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For the period of January 1st to December 31st 2022, the S&P/TSX posted a return of -
5.80% (including dividends) while the S&P 500 had a return of -12.16% (in Canadian
dollars and including dividends). The return of the Barrage Fund for the same period was
-43.02% before fees and -43.68% after fees.

Market Commentary

Interest rates continue to be a hot topic. In the financial community, there is a perpetual
debate between those who believe that rates should stop rising or even fall, and those
who wish to see them higher. Currently, the various indicators do not reassure the U.S.
Federal Reserve, and therefare, it intends to tighten rates further.

Our securities have been particularly affected by a revaluation of their quoted market
prices. However, we are surprised that a good number of stocks have held up so far,
particularly companies with low growth rates. At the moment, they are considered safe
havens, but we think the trend could quickly reverse.

It is not our intention to make economic predictions; however, we expect the Fed to
continue to take the inflationary threat seriously. It should therefore achieve its
objective this year. It may very well be that rising rates will eventually tip the economy
over, bringing about the long talked about recession. In such an environment, we are still
reassured by the financial strength of our portfolio companies.

In the world of so-called "technology" companies, including our own stocks, 2022 was
the year of realization that belts must be tightened to match demand which has greatly
diminished with the end of the pandemic:
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Source: The Economic Times

As can be seen below, the cuts have intensified, and the trend is increasingly affecting
companies in different sectors:

Source: Intellizence
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These cuts will result in savings that will better align expenses with the slowdown in
revenues. In the short term, the impact will continue to be felt as the workforce
reductions involve severance payments. Once the storm passes, we will see the benefits.

We are still very confident about our stocks. In the stock market, it can take a while for
value to be reflected in the price. Our companies have strong balance sheets, and are
busy working to minimize their expenses. They do it not because they are in trouble, but
rather to optimize profitability. We are therefore in no way worried about the stock
market declines of 2022 as well as the possibility of a recession.

Results of our companies
Netflix

Netflix had started the year badly, with a loss of 200,000 subscribers, followed by
anaother loss of almost 1 million accounts in the 2nd quarter. When these results were
released, the stock was severely punished, going from $348 to $166 in one month.

Before the stock’s decline, Bill Ackman, the famous multi-billionaire investor and
manager of New York-based Pershing Square, said he was taking the opportunity to
invest in it. He has been very successful in his career, and many of his deals are highly
publicized. In January of 2022, he acquired 3.1M shares, at around $375. While the stock
had lost almost half of its value since its peak, he justified his purchase as follows:

“The opportunity to acguire Netflix at an attractive valuation emerged when investors
reacted negatively to the recent guarter’s subscriber growth and managerment’s short-
terrm guidance....We are pleased to add Netflix to our portfolio. Many of our best
investments have ermerged when other investors whose tirme horizons are short term,
discard great comparnies at prices that look extraordinarily attractive when one has a
long-term horizon.”

“Now with both UMG (Universal Music Group) and Netflix, we are all-in on streaming as
we love the business models, the industry contexts, and the management tearms
leading these remarkable organizations.”

The firm had just made a huge profit on derivatives linked to rising interest rates. Mr.
Ackman justified the sale of this position in these words: “Had we not sold the hedge,
we could have likely realized more gains based on the increase in rates, largely today,
since our sale. That said, we believed the opportunity to invest in Netflix at current
prices offered a more compelling risk/reward and likely greater, long-term profits for the
funds.”
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Barely a few months later, we witnessed a 180-degree turn! Ackman sold the shares at
around $225, and explained his move by saying:

“While we believe these business model changes are sensible, it is extrernely difficult to
predict their impact on the company’s long-term subscriber growth, future revenues,
operating margins, and capital intensity.”

“Based on managerment’s track record, we would not be surprised to see Netflix continue
to be a highly successtul company and an excellent investment from its current market
value.”

This turns out to be particularly interesting! It was mentioned that one would not be
surprised if the stock is an excellent investment at the current price. However, at $225,
the decision was to sell this “excellent” investment, whereas at $375 only three months
earlier, it was a purchase. Mr. Ackman said he admired the management in January, and
he seemed to be “teaching” investors a lesson by saying that those who sell suffer from
short-termism, to the benefit of those with a long-term view.

The idea here is not to criticize a reputable investor or firm, but rather to understand
that we can all make mistakes based on emotions. Certainly, we concede that the
management of Netflix had announced a significant change in its business model. It
planned to incorporate lower priced ad-supported plans, as well as clamping down on
password sharing.

However, one can sense from statements in January that Mr. Ackman trusted
management, found the stock price particularly attractive, and was investing for the
long term. We suspect here that the stock's decline had probably sown the seeds of
doubt. A 40% drop from $375 to $225. If the security returns to its initial price of $375, a
gain of 67% will be generated ($150 profit on $225). Logically, an investor should be
much more excited with an additional potential gain of 67%, even if management
changes their business plan. Unfortunately, when these opportunities arise, the dips can
create so many emotions that it suddenly becomes much harder to see the long term
and feel any sense of optimism.

Following the sale of Netflix shares, Mr. Ackman had the opportunity to buy them again
some time later, with a further potential gain of more than 100% (the stock bottomed
out at $162). If the price of $375 was "extraordinary", imagine $162. Fortunately, we
seized the opportunity at the time, acquiring shares between $189 and $201. We
preferred to be patient with management who said that subscription growth would be
positive for the year, despite a forecast of 2.2M expected subscriber losses over 6
months.
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Source: earnings release from Nettlix

As can be seen above, subscriber growth came through as expected. The last quarter
was particularly positive, with 7.66M new accounts against the original estimate of
4.5M.

However, the return to positive subscriber growth is not the only good news at Netflix. A
quick look at the competitors allows us to better appreciate the situation:

Number of Subscribers - 31 December 2022
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Disney is by far Netflix's biggest competitor. When we survey its 3 services, Hulu, ESPN+
and the new Disney+ service launched in November 2018, subscriptions total 235 million,
a figure slightly higher than that of Netflix. On the other hand, while Netflix generates
profits, the situation is different at Disney:
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Source: The Hollywood Reporter

Over one year, losses totalled more than $4 billion. Netflix, with 4M fewer accounts,
generated a net profit of $4.5B for 2022. Same story with competitors, as can see below
for the first 9 months of 2022:

Source: Vox
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Losses are higher than expected for some competitors. For example, NBCUniversal once
announced that cumulative losses would not exceed $2B over 2 years. At the end of
2021, we were approaching $2.4B, followed by another $2.4B for 2022 alone. For 2023, a
loss of $3 billion is forecast. In short, while Netflix is generating profits, competitors are
accumulating higher and higher losses.

On the advertising side, a market in which Netflix has decided to dive into in 2022, the
outlook for the industry is favourable. For example, while the number of households
with connected televisions exceeds linear televisions (traditional, usually with cable),
advertising budgets are still mainly allocated to the latter, as can be seen in the graph
below:
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Reed Hasting had long spoken out against advertising at Netflix. The change in the
business model announced at the beginning of 2022 therefore came as a surprise. We
believe, however, that there were differences of opinion on the matter at the company,
and that in the face of slowing subscription growth, Mr. Hasting finally relented. He
admitted last November that he pays too much attention to big competitors such as
Alphabet and Meta, but that hasn't stopped subscription service Hulu from offering ad-
supported plans on a massive scale. The good news is that this avenue can grow for a
long time, and will somewhat compensate for the possibility of more modest growth on
the subscription side.
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Microsoft

The talk of the town for several months has been artificial intelligence and its many
possibilities for development and applications. Since ChatGPT became available to the
general public, Google searches for the term “Al” have exploded:

Source: Google Trends

In Novermmber 2022, ChatGPT was released and quickly garnered one million users in just 5
days. Two months later, this figure reached 100 million, demonstrating its meteoric
popularity in a very short time.
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Source: CNN

ChatGPT was created by OpenAl, a company originally founded in 2015 by several well-
known personalities, including Elon Musk. Starting out as a non-profit, the company has
since changed. Mr. Musk left the board in 2018 and the company now grants its
investors access to profits, contrary to its initial structure.

Microsoft made its first investment in OpenAl in 2019, amounting to USS$1 billion. In
exchange, the artificial intelligence company agrees to license exclusively to Microsoft.
This provided a gateway for the tech giant to compete with Deepmind, the company
created in 2010 and purchased by Alphabet in 2014.

This year, Microsoft announced that it was going to cut 10,000 jobs, while planning to
invest $10 billion in OpenAl, demonstrating the importance that management places on
artificial intelligence in its future plans. CEO Satya Nadella thinks their search engine,
Bing, will benefit from this technology, and thus move from its present modest position
in the market.
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Source: Oberlo

Globally (excluding China), Google's dominance stands out even more, with its 92%
market share, against Bing's 3%. There is therefore great potential, where the company
has everything to gain compared to Alphabet, which must protect its large lead. Also,
the integration with Azure can only help it get closer to the number one in cloud
computing, Amazon, which has a 34% market share. Microsoft sits at 21%, while
Alphabet has just 11%.

Many challenges remain in the development of artificial intelligence. ChatGPT users have
noticed many errors, and it seems that Alphabet’s response, with its Bard tool, also
experiences difficulties responding to certain questions. Also, so far, ChatGPT only
accesses data up to 2021, because unlike Bard, the data is not pulled from the net. The
replacement of the Google search engine is therefore not happening overnight. Satya

Nadella seems determined to make Bing a comparable search engine, but large
investments will be required, without having success guaranteed.

In the fourth quarter, as can be seen in the table below, the results were strongly
affected by currency impacts:
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Source: Microsoft website

Like our other companies, we are seeing some slowdown, in addition to the currency
headwinds. Revenues grew by 2% (7% in constant currency), while at the same time last
year, growth was 20%. This deceleration contributed to a 12% drop in profits, and was
certainly a factor in the decision to cut 10,000 jobs in the first quarter of the year.

As for Azure, the number 2 in cloud, as well as the main growth vector for Microsoft in
our opinion, its growth of 38% looks good against the 20% of AWS (Amazon Web
Services).

Amazon
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Source: Tikr

Amazon's stock fell 38% over the past year, despite operating profits of US$12 billion
generated in 2022. 2020 had been a good year, with a 57.5% increase in profits, followed
by a much more modest increase in 2021 of 8.6%. Like several other companies
benefitting from the increased adoption of internet-based services, Amazon was hit in
2022 by the pendulum swinging the other way.

1
4398 boul. Saint-Laurent, suite 304 / Montreal / Quebec / H2W 1Z5 Tel. 514 903-7243
www.barragecapital.com



The company admitted to over-hiring in 2020 and 2021, in an attempt to meet suddenly
increased demand, as well as to temporarily replace workers who fell ill. The demand
surge from the pandemic collapsed as people left their homes, and businesses reopened.
“As the variant subsided in the second half of the quarter and employees returned from
leave, we quickly transitioned from being understaffed to being overstaffed, resulting in
lower productivity,” said Brian Olsavsky, the company’s chief financial officer.
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In the 4th quarter, overall sales grew by 9% (12% in constant currency). To get an idea of
the magnitude of the currency movement, just look at Amazaon's international segment:
reported revenues plunged 8%, but actually rose 5% when the currency effect is
factored in! The good news with currencies is that the trend ends up reversing sooner or
later, to varying degrees. Sometimes they help results, other times they hurt them.

We have often said that companies with international operations bring us geographic
diversification. The other side of the coin lies in the volatility of the results, with which
we are comfortable. When this volatility is combined with a slowdown in sales, we can
expect a strong stock market reaction, like the one we have seen recently.

At AWS (Amazon's cloud segment), sales soared 20%. As we can see below, this
division allowed the company to be profitable in 2022, and aided an otherwise difficult
year:

12
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Source: earnings release from Amazon

AWS still dominates in an industry that is still growing strongly:

Source: PR News Wire
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Its other promising segment, advertising, is now posting annualized revenues of around
USS40 billion, or 4 times the revenues of Snapchat and Twitter combined. In the 4th
quarter, growth was 23% (in constant currency). Unlike Alphabet, which has to pay third
parties for some of its advertising inventory, Amazon only uses its own inventory and
can therefore generate high margins.

We believe that by combining the value of AWS and the advertising division, we get at
least the current stock market value, meaning shareholders get everything else for SO.

Spotify

During the second half of the year, Spotify hit a low of $69, an approximate drop of 80%
from its peak of $364 at the start of 2021. However, the number of users on the
platform each month is approaching half a billion, a year-over-year increase of 20%. The
Swedish company continues to benefit from the effect of currencies, seeing its revenues
increase by 18% year-on-year (13% in constant currency).

USER & FINANCIAL SUMMARY Q4 2021| Q3 2022| Q4 2022 YIY QQ

USERS (M)

Total Monthly Active Users ("MAUs") 406 456 489 20% 7%
Premium Subscribers 180 195 205| 14% 5%
Ad-Supported MAUs 236 273 295| 25% 8%
FINANCIALS (€M)

Premium 2,295 2,651 2,717 18% 2%
Ad-Supported 394 385 449| 14% 17%
Total Revenue 2,689 3,036 3,166 18% 4%
Gross Profit 712 750 801 13% 7%
Gross Margin 26.5% 24.7% 25.3% - -
Operating (Loss)/Income (7) (228) (231) - --
Operating Margin (0.3%) (7.5%) (7.3%) -- -
Net Cash Flows From Operating Activities 119 40 (70) -- -
Free Cash Flow' 103 35 (73) -- --

Source: Earnings release from Spotify

Although subscribers to the premium service represent less than half of all users, they

brought in 87% of the company's revenue for 2022, compared to 88% and 91% for 2021
and 2020 respectively. This source as a percentage of revenue is diminishing slightly to
make way for advertising revenue. However, 2022 has been a more difficult year for the
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ad segment, with an annual growth of 14% (4%, constant currency) compared to 40%
(38%, constant currency) in 2021,

There could be a number of reasons for this slowdown, but the most notable would be
efforts to acquire podcast shows to drive users to the platform rather than improve ad
revenue. During the last quarterly earnings conference call, founder Daniel Ek confessed:

"And in hindsight, | probably got a little carried away and overinvested relative to the
uncertainty we saw shaping up in the market. So, we are shifting to focus on tightening
our spend and becorming more efficient.”

\We appreciate when management is able to admit mistakes and act on them quickly.
Their new goals for this year should lead to improved podcast monetization and higher
ad revenue.

However, we remain hesitant in the face of Daniel Ek's optimism. During the investor
day, the entrepreneur shared the following:

“So from everything | see, | believe that over the next decade, we will be a cormpany that
can generate 5100 billion in revenue annually, and that we can achieve a 40% gross
margin and a 20% operating margin.”

Source: Investor day 2022

For 2022, revenues amounted to 12 billion euros and a negative operating margin of -
5.5%, results still far from the objective. However, with the announcement of improved
efficiency for 2023, Spotify could increase its margins and reach the following targets for
each segment, again shared at the 2022 Investor Day:
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Source: Investor day 2022

We see here that music will not be the most profitable segment, due to the hold of
record companies. Rather, it will be podcasts and other segments, such as audiobooks,
that will earn the most. It is therefore in the company's interests to invest in these new
content categories and make them profitable. Separately, in early February, activist firm
ValueAct, headed by Mason Morfit, took a stake in Spotify following significant losses in
2022. This will ensure that the company improves its profitability. Spotify also
announced a 6% layoff of its employees in January.

Note that for paid subscriptions, the company has a 31% market share, thus maintaining
its dominant position against competitors. Its closest rival, Apple Music, is just 14% of
the market.
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Source: Techjury

For companies that offer a subscription service, it is important to study the churn rate. It
is simply the percentage of customers who unsubscribe from the service over a given
period. Obviously, we are looking for a low churn rate. Now, as indicated by the green line
at the bottom of the following graph, Spotify is the music service with the lowest
monthly churn rate:

Source: Investor day 2022
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This gives us a good indication of the satisfaction of the users of the platform. On the
other hand, we see a slight increase in the unsubscribe rate in January 2022, caused by
controversial remarks made about Covid-19 vaccinations on the podcast 7/4e Joe Rogan
Experience, the most listened to program on the platform. In response to the

misinformation, several artists like Neil Young and Gilles Vigneault had asked to remove

their songs from Spotify, creating several dissatisfied users.

Alphabet and Meta

Words related to efficiency are also spreading at Meta, the parent company of Facebook.
It is with delight that investors learned, at the release of the results for the 4th quarter

of 2022, that the company was going to better control its expenses:

“..our management theme for 2023 is the 'Vear of Efficiency'and we're focused on
becorning a stronger and rmore nimble organization”

These were the latest comments by Meta founder Mark Zuckerberg during the most
recent quarterly earnings conference call. The stock jumped more than 23% after the
earnings announcement. Since bottoming out in November 2022 at $88 per share, the
stock is up 92% at the time of this writing.

The years 2021 and 2022 were marked by massive investments in the development of

the metaverse. Research and development spending increased from 19% of revenue in
the 4th quarter of 2020 to 30% of revenue for the last quarter of 2022.

Expenses as a Percentage of Revenue N Meta

12% 10%

[C] General &
Administrative

[ Marketing
& Sales

[ Research &
Development

B Cost of
Q4'20 Q1'21 Q2'21 Q321 Q4'21 Q1'22 Q2'22 Q3'22 Q4'22 Revenue

Source: Meta earnings release
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However, with the economic uncertainties, this announcement of austerity reassured
several investors.

Source: Meta earnings release

Meta's cash cow, the Facebook platform, is slowly approaching 3 billion monthly users,
an increase of 2% compared to a year ago. A slowdown in online advertising continues to
be felt, causing a drop in annual revenues, which went from US$117.9 billion for 2021 to
USS$116.6 for 2022. Currencies, however, had a downward impact on revenues, since in
constant currencies, the change should have been a 4% increase.

The same discourse can be found at Alphabet. Last September, CEO Sundar Pichai
announced that he wanted to make the company 20% more efficient. At that time, the
company had approximately 187,000 employees and as of December 31, 2022, it had
190,234. Recently, the company announced that it would reduce its workforce by 6%.

However, the situation is critical in the face of the threat of Microsoft's Al efforts.
Alphabet will have to invest heavily to develop its own artificial intelligence system,
Bard. During the official announcement in early February, Bard gave the wrong
information following a question about the James Webb Space Telescope. The stock
quickly fell by 8%, revealing the dissatisfaction of investors.

On the other hand, it is necessary to take into account the novelty of this system.
Recently, Google VP of Research Prabhakar Raghavan said this in an email to employees
to correct Bard's errors:

“Bard learns best by exarmple, so taking the time to rewrite a response thoughttully will
20 a long way to helping us improve the model.”
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Indeed, Bard is built with many algorithms that allow it to learn and improve its
responses. Given its newness, Bard still has a lot to learn, just like in the early days of
Google Search. Over time and with the improvement of algorithms, Google has become
the most used search engine thanks to the relevance of its results. Despite the current
artificial intelligence frenzy, this is a long-term project. We will continue to monitor this
situation closely.

Airbnb
Airbnb ended 2022 with impressive results. Total revenue was US$8.4B, an increase of
40% over last year (46% in constant currency). For the first time since its IPO, the

company generated positive net income for the year, amounting to US$1.9B compared
to losses of -US$352M and -US$4.6B for 2021 and 2020 respectively.

Key Financial Measures Q4 2022 FY 2022

evene $1.9B $8.4B

Revenue of $1.9 billion increased 24% from Q4 2021

demonstrating continued strong travel demand. 24%Y/Y 40% Y/Y
31% Y/Y (ex-FX) 46% Y/Y (ex-FX)
72% Y/3Y 75% Y/3Y

Netincome $319M $1.9B

Our first full GAAP profitable year (23% net margin)

included our most profitable Q4 ever (17% net $385M (ex-FX) $2.2B (ex-FX)
margin)—both periods delivering double digit year- $55M Q4 2021 $(352)MFY 2021
over-year margin expansion. $(352)M Q4 2019 $(674)MFY 2019

Source: earnings release from Airbnb

During the last quarterly earnings conference call, Airbnb Chief Financial Officer Dave
Stephenson said the following:

‘I have to add a couple of things. One s our head count is actually still 5% below where
it was in 2019, and the revenue is 75%. 50 we're nearly twice as big as we were
previously with fewer people.”

This quote gives us a positive indication of the company's efficiency and cost
management, despite the considerable 31% increase in the number of nights and
experiences booked in 2022. Indeed, the operating margin of Airbnb for 2022 amounted
to 21.5% compared to 7.2% for 2021.

20
4398 boul. Saint-Laurent, suite 304 / Montreal / Quebec / H2W 1Z5 Tel. 514 903-7243
www.barragecapital.com



As for gross booking value (the total amount charged to customers), this increased by
35% (42% in constant currencies) for the year.

FY 2022

393.7M $63.2B
Nights & Experiences Booked Gross Booking Value
31% Y/Y 35% Y/Y

20% Y/3Y 42%Y/Y (ex-FX)

67% Y/3Y

Source: earnings release from Airbnb

Finally, the company bought back US$1.5 billion of its outstanding shares for 2022.
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Conclusion

We hope you enjoyed this financial update. Please be assured that we are carefully
monitoring the portfolio and actively seeking additional securities that will add value to
the Barrage Fund.

It is with great pleasure that we celebrate the 10th anniversary of the Barrage Fund this
year.

We thank you for your trust over the past decade and look forward to having you as
clients for many more years to come.

Cordially,
Patrick Théniere Rémy Morel
Mathieu Beaudry Maxime Lauziere
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