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Increasing the surface area of luck

By Michael Brown, Vice President, Portfolio Manager, Investments

“Luck is where opportunity meets preparation” - Seneca
“You know, Hobbes, some days even my lucky rocket ship underpants don't help.” - Bill Watterson

Luck. Most of us rarely discuss or even admit the role that luck plays in on€'s life, either personally or professionally.
What is luck? Do we live in a probabilistic world or are things preordained? Perhaps there is only bad luck, where
despite our best efforts, events conspire against us and deliver a negative outcome. Or conversely, perhaps we
are too quick to pat ourselves on the back when fortune shines its light on us, and we claim it was our intention,
our own efforts that resulted in our success. In this case, there is no ‘good’ luck, just our hard work delivering
results as it should. On one hand, the bad outcome was the result bad luck and was out of my control, and on
the other hand, control over events was fully maintained, there was no luck involved and | am responsible for the
positive outcome. Which is it? Or, more practically, can we increase our (good) luck? We first need a definition of
luck. We will turn to Michael Mauboussin distinguished financial strategist, author and professor, renowned for
his profound and practical insights into the complexities of investment philosophy, behavioral economics, and the
interplay between psychology and markets. His working definition of luck is':

1. Operates for an individual or organization
2. s either good or bad
3. It's reasonable to expect that a different outcome could have occurred

We at Cidel subscribe to the worldview of a probabilistic reality. Simply put, the world, including the investible
world, is a very complex system with a vast number of interdependent connections. Random events happen.
There are many alternative outcomes rather than the apparently single narrative documented in history books.
Perhaps this is what makes life interesting.

First, an examination of the role of luck in business. Have some businesses just been lucky? More importantly, is it
possible that high quality businesses ‘generate’ more good luck than their average or below average counterparts?
Do high quality businesses have a larger surface area to capture good luck? Or said inversely, do low quality
businesses increase their propensity for ‘bad’ things to happen to them? It hardly needs saying, but assuming the
world is a complex system of interdependent connections and random events, forecasting business outcomes in
these conditions can be a rather arduous endeavour. Furthermore, a large historical variance in business results (as
measured by cash flow) makes assessing management's stewardship of capital nearly impossible. We have written
in the past about one of the four elements that helps us define a high-quality business: predictability of results.*
Said differently, do we, as investors, have a reasonable chance of forecasting the range of potential outcomes?
Or, is the range of potential outcomes so vast as to make any work on valuing a business almost meaningless and
therefore not actionable? (These situations are better labelled as something else. It starts with “g” and ends with
“‘ambling”).
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*Cidel is an operating name of Cidel Asset Management Inc.
This material is not intended to be relied upon as a forecast, research or investment advice, and is not a recommendation, offer or solicitation to buy or sell any securities or to adopt any investment strategy. The information contained in this document
has been compiled by Cidel Asset Management Inc. from sources believed to be reliable, but no representations or warranty, express or implied, are made by Cidel Asset Management Inc. as to its accuracy, completeness or correctness. The opinions
expressed are as of the date of this publication and may change without notice and are provided in good faith, but without legal responsibility. Cidel Asset Management Inc., carrying on business as Cidel (“Cidel” is a registered trademark) is registered
as a portfolio manager, investment fund manager and exempt market dealer in Ontario. Cidel is also registered as a portfolio manager and exempt market dealer in the provinces of Alberta, British Columbia, Manitoba, New Brunswick, Newfoundland
and Labrador, Nova Scotia, Prince Edward Island and Saskatchewan. In Quebec, Cidel is registered as a portfolio manager, investment fund manager and exempt market dealer. This document may not be reproduced, distributed or published by any
recipient hereof for any purpose.
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Increasing the surface area of luck

Bear with me, as we tread the path on the role of luck and examine whether one can apply the self-help ‘insights’
on luck to businesses, and whether businesses can increase their “surface area of luck”. When we talk about
“surface area” a simple analogy can help explain. We think of a large surface area of luck much like the surface
area of a fishing net. The larger the net, the more fish can be caught.

R o
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Bookstores, social media and the Internet are plum full of clichéd self help ‘truths’ that, indeed, can increase
your ‘chances’ of good luck landing in your lap just by getting out there and meeting people. The objective here
is to identify some practical insights, perhaps for ourselves, but more importantly for the investment process of
identifying high quality businesses. As a reminder, at Cidel, the equity team is focused on investing in high quality
businesses at attractive valuations. Let's turn to some of the luck focused ‘self-help’ literature and explore whether
they apply to businesses. Most blogs and articles about luck trace their roots back to two books. Dr. James Austin’s
1978 “Chase, Chance, & Creativity” and the 1980s book by Max Gunther appropriately titled “How to Get Lucky”.
Dr. Austin identifies four varieties of chance: 1) Blind Luck, 2) Luck from Motion, 3) Luck from Awareness, and 4)
Luck from Uniqueness. We will not address Blind Luck, as we are not interested in completely random events.
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This material is not intended to be relied upon as a forecast, research or investment advice, and is not a recommendation, offer or solicitation to buy or sell any securities or to adopt any investment strategy. The information contained in this document
has been compiled by Cidel Asset Management Inc. from sources believed to be reliable, but no representations or warranty, express or implied, are made by Cidel Asset Management Inc. as to its accuracy, completeness or correctness. The opinions
expressed are as of the date of this publication and may change without notice and are provided in good faith, but without legal responsibility. Cidel Asset Management Inc., carrying on business as Cidel (“Cidel” is a registered trademark) is registered
as a portfolio manager, investment fund manager and exempt market dealer in Ontario. Cidel is also registered as a portfolio manager and exempt market dealer in the provinces of Alberta, British Columbia, Manitoba, New Brunswick, Newfoundland
and Labrador, Nova Scotia, Prince Edward Island and Saskatchewan. In Quebec, Cidel is registered as a portfolio manager, investment fund manager and exempt market dealer. This document may not be reproduced, distributed or published by any
recipient hereof for any purpose.
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Dr. James Austin’s Concepts of Luck Applied to Business

Concept Meaning Example Example

Luck from Motion | Being active can generate | RB Global. Operating in ge- | Boyd Group. Literally cap-
opportunities. ographies where there are | italizing on the bad luck of
multiple and high uses of | others by providing effi-
heavy equipment. As auc- | cient auto collision repair
tioneers with scale uniquely | services.

positioned to benefit from the
business activity of others.

Luck from Aware- | Deep understanding of the | Dollarama. Scale and mer- | Constellation Software.
ness field one operates in chandising expertise (deep | Very active in acquiring
knowledge of their retail oper- | Vertical Market Software
ations) allows them to create | companies. VMS are great
new products at price points | businesses because of pre-
not typically in the market. | dictable results with high
cash flow margins. The
more deals and ‘verticals’
that CSU enters the more
opportunities they become
aware of and can take ad-
vantage of.

Luck from Unique- | Luck comes to you be-| CGIl Group. Highly successful | Altus Group has a suite of
ness cause of your unique set | organizations will attract the | commercial real estate valu-
of characteristics best talented employees, who | ation tools driven by a deep
inturn create, and deliver high | dataset. This unique offer-
quality services, attracting|ingattracts more clients and
more clients therefore more data, which
increases the dataset mak-
ing the product better for
all users. Better product at-
tracts more users and so on.

Similarly, Max Gunther offers 13 techniques by which we can discover and take advantage of life's good breaks,
while minimizing the effects of the bad ones. Here are the first three (and most important) techniques applied
to several Canadian businesses.
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This material is not intended to be relied upon as a forecast, research or investment advice, and is not a recommendation, offer or solicitation to buy or sell any securities or to adopt any investment strategy. The information contained in this document
has been compiled by Cidel Asset Management Inc. from sources believed to be reliable, but no representations or warranty, express or implied, are made by Cidel Asset Management Inc. as to its accuracy, completeness or correctness. The opinions
expressed are as of the date of this publication and may change without notice and are provided in good faith, but without legal responsibility. Cidel Asset Management Inc., carrying on business as Cidel (“Cidel” is a registered trademark) is registered
as a portfolio manager, investment fund manager and exempt market dealer in Ontario. Cidel is also registered as a portfolio manager and exempt market dealer in the provinces of Alberta, British Columbia, Manitoba, New Brunswick, Newfoundland
and Labrador, Nova Scotia, Prince Edward Island and Saskatchewan. In Quebec, Cidel is registered as a portfolio manager, investment fund manager and exempt market dealer. This document may not be reproduced, distributed or published by any
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Max Gunther’s Concepts of Luck Applied to Business

Concept

Meaning

Example

Cidel

Asset Managemen

Example

Finding the fast flow

Like Austin’s Luck from Mo-
tion. Be around activities
and people - the more the
better. More connections
the better - network!

Boyd Group. Knows the
North American auto colli-
sion industry very well. Boyd
knows which small repair
shops can be acquired and
integrated profitably into
their network. Expansion
across North America has al-
lowed them to become more
efficient and the partner of
choice for insurance clients.

TMX Group operates Cana-
da’s largest equities and op-
tions trading exchanges. As
the definition of a network,
TMX Group is well posi-
tioned to benefit from any
capital formation or trading
activity in Canada. There is
no better place to benefit
from luck, than by connect-
ing people with capital to
those that need capital and
to match up buyers and sell-
ers.

Risk spooning

Take a measured approach
to risk. Small risks are ok.
Large risks are not.

TC Energy. High debt levels
were normally fine given cash
flow profile. Then unlucky con-
struction cost overruns from
pandemic sets the company
back financially. Debt levels
become a major risk where
they are forced to raise eg-
uity (dilute shareholders) and
sell off key assets. An exam-
ple of high leverage increasing
the propensity for a bad luck
(COVID and related cost in-
flations, and now rising inter-
est rates) event to become a
major issue.

Dollarama. Being active
and successful in dollar
store retailing in Canada al-
lowed them to take a small
risk (through a JV) to ex-
pand successfully into Latin
America.
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This material is not intended to be relied upon as a forecast, research or investment advice, and is not a recommendation, offer or solicitation to buy or sell any securities or to adopt any investment strategy. The information contained in this document
has been compiled by Cidel Asset Management Inc. from sources believed to be reliable, but no representations or warranty, express or implied, are made by Cidel Asset Management Inc. as to its accuracy, completeness or correctness. The opinions
expressed are as of the date of this publication and may change without notice and are provided in good faith, but without legal responsibility. Cidel Asset Management Inc., carrying on business as Cidel (“Cidel” is a registered trademark) is registered
as a portfolio manager, investment fund manager and exempt market dealer in Ontario. Cidel is also registered as a portfolio manager and exempt market dealer in the provinces of Alberta, British Columbia, Manitoba, New Brunswick, Newfoundland
and Labrador, Nova Scotia, Prince Edward Island and Saskatchewan. In Quebec, Cidel is registered as a portfolio manager, investment fund manager and exempt market dealer. This document may not be reproduced, distributed or published by any
recipient hereof for any purpose.
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Concept

Meaning

Example

Example

Making the Luck vs.
Planning Distinction

Plan, but recognize that
luck can play a role in suc-
cess. Be ready to capitalize
quickly on an opportunity

OpenText. Studying and
knowing the business of Mi-
croFocus. Effort went into
carefully planning of the ac-
quisition as far back as 2016-
2017 yet valuation was not
attractive. Fast forward, and
as luck would have it, the pan-

Couche-Tard. Experts in
both operating and acquir-
ing convenience stores.
They carefully plan their ex-
pansions including patience
on price paid. This exper-
tise allowed them to seize
the opportunity to expand

demic created the window to
acquire at very attractive val-
uation. Planning and patience
increased the surface area of
luck.

into Europe when Statoil
decided to sell off its Fuel
and Retail division.

To summarize, high quality companies actively increase their surface area of luck by:
- Being uniquely positioned with products and services in active growing markets
- Having success at scale:

o Customers want to do business with the best value proposition for products or services
o Top suppliers want to do business with success at scale

o Highly successful businesses will attract the best talented employees - these ‘top performers then create
aninternal flywheel as their energy, ideas and creativity makes the company even more successful attracting

even more top talent.

«  Generating high margins creates optionality to capitalize on a ‘lucky’ break for capital redeployment.
+ Minimizing the use of debt as it reduces the chances that a minor bad luck event turns into a major company
ruining event.

Pulling it all together, successful investment outcomes for our clients require that we have skill in allocating capital
to the best risk-reward opportunities. However, despite what you may constantly hear and read, investing is not
a pure skill endeavour but rather, sits on a continuum of pure skill (chess) on one end, and pure luck (bingo), on
the other end. While sustained investment success requires skill (a necessary condition), unfortunately it is not
a sufficient condition. Why? The world is a complex system of interdependent connections and random events.
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This material is not intended to be relied upon as a forecast, research or investment advice, and is not a recommendation, offer or solicitation to buy or sell any securities or to adopt any investment strategy. The information contained in this document
has been compiled by Cidel Asset Management Inc. from sources believed to be reliable, but no representations or warranty, express or implied, are made by Cidel Asset Management Inc. as to its accuracy, completeness or correctness. The opinions
expressed are as of the date of this publication and may change without notice and are provided in good faith, but without legal responsibility. Cidel Asset Management Inc., carrying on business as Cidel (“Cidel” is a registered trademark) is registered
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Without sounding too promotional, let's safely assume the equity team at Cidel is highly skilled. Unfortunately,
(or fortunately for the CFA Institute) the general skill level of equity investors is quite high, meaning competi-
tion for returns is high. So, at the margin, what should a rational equity investing team that focuses on business
fundamentals do to increase their surface area of luck? Properly identifying and, investing in, high-quality
businesses that have positioned themselves to have a large surface area of luck. Due to the role of luck in the
world, and therefore investing, we remind our investors that we hold ourselves accountable to our investment
process first** (what we can control - the application of our analytical skills) and not to the outcomes (what we
cannot control - the results).

Notes:

1. The Success Equation: Untangling Skill and Luck | Michael Mauboussin | Talks at Google https://www.youtube.
com/watch?v=1JLfgBsXslc

* The other three elements of a high quality business are a 1) sustainable competitive advantage, 2) high return
on capital with opportunities for reinvestment and 3) financial strength.

** “What makes a decision great is not that it has a great outcome. A great decision is the result of a good pro-
cess.” - Annie Duke from “Thinking in Bets”. She reminds us: do not fall into the trap of “resulting” - one of the
largest single problems in decision making. For sports fans, a real-life example of ‘resulting’ is the criticism of Pete
Carroll's 2015 Super Bowl decision.
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