for 40 years and you hold it for 40 years,
you’re not going to do much different than a 6%
return, even if you buy it at a huge discount.
Conversely, if a business earns 18% return on
capital over 20 or 30 years, even if you pay an
expensive looking price, you'll end up with one
hell of a result’. Translation: Long-term inves-
tors should be very focused on companies with
moats.

An economic moat describes a company's abil-
ity to maintain a distinct, structural competitive
advantage that allows it to earn excess profita-
bility over sustained timeframes by fending off
competition. The fact that the vast majority of
companies never actually produce long stretch-
es of excess profitability speaks to how rare
these types of competitive advantages truly
are. Even so, for those few great businesses
that have proven themselves able to generate
persistently above average profitability, the un-
derlying factors that have enabled them to do
so have remained remarkably consistent over
time.

We realize the following section is repetitive
from last quarter, but a brief review of different
types of moats is in order so that readers rec-
ognize the common types and fully appreciate
the competitive advantages their portfolio hold-
ings enjoy. To be clear, each company’s defen-
sive characteristics are specific to its own lines
of business; some spring overwhelmingly from
a single advantage, others meld two or more
moat-supporting attributes.

As you may recall from last quarter, moats de-
rive their efficacy from a variety of sources.
These may include intangible assets (brands,
patents, proprietary technologies), switching
costs (customers likely won’t change providers
unless the value proposition of doing so more
than offsets a variety of costs such as price,
risk, hassle), cost advantages (a company that
produces a good or service at a lower cost than
its competitors given either scale, proximity to
customers, or access to low-cost raw materi-
als), network effects (when the value of a par-
ticular good or service increases for both new
and existing users as more customers use that
good or service), and efficient scale (where
markets of limited size are controlled by incum-
bents). We believe every single one of the
companies within our investible universe bene-
fits from one or more of these significant ad-
vantages. In fact, it's a prerequisite literally
hardwired into our admissions/screening pro-
cess.

Moat Sources (in order of prevalence)

Source: Morningstar. Note: We began studying
moats more than a decade before encountering
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Morningstar’s work, yet nevertheless recognize
Morningstar as the thought leader in this field.
Consequently, we subscribe to their research,
have read their books and draw from Morn-
ingstar this section’s framing of moat sources
because we’re unaware of anything better.

Intangible Assets: Intangible assets such as
brands, patents, proprietary technology, and
regulation represent the most common moat
source. The consumer staples and healthcare
sectors have the highest proportion of moats
from intangibles. Comparatively, intangibles are
cited about a third of the time in the industrial,
financial, and technology sectors.

o Considerations: Are customers growing
more or less willing to pay up for a compa-
ny’s brand? If the firm’s moat is built around
patents, how easy is it to design around the
patents?

Switching Costs: Switching costs represent
inconveniences that a customer incurs when
changing from one product or service to anoth-
er. Customers typically won’t change providers
unless the value proposition of doing so more
than offsets a variety of costs. Price, risk, has-
sle, distraction, psychology, and inertia can all
be part of the consideration. Switching costs
manifest in a variety of industries where cus-
tomers have invested time and money to adopt
products or services that are important to their
purpose, often seen in banking, technology,
defense, and healthcare.

o Considerations: How customized is the
company’s product or service? Is the level
of customization within the industry increas-
ing or not? Are technological improvements
disrupting the industry and lowering switch-
ing costs?

Cost Advantages: A cost advantage is pre-
sent when a firm can produce a good or service
at a lower cost than competitors. It is typically
underpinned by scale, proximity to customers,
or access to low-cost raw materials. It allows
businesses to offer lower prices to secure
greater volumes and/or extract higher margins
than competitors. Cost advantage is the sec-
ond most common moat source. It applies fre-
quently in the communication services, con-

sumer defensive, and financial services sec-
tors. Cost advantages are also relatively com-
mon across the healthcare, industrials, and
consumer cyclical sectors.

o Considerations: Why are the trends within a
company’s cost structure different than
peers in the industry looking forward? Can
the company pass through supplier charges
in a timely and efficient manner?

Network Effect: Network effects are observed
when the value of a particular good or service
increases for both new and existing users as
more customers use that good or service. Us-
ers include all parties in a network, not just buy-
ers or shoppers, but also suppliers and devel-
opers. Network effect is the rarest but most lu-
crative moat source. Networks can be direct
where users lead to more users, or indirect, es-
pecially in data networks where Google search
users feed more data, which leads to better al-
gorithms and better future results for all users.

o Considerations: What level of engagement
does each user have with the network and
is this engagement increasing or decreas-
ing? Can customers obtain similar benefits
by being part of multiple networks, or is the
market designed to support a single winner-
take-all market? How is the company cap-
turing the value of each incremental add to
its network?

Efficient Scale: Efficient scale applies to firms
that serve a market of limited size in which po-
tential competitors have little incentive to enter
because doing so would lower the industry’s
returns below the cost of capital. Few markets
are conducive to efficient scale characteristics
(regulated utilities, communication services,
midstream oil and gas REITs, railroads, etc.),
so it's among the rarest moat sources.

o Considerations: Is the addressable market
finite? How many companies serve the in-
dustry? What is the cost of entering the
market and how much market share would
a new entrant have to claim in order to re-
coup the cost of entry? Have competitors
attempted to enter the market and ultimately
failed? How is the company’s relationship
with its regulators? Are new technologies,

Saratoga Research & Investment Management | Published 10/16/23 | 2023 Q3 Report | Page 5



markets, or other developments encourag-
ing regulators to reconsider their original
regulatory assumptions?

Moats are Two Dimensional & Mortal

Moats can be characterized by depth and
width. Depth measures how much excess profit
a company’s moat generates, while width is a
proxy for how long it might reasonably take for
a competitor to cross the moat and steal the
crown jewels.

A cursory review of the rise and fall of Re-
search In Motion reveals what can happen if
moats aren’t defended. Founded in 1984, this
Canadian-based firm helped create the
smartphone market through its once-ubiquitous
BlackBerry device, whose physical QWERTY
keyboard and email capabilities endeared it to
business users, pushing the firm’s total reve-
nue from $21M in FY98 (the year of its IPO) to
$3B in FYO7.

When Apple introduced its iPhone and Google
released a beta version of its Android mobile
operating system in 2007, Research In Mo-
tion’s management team downplayed the
threat, pointing to the company’s strong reputa-
tion among professional users and existing re-
lationships with carriers. A brief comment from
Research In Motion’s CEO on a June 2007
earnings call captures this apathy: “iPhone is
launching, to the best of my knowledge, in one
carrier in one country, and we’re in about 100
countries and 300 carriers.” Research In Mo-
tion’s indifference initially appeared warranted;
based on company filings and industry data
from market research firms Gartner and IDC,
we estimate that BlackBerry’s global market
share of smartphone shipments expanded from
11% in 2007 to 21% in 2009. The company’s
revenue also grew nearly 7x from FYQ7 to its
peak in FY11, and its operating margin hovered
between 21% and 29% throughout that entire
window — supporting the notion of a deep eco-
nomic moat.

However, the tide turned visibly the following
year as Research In Motion’s moat eroded and
competitors devoured its profits — revenue
dipped 8% and operating margin compressed
by about 15 percentage points. In its FY12 an-

nual report, Research In Motion summarized
the competitive pressures with three key points.
First, management acknowledged that consum-
ers increasingly preferred “devices with access
to the broadest number of applications, such as
those available in the iOS and Android environ-
ments.” Second, the core user base was being
threatened by “a growing trend in enterprises to
support multiple devices.” Third, industry rela-
tionships were becoming less exclusive, as il-
lustrated by “the increased desire by carriers to
sell devices that operate on the new, faster
LTE networks being built.” Notably, the first
LTE-compatible BlackBerries didn’t hit the mar-
ket until January 2013, four months after the
LTE-enabled iPhone 5.

Research In Motion attempted to right the ship
through a series of acquisitions, cost-cutting
initiatives, product launches, and a name
change (to “BlackBerry Limited” in 2013), but it
was too late; the company’s narrow moat had
been breached. Revenue and profitability plum-
meted, and BlackBerry’s market share sank
below 1% in 2015. In 2016, the firm finally
pulled the plug on its core smartphone busi-
ness.

As this case study shows, competitive ad-
vantages aren'’t fixed fortifications — they're dy-
namic structures protecting companies that, by
necessity, can never let their guard down.
Firms that fail to defend and nurture their moats
can lose them. Great businesses constantly
innovate, rapidly adjust to changing circum-
stances, and often lead critical sectors in the
global economy or forge new technologies that
impact how we live, work, and play.

Given their dynamic and idiosyncratic nature,
assessing moats is a never-ending exercise.
Doing so involves mountains of data, advanced
technologies, and years of accumulated do-
main knowledge specific to every company and
industry we invest in — all of it updated, tested,
retested, and calibrated afresh as new infor-
mation appears. Our objectives with this series
are to add transparency to our process and
hopefully to share some of the confidence and
pride we take in the ownership of what we be-
lieve are some of the world’s best businesses.

Kevin Tanner | Chairman | CEO | CIO =
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Technology Company Overviews & Moat Synopses

On the bottom of pages 12 through 19, you will find a brief synopsis of the formal moat report for
each of our technology companies outlined below. Full moat reports are available upon request.

Company
Apple (AAPL)

Accenture (ACN)

Adobe (ADBE)

Alphabet/Google

(GOOG/GOOGL)

Cisco (CSCO)

Microsoft (MSFT)

Oracle (ORCL)

Visa (V)

Sub-Industry Overview
Technology Hardware, Apple is one of the largest companies in the world. It
Storage & Peripherals offers a range of electronic products, including

smartphones, personal computers, tablets, weara-
bles, and accessories. It also provides a mix of relat-
ed services. Moat Synopsis: Pg. 12

IT Consulting & Other Accenture is the world’s largest IT/professional ser-

Services vices company. It helps organizations in virtually
every major region and industry determine strategy,
deploy technology, and implement processes to im-
prove operations. Moat Synopsis: Pg. 13

Application Software Adobe is one of the world’s largest software compa-
nies. It offers consumers and organizations a range
of solutions through its Creative Cloud, Document
Cloud, and Digital Experience business. Moat Syn-

opsis: Pg. 14
Interactive Media & Alphabet’s core business, Google, operates numer-
Services ous platforms like Search, Gmail, and YouTube that

it primarily monetizes through advertising services. It
also offers cloud infrastructure services through
Google Cloud Platform. Moat Synopsis: Pg. 15

Communications Equipment Cisco offers solutions related to networking, security,
collaboration, applications, and the cloud. It is fo-
cused on helping customers build resilient networks
that can support a growing number of connections to
users and devices. Moat Synopsis: Pg. 16

Systems Software As the world’s largest software company, Microsoft
helps companies deploy applications beyond their
firewall with Azure, enables users to get work done
with Office apps, and gives PC makers a ubiquitous
operating system to build on with Windows. Moat
Synopsis: Pg. 17

Systems Software Oracle offers solutions that span the technology
stack. Its databases underpin many of the world’s
leading applications and an increasing number of
customers are implementing Oracle’s Fusion appli-
cations and leveraging Oracle Cloud Infrastructure.
Moat Synopsis: Pg. 18

Transaction & Payment Visa is the world’s largest payments technology

Processing Services company. It operates a massive transaction pro-
cessing network called “VisaNet” that connects con-
sumers, issuing and acquiring financial institutions,
and merchants to support hundreds of millions of
transactions per day. Moat Synopsis: Pg. 19
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Moat Series Part 2: Technology Sector

By Mathew Spencer & Matt Casas

s outlined in Kevin’s letter, moats are cen-

tral to our investment approach at Sara-
togaRIM since they enable companies to gen-
erate a degree of excess profitability over some
timeframe based on their depths and widths,
respectively. We believe that moats play a par-
ticularly important role in the information tech-
nology sector, as they can help diligent firms
fend off innovative upstarts and position them-
selves to capitalize on powerful secular tail-
winds, like the adoption of cloud software and
the rise of artificial intelligence (Al). Companies
that play their cards right by appropriately
pointing their resources toward attractive mar-
kets in an efficient manner have the potential to
generate durable growth. The presence of
moats means that certain companies have ac-
cumulated considerably more assets and expe-
rience than competitors have, which often
stacks the deck in their favor. In other words:
moats help winners keep on winning. In this
report, we: 1) provide a brief overview of the
information technology sector; 2) outline com-
mon competitive advantages in this segment of
the market; and 3) examine how certain com-
panies in our coverage universe nurture their
moats.

Information Technology

There are countless ways to dissect the wide
swath of businesses within the information
technology (IT) sector. We find it useful to con-
sider where each company sits in what we refer
to as the “technology supply chain.”

Fabless semiconductor companies arguably
occupy the beginning of this supply chain.
Here, businesses like Qualcomm and NVIDIA
design some of the integrated circuits that pow-
er the world’'s consumer electronics and enter-
prise systems. Additionally, diversified giants
like Amazon, Apple, Cisco, Google, and Tesla
are increasingly designing their own chipsets to
tackle specific problems. They lean on found-
ries — companies like TSMC that operate mas-
sive chip fabrication facilities (or “fabs”) — to
convert their designs into physical products.

To create impossibly complex semiconductor
devices with features measured in nanometers,
these chipmakers need multi-million-dollar de-
vices from wafer fab equipment (WFE) ven-
dors. Here, companies like ASML build lithog-
raphy systems that manufacture light of a spe-
cific wavelength, funnel that light through a reti-
cle containing a transistor blueprint, and project
that pattern onto a wafer with remarkable preci-
sion. Vendors like Applied Materials and Lam
Research offer machines that deposit and etch
away films of insulating and conducting materi-
als to help create chip features on silicon wa-
fers. KLA provides process control and yield
management solutions to help chipmakers de-
tect and resolve critical product defects to im-
prove their manufacturing processes and
yields.

Once complete, these chips help power myriad
electronic devices for consumers and enterpris-
es. That includes smartphones from Apple and
Samsung that run on Apple’s iOS or Google’s
Android, PCs from Apple and Microsoft that run
on Apple’'s MacOS or Microsoft’s Windows, and
servers from Cisco or Dell that run on Mi-
crosoft’'s Windows Server or Linux.

Those servers often populate data centers,
some of which are operated by hyperscale
cloud vendors like Amazon Web Services, Mi-
crosoft Azure, Google Cloud Platform, and Ora-
cle Cloud Infrastructure. These companies in-
vest tens of billions of dollars to cover the globe
in powerful data centers that they constantly
update and maintain so that customers can by-
pass major cap-ex requirements as they build
and deploy applications beyond their own fire-
wall.

At a high level, these devices (smartphones,
tablets, PCs, servers, etc.) support the use of
software applications and internet services,
which arguably represent the end of the tech-
nology supply chain.

On the consumer side, countless people use
Google Search or Microsoft’s Bing to find infor-
mation, Intuit's TurboTax to file tax returns, and
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Adobe’s Photoshop to create digital art.
Through the combined efforts of the industry’s
engineers, the power of Moore’s Law, and tril-
lions of dollars of investment over decades,
much of this can be done through a supercom-
puter most people carry around in their pockets
— a smartphone.

On the business side, a local salon might use
Intuit’s QuickBooks to track its invoices, while a
Fortune 500 company is more likely to use Ora-
cle’s Fusion ERP system to manage its diverse
set of resources, track various projects, and
maintain control of its supply chain. Meanwhile,
a design specialist will probably use Adobe’s
Creative Cloud to develop digital marketing col-
lateral for an upcoming ad campaign. Addition-
ally, a salesperson might use Microsoft’'s Dy-
namics CRM to manage her pipeline of pro-
spects and SAP’s Concur to track reimbursable
expenses incurred on a business trip.

We view IT services firms like Accenture and
Cognizant as running parallel to this technology
supply chain. They help clients across all major
geographies and industries adopt new strate-
gies; select, implement, integrate, and operate
advanced technologies; and outsource busi-
ness processes to accelerate revenue growth
and improve efficiency.

As this brief overview suggests, many organi-
zations occupy various seats along the technol-
ogy supply chain and occasionally change
seats, which makes strict topology challenging.
Out of necessity, the Global Industry Classifica-
tion Standard (GICS) attempts to do this by
saying the information technology sector in-
cludes companies in the following industry
groups: 1) software and services; 2) technology
hardware and equipment; and 3) semiconduc-
tors and semiconductor equipment. It further
places each company into one of six industries
and one of a dozen sub-industries. This classi-
fication captures all of the information technolo-
gy companies in our coverage universe, ex-
cept: 1) Alphabet (Google’s parent company),
which is included in the communications sector;
and 2) Visa and Mastercard, which are in the
financials sector. While we appreciate the role
strict categorization plays in areas like perfor-
mance tracking and attribution reports, we pre-
fer to apply a more flexible approach when con-
ducting fundamental analysis on a company to
assess its merits as a potential investment.

Fig. 1: Sector Weights — S&P 500 Index,
SaratogaRIM Large Cap Quality Focus &
SaratogaRIM Large Cap Quality Composites
as of 9/30/23

[l Technology [l Non-Technology [ Cash
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Source: FactSet, SaratogaRIM. The “technology” component of
these pie charts include two stocks from the GICS
“communications” sector (GOOG, GOOGL) and two stocks from
the GICS “financials” sector (MA, V). Past investment results are
no guarantee of future results. This report is incomplete without
Disclosures (page 30), GIPS Composite Report: SaratogaRIM
Large Cap Quality Focus (page 25) and GIPS Composite Report:
SaratogaRIM Large Cap Quality (page 29).
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Fig. 2: SaratogaRIM’s Technology Sector Constituents vs. S&P 500 (Excluding Financials)
and S&P 500’s Technology Sector Constituents as of 9/30/23 — Profitability Metrics from
2008 through 2022
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Source: FactSet, SaratogaRIM. All metrics in the ROIC and Gross Profit to Assets charts are derived from FactSet’s data and calcula-
tions. It is important to note that neither Oracle nor Visa explicitly discloses total cost of revenue or total gross profit; Average Gross
Profit to Assets figure uses historical estimates from FactSet. Past investment results are no guarantee of future results. The Sara-
togaRIM and S&P figures displayed above do not reflect actual market or composite performance and are not meant to represent any
one client’s investment experience. See information about Gross Profit to Assets and Return on Invested Capital (ROIC) within the
Disclosures on page 30. This report is incomplete without Disclosures, GIPS Composite Report: SaratogaRIM Large Cap Quality Fo-

cus (page 25) and GIPS Composite Report: SaratogaRIM Large Cap Quality (page 29).
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Competitive Advantages in
Information Technology

As alluded to above, the information technology
sector is ripe with successful companies wield-
ing powerful competitive advantages — we actu-
ally consider it to be one of the richest sectors
in terms of moats due to various dynamics that
we discuss below. Prevalent sources of eco-
nomic moats among technology companies in-
clude switching costs, scale efficiencies, net-
work effects, and intangible assets related to
brand power, patent protection, and product
design expertise.

Before we dive into examples of these moat
sources, we must stress an important consider-
ation: companies sometimes benefit from a mix
of competitive advantages that interact and de-
termine the shapes and sizes of their economic
moats. This is usually a byproduct of the ten-
dency among large companies to pursue multi-
ple market opportunities with various business
units. These units forge competitive ad-
vantages based on how they adapt their busi-
ness models to address unique customer ba-
ses with distinctive needs.

At a high level, the degree to which a competi-
tive advantage influences the broader compa-
ny’s success determines whether we consider
it to be a primary, secondary, or immaterial
moat driver. For example, the competitive ad-
vantages of a business unit that represents 5%
of total revenue might not matter all that much
for the broader company’s economic moat, ex-
cept to the extent that: 1) that business unit's
competitive advantages interact with the rest of
the company; and 2) we expect that business
unit’s share of total revenue to grow in the rele-
vant future. Accordingly, assessing the exist-
ence and magnitude of an economic moat is a
dynamic exercise, especially for the fast-
moving information technology sector. With that
context, see below for an outline of some of the
competitive advantages that recur in this sec-
tor.

Switching Costs: “Switching costs” represent
perhaps the most common competitive ad-
vantage among technology companies, espe-
cially enterprise software providers like Adobe,
Microsoft, Oracle, and SAP.

At a high level, IT departments typically avoid
ripping and replacing software solutions for var-
ious reasons. First, they already invested time
and effort in the original selection process and
are generally hesitant to admit they made the
wrong choice. Second, another selection pro-
cess would mean incremental investments of
time and effort; the IT department would have
to research relevant vendors, conduct thorough
product demonstrations, determine viability, so-
licit bids, and endure negotiations. Third, there
is a risk that a new software solution could
prove inferior, disrupt a company’s processes,
or experience low user adoption. Accordingly,
the more mission-critical the solution of inter-
est, the greater the stakes and the bigger the
role inertia tends to play.

For example, enterprise resource planning
(ERP) systems represent broad software plat-
forms that help companies manage their re-
sources, oversee projects, track financial re-
sults, and interact with supply chain partners.
As such, enterprises typically replace their ERP
systems infrequently (perhaps every decade or
two), which is why ERP implementations have
been compared to home purchases by former
SAP CEO Bill McDermott and heart transplants
by former NetSuite CEO Zach Nelson. When
an enterprise commits to an ERP system, it
usually represents a long-term relationship.
That can provide the vendor of choice with fa-
vorable opportunities to accumulate invaluable
experience and increasingly monetize that cus-
tomer relationship by cross-selling additional
modules and services.

Cost Advantages: From our perspective, “cost
advantages” serve as another common moat
source among technology companies. This of-
ten arises from an interesting dynamic. Specifi-
cally, markets like enterprise software and pay-
ment technology typically feature high upfront
costs that sap a company’s initial profitability
and deter new market entrants.

For example, a startup might have to build a
network of geographically dispersed, state-of-
the-art data centers and establish a private tel-
ecommunications network covering millions of
route miles before it could establish relation-
ships with issuers and process transactions to
compete directly with Visa or Mastercard. Simi-
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larly, a VC-backed startup would have to em-
ploy an army of developers and lean on a
mountain of infrastructure to build a new ERP
to compete with Oracle or SAP. However, once
those foundational pieces are in place, the in-
cremental cost to serve each additional cus-
tomer — whether that be processing a payment
transaction or granting a Fortune 500 company
access to a software application — is relatively
minuscule. This leads to rich incremental mar-
gins, eventually leading to healthy overall mar-
gins once the business has achieved efficient
scale.

We look for a handful of indicators to help de-
termine whether a company might benefit from
such advantages. Most importantly, does the
business become more efficient as it gets big-
ger? If so, then that entity can invest more ab-
solute dollars into its business than its competi-
tors can while increasing profitability on a dollar
and percentage basis.

We can use Microsoft as an example here. On
an annual and non-GAAP basis between FY16
and FY23, the diverse technology giant grew its
revenue from $92B to $212B (13% CAGR) and
expanded its operating margin from ~30% to
~42% despite increasing its R&D expense from
$12B to $27B (12% CAGR). Microsoft’s top
competitors in the enterprise applications mar-
ket — including Oracle, SAP, Salesforce, and
Workday — each spent less than $10B on R&D
in their most recent fiscal years. This elevated
capacity for investment should help Microsoft
fend off competitors and pursue attractive
growth markets that require participants to ab-
sorb significant losses in the early years.

Network Effects: We generally consider
“‘network effects” to form the most powerful
moat source. While rare overall, this competi-
tive advantage is relatively common in the in-
formation technology sector.

We can summarize the general concept
through Metcalfe’s Law, which suggests that a
network’s value is proportional to the square of
the number of nodes in the network. There are
many ways to apply the concept of network ef-
fects to fundamental business analysis. We
tend to lean towards a simple framework that
considers the difference between direct and
indirect network effects.

To put it simply, direct network effects are in
play when the value of a platform service in-
creases when the number of users increases.
Examples here include communications plat-
forms (e.g., WhatsApp, Discord, iMessage),
social media platforms (e.g., Facebook, Insta-
gram, Snapchat, TikTok), professional network-
ing sites (e.g., LinkedIn), and search engines
(e.g., Google, Bing).

Indirect network effects are present when a
network supports two types of participants and
the value of the network to one type of partici-
pant is heavily dependent on the growth of the
other type of participant, and vice versa. Exam-
ples here include ecommerce websites that
match buyers and sellers (e.g., Amazon, eBay),
travel websites that match travelers with hotels
and airlines (e.g., Airbnb, Booking.com, Expe-
dia), app stores that match consumers with ap-
plications (e.g., Apple’s App Store, Google Play
Store), entertainment services that match con-
sumers with content (e.g., YouTube, Netflix,
Hulu, Disney+, Apple TV+), ridesharing apps

Apple (AAPL; Technology Hardware, Storage & Peripherals) - Moat Synopsis

Apple is one of the largest companies in the world. It offers a range of electronic products, including
smartphones, personal computers, tablets, wearables, and accessories. It also provides a mix of related ser-

vices.

We believe Apple’s moat is based primarily on several competitive advantages. First, the company’s world-
renowned brand appears to help it generate premium pricing for its high-end hardware products. Second, we
think that Apple benefits from switching costs in the form of: 1) developers being unwilling to abandon iOS
and the App Store for fear of opportunity cost; and 2) consumers who adopt multiple devices from Apple and
link numerous digital services to their Apple IDs. Third, we think Apple’s App Store benefits from network ef-
fects as it represents a two-sided network that matches consumers with developers via applications. The
company also appears to benefit from cost advantages related to scale.
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that match riders with drivers (e.g., Uber, Lyft)
and payment networks that match cardholders
with merchants (e.g., Visa, Mastercard).

In determining whether a company might bene-
fit from network effects, we start by trying to
identify the presence of a network itself. As al-
luded to above, these networks assume numer-
ous forms, and certain companies have multi-
ple platforms that qualify as generating direct
network effects, indirect network effects, or
both.

For example, Apple’'s App Store represents a
two-sided network that connects consumers
with developers through a marketplace of appli-
cations. Consumers derive more value from the
App Store when more apps are available and
developers extract more value from the App
Store when more consumers download their
apps, make in-app purchases, and subscribe to
their services.

Similarly, Visa and Mastercard operate major
payment networks that connect consumers with
merchants via credit and debit card transac-
tions. As more cardholders join one of these
networks, it becomes more appealing for mer-
chants to accept those credentials. While plen-
ty of merchants complain about the fees asso-
ciated with accepting card payments, millions
recognize that the cost is worth it because
many consumers prefer to pay with cards
(physical or digital). As more storefronts accept
these credentials, it becomes increasingly at-
tractive for consumers to carry them. After all, a
credit card accepted by millions of merchants is
exponentially more attractive than one accept-
ed by only a few locations.

In a less obvious example, all of NVIDIA’s
GPUs are compatible with the same software
(NVIDIA’s “CUDA”), which provides developers
around the world with access to a large in-
stalled base of devices for which they can cre-
ate applications in a relatively efficient fashion.
As developers create more accelerated appli-
cations, it attracts more end users. The growth
of end users and their corresponding workloads
stimulates demand from computer OEMs and
cloud service providers, which build more com-
puters and data centers powered by NVIDIA’s
technology. This fuels NVIDIA’s R&D budget,
influencing the creation of more advanced tech-
nologies, which prompts developers to con-
struct new applications tuned for the advanced
devices, perpetuating the cycle.

We believe these examples illuminate an im-
portant feature of network effects: they help
winners keep winning. While present in all com-
petitive advantages, this dynamic is exponen-
tially magnified by network effects. The way we
see it, a platform company’s early efforts might
be met with resistance that causes minimal
customer adoption and profit, but as individual
victories eventually compound, each subse-
quent battle becomes easier to win. According-
ly, many analysts describe network effects with
flywheels.

Intangible Assets: A handful of companies in
our coverage universe also benefit from the
broad moat source category of “intangible as-
sets,” which includes benefits related to brand
power, patent protection, and product design
expertise.

Perhaps the most powerful version of brand
power is the one that enables a vendor to

Accenture (ACN; IT Consulting & Other Services) - Moat Synopsis

Accenture is the world’s largest IT services company. It helps organizations in virtually every major region
and industry determine strategy, deploy technology, and implement processes to improve operations.

We think the firm’s moat is primarily a function of switching costs strategic clients face due to the extensive
knowledge Accenture has collected over the last several decades related to their technical landscapes, busi-
ness models, competitive environments, and strategic roadmaps. We also believe that intangible assets re-
lated to product design expertise contribute to Accenture’s moat.
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charge a premium price for a product that is
objectively comparable to alternatives. Apple,
which has created a highly loyal following by
effectively integrating proprietary hardware and
software into devices that scream “conspicuous
consumption,” serves as a good example here.
While Samsung, the market leader in
smartphone shipments, offers premium devices
with similar specifications and price points to
Apple’s high-end iPhones, we estimate that the
overall ASP on Samsung’s smartphones has
been materially lower than the ASP on Apple’s
iPhones in recent years. Of course, other fac-
tors play a role in Apple’s ability to charge pre-
mium effective prices, which speaks to the di-
versity of the company’s moat and the interac-
tive nature of competitive advantages.

Overall, we think it is rare for technology com-
panies to truly derive meaningful pricing power
from their brands. Accordingly, we also look for
a weaker version of brand power that facilitates
reduced search costs. For example, Cisco,
which has been a mainstay in the networking
business for decades, has generally developed
a trustworthy reputation among IT departments.
That goodwill means that Cisco can expect to
be included in its fair share of requests-for-
proposal (RFPs) without a commensurate in-
crease in S&M spending. While the benefit is
relatively limited, this dynamic does contribute
to the moats of a handful of our companies.
Separately, some businesses benefit from the
ability to influence industry standards, secure
patents for IP that embodies those standards,
and extract royalties from entities that claim
conformity under those standards. Qualcomm’s
grip on the cellular industry serves as a primary
example here.

Finally, certain businesses benefit from close
collaboration with customers and partners,
which helps them accumulate a degree of prod-
uct design expertise that is nearly impossible
for a newcomer to replicate overnight. In our
view, this is the case with WFE vendors like
Applied Materials, ASML, KLA, and Lam Re-
search. This dynamic also helps fuel the moats
of IT services vendors like Accenture and Cog-
nizant.

Nurturing Moats

It is important for a company to continuously
reinforce its moat by strengthening its existing
competitive advantages and developing new
ones. This concept is paramount in the infor-
mation technology industry, which is character-
ized by rapid innovation and disruption. To that
point, countless companies must contend with
vigorous competitors seeking to capitalize on
shifting customer preferences by deploying
new technologies like generative Al and cloud
computing.

Since ChatGPT — OpenAl’s chatbot powered
by a large language model (LLM) — surpassed
the 100M-user threshold after only a few
months in early 2023, executives in virtually all
industries have scrambled to understand how
the rise of generative Al might impact their
businesses. In NVIDIA CEO Jensen Huang's
words, “Generative Al has created a sense of
urgency in companies everywhere to reimagine
their products and business models.” Tradition-
al companies look at what Amazon, Airbnb, Ub-
er, and Tesla have done to retailers, hotels, taxi
companies, and automobile manufacturers,
and fear they might be next, with generative Al

Adobe (ADBE; Application Software) - Moat Synopsis

Adobe is one of the world’s largest software companies. It offers consumers and organizations a range of so-
lutions through its Creative Cloud, Document Cloud, and Digital Experience business.

We believe Adobe’s moat is based primarily on switching costs and — to a much lesser extent — network
effects. For example, as creative professionals learn how to use Adobe’s various Creative Cloud products, it
generally becomes increasingly unappealing for them to switch to a competing vendor, as that would require
them to get up to speed on a new set of tools with foreign user interfaces and workflows, among other chal-
lenges. Additionally, as many creative professionals learn to use Adobe’s Creative Cloud tools in school, it
increases the likelihood that employers will utilize those tools internally. With more employers demanding
Creative Cloud skills, students are more likely to learn those skills, creating a modest indirect network effect.
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and cloud technologies serving as primary cat-
alysts. To avoid that fate, businesses must in-
vest in technology to transform their products
and services so they can redefine how they en-
gage with key stakeholders and adapt to new
environments.

Traditional companies might invest in autono-
mous database technology from Oracle, cloud
infrastructure from Microsoft, cyber security so-
lutions from Cisco, or digital advertising from
Google to develop modern applications, scale
efficiently into budding markets, defend against
mercurial threat environments, and target new
customers. They might also lean on trusted ad-
visors like Accenture or Cognizant to point
them in the right direction and implement these
new systems effectively.

Obviously, there are countless vendors offering
interesting technologies, and many of them are
likely to gain their fair share of traction and
headlines. However, we believe market leaders
that invest thoughtfully in R&D to fuel innova-
tion and enhance their economic moats are
likely to exhibit durable growth and — at the
right price — long-term capital appreciation. Be-
low are a number of examples from our hold-
ings that we believe exemplify these traits.

Apple: In our view, Apple is strengthening its
moat by progressing along three vectors.

First, the Cupertino-based giant continues to
launch new hardware products on a multi-year
cycle. Whether it was the Apple Il in the 70s,
Macintosh in the 80s, iMac in the 90s, iPhone
(and the App Store) in the 2000s, iPad in 2010,
Apple Watch in 2014, or AirPods in 2016, Ap-

ple’s hardware products have garnered an in-
tensely loyal ecosystem of customers. In June
2023, Apple introduced its next major product
platform, the Vision Pro mixed reality headset.

On one hand, we recognize that this product is
unlikely to represent a material share of reve-
nue in the immediate future. For starters, the
baseline price of $3,499 is borderline exclu-
sionary, as it is ~7x greater than Meta’s brand
new Quest 3 device, which starts at $499.99.
Additionally, we think the device’s appearance,
size, battery life, and initial application library
will largely limit it to stationary, indoor use-
cases.

On the other hand, we view this device as an
impressive combination of hardware and soft-
ware that underscores decades of technologi-
cal advancements from Apple and the rest of
the industry. For perspective, the headset
squeezes 23 million pixels into two micro-
OLED displays the size of postage stamps, ac-
cording to the company. To stream images to
these displays “8x faster than the blink of an
eye” and otherwise convince the user’'s senses
that it is experiencing “reality,” Apple had to de-
velop a specialized microprocessor (the R1
chip) to efficiently digest the inputs from the 12
cameras, five sensors, and six microphones it
packed into the device.

These technological requirements all but en-
sured the device’s form factor would be closer
to ski goggles than wire-framed glasses. Ac-
cordingly, it will likely take at least a few more
iterations before Apple can deliver a mixed re-
ality headset with a sleek form factor conducive
to mobile use cases at an affordable price. With

Alphabet/Google (GOOG/GOOGL; Interactive Media & Services) - Moat Synopsis

Alphabet’s core business, Google, operates numerous platforms like Search, Gmail, and YouTube that it pri-
marily monetizes through advertising services. It also offers cloud infrastructure services through Google
Cloud Platform.

In our view, Google exhibits a combination of competitive advantages. For example, its search business ben-
efits from direct and indirect network effects. On the direct side, more users means more queries, which im-
proves Google’s ability to present relevant information quickly, which attracts more users and queries. On the
indirect side, this process makes the platform more attractive for advertisers that want to target specific types
of users. As Google does a better job serving relevant ads (and eliminating irrelevant ads and spam), it
makes the platform more attractive for users. YouTube and other platforms appear to benefit from similar
types of network effects. Additionally, we think Android benefits from switching costs, while the overall com-
pany benefits from cost advantages.
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that context, we think the Apple Vision Pro
demonstrates the firm’s commitment to delight-
ing its customers with new products containing
the potential to change personal computing
paradigms over time.

Second, the company is pursuing vertical inte-
gration. For example, with the release of the
Mac Pro in June 2023, Apple officially transi-
tioned its entire Mac lineup to run exclusively
on internally developed silicon. As a quick over-
view, Apple unveiled the M1, the first chip de-
signed specifically for Mac, in November 2020.
The Apple Silicon unit has been building sys-
tem-on-a-chip (SoC) devices to serve as the
brains for most of Apple’s other products — in-
cluding iPhone, iPad, and Apple Watch — for
more than a decade, but Apple had been rely-
ing on Intel to power its Mac lineup until this
development. In our view, the Apple Silicon
strategy should help the company reap the
benefits of vertical integration, which include
better supply chain management, tighter con-
trol of the product roadmap, and the potential
for scale efficiencies.

Third, Apple is shifting its revenue towards ser-
vices by offering a range of first- and third-party
digital content, advertising, AppleCare, cloud
storage, and payment services. We think Ap-
ple’s services strategy increases the recurring
nature of the business, which improves the pre-
dictability of financial results and helps man-
agement with long-term investment planning. It
also provides the firm with a great way to fur-
ther monetize its massive customer base of
2B+ active devices in an efficient manner. To
that point, the gross margin on Apple’s services

revenue has been about 2x greater than that
on its products revenue in recent years. We al-
so think it increases switching costs, as a cus-
tomer who downloads various premium apps
and services linked to his Apple ID and devices
is less likely to, say, switch to Android than is a
customer with a blank iPhone, all else equal.

Adobe: Adobe seeks to strengthen its moat
through internal and external means, as illus-
trated by its latest efforts in M&A and Al.

The company has long maintained a dominant
position in its core digital media market through
flagship offerings like Photoshop (for photo ed-
iting), llustrator (for illustrating), and Premiere
Pro (for video editing). However, upstart com-
petitors have chipped away at attractive cor-
ners of this market, particularly in graphic de-
sign for social media and user experience de-
sign for mobile apps.

For example, Australia-based Canva operates
a highly popular graphic design tool with
strength in areas like social media graphics and
presentations. The firm has raised close to
$600M in private funding since its founding in
2012, including a $200M raise at a $40B valua-
tion in 2021, according to the company. Canva
is also rumored to be contemplating a sizeable
IPO in the near future. Additionally, a private
firm named Figma helps tens of millions of con-
sumers and large customers with various de-
sign projects, including those related to user
interfaces, user experiences, and graphics for
websites, mobile apps, documents, and social
media content.

Cisco (CSCO; Communications Equipment) - Moat Synopsis

Cisco offers solutions related to networking, security, collaboration, applications, and the cloud. It is focused
on helping customers build resilient networks that can support a growing number of connections to users and
devices.

While the company appears to benefit from network effects, cost advantages related to scale, and brand
power to a very limited degree, we think Cisco’s moat is based primarily on switching costs. For example,
Cisco’s switching portfolio connects devices to a company’s network and enables them to securely share in-
formation with each other, while its routing portfolio essentially interconnects that network of devices to other
private and public networks, including the broader internet. Any material change to the underlying networking
gear and software introduces the risk of disruption to a firm’s connectivity, security, and productivity. In addi-
tion, there are substantial costs associated with soliciting, evaluating, selecting, and implementing a new net-
working vendor. As such, the typical customer usually waits at least several years before upgrading or replac-
ing its existing networking solutions, with longer timeframes for those that support mission critical applica-
tions, such as a company’s central headquarters or high-availability data centers.
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Adobe seemingly acknowledged this threat in
September 2022 when it announced a defini-
tive agreement to acquire Figma for a whop-
ping $20B. On one hand, we appreciate the ap-
parent high-quality nature of this asset, its stra-
tegic importance to Adobe, and the potential for
synergies. On the other hand, the price tag
(which was ~50x bigger than Figma’s annual
recurring revenue) leaves little room for error,
in our view. With that being said, the deal’s clo-
sure is still subject to regulatory approval, and
regulators around the world have expressed
varying levels of antitrust concerns.

While we have mixed feelings about Adobe’s
latest M&A efforts, we are intrigued by the
firm’s Al strategy. In our view, that strategy offi-
cially began in 2016 when the company re-
leased Adobe Sensei, a “set of intelligent ser-
vices” across Adobe’s platforms designed to
“automate mundane tasks, drive predictive and
personalization capabilities, and boost produc-
tivity,” according to the company.

In March 2023, Adobe expanded its Al footprint
when it announced Firefly, a family of genera-
tive Al models. In one use case, Firefly can act
as a “creative copilot” in Photoshop through its
Generative Fill capabilities and in lllustrator via
its Generative Recolor skills. Specifically, Pho-
toshop users can add, extend, or remove con-
tent from their images, while lllustrator users
can change complex color schemes simply by
submitting a series of text prompts to their Fire-
fly-powered copilot.

We think the infusion of such new features
throughout the platform should help Adobe ex-

tend its leadership in core creative categories
for various reasons. On the product develop-
ment side, we think Adobe’s vault of proprietary
creative and marketing data should help it train
the models that power useful new features. Ad-
ditionally, Adobe’s massive customer base
should enable it to test and tune those new fea-
tures to ensure it puts out products that crea-
tive professionals and marketers will actually
use.

On the go-to-market side, the presence of such
a customer base also means Adobe can
(relative to smaller competitors) spend less on
new customer acquisition and more on product
development and customer success, which
should drive retention rates and ARPU — and
therefore Adobe’s long-term profitability. Simi-
larly, Adobe’s global sales engine should help
ensure large agencies and enterprises deploy
these new technologies, and the firm’s ability to
ink partnerships with industry leaders like
NVIDIA and Google should influence new cus-
tomer acquisition.

Alphabet (Google): From our perspective,
Google is enhancing the vitality of its economic
moat by infusing its core platforms with new
capabilities and entering attractive new mar-
kets.

Like many other companies, Google is position-
ing itself to benefit from the rise of Al. Unlike
most other companies, Google operates 15
product platforms that support over 500M users
each, with six of them (Search, Gmail, Android,
Chrome, YouTube, and Play) serving over 2B
users apiece. This provides the company with a

Microsoft (MSFT; Systems Software) - Moat Synopsis

As the world’s largest software company, Microsoft helps companies deploy applications beyond their firewall
with Azure, enables users to get work done with Office apps, and gives PC makers a ubiquitous operating
system to build on with Windows.

We believe that Microsoft primarily derives its economic moat from competitive advantages like switching
costs, network effects, and cost advantages related to scale. For example, the market share of Windows
(i.e., the lack of feasible alternatives) and the cost associated with building devices for other operating sys-
tems (including R&D and disgruntled consumers who were familiar with the Windows user experience) makes
it hard for PC OEMs to move away from Microsoft’'s operating system. Additionally, we view Xbox (and Mi-
crosoft’'s broader gaming business) as a two-sided network that facilitates transactions between gamers and
developers. Finally, we think Microsoft's scale enables it to invest more absolute dollars into its various busi-
nesses than its competitors can while still improving profitability.
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treasure trove of invaluable first-party data that
it can use to improve its products and services,
which ultimately strengthens the company’s
economic moat by compounding the interrelat-
ed benefits of network effects, switching costs,
and scale.

For example, more users on Search means
more queries, which translates to more oppor-
tunities for Google’s systems to learn how to
find the best answers in a timely fashion. The
better the job Google does in responding to
search queries, the more attractive the platform
is to curious consumers, perpetuating the cycle
and triggering an indirect network effect. That
is, more consumers navigating Search attracts
more advertisers to the platform. This dynamic
fuels Google’s budget, enabling the company
to plough more dollars into R&D without com-
promising efficiency. For perspective, Google
spent nearly $43B (or ~15% of revenue) on
R&D over the last four quarters. We think tech-
nologies like Al — an umbrella term that in-
cludes concepts like optical character recogni-
tion and machine learning — compound Goog-
le’s ability to benefit from this data.

Unsurprisingly, the company has long focused
on Al. It acquired Al startup DeepMind for a re-
ported $500M in 2014, and Google officially
shifted its focus to that of an “Al-first” organiza-
tion around 2017, when a Google research
team published a paper called “Attention Is All
You Need.” That paper described the concept
of a transformer model — a deep neural network

that tracks relationships in sequential data
(e.g., words in a sentence) to learn context and
meaning. The concept of a transformer model
is largely considered to have been one of the
key breakthroughs that eventually enabled
LLMs and generative Al. While Microsoft and
OpenAl have justifiably gained a lot of attention
over the success of ChatGPT, which NVIDIA
CEO Jensen Huang has dubbed the “iPhone
moment for Al,” Google deserves credit for its
contributions to the field of generative Al.

We also note that the search giant is not sitting
still. Specifically, management recently ex-
plained that nearly 80% of Google’s advertisers
are already using at least one of Google’s Al-
powered search ads products, like Perfor-
mance Max. Google released this goals-based
campaign type in 2020 to help performance ad-
vertisers access their entire Google Ads inven-
tory from a single campaign. According to the
company, this campaign architecture mixes
machine learning models with user inputs like
customer data or high-quality images to opti-
mize bids and placements, which should ulti-
mately drive conversion rates and overall cam-
paign performance.

Additionally, Google is enhancing services
across its platforms by increasingly incorporat-
ing the power of LLMs and generative Al, which
produces output in various forms (e.g., text, im-
ages, sounds, code) based on prompts. For
example, in May 2023, Google announced that
its latest foundation model, PaLM 2, was offi-

Oracle (ORCL; Systems Software) - Moat Synopsis

Oracle offers solutions that span the technology stack. Its databases underpin many of the world’s leading applica-
tions and an increasing number of customers are implementing Oracle’s Fusion applications and leveraging Oracle
Cloud Infrastructure.

From our perspective, Oracle’s moat is based primarily on switching costs. However, the firm also appears to
benefit from cost advantages related to scale and network effects to a lesser degree. At a high level, the critical
nature of Oracle’s primary solutions — from ERP software to database management systems — decreases the in-
centive for customers to risk disruption by replacing them with competing offerings.

For example, we view databases as being critically important because of the innovation they facilitate and the data
they store. All types of companies are increasingly leveraging software to rapidly improve the way they engage
with key stakeholders, operate their businesses, and compete with one another. Importantly, virtually every soft-
ware application relies on a database to store, organize, and process data. As a result, databases directly impact
an application’s performance, scalability, flexibility, and reliability, which makes the database highly strategic. The
underlying database grows harder to replace as: 1) developers, whose influence over enterprise IT budgets contin-
ues to grow, familiarize themselves with its operating protocols and build a preference for it; 2) customers develop
more sophisticated applications on top of them; and 3) enterprises entrust them with storing and processing more
valuable data.
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cially supporting 25 products, including Bard,
the Al-powered chatbot that competes with
ChatGPT and Microsoft’'s Bing Chat. With the
support of a more powerful underlying LLM,
Bard: 1) is available in most regions around the
world; 2) can interact with users in over 40 lan-
guages; 3) can read responses out loud; 4) is
integrated with Google Lens (for multimodal
capabilities); and 5) can help users write code.
Google is similarly incorporating these capabili-
ties into its core Search business via Search
Generative Experience.

It is also important to note that the firm is trying
to “mak]e] it easier for others to innovate using
Al” through its Google Cloud business, which is
just ~10% of total revenue (trailing four quar-
ters) but growing rapidly. These efforts appear
to be paying off, as the company recently
claimed that over 70% of generative Al uni-
corns (private companies valued at $1B+) are
Google Cloud customers. To be fair, our under-
standing is that many of these unicorns are al-
so customers of at least one other cloud infra-
structure vendor, like Oracle, Microsoft, or Am-
azon. However, Google’s emphasis on building
a platform optimized to train and serve genera-
tive Al models deserves recognition. Specifical-
ly, Google offers a wide choice of Al supercom-
puters with Google TPUs and advanced NVID-
IA GPUs, including the recent launch of A3 su-
percomputers powered by NVIDIA’'s H100. Ad-
ditionally, Google helps customers build, de-
ploy, and scale a range of proprietary and third-

party machine learning models on Google
Cloud through its Vertex Al marketplace.

Microsoft: Microsoft has taken several steps to
improve the integrity of its economic moat in
recent years.

The launch of Windows Azure in 2008 signaled
the company’s recognition that the cloud would
be a viable and potentially desirable application
deployment model in the future. Microsoft’s
early entry into the Infrastructure-as-a-Service
(laaS) and Platform-as-a-Service (PaaS) mar-
kets has enabled it to take a strong #2 position
in one of enterprise technology’s most attrac-
tive arenas, as we estimate that Azure’s reve-
nue of ~$57B during the most recent four quar-
ters trailed only AWS’s ~$85B.

More recently, Microsoft has invested heavily in
Al to enhance its product offerings and access
new avenues of long-term growth. In January
2023, Microsoft strengthened its strategic part-
nership with OpenAl, a leading Al research and
deployment company and creator of ChatGPT,
through a “multi-year, multibillion dollar invest-
ment.” Thanks to this partnership, Microsoft Az-
ure now supports all of OpenAl’'s workloads
and Microsoft has begun to deploy OpenAl’s
models throughout its product portfolio. While
the Al-powered Bing and Bing Chat have pro-
vided a burst of energy into Microsoft’s ability to
penetrate the massive search advertising mar-
ket, we are more intrigued by the firm's
“Copilot” strategy.

Visa (V; Transaction & Payment Processing Services) - Moat Synopsis

Visa is the world’s largest payments technology company. It operates a massive transaction processing network
called “VisaNet” that connects consumers, issuing and acquiring financial institutions, and merchants to support
hundreds of millions of transactions per day.

We believe Visa primarily derives its economic moat from network effects and cost advantages related to its
scale. Specifically, VisaNet is a major payment network that connects consumers with merchants via credit and
debit card transactions. As more cardholders join the network, it becomes more appealing for merchants to accept
those credentials. While plenty of merchants complain about the fees associated with accepting card payments,
millions of them recognize that the cost is worth it because a growing number of consumers prefer to pay with
cards (physical or digital). As more storefronts accept these credentials, it becomes increasingly attractive for con-
sumers to carry them. This competitive advantage feeds into Visa's cost advantages. While there were major up-
front costs associated with building this business, the cost to process each subsequent transaction is relatively
miniscule, which leads to large incremental margins. At a certain scale (and at $11.6T of payments volume in
FY22, Visa has clearly reached that scale), those incremental margins show up in the company’s overall margins
and enable it to invest more dollars into its business than competitors can without sacrificing efficiency, as meas-
ured by profitability metrics like operating margin and ROIC.
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In March 2023, Microsoft unveiled Microsoft
365 Copilot, which utilizes LLMs and enterprise
-specific data to help customers improve
productivity. For an extra ~$30 per-user-per-
month (a 50%+ premium over base plan rates),
this copilot will follow knowledge workers
around throughout the day, ready to receive
prompts and help analyze data in Excel, create
presentations in PowerPoint, draft emails in
Outlook, and summarize key meeting takea-
ways in Teams. This new feature builds upon
Microsoft's success with GitHub Copilot since
launching that Al-powered developer solution in
collaboration with OpenAl in 2021. These types
of efficiency-oriented solutions should become
increasingly important in a world where shifting
trends around demographics and globalization
push real GDP growth further out of reach.

We think Microsoft’s scale advantages played a
key role in enabling these investments. After
all, it would be tough to convince an outside
investor to plough tens of billions of dollars per
year into an unproven business that promises
to generate massive losses for years. For con-
text, we estimate that Google Cloud lost ~$20B
in operating profit from 2018 through 2022 be-
fore turning the corner in 2023 (we use Google
Cloud as a rough proxy here due to Google’'s
more detailed disclosures on this topic). How-
ever, Microsoft's success in its legacy busi-
nesses related to operating systems and office
productivity applications provided it with a
steady stream of cash flow and enabled it to
accumulate ample resources. These assets
permitted the firm to execute on management’s
bold vision in the mid-2000s with the confi-
dence that considerable losses would eventual-
ly be followed by an inflection point where ex-
ponential growth in workloads would overcome
the substantial fixed costs and enable increas-
ingly attractive margins over time. We are cau-
tiously attracted to the notion that the rise of
generative Al could eventually play out in a
comparable fashion for Microsoft.

Oracle: Oracle is undergoing what we consider
to be one of the more significant transfor-
mations in our coverage universe. At a high
level, the company is bolstering its economic
moat and re-accelerating profitable revenue
growth by entering new markets and transition-
ing its business model.

Regarding the former, the firm launched Oracle
Cloud Infrastructure (OCI) in 2016 with very
limited coverage and functionality. Oracle
launched OCI Gen 2 in 2018 after having rede-
signed the way it approached data center archi-
tecture. According to the company’s technical
blog, OCI Gen 2 put “customer code, data, and
resources on a bare metal computer, while
cloud control code lives on a separate comput-
er with a different architecture.” In other words,
Oracle cannot see its customers’ data, which
protects customers from Oracle’s potential
overreach; and customers cannot access the
cloud control code, which protects each cus-
tomer from other customers’ potential missteps.
To summarize, with OCI Gen 2, Oracle sought
to address certain security- and privacy-related
concepts that are critical in the context of a
multi-tenant cloud architecture, especially for
customers like governments, banks, and hospi-
tals.

It also optimized OCI Gen 2 to run on Oracle’s
Autonomous Database, which the company re-
leased in 2017. This solution took Oracle’s
dominant position in legacy relational database
management systems and enhanced it with in-
telligent capabilities. Oracle designed the Au-
tonomous Database, as its name implies, to
leverage machine learning to automatically ap-
ply adaptive performance tuning and install up-
grades and patches while running. The combi-
nation of OCI’s security-first approach, tight na-
tive links to Oracle’s popular database and Fu-
sion application solutions, and its presence as
a low-cost alternative to the market leaders has
helped Oracle gain share in the laaS market.
However, it is still far behind Amazon, Mi-
crosoft, and Google.

Additionally, Oracle slowly began to transition
its legacy, on-premises software applications
business to cloud-based Software-as-a-Service
(SaaS) in the mid-2000s. It did this after wit-
nessing the early successes of Salesforce and
NetSuite, arguably the pioneers of the SaaS
business model. Oracle doubled down on the
SaaS movement by acquiring NetSuite — the
leader in ERP software for midmarket custom-
ers — for over $9B in 2016. While the shift from
perpetual licenses (which generate large
chunks of revenue up front) to subscriptions
(which generate revenue ratably) pressures
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near-term revenue and profitability, it should
create more value for Oracle over time. We
hold this opinion because we believe the transi-
tion: 1) increases the predictability of future rev-
enue, which helps management’s long-term
planning; 2) enables Oracle to handle more of

the infrastructure-related work for the customer;
3) forces Oracle to be more customer-centric,
which spurs more cross- and up-sell opportuni-
ties; and 4) provides Oracle with access to new
customers that prefer to consume technology in
this manner. m

Trailing 12-Month Investment Results

Fig. 3: SaratogaRIM Large Cap Quality & Focus vs. S&P 500 TR Trailing 12-Months
(9/30/22 - 9/30/23)
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Source: FactSet, SaratogaRIM. Past investment results are not a guarantee of future results. Data presented net-of-fees. See full dis-
closures at the end of this report. This report is incomplete without Disclosures (page 30), GIPS Composite Report: SaratogaRIM
Large Cap Quality Focus (page 25) and GIPS Composite Report: SaratogaRIM Large Cap Quality (page 29).

Over the 12 months that ended September 30", net of fees, the SaratogaRIM Large Cap Quality Fo-
cus and Large Cap Quality composites earned 16.87% and 12.61% respectively. Net of maximum
fees (which we refer to as Net Max), Focus and Quality returned 16.34% and 12.38% respectively.
Over the same period, the S&P 500 Total Return Index was up 21.62%. These results were con-
sistent with what we would expect at this phase in the economic and market cycles. As with any dis-
cussion of investment results, the SEC requires that we remind you that past performance is no
guarantee of future returns. Please see the Large Cap Quality Focus and Large Cap Quality Com-
posite Statistics and GIPS Composite Reports in addition to the full disclosures at the end of this re-
port.
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SaratogaRIM Large Cap Quality Focus 3 2023

Composite Statistics

Saratoga Research & Investment Management | SaratogaRIM.com | (408) 741-2330 | 14471 Big Basin Way, Suite E, Saratoga, CA 95070

Firm Overview: Saratoga Research & Investment Management, founded in 1995, is an SEC Registered Investment Advisor specializing in the construction and management of equity portfolios
composed of high caliber businesses utilizing common sense investment principles for individual and institutional investors.

Composite Overview: The SaratogaRIM Large Cap Quality Focus Composite includes all discretionary portfolios that invest in what the Firm believes to be high-quality companies with low
balance sheet, business model (including capital intensity) and valuation risk. This composite will likely have a greater turnover ratio than other composites as it typically restricts cash to no more
than 5% of the total portfolio value. See the GIPS Composite Report (Page 4) for the complete composite description.

SaratogaRIM Large Cap Quality Focus (LCQF) - Snapshot

Composite Name
Inception Date

Firm Total Assets
Composite Assets

GIPS Compliance

SaratogaRIM Large Cap Quality Focus

$2,684,015,000
$ 1,035,798,000

Investment Results

8/29/2014

SaratogaRIM LCQF (Gross)
SaratogaRIM LCQF (Net)
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Investment Growth Relative to Benchmark
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Source Data: Total Return

=SaratogaRIM LCQF (Gross)
=+S&P 500 TR USD

300.0
250.0
200.0
150.0
100.0

50.0

2015 2017

—SaratogaRIM LCQF (Net)

=+SaratogaRIM LCQF (Net Max)

2021

2019 2023

Standard Deviation vs. Annualized Rate of Return Relative to Benchmark & Peer Group
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4 SaratogaRIM LCQF (Gross)

A SaratogaRIM LCQF (Net)

< SaratogaRIM LCQF (Net Max)

Drawdown Relative to Benchmark
Time Period: 9/1/2014 to 9/30/2023
Source Data: Total, Monthly Return
=SaratogaRIM LCQF (Gross)

—SaratogaRIM LCQF (Net) =+SaratogaRIM LCQF (Net Max)

o S&P 500 TR USD =*S&P 500 TR USD
140.0
120.0 00
100.0 _
80.0 & T >0
2 60.0 -10.0
s ‘2‘88 150
goo -200
S 00 20.0 40,0 60.0 80.0 1000 1200 1400 95
. 2015 2017 2019 2021 2023
Down Capture Ratio
Sector Weightings - GICS Holding Fundamentals Market Capitalization Asset Allocation
Portfolio Date: 9/30/2023 Dividend Yield 1.78 ) Portfolio Date: 9/30/2023
LCOF SeP500 P/E Ratio (TTM) 2255 Average Market Cap (mil) 242,434.96 %
P o .
Energy % 000 472 P/BRatio(TTM) 3.70 P ° ' Bond 0.0
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Information Technology % 2195 2746 Net Margin % 16.37 Total
Materials % 1.54 2.45 ota 100.0
Communication Services % 11.92 8.87 Eét' LT_ EPS Growth 9.66 Market Cap Mid % 5.92
Utilities % 0.00 241 Historical EPS Growth 13.54

GICS Sector Weightings, Holding Fundamentals, and Market Capitalization statistics reflect the weightings of the stock portion of the portfolio. Results of Morningstar's calculations may vary shightly from
SaratogaRIM's own reported statistics within the GIPS Composite Report due to rounding. See Disclosures and Definitions (Page 3) and the GIPS Composite Report: SaratogaRIM Large Cap Quality Focus (Page 4).
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Investment Results Relative to Peer Group (Gross) Investment Results Relative to Peer Group (Net)
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Results of Morningstar's calculations may vary slightly from SaratogaRIM's own reported statistics within the GIFS Composite Report due to rounding.
See Disclosures & Definitions (Page 3) and the GIPS Composite Report: SaratogaRIM Large Cap Quality Focus (Page 4). Report Generated 10/20/2023 | Page 2/4



Disclosures & Definitions

See additional important disclosures and composite-specific information within the GIPS Composite Report (Page 4).

Saratoga Research & Investment Management (“SaratogaRIM” or "the Firm") is an SEC Registered Investment Advisor. SEC Registration does not
constitute an endorsement of the Firm by the Commission, nor does it indicate the advisor has attained a particular level of skill or ability. Advisory
services are not made available in any jurisdiction in which SaratogaRIM is not registered or otherwise exempt from registration.

This report was generated by SaratogaRIM through Morningstar Direct’s Presentation Studio using data from Morningstar Direct and Advent Axys.
SaratogaRIM composite performance statistics are based off gross-of-fee or net-of-fee monthly performance data uploaded to Morningstar. Results
of Morningstar's calculations may vary slightly from SaratogaRIM's own reported statistics within the GIPS Composite Report due to rounding. The
Peer Group statistics within this report contain U.S. Large Cap separate account managers that appear in the Morningstar database for the relevant
periods shown as of the report generated date. The information and statistical data contained herein have been obtained from sources that
SaratogaRIM believes to be reliable but in no way are warranted by the Firm as to accuracy or completeness.

Results of the SaratogaRIM Large Cap Quality Focus Composite do not reflect the results of any one portfolio in the composite. Performance figures
are based on historical information and do not guarantee future results. Actual current performance may be higher or lower than the performance
presented. All investing entails the risk of loss. This summary is for informational purposes only and does not constitute an offer to sell or a
solicitation of an offer to buy any securities and may not be relied upon in connection with any offer or sale of securities. It is not intended to serve
as a substitute for personalized investment advice. Prospective clients should recognize the limitations inherent in the composite strategy and
should consider all information presented regarding the Firm's investment management capabilities. The contents of this report are only a portion of
the original material and research and should not be relied upon in making investment decisions.

Gross-of-fee returns are calculated gross of management, custodial and external consultant or advisory fees and net of transaction costs. Net-of-fee
returns are calculated net of actual management fees and transaction costs and gross of custodian fees and external consultant or advisory fees.
Prior to October 31, 2022, non-fee-paying accounts were included in composite net-of-fee return calculations without a fee rate; per the SEC
Marketing Rule effective November 4, 2022, net-of-fee returns labeled “Net” now include a model fee rate of 1.00% for all non-fee-paying accounts.
Additionally, a separate net-of-fee return calculation has been added to SaratogaRIM marketing materials using the current maximum fee rate
charged by SaratogaRIM for the SaratogaRIM Large Cap Quality Focus Composite (1.00%, labeled “Net Max”). Calculations are available upon
request. Information pertaining to the Firm’'s advisory fees is set forth in SaratogaRIM's current disclosure statement, which is available upon
request.

Definitions: Standard Deviation measures the dispersion of a dataset relative to its mean. Sharpe Ratio is a risk-adjusted measure that is
calculated by using excess return and standard deviation to determine reward per unit of risk. The higher the Sharpe Ratio, the better the portfolio's
historical risk-adjusted performance. Excess Return measures the difference in return, cumulative or annualized, between the strategy and a
benchmark. Market Capture Ratios measure the extent to which a strategy participates in market moves over time; Up (Down) Market Capture
measures relative performance in months which the benchmark generates positive (negative) retuns over time. Drawdown is a measure of peak-
to-trough decline over the period of time until a new high is reached.

Benchmark Disclosures: Benchmarks are unmanaged and provided to represent the investment environment in existence during the time periods
shown. The S&P 500® Total Return Index has been selected as the benchmark for comparison purposes. The S&P Total Return Index assumes that
all dividends and distributions are reinvested. The index includes 500 leading companies and captures approximately 80% coverage of available
market capitalization. Portfolios are managed according to their respective strategies which may differ significantly in terms of security holdings,
industry weightings, and asset allocation from those of benchmarks. An index is not available for direct investment, and does not reflect any of the
costs associated with buying and selling individual securities or any other fees, expenses, or charges. | The S&P 500 Index is a product of S&P Dow
Jones Indices LLC (“SPDJI”), and has been licensed for use by SaratogaRIM. Standard & Poor's®, S&P®, and S&P 500® are registered trademarks
of Standard & Poor’s Financial Services LLC (“S&P”); Dow Jones® is a registered trademark of Dow Jones Trademark Holdings LLC (“Dow Jones”);
and these trademarks have been licensed for use by SPDJI and sublicensed for certain purposes by SaratogaRIM. SaratogaRIM's products are not
sponsored, endorsed, sold or promoted by SPDJI, Dow Jones, S&P, their respective affiliates, and none of such parties make any representation
regarding the advisability of investing in such product(s) nor do they have any liability for any errors, omissions, or interruptions of the S&P 500
Index.

© 2023 Morningstar, Inc. All Rights Reserved. The information contained herein: (1) is proprietary to Morningstar and/or its content providers; (2)
may not be copied or distributed; and (3) is not warranted to be accurate, complete or timely. Neither Morningstar nor its content providers are
responsible for any damages or losses arising from any use of this information.
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SaratogaRIM Large Cap Quality Focus

Saratoga Research & Investment Management | SaratogaRIM.com | (408) 741-2330 | 14471 Big Basin Way, Suite E, Saratoga, CA 95070

Composite Performance Statistics
3 Yr Ann Standard Dev

Composite  Composite ~ Composite S&P 500  Standard Composite  S&P 500 # of Portfolios  End of Period End of Period
Year Gross TWR ~ Net TWR  Net Max TWR Total Return  Deviation ~ Net TWR  Total Return in Composite  Composite Assets  Total Firm Assets
2014 (8/31) 6.95 6.71 6.59 3.46 n/a - - 31 59,408,640.33  1,614,090,418.39
2015 2.85 2.29 1.83 1.38 0.18 - - 88 122,809,323.37  1,638,083,262.32
2016 11.96 11.35 10.83 11.96 0.63 - - 151 198,406,977.89  1,800,890,893.30
2017 28.23 27.52 26.96 21.83 0.49 8.70 9.92 287 362,440,319.53  2,113,160,549.13
2018 0.38 -0.18 -0.62 -4.38 0.60 10.30 10.80 303 316,630,422.08  2,013,567,458.02
2019 27.67 26.98 26.39 31.49 0.63 11.41 11.93 403 533,438,674.16  2,333,608,905.18
2020 16.71 16.08 15.56 18.40 1.00 15.84 18.53 626 793,063,147.30  2,631,534,466.80
2021 23.31 22.64 22.09 28.71 0.67 15.07 17.17 924 1,039,079,017.33  2,957,751,865.10
2022 -11.74 -12.22 -12.62 -18.11 0.52 17.57 20.87 913 853,935,678.90  2,603,780,552.47
09/30/23 6.11 5.68 5.32 13.07 n/a 16.12 17.60 1,041 1,035,797,746.09  2,684,014,809.94
Trailing Annualized Returns as of 09/30/23
1 Year 17.51 16.87 16.34 21.61
5 Year 9.08 8.49 7.99 9.92
10 Year
Composite Inception 11.68 11.07 10.57 10.81

Firm Description: Saratoga Research & Investment Management (“SaratogaRIM” or "the Firm") is an SEC Registered Investment Advisor specializing in the construction and management of equity portfolios
composed of high caliber businesses utilizing common sense investment principles. SEC Registration does not constitute an endorsement of the firm by the Commission, nor does it indicate the advisor has
attained a particular level of skill or ability. The Firm's investment process is designed to meet the long-term needs of conservative individual and institutional investors. Advisory services are not made available
in any jurisdiction in which SaratogaRIM is not registered or otherwise exempt from registration. The Firm was founded in 1995; prior to March 7, 2007, Saratoga Research & Investment Management was
known as Tanner & Associates Asset Management.

Composite Description: The SaratogaRIM Large Cap Quality Focus Composite includes all discretionary portfolios that invest in what the Firm believes to be high-quality companies with low balance sheet,
business model (including capital intensity) and valuation risk. This composite will likely have a greater turnover ratio than other composites as it typically restricts cash to no more than 5% of the total portfolio
value. Individual position sizes typically range from 1% to 10% of the total portfolio value, but there is no maximum size for an individual position. This composite has higher levels of concentration, particularly in
the top 10 positions; collectively, the top 10 positions make up at least 50% of the portfolio. While the investment criteria for this composite narrows the investable universe to predominantly large-cap
companies based in the U.S., the composite has no restrictions on market cap size or where the company is domiciled. Investment ideas that do not meet the stated composite criteria (“outside the box ideas”)
are allowed so long as they do not cumulatively represent more than 10% of the total portfolio value. The minimum requirement to establish a new account is $100,000 (reduced from $250,000, effective May
1, 2019). The minimum asset level is $75,000 (reduced from $225,000, effective May 1, 2019). Inception date: August 31, 2014. Creation date for GIPS: August 31, 2014.

GIPS Compliance: SaratogaRIM claims compliance with the Global Investment Performance Standards (GIPS®) and has prepared and presented this report in compliance with the GIPS standards.
SaratogaRIM has been independently verified by The Spaulding Group for the periods March 1, 2000 through December 31, 2022. | A firm that claims compliance with the GIPS standards must establish
palicies and procedures for complying with all the applicable requirements of the GIPS standards. Verification provides assurance on whether the firm’s policies and procedures related to composite and pooled
fund maintenance, as well as the calculation, presentation, and distribution of performance, have been designed in compliance with the GIPS standards and have been implemented on a firm-wide basis. The
SaratogaRIM Large Cap Quality Focus Composite has had a performance examination for the periods September 1, 2014 through December 31, 2022. The verification and performance examination reports are
available upon request. | GIPS® is a registered trademark of CFA Institute. CFA Institute does not endorse or promote this organization, nor does it warrant the accuracy or quality of the content contained
herein. | A list of SaratogaRIM's composite descriptions is available upon request. Policies for valuing investments, calculating performance, and preparing GIPS reports are available upon request. To obtain
GIPS-compliant performance information for SaratogaRIM's strategies and products, please contact Marc Crosby, President, at (408) 741-2332 or Marc@SaratogaRIM.com.

Disclosures: Results of the SaratogaRIM Large Cap Quality Focus Composite do not reflect the results of any one portfolio in the composite. Valuations are computed and performance is reported in U.S.
dollars based on trade dates as of month-end, net-of-fees, while accounting for dividend reinvestment. Aggregate composite returns are calculated using the Average Capital Base equation (also known as the
Modified Dietz method), which utilizes the beginning asset value plus weighted cash flows. Gross and Net TWRs are calculated based on the geometric linking of the monthly internal rate of return for portfolios
present for the entire month. Individual portfolios are revalued monthly; portfolios are also revalued intra-month when large external cash flows occur in excess of 10% of the portfolio’s fair value. Daily
reconciliation is performed between the Firm's records and the custodian and broker records through Advent to verify client assets. Gross-of-fee returns are calculated gross of management, custodial and
external consultant or advisory fees and net of transaction costs. Net-of-fee returns are calculated net of actual management fees and transaction costs and gross of custodian fees and external consultant or
advisory fees. Prior to October 31, 2022, non-fee-paying accounts were included in composite net-of-fee return calculations without a fee rate; per the SEC Marketing Rule effective November 4, 2022, net-of-
fee retuns labeled “Net” now include a model fee rate of 1.00% for all non-fee-paying accounts. The model fee rate for non-fee-paying portfolios was applied quarterly until October 2022, when the Firm
switched to deducting monthly. Additionally, a separate net-of-fee return calculation has been added to SaratogaRIM marketing materials using the current maximum fee rate charged by SaratogaRIM for the
SaratogaRIM Large Cap Quality Focus Composite (1.00%, labeled “Net Max"). The "Net Max" return fee data represents the reduction of the gross of fee composite returns by the monthly portion of the annual
model fee rate of 1.00%. The SaratogaRIM fee is normally 1.00% for the SaratogaRIM Large Cap Quality Focus Composite; may be negotiated, as warranted by special circumstances. Dispersion is calculated
as the asset-weighted standard deviation of annual net-of-fee portfolio returns around the median net-of-fee portfolio return in the composite. Dispersion is based only on portfolios that were in the composite
for the full annual period and is only shown for the annual periods where the composite had more than 5 portfolios for the full year. The 3-year annual standard deviation (external dispersion) is based on net-of-
fee returns.

Benchmark Disclosures: Benchmarks are unmanaged and provided to represent the investment environment in existence during the time periods shown. The S&P 500® Total Return Index has been selected
as the benchmark for comparison purposes. The S&P Total Return Index assumes that all dividends and distributions are reinvested. The index includes 500 leading companies and captures approximately 80%
coverage of available market capitalization. Portfolios are managed according to their respective strategies which may differ significantly in terms of security holdings, industry weightings, and asset allocation
from those of benchmarks. An index is not available for direct investment, and does not reflect any of the costs associated with buying and selling individual securities or any other fees, expenses, or charges. |
The S&P 500 Index is a product of S&P Dow Jones Indices LLC (“SPDJI”), and has been licensed for use by SaratogaRIM. Standard & Poor's®, S&P®, and S&P 500® are registered trademarks of Standard &
Poor’s Financial Services LLC (“S&P"); Dow Jones® is a registered trademark of Dow Jones Trademark Holdings LLC (“Dow Jones”); and these trademarks have been licensed for use by SPDJI and sublicensed
for certain purposes by SaratogaRIM. SaratogaRIM's products are not sponsored, endorsed, sold or promoted by SPDJI, Dow Jones, S&P, their respective affiliates, and none of such parties make any
representation regarding the advisability of investing in such product(s) nor do they have any liability for any errors, omissions, or interruptions of the S&P 500 Index.
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Composite Statistics

Saratoga Research & Investment Management | SaratogaRIM.com | (408) 741-2330 | 14471 Big Basin Way, Suite E, Saratoga, CA 95070

Firm Overview: Saratoga Research & Investment Management, founded in 1995, is an SEC Registered Investment Advisor specializing in the construction and management of equity portfolios
composed of high caliber businesses utilizing common sense investment principles for individual and institutional investors.

Composite Overview: The SaratogaRIM Large Cap Quality Composite includes all discretionary portfolios that invest in what the Firm believes to be high-quality companies with low balance
sheet, business model (including capital intensity) and valuation risk. This composite allows cash to accumulate at certain stages of the market cycle and has no maximum cash position size. See
the GIPS Composite Report (Page 4) for the complete composite description.

SaratogaRIM Large Cap Quality (LCQ) - Snapshot Investment Results

Composite Name SaratogaRIM Large Cap Quality As of Date: 9/30/2023  Source Data: Total, Monthly Return

. Quarter Year Since
Inception Date 2/29/2000 toDate  to Date 1Year 3Years 5Years 7Years 10Years 15Years 20 Years Inception
Firm Total Assets $2,684,015,000 SaratogaRIM LCQ (Gross) -2.73 4.85 13.23 5.30 6.17 7.94 8.19 9.24 9.08 8.73

togaRIM LCQ (Net -2.87 4.4 12.62 4.7 . 7.34 7. . . 7.
Composite Assets $1.170.544,000 Saratoga CQ (Net) 8 3 6 5.58 3 59 8.59 8.33 93
SaratogaRIM LCQ (Net Max) -2.91 4.26 12.38 451 537 713 7.38 8.43 8.26 7.91
GIPS Compliance Yes  sgP 500 TR USD -3.27 13.07 21.62 10.15 9.92 12.24 11.91 11.28 9.72 6.98
Investment Growth Relative to Benchmark Standard Deviation vs. Annualized Rate of Return Relative to Benchmark & Peer Group
Time Period: 3/1/2000 to 9/30/2023 Time Period: 3/1/2000 to 9/30/2023
Source Data: Total Return Peer Group (5-95%): Large Cap SA  Source Data: Total, Monthly Return
=SaratogaRIM LCQ (Gross) —SaratogaRIM LCQ (Net) =*SaratogaRIM LCQ (Net Max)  * SaratogaRIM LCQ (Gross) o SaratogaRIM LCQ (Net) ¢ SaratogaRIM LCQ (Net Max)
==S&P 500 TR USD 0 S&P 500 TR USD
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10.0
700.0 8.0 6
500.0 6.0 e
4.0
300.0 T 20
-100.0 & 0.0 4.0 8.0 12.0 16.0 20.0 24.0
2003 2008 2013 2018 2023 Std Dev Population
Market Capture Relative to Benchmark & Peer Group Drawdown Relative to Benchmark
Time Period: 3/1/2000 to 9/30/2023 Time Period: 3/1/2000 to 9/30/2023
Peer Group (5-95%): Large Cap SA  Source Data: Total, Monthly Return Source Data: Total, Monthly Return
» SaratogaRIM LCQ (Gross) © SaratogaRIM LCQ (Net) © SaratogaRIM LCQ (Net Max)  =SaratogaRIM LCQ (Gross) —SaratogaRIM LCQ (Net) =:SaratogaRIM LCQ (Net Max)
o S&P 500 TR USD ==S&P 500 TR USD
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Down Capture Ratio
Sector Weightings - GICS Holding Fundamentals Market Capitalization Asset Allocation
Portfolio Date: 9/30/2023 Dividend Yield 1.84 ) Portfolio Date: 9/30/2023
Lca sePs00 P/E Ratio (TTM) 2261 Average Market Cap (mil) 232,362.78 "
S Do 541087 A Rt T JECH -
Energy % 000 472 P/BRatio (TTM) 3.80 P ° ' Bond 00
Financials % 8.68 12.81 ROE % (TTM) 30.19
Healthcare % 1945 1336 pon o ) 1155 . Cash 366
Industrials % 1306 830 ol 2% Market Cap Large % 3255 Other 00
Information Technology % 23.04 27.46 Net Margin % 16.33
Materials % 1.98 2.45 Total 100.0
Communication Services % 10.07 8.87 E?t. LT EPS Growth 9.54 Market Cap Mid % 7.38
Utilities % 0.00 241 Historical EPS Growth 12.44
GICS Sector W ings, Holding , and Market Capitali: istics reflect the weightings of the stock portion of the portfolio. Results of Morningstar's calculations may vary slightly from

SaratogaRIM's own reported statistics within the GIPS Composite Report due to rounding. See Disclosures and Definitions (Page 3) and the GIPS Composite Report: SaratogaRIM Large Cap Quality (Page 4). Report Generated 10/20/2023 | Pag e 1/4



Investment Results Relative to Peer Group (Gross)
As of Date: 9/30/2023  Peer Group (5-95%): Large Cap SA  Source Data: Gross, Monthly Return
B Top Quartile ™= 2nd Quartile 3rd Quartile Bottom Quartile
« SaratogaRIM LCQ (Gross)
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Investment Results Relative to Peer Group (Net)
As of Date: 9/30/2023  Peer Group (5-95%): Large Cap SA  Source Data: Net, Monthly Return
= Top Quartile ™= 2nd Quartile 3rd Quartile Bottom Quartile
o SaratogaRIM LCQ (Net) < SaratogaRIM LCQ (Net Max)
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Investment Results Relative to Peer Group (Gross)

As of Date: 9/30/2023  Source Data: Gross, Monthly Return  Peer Group: Large Cap SA

1Year 3Years 5Years 10Years 15Years 20 Years InceSpitr;cC)ﬁ
SaratogaRIM LCQ (Gross) 13.23 5.30 6.17 8.19 9.24 9.08 8.73
Median 19.37 9.41 8.81 10.87 10.94 9.91 8.00
Average 19.58 9.10 8.74 10.80 10.88 9.94 8.06
Count 1,555 1,466 1,368 1,108 881 596 397
5th Percentile 30.65 15.38 12.54 14.30 13.57 11.75 9.99
25th Percentile 23.34 11.51 10.17 12.12 11.93 10.73 9.02
50th Percentile 19.37 9.41 8.81 10.87 10.94 9.91 8.00
75th Percentile 15.12 1.25 732 9.44 9.74 9.26 712
95th Percentile 9.72 1.61 5.04 7.65 8.27 7.90 5.85

Investment Results Relative to Peer Group (Net)

As of Date: 9/30/2023  Source Data: Net, Monthly Return  Peer Group: Large Cap SA

1Year 3Years 5Years 10 Years 15Years 20 Years InceS;;itr;gﬁ
SaratogaRIM LCQ (Net) 12.62 471 5.58 7.59 8.59 8.33 7.93
SaratogaRIM LCQ (Net Max) 12.38 451 5.37 7.38 8.43 8.26 7.91
Median 17.99 8.32 7.58 9.59 9.82 9.06 6.98
Average 18.48 7.98 157 9.61 9.72 8.78 6.98
Count 15632 1446 1348 1,092 870 590 396
5th Percentile 29.06 1449 1163 1342 1280 11.02 9.36
25th Percentile 2229 1061 930 1.2 11.05 9.90 8.12
50th Percentile 17.99 8.32 7.58 9.59 9.82 9.06 6.98
75th Percentile 13.80 5.74 5.99 8.08 8.29 7.73 6.05
95th Percentile 8.11 0.43 3.46 5.83 6.65 6.07 419

Sharpe Ratio Relative to Peer Group (Gross)

As of Date: 9/30/2023  Peer Group (5-95%): Large Cap SA  Source Data: Gross, Monthly Return

Sharpe Ratio Relative to Peer Group (Net)
As of Date: 9/30/2023  Peer Group (5-95%): Large Cap SA  Source Data: Net, Monthly Return

= Top Quartile === 2nd Quartile 3rd Quartile Bottom Quartile = Top Quartile ™= 2nd Quartile 3rd Quartile Bottom Quartile
» SaratogaRIM LCQ (Gross) o SaratogaRIM LCQ (Net) < SaratogaRIM LCQ (Net Max)
1.4 1.4
1.2 1.2
1.0 1.0
08 | . PY 08 Q oo
- . T 0o o 2 0O
0.6 _ - 0.6 _ !
Lo . Lo ol
< 0.2 =02
=3 =2
s 0.0 s 00
& 1 year 3 years 5 years 10 years 15 Years Since Inception &5 1 Year 3 Years 5 Years 10 Years  15Years  20Years  Since
Inception
Sharpe Ratio Relative to Peer Group (Gross) Sharpe Ratio Relative to Peer Group (Net)
As of Date: 9/30/2023  Source Data: Gross, Monthly Return  Peer Group: Large Cap SA As of Date: 9/30/2023  Source Data: Net, Monthly Return  Peer Group: Large Cap SA
1Year 3Years 5Years 10VYears 15Years 20 Years Smce 1Year 3Years 5Years 10Years 15Years 20 Years S"?CB
Inception Inception
SaratogaRIM LCQ (Gross) 0.73 0.34 0.43 0.80 0.89 0.87 0.77 SaratogaRIM LCQ (Net) 0.69 0.29 0.38 0.74 0.83 0.79 0.69
Median 0.85 0.48 0.44 0.68 0.68 0.61 0.46 SaratogaRIM LCQ (Net Max) 0.67 0.27 0.36 0.72 0.81 0.78 0.69
Average 0.83 0.46 0.43 067 0.66 061 0.47 Median 0.79 0.42 0.38 0.60 0.60 0.55 0.40
Count 1555 1466 1368 1,108 881 596 gg7 Average 077 040 038 059 060 055 040
. Count 15632 1446 1348 1,092 870 590 396
5th Percentile 1.34 0.77 0.60 0.83 0.80 0.71 0.63
5th Percentile 1.28 0.72 0.56 0.78 0.75 0.66 0.57
25th P til 1.05 5 .51 .75 72 .65 5
ereentie 0 09 0 0 0 0 053 25th Percentie 099 055 046 069 067 060 047
50th Percentile 0.85 0.48 0.44 0.68 0.68 0.61 0.46 50th Percentile 0.79 042 0.38 0.60 0.60 0.55 0.40
75th Percentile 0.63 0.36 0.36 0.59 0.60 0.57 0.40  75th Percentile 0.56 0.29 0.30 051 053 0.47 0.34
95th Percentile 0.33 0.09 0.26 0.47 0.52 0.48 0.32  95th Percentile 0.24 0.03 0.18 0.37 0.42 0.37 0.24

Results of Morningstar's calculations may vary shightly from SaratogaRIM's own reported statistics within the GIPS Composite Report due to rounding.

See Disclosures and Definitions (Page 3) and the GIPS Composite Report: SaratogaRIM Large Cap Quality (Fage 4).
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Disclosures & Definitions

See additional important disclosures and composite-specific information within the GIFS Composite Report (Page 4).

Saratoga Research & Investment Management (“SaratogaRIM" or the “Firm”) is an SEC Registered Investment Advisor. SEC Registration does not
constitute an endorsement of the Firm by the Commission, nor does it indicate the advisor has attained a particular level of skill or ability. Advisory
services are not made available in any jurisdiction in which SaratogaRIM is not registered or otherwise exempt from registration.

This report was generated by SaratogaRIM through Morningstar Direct’s Presentation Studio using data from Morningstar Direct and Advent Axys.
SaratogaRIM composite performance statistics are based off gross-of-fee or net-of-fee monthly performance data uploaded to Morningstar. Results
of Morningstar's calculations may vary slightly from SaratogaRIM's own reported statistics within the GIPS Composite Report due to rounding. The
Peer Group statistics within this report contain U.S. Large Cap separate account managers that appear in the Morningstar database for the relevant
periods shown as of the report generated date. The information and statistical data contained herein have been obtained from sources that
SaratogaRIM believes to be reliable but in no way are warranted by the Firm as to accuracy or completeness.

Results of the SaratogaRIM Large Cap Quality Composite do not reflect the results of any one portfolio in the composite. Performance figures are
based on historical information and do not guarantee future results. Actual current performance may be higher or lower than the performance
presented. All investing entails the risk of loss. This summary is for informational purposes only and does not constitute an offer to sell or a
solicitation of an offer to buy any securities and may not be relied upon in connection with any offer or sale of securities. It is not intended to serve
as a substitute for personalized investment advice. Prospective clients should recognize the limitations inherent in the composite strategy and
should consider all information presented regarding the Firm'’s investment management capabilities. The contents of this report are only a portion of
the original material and research and should not be relied upon in making investment decisions.

Gross-of-fee returns are calculated gross of management, custodial and external consultant or advisory fees and net of transaction costs. Net-of-fee
returns are calculated net of actual management fees and transaction costs and gross of custodian fees and external consultant or advisory fees.
Prior to October 31, 2022, non-fee-paying accounts were included in composite net-of-fee return calculations without a fee rate; per the SEC
Marketing Rule effective November 4, 2022, net-of-fee returns labeled “Net” now include a model fee rate of 0.75% for all non-fee-paying accounts.
Additionally, a separate net-of-fee return calculation has been added to SaratogaRIM marketing materials using the current maximum fee rate
charged by SaratogaRIM for the SaratogaRIM Large Cap Quality Composite (0.75%, labeled “Net Max”). Calculations are available upon request.
Information pertaining to the Firm's advisory fees is set forth in SaratogaRIM's current disclosure statement, which is available upon request.

Definitions: Standard Deviation measures the dispersion of a dataset relative to its mean. Sharpe Ratio is a risk-adjusted measure that is
calculated by using excess return and standard deviation to determine reward per unit of risk. The higher the Sharpe Ratio, the better the portfolio's
historical risk-adjusted performance. Excess Return measures the difference in return, cumulative or annualized, between the strategy and a
benchmark. Market Capture Ratios measure the extent to which a strategy participates in market moves over time; Up (Down) Market Capture
measures relative performance in months which the benchmark generates positive (negative) retuns over time. Drawdown is a measure of peak-
to-trough decline over the period of time until a new high is reached.

Benchmark Disclosures: Benchmarks are unmanaged and provided to represent the investment environment in existence during the time periods
shown. The S&P 500® Total Return Index has been selected as the benchmark for comparison purposes. The S&P Total Return Index assumes that
all dividends and distributions are reinvested. The index includes 500 leading companies and captures approximately 80% coverage of available
market capitalization. Portfolios are managed according to their respective strategies which may differ significantly in terms of security holdings,
industry weightings, and asset allocation from those of benchmarks. An index is not available for direct investment, and does not reflect any of the
costs associated with buying and selling individual securities or any other fees, expenses, or charges. | The S&P 500 Index is a product of S&P Dow
Jones Indices LLC (“SPDJI"), and has been licensed for use by SaratogaRIM. Standard & Poor's®, S&P®, and S&P 500® are registered trademarks
of Standard & Poor's Financial Services LLC ("S&P”); Dow Jones® is a registered trademark of Dow Jones Trademark Holdings LLC (“Dow Jones”);
and these trademarks have been licensed for use by SPDJI and sublicensed for certain purposes by SaratogaRIM. SaratogaRIM's products are not
sponsored, endorsed, sold or promoted by SPDJI, Dow Jones, S&P, their respective affiliates, and none of such parties make any representation
regarding the advisability of investing in such product(s) nor do they have any liability for any errors, omissions, or interruptions of the S&P 500
Index.

© 2023 Morningstar, Inc. All Rights Reserved. The information contained herein: (1) is proprietary to Morningstar and/or its content providers; (2)
may not be copied or distributed; and (3) is not warranted to be accurate, complete or timely. Neither Morningstar nor its content providers are
responsible for any damages or losses arising from any use of this information.
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GIPS Composite Report
SaratogaRIM Large Cap Quality

Q3 2023

Saratoga Research & Investment Management | SaratogaRIM.com | (408) 741-2330 | 14471 Big Basin Way, Suite E, Saratoga, CA 95070

Composite Performance Statistics

3 Yr Ann Standard Dev
Composite  Composite Composite S&P 500 Standard ~ Composite S&P 500  # of Portfolios End of Period End of Period
Year Gross TWR ~ Net TWR  Net Max TWR  Total Return ~ Deviation Net TWR  Total Return  in Composite  Composite Assets  Total Firm Assets
2000 (2/29) 31.62 30.58 30.82* -2.45 n/a - - 44 13,012,273.41 26,739,562.04
2001 -1.54 -2.51 -2.27% -11.93 2.87 - - 56 24,787,551.38 36,880,632.99
2002 -8.93 9.74 -9.60* -22.06 1.84 - - 79 28,949,501.66 39,231,009.25
2003 18.16 17.09 17.27* 28.68 2.09 - - 87 37,399,754.37 52,738,112.73
2004 1.33 0.40 0.56 10.88 2.06 - - 90 39,743,734.02 58,324,543.15
2005 7.02 6.02 6.21% 4.91 2.29 - - 88 39,293,990.53 61,636,483.18
2006 17.03 15.93 16.17* 15.80 3.14 - - 83 44,027,113.77 73,239,570.18
2007 11.68 10.62 10.86™ 5.49 2.86 - - 84 48,997,165.75 79,207,247.76
2008 -11.48 -12.34 -12.15* -37.00 3.24 - - 112 50,664,984.48 80,940,276.87
2009 25.04 23.91 24.05% 26.46 2.60 - - 260 149,105,345.03 183,475,714.03
2010 14.26 13.42 13.42% 15.06 0.79 - - 491 308,291,988.80 419,588,547.25
2011 432 3.70 3.53 2.11 0.53 11.86 18.71 1,176 675,883,971.31 758,793,592.13
2012 9.93 9.31 9.1 16.00 0.61 9.98 15.09 1,540 950,046,377.00 1,044,968,031.90
2013 21.65 20.98 20.75 32.39 1.63 7.85 11.94 1,823 1,259,241,527.31  1,403,561,332.55
2014 10.59 9.99 9.76 13.69 0.94 6.30 8.97 1,913 1,338,659,044.57  1,614,090,418.39
2015 1.84 1.28 1.07 1.38 1.00 6.96 10.47 1,983 1,266,678,096.48  1,638,083,262.32
2016 6.95 6.35 6.15 11.96 0.89 6.48 10.59 2,196 1,329,320,194.32  1,800,890,893.30
2017 17.72 17.07 16.85 21.83 1.52 6.15 9.92 2,383 1,481,631,427.12  2,113,160,549.13
2018 0.41 0.14 0.34 -4.38 0.48 6.54 10.80 2,480 1,401,704,942.18  2,013,567,458.02
2019 18.03 17.38 17.14 31.49 2.08 7.39 11.93 2,583 1,505,375,555.14  2,333,608,905.18
2020 11.05 10.44 10.22 18.40 0.95 9.93 18.53 2,428 1,458,530,696.52  2,631,534,466.80
2021 14.96 14.32 14.09 28.71 1.15 9.56 17.17 1,921 1,439,757,287.98  2,957,751,865.10
2022 -8.41 -8.92 -9.10 -18.11 0.78 11.63 20.87 1,739 1,156,118,739.10  2,603,780,552.47
09/30/23 4.85 4.42 4.26 13.07 n/a 10.94 17.60 1,691 1,170,544,019.34  2,684,014,809.94
Trailing Annualized Returns as of 09/30/23
1 Year 13.23 12.62 12.38 21.61
5 Year 6.16 5.58 5.37 9.92
10 Year 8.19 7.59 7.38 11.92
Composite Inception 8.72 7.93 7.91 6.98

*The highest potential fee rate for existing and prospective clients is currently 0.75%. Actual fee rates charged in prior years may have been higher and as a result cause the Composite Net Max TWR to be higher than the Composite Net TWR.

Firm Description: Saratoga Research & Investment Management (“SaratogaRIM” or "the Firm") is an SEC Registered Investment Advisor specializing in the construction and management of equity portfolios composed of high caliber businesses utilizing common sense
investment principles. SEC Registration does not constitute an endorsement of the Firm by the Commission, nor does it indicate the advisor has attained a particular level of skill or ability. The Firm's investment process is designed to meet the long-term needs of
conservative individual and institutional investors. Advisory services are not made available in any jurisdiction in which SaratogaRIM is not registered or otherwise exempt from registration. The Firm was founded in 1995; prior to March 7, 2007, Saratoga Research &
Investment Management was known as Tanner & Associates Asset Management.

Composite Description: The SaratogaRIM Large Cap Quality Composite (SaratogaRIM Equity Composite) includes all discretionary portfolios that invest in what the Firm believes to be high-quality companies with low balance sheet, business model (including capital
intensity) and valuation risk. This composite allows cash to accumulate at certain stages of the market cycle and has no maximum cash position size. Individual position sizes typically range from 1.5% to 6% of the total portfolio value, but there is no maximum size for
an individual position. While the investment criteria for this composite narrows the investable universe to predominantly large-cap companies based in the U.S., the composite has no restrictions on market cap size or where the company is domiciled. Investment ideas
that do not meet the stated composite criteria (“outside the box ideas”) are allowed so long as they do not cumulatively represent more than 10% of the total portfolio value. Prior to December 31, 2009, client-directed securities may have been permitted so long as
they did not represent more than 10% of the total portfolio value. The minimum requirement to establish a new account is $100,000. The minimum asset level is $50,000 (prior to August 30, 2010, there was no account minimum). Inception date: February 29, 2000.
Creation date for GIPS: August 30, 2010.

GIPS Compliance: SaratogaRIM claims compliance with the Global Investment Performance Standards (GIPS®) and has prepared and presented this report in compliance with the GIPS standards. SaratogaRIM has been independently verified by The Spaulding Group
for the periods March 1, 2000 through December 31, 2022. | A firm that claims compliance with the GIPS standards must establish policies and procedures for complying with all the applicable requirements of the GIPS standards. Verification provides assurance on
whether the firm's policies and procedures related to composite and pooled fund maintenance, as well as the calculation, presentation, and distribution of performance, have been designed in compliance with the GIPS standards and have been implemented on a firm-
wide basis. The SaratogaRIM Large Cap Quality Composite has had a performance examination for the periods February 29, 2000 through December 31, 2022. The verification and performance examination reports are available upon request. | GIPS® is a registered
trademark of CFA Institute. CFA Institute does not endorse or promote this organization, nor does it warrant the accuracy or quality of the content contained herein. | A list of SaratogaRIM's composite descriptions is available upon request. Policies for valuing
investments, calculating performance, and preparing GIPS reports are available upon request. To obtain GIPS-compliant performance information for SaratogaRIM's strategies and products, please contact Marc Crosby, President, at (408) 741-2332 or
Marc@SaratogaRIM.com.

Disclosures: Results of the SaratogaRIM Large Cap Quality Composite do not reflect the results of any one portfolio in the composite. Valuations are computed and performance is reported in U.S. dollars based on trade dates as of month-end, net-of-fees, while
accounting for dividend reinvestment. Aggregate composite returns are calculated using the Average Capital Base equation (also known as the Modified Dietz method), which utilizes the beginning asset value plus weighted cash flows. Gross and Net TWRs are
calculated based on the geometric linking of the monthly internal rate of return for portfolios present for the entire month. Individual portfolios are revalued monthly; portfolios are also revalued intra-month when large external cash flows occur in excess of 10% of the
portfolio’s fair value. Daily reconciliation is performed between the Firm's records and the custodian and broker records through Advent to verify client assets. Gross-of-fee returns are calculated gross of management, custodial and external consultant or advisory fees
and net of transaction costs. Net-of-fee returns are calculated net of actual management fees and transaction costs and gross of custodian fees and external consultant or advisory fees. Prior to October 31, 2022, non-fee-paying accounts were included in composite
net-of-fee return calculations without a fee rate; per the SEC Marketing Rule effective November 4, 2022, net-of-fee returns labeled “Net” now include a model fee rate of 0.75% for all non-fee-paying accounts. The model fee rate for non-fee-paying portfolios was
applied quarterly until October 2022, when the Firm switched to deducting monthly. Additionally, a separate net-of-fee return calculation has been added to SaratogaRIM marketing materials using the current maximum fee rate charged by SaratogaRIM for the
SaratogaRIM Large Cap Quality Composite (0.75%, labeled “Net Max”). The "Net Max" return fee data represents the reduction of the gross of fee composite returns by the monthly portion of the annual model fee rate of 0.75%. SaratogaRIM fee is normally 0.75% for
the SaratogaRIM Large Cap Quality Composite; may be negotiated, as warranted by special circumstances. Dispersion is calculated as the asset-weighted standard deviation of annual net-of-fee portfolio returns around the median net-of-fee portfolio return in the
composite. Dispersion is based only on portfolios that were in the composite for the full annual period and is only shown for the annual periods where the composite had more than 5 portfolios for the full year. The 3-year annual standard deviation (external dispersion) is
based on net-of-fee returns. As of January 2022, SaratogaRIM's composite descriptions have been revised to better reflect the criteria used in determining composite inclusion/exclusion. The resultant updates to composite constituents for the SaratogaRIM Large Cap
Quality Composite caused performance differentials that modestly exceeded the Firm's materiality threshold in four years (two years being positive and two years being negative). However, since inception annualized performance was affected by an immaterial amount
(0.0026%). For additional information and calculation details, please contact Marc Crosby (Marc@SaratogaRIM.com).

Benchmark Disclosures: Benchmarks are unmanaged and provided to represent the investment environment in existence during the time periods shown. The S&P 500® Total Return Index has been selected as the benchmark for comparison purposes. The S&P Total
Return Index assumes that all dividends and distributions are reinvested. The index includes 500 leading companies and captures approximately 80% coverage of available market capitalization. Portfolios are managed according to their respective strategies which may
differ significantly in terms of security holdings, industry weightings, and asset allocation from those of benchmarks. An index is not available for direct investment, and does not reflect any of the costs associated with buying and selling individual securities or any other
fees, expenses, or charges. | The S&P 500 Index is a product of S&P Dow Jones Indices LLC (“SPDJI"), and has been licensed for use by SaratogaRIM. Standard & Poor's®, S&P®, and S&P 500® are registered trademarks of Standard & Poor's Financial Services LLC
(“"S&P”); Dow Jones® is a registered trademark of Dow Jones Trademark Holdings LLC (“Dow Jones"); and these trademarks have been licensed for use by SPDJI and sublicensed for certain purposes by SaratogaRIM. SaratogaRIM's products are not sponsored,
endorsed, sold or promoted by SPDJI, Dow Jones, S&P, their respective affiliates, and none of such parties make any representation regarding the advisability of investing in such product(s) nor do they have any liability for any errors, omissions, or interruptions of the
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Disclosures

See additional important disclosures and composite-specific information within the GIPS Composite Reports
for SaratogaRIM Large Cap Quality Focus (page 25) and Large Cap Quality (page 29).

Saratoga Research & Investment Management (“SaratogaRIM” and “the Firm”), founded in 1995, is an SEC
Registered Investment Advisor specializing in the construction and management of equity portfolios com-
posed of high caliber businesses utilizing an investment process built on common sense investment princi-
ples for individual and institutional investors. SEC Registration does not constitute an endorsement of the
Firm by the Commission, nor does it indicate the advisor has attained a particular level of skill or ability. Advi-
sory services are not made available in any jurisdiction in which SaratogaRIM is not registered or otherwise
exempt from registration.

The opinions herein are those of Saratoga Research & Investment Management. The contents of this report
are only a portion of the original material and research and should not be relied upon in making investment
decisions. The Firm’s quarterly reports focus primarily on its equity strategies. Under no circumstance is this
an offer to sell or a solicitation to buy securities. This material is not a recommendation as defined in Regula-
tion Best Interest adopted by the Securities and Exchange Commission. All data, information and opinions
are subject to change without notice. Opinions and statements of a fundamental nature are geared towards
the long-term investor. SaratogaRIM is not a tax/legal advisor and therefore assumes no liability for any tax/
legal research. Any information that is furnished to you should be thoroughly examined by a professional tax/
legal advisor.

As additional peer group comparison data for the relevant period becomes available through Morningstar, sta-
tistics within the Composite Statistics pages may be updated and subsequently replaced within the version of
this quarterly report that is published to SaratogaRIM.com. The Composite Statistics report generation date
can be found within the footers of each Composite Statistics report. The original Quarterly Report publish date
is located on the upper right hand corner of the Quarterly Report cover page and the main report page foot-
ers.

2023 Q3 Report Charts: All charts and tables within this report are created by SaratogaRIM. Fig. 1 displays
quarter-end sector weightings for the SaratogaRIM Large Cap Quality Focus and Large Cap Quality compo-
sites along with the S&P 500 Index using FactSet data. The “technology” component of these pie charts in-
clude two stocks from the GICS “communications” sector (GOOG, GOOGL) and two stocks from the GICS
“financials” sector (MA, V). Fig. 2 contains four charts displaying different profitability metrics for Sara-
togaRIM’s technology sector constituents (individually and combined), S&P 500’s technology constituents,
and the S&P 500 Index (excluding Financials) from 2008 through 2022 (using data from FactSet). The Sara-
togaRIM and S&P figures displayed within the charts do not reflect actual market or composite performance,
rather the metrics as labeled in the corresponding chart title. Gross profit to assets (GPA) is a ratio used to
determine how efficiently a firm uses its assets to generate gross profits. It is calculated as gross profits divid-
ed by the firm’s total assets. Gross profits is calculated as revenues minus cost of goods sold. Total assets is
the sum of all current and long-term assets. Return on invested capital (ROIC) is a calculation used to assess
the profitability of internal investments made by a company. It is calculated by dividing net operating profit af-
ter tax (NOPAT) by invested capital. All metrics in the ROIC and Gross Profit to Assets charts are derived
from FactSet’s data and calculations. It is important to note that neither Oracle nor Visa explicitly discloses
total cost of revenue or total gross profit; Average Gross Profit to Assets figure uses historical estimates from
FactSet. Fig. 3 illustrates cumulative daily return estimates calculated by FactSet utilizing month-end holdings
data for the relevant period shown and may differ from actual performance. Ending label data points repre-
sent actual net performance and net max performance. Past investment results are not a guarantee of future
results. For further information or clarification regarding any of the charts or concepts within this report, please
email your specific questions to InvestorRelations@SaratogaRIM.com.

Gross-of-fee returns are calculated gross of management, custodial and external consultant or advisory fees
and net of transaction costs. Net-of-fee returns are calculated net of actual management fees and transaction
costs and gross of custodian fees and external consultant or advisory fees. Prior to October 31, 2022, non-fee
-paying accounts were included in composite net-of-fee return calculations without a fee rate; per the SEC
Marketing Rule effective November 4, 2022, net-of-fee returns labeled “Net” now include a model fee rate of
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0.75% for all non-fee-paying accounts in the SaratogaRIM Large Cap Quality composite/1.00% in the Sara-
togaRIM Large Cap Quality Focus composite. Additionally, a separate net-of-fee return calculation has been
added to SaratogaRIM marketing materials using the current maximum fee rate charged by SaratogaRIM for
the corresponding composite, labeled “Net Max” (0.75% for the SaratogaRIM Large Cap Quality Com-
posite/1.00% for the SaratogaRIM Large Cap Quality Focus Composite). Calculations are available upon re-
quest. Information pertaining to the Firm’s advisory fees is set forth in SaratogaRIM’s current disclosure state-
ment, which is available upon request. Results of the SaratogaRIM Large Cap Quality Composite & the Sara-
togaRIM Large Cap Quality Focus Composite do not reflect the results of any one portfolio in those compo-
sites.

Benchmarks are selected based upon similarity to the investment style of the Firm’s composites and accept-
ed norms within the industry. Benchmarks are provided for comparative purposes only and holdings of the
Firm’s clients’ portfolios will differ from actual holdings of the benchmark indexes. Benchmarks are unman-
aged and provided to represent the investment environment in existence during the time periods shown. The
benchmarks presented were obtained from third-party sources deemed reliable but not guaranteed for accu-
racy or completeness. Indices are unmanaged, hypothetical portfolios of securities that are often used as a
benchmark in evaluating the relative performance of a particular investment. An index should only be com-
pared with a mandate that has a similar investment objective. An index is not available for direct investment,
and does not reflect any of the costs associated with buying and selling individual securities or management
fees.

The S&P 500 Total Return is the total return version of the S&P 500 Index, which has been widely regarded
as the best single gauge of large-cap U.S. equities since 1957. The index includes 500 leading companies
and captures approximately 80% coverage of available market capitalization. (Note: A total return index as-
sumes that all dividends and distributions are reinvested.) The S&P 500 Index is a product of S&P Dow Jones
Indices LLC (“SPDJI”), and has been licensed for use by SaratogaRIM. Standard & Poor's®, S&P® and S&P
500° are registered trademarks of Standard & Poor’s Financial Services LLC (“S&P”); Dow Jones® is a regis-
tered trademark of Dow Jones Trademark Holdings LLC (“Dow Jones”); and these trademarks have been li-
censed for use by SPDJI and sublicensed for certain purposes by SaratogaRIM. SaratogaRIM's products are
not sponsored, endorsed, sold or promoted by SPDJI, Dow Jones, S&P, their respective affiliates, and none
of such parties make any representation regarding the advisability of investing in such product(s) nor do they
have any liability for any errors, omissions, or interruptions of the S&P 500 Index.

Direct clients may access their portfolio information and reports including client-specific information through
SaratogaRIM’s Client Portal. If you are a direct client needing Client Portal access or assistance, please call
(408) 741-2330 or email ClientService@SaratogaRIM.com. The Firm recommends that you compare your
Saratoga Research & Investment Management reports with the ones you receive from your custodian(s). The
custodian of record is required under current law to provide separate account statements. Market values re-
flected in the custodian’s statement and those cited in this report may differ due to the use of different report-
ing methods. To the extent that any discrepancies exist between the custody statement and this report, the
custody statement will take precedence. Values may vary slightly because of situations such as rounding, ac-
crued interest or the timing of information reporting. A fee statement showing the amount of the Asset-Based
fee, the value of clients’ assets on which the Asset-Based fee is based and the specific manner in which the
Asset-Based fee was calculated are available from SaratogaRIM upon request. As a general rule, Saratoga-
RIM does not disclose private information regarding clients’ accounts unless the Firm relies on certain third
parties for services that enable the Firm to provide its investment services to their clients. The Firm may also
disclose nonpublic information where required to do so under law.

If you wish to become a client of SaratogaRIM, you will be required to sign an Investment Advisory Agree-
ment that exclusively governs the relationship between you and SaratogaRIM. You will also be required to
review SaratogaRIM’s most recent Privacy Notice, Form CRS, and Form ADV, which are publicly available on
SaratogaRIM.com/documents. To receive a printed copy of the Firm’s Privacy Notice, Form CRS, or Form
ADV, please contact Marc Crosby, President, at (408) 741-2332 or Marc@SaratogaRIM.com.

© 2023 Saratoga Research & Investment Management. All rights reserved. No part of this publication may be
reproduced or transmitted in any form or by any means, electronic or mechanical, including photocopy, re-
cording, or any information storage and retrieval system without permission of copyright holder. Request for
permission to make copies of any part of the work should be mailed to SaratogaRIM, Attn: Marc Crosby, P.O.
Box 3552, Saratoga, CA 95070. Cover page artwork by Scott Pollack
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