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GLOBAL CONCENTRATED QUALITY

Since Inception
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Pleasingly, we are already seeing the positive
impact of these changes, with the fund up +5.5%
in the first week of March, and up +10.1% from
the lows, driven by a rebound in Intuit and Verisk
which are up +30% and +25%, respectively, from
their February lows.

“The time of maximum pessimism is the best
time to buy.”

- John Templeton

The first two months of 2026 were dramatic.

A broad group of software stocks globally fell by
more than 20% over just two months, as investors
dumped stocks perceived to be vulnerable to
disruption by Al.

MSCI World Software Index
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These sharp moves were echoed by higher-quality
capital-light companies more broadly — including
from some of the highest quality businesses in the
world, like S&P Global, MSCI, FICO and Verisk.
Capital-light businesses trade at a premium to
capital-intensive businesses (i.e., businesses that
require a lot of money to be tied up in physical
assets) because they do not need to reinvest
shareholders’ money to grow. Instead, capital can be
returned to shareholders in the form of share
buybacks and dividends, which means their growth is
more valuable. Today, these wonderful businesses
are trading at the lowest premium to capital-intensive
companies since the GFC.
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1-year Forward P/E for Non-Capital Intensive vs.
Capital Intensive Companies
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The sell-off reached its peak in late-February,
triggered in part by a widely-circulated blog post from
little-known Citrini Research. Citrini painted a
dystopian scenario for 2028 in which the
obsolescence of white-collar workers, driven by
Artificial Intelligence, results in mass unemployment,
crashing consumer spending, a mortgage market
collapse, and a cascade of defaults across private
equity-backed software companies that will spill out
into the broader financial system.

We have never in our collective investing careers
witnessed such broad-based investor panic caused
by a work of fiction. The report garnered enough
global attention that even the White House weighed
in, dismissing the report as “science fiction.” We tend
to agree.

Meanwhile, companies deemed immune to Al
disruption saw their share prices bid up. Colgate’s
share price rose +25%, with its stock seen as a
relative ‘safe haven’ for capital (the demand for
toothpaste remained unchanged).

At first, the market’s panic towards Al disruption was
indiscriminate, adopting a “shoot first and ask
questions later” mindset. Companies with
extraordinary competitive moats built on network
effects (like Visa and Uber), or industry standards
(like MSCI and FICO) were swept up alongside
businesses with genuine terminal value risks (like
freelance jobs marketplaces for coding and writing).
Fear increased when Anthropic — which was actively
raising capital at the time — claimed its Claude model
would take over tasks such as legal work.
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Down by the elevator

Markets reacted swiftly, compressing valuations
across software and information services companies.
The GCQ portfolio fell from 25x P/E in October 2025
(near its average) to 19x by the end of February
2026. This sudden de-rating pushed our collection of
monopolies, duopolies and irreplaceable brands to a
valuation below that of the MSCI World Index — on
average a group of inferior companies with lower
growth, lower margins and higher debt levels.

GCQ Portfolio Forward Earnings Multiple
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Up by the escalator

As February progressed, investors started to think
more clearly. Rather than assuming Al would destroy
all software value, they focused on which companies
were more likely to last — especially those with strong
network effects or those which own industry
standards. They also began to think about how
businesses could adapt and exploit Al to charge
higher prices or reduce costs.

As the market seemed to hit bottom, Anthropic — now
well-funded from a capital raising — started publicly
discussing partnerships with the same software
companies that (just days earlier) investors feared
they might replace. Slowly, conditions settled in the
final days of the month.

Never waste a good sell-off

At GCQ, we have always maintained that periods of
indiscriminate selling in high-quality business are
amongst the most valuable opportunities available to
long-term investors. It is in moments like these that
the use of our GCQ Industry Quality Checklist™
comes to the fore. Markets are driven by fear and
greed, and when people get scared, they often do
silly things out of fear.

GCQ FLAGSHIP OFFSHORE FUND | February 2026 Monthly Update

Our checklist-focused approach had already forced
us to address the issue of potential Al disruption for
each of the companies in the GCQ portfolio.

Every CEO worries about their business becoming
the next Kodak or Yellow Pages, and the companies
we own have been preparing for Al opportunities and
threats for some time.

With many stocks falling sharply, we took out our
checklists and reviewed the portfolio calmly, knowing
we had already scrutinised the risks the market was
suddenly reacting to. This allowed us to focus on
what to buy to take advantage of the panic.

We quickly reduced our exposure to positions that
had held up well through the “SaaSpocalypse” sell-
off — including our positions in the super-luxury
goods industry, WD-40, and Mastercard — and
redeployed that capital into high-quality businesses
that had been dragged down by fear. By the end of
February, we had invested about 15% of the fund
into Intuit, S&P Global, Verisk Analytics,
Microsoft and SAP at highly attractive valuations. In
our view, these are businesses that will not be
replaced by Al, and are likely to be Al beneficiaries
over time.

Microsoft’s enterprise software suite is deeply
embedded in the workflows of almost every business
in the world. Meanwhile, SAP is the operational
backbone for larger enterprises, with its customers
generating >80% of total global commerce. Verisk is
the monopoly gatekeeper of mission-critical property
and casualty data that the U.S. insurance industry
simply cannot function without, while S&P’s credit
ratings are deeply embedded in the global debt
issuance ecosystem. Intuit is the leader in mission-
critical accounting software in the U.S., with a similar
market position to Xero in Australia.

The current market environment has presented us
with stronger investment opportunities than we have
seen since 2022. At present, one of our analysts is in
San Francisco meeting a long list of companies —
some we own, and others we are watching closely. A
quote said at a meeting with Jack Forestell, Chief
Product & Strategy Officer of Visa captures why we
are optimistic about our companies:

“Businesses with network effects and proprietary
data scale are going to do really well with Al
because those things are really hard to
replicate.”
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You may also be interested to listen to a webinar
released on 24 February, in which GCQ’s Chief
Investment Officer, Doug Tynan, is interviewed by
GCQ’s Investment Director, Douglas Isles, on how
the current sell-off has created opportunities for the
fund to buy some of the world’s strongest companies
with network effects.

Looking forward with optimism

In our view, the portfolio today is exceptionally well-
positioned for the period ahead.

We continue to be delighted by the revenue growth
and cash flow generation of the companies we own.
As a result of the disconnect between company
performance and equity valuations, at the end of
February the GCQ portfolio was trading on a P/E
multiple of 19x, meaningfully below the historical
average of 24x.

At the time of writing, our active trading decisions
have added ~3.5% to the fund’s Net Asset Value
(NAV) in the current calendar year-to-date, primarily
driven by reducing our combined position size in
super-luxury from ~10% to ~4.5% of the portfolio in
February, and redeploying that capital into Intuit.
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We have been delighted that many of our investors
recognised the opportunity presented by the recent
market dislocation, which has led to near-record
inflows into the GCQ Fund over the course of
January and February. We believe this is testament
to the mindset of clients and advisers that trust us
with their capital. They share our simple message:
investing in a concentrated portfolio of high-quality
global businesses — particularly when they are out-
of-favour — is a strategy that makes sense. While
share price declines can be painful, we love buying
larger stakes in businesses when they are “on sale.”

"I have been in the forecasting business for
more than 50 years. Over that period, | have
heard the constant refrain that the world is in
the midst of “unprecedented changes”.”

- Stephen Roach
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KATHY WU GCQ Funds Management Pty Ltd

Chief Operating Officer Level 14, 167 Macquarie Street

contact@gcgfunds.com Sydney, NSW 2000 Australia

+61 (2) 7252 9124 gcafunds.com
DISCLAIMER

This Investor Report has been prepared by GCQ Funds Management Pty Ltd ACN 654 864 767 (Investment Manager) (AFS licence number 538513).

This document is designed solely for information purposes for GCQ Flagship Offshore Fund. This Investor Report and any attachment is confidential
and for the use of the intended recipient(s) only. If you are not the intended recipient, any use, interference with, disclosure or copying of this
material is unauthorised and prohibited. This Investor Report is also subject to copyright. No part of it can be reproduced, adapted or communicated
without the written consent of the Investment Manager. If you have received this email in error, please notify the sender by return email immediately
and delete both messages from your system without making copies. Whilst the Investor Report has been prepared with all reasonable care from
sources the Investment Manager believes to be reliable, no responsibility or liability is accepted by the Investment Manager for any errors or
omissions or misstatements howsoever caused. No representation or warranty is made that any past performance and/or forward-looking statement
contained in this Investor Report should or will be achieved.

MSCI DISCLAIMER

Certain information contained herein (the “Information”) is sourced from/copyright of MSCI Inc., MSCI ESG Research LLC, or their affiliates (“MSCI”),
or information providers (together the “MSCI Parties”) and may have been used to calculate scores, signals, or other indicators. The Information may
not be reproduced or disseminated in whole or part without prior written permission. The Information may not be used for, nor does it constitute, an
offer to buy or sell, or a promotion or recommendation of, any security, financial instrument or product, trading strategy, or index, nor should it be
taken as an indication or guarantee of any future performance. Some funds may be based on or linked to MSCI indexes, and MSCI may be
compensated based on the fund’s assets under management or other measures. MSCI has established an information barrier between index research
and certain Information. None of the Information in and of itself can be used to determine which securities to buy or sell or when to buy or sell them.
The Information is provided “as is” and the user assumes the entire risk of any use it may make or permit to be made of the Information. No MSCI
Party warrants or guarantees the originality, accuracy and/or completeness of the Information and each expressly disclaims all express or implied
warranties. No MSCI Party shall have any liability for any errors or omissions in connection with any Information herein, or any liability for any direct,
indirect, special, punitive, consequential or any other damages (including lost profits) even if notified of the possibility of such damages.
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