
Better Buy: Shopify vs. Constellation Software

Description

Shopify (TSX:SHOP) and Constellation Software (TSX:CSU) have historically been among the best-
performing TSX stocks. Shopify was at one point up 5,000% in six years, though it lost a lot of its gains
in the 2022 tech crash. Constellation Software is up 12,200% from inception and, unlike Shopify, has
held on to almost all of its gains.

Between Constellation and Shopify, investors have two illustrious tech stocks to choose from on the
Toronto Stock Exchange (TSX). Both of them could be good buys. However, it helps to understand the
securities you’re investing in, as an intellectual exercise if for no other reason.

In this article, I will compare Shopify and Constellation Software side by side, so you can decide which
is the better buy.

The case for Shopify

The case for buying Shopify instead of Constellation Software rests on the fact that it’s easier to
understand. CSU is a holding company with hundreds of businesses under the hood, Shopify is an e-
commerce company that basically helps people process payments. The latter has a much simpler
business model.

To understand Shopify, you need to understand

The nature of the e-commerce industry (growth, size, competition, etc.);
How Shopify attracts users; and
How good Shopify is at keeping users on its platform.

COMPANY NAME
Address | Phone | Link | Email

default watermark

Page 1
Footer Tagline

https://staging.www.fool.ca/company/tsx-shop-shopify-inc/371149/
https://staging.www.fool.ca/company/tsx-csu-constellation-software-inc/343181/
https://staging.www.fool.ca/investing/investing-in-technology-stocks/


Basically, if you understand what Shopify does (selling platforms that people use to sell products), then
you can understand the business. By contrast, understanding Constellation thoroughly is quite a
challenge, as it operates in so many different industry segments. Basically, all of CSU’s companies are
tech companies, most of which are software companies, but there’s a lot of difference between the
kinds of software that they sell.

To truly become an “expert” on CSU, you’d need to spend many, many months researching the
company. You can gain a vague understanding of it in an afternoon, but understanding it at a Warren
Buffett level of proficiency would take a long time. This is a potential problem, because “knowing what
you own” is one of the keys to successful investing.

The case for Constellation Software

The case for Constellation Software rests on the fact that it’s a profitable and fast-growing business. In
its most recent quarter, it delivered

$1.72 billion in revenue, up 32%;
$136 million in net income, up 28%;
$321 in cash from operations (a measure of how much cash a company’s operations produce),
up 10%; and
$226 million in free cash flow (a cash-only earnings metric), up 1.32%.

By contrast, Shopify, in the same period, only grew revenue at 22% and actually lost money. The last
few quarters’ results were similar. Basically, in terms of historical fundamentals, Constellation Software
is a better business than Shopify is.

Foolish takeaway

For me, between Shopify and Constellation Software, there’s no question:

CSU is the better buy.

It’s more profitable, it’s growing faster, and it has a cheaper valuation. Really, CSU takes the gold over
Shopify on just about every criterion that investors look at. The only area where Shopify scores a win is
in being easy to understand. Constellation Software is a pretty complex business but, if you just view it
as a fund managed by Mark Leonard, it starts to make sense as a fund-like investment.

CATEGORY

1. Investing

TICKERS GLOBAL

1. TSX:CSU (Constellation Software Inc.)
2. TSX:SHOP (Shopify Inc.)

PARTNER-FEEDS

COMPANY NAME
Address | Phone | Link | Email

default watermark

Page 2
Footer Tagline

https://www.csisoftware.com/docs/default-source/press-releases/csi---press-release-q3-2022---final.pdf?sfvrsn=abb0ab6c_3/ CSI---Press-Release-Q3-2022---Final


1. Business Insider
2. Flipboard
3. Koyfin
4. Msn
5. Newscred
6. Quote Media
7. Sharewise
8. Smart News
9. Yahoo CA

PP NOTIFY USER

1. andrewbutton
2. kduncombe

Category

1. Investing

Date
2025/08/29
Date Created
2023/01/16
Author
andrewbutton

COMPANY NAME
Address | Phone | Link | Email

default watermark

Page 3
Footer Tagline



COMPANY NAME
Address | Phone | Link | Email

default watermark

Page 4
Footer Tagline


