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Investment manager Stephen Paice and investment specialist Thomas Hodges give an update on the
Europe ex UK and Pan Europe strategies covering Q3 2023.

Your capital is at risk. Past performance is not a guide to future returns.

Thomas Hodges (TH): Welcome to this video. This is the quarterly update covering European
Equities. My name is Tom Hodges. I'm an investment specialist on the European team, and today
I'm joined by Stephen Paice, who is head of European Equities at Baillie Gifford.

In the European team at Baillie Gifford, what we're trying to do is create high conviction portfolios
of some of Europe's great growth opportunities. What we're looking for is companies with large
growth opportunities, the potential to expand their profit margins over time. We're also looking for
strong and improving competitive advantages, and we want these businesses to be run by high-
quality, exceptional people. And hopefully, or what our aim is to do by investing in these
companies, is deliver exceptional returns to our clients over time.

So, Stephen, let's dive in. August was a bit of a torrid month for performance. And the big headline,
of course, was the big sell off in Adyen. So let's kick off with your thoughts on broader performance
before we move into Adyen more specifically.

Stephen Paice (SP): Sure. Well, August was a poor month, but | think we have to recognize that the
performance over the last two years has been really disappointing. And we've been managing, as
you know, European equities since 1985. We've experienced numerous drawdowns and rebounded
from all of them. But | think this is probably one of the worst sets of conditions for our style of
investing that we've ever had.

Now, the silver lining from that is that as long as we remain disciplined, the valuations across the
board in the market and in our portfolio are now much cheaper, trading at much lower valuations,
so we can take advantage of that.

Now, in the quarter we had some companies that were showing very good operational progress. We

had meal kit provider HelloFresh, Kingspan, which is an Irish building materials company. These are
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companies which are performing very well. Adevinta, which is an online classifieds business, is also
being bid for. So we have some positive news still coming through.

But as you said, the main detractor was Adyen. But the reality is that over the last couple of
months, certainly over the last year or so, performance is still very much driven by the narrative in
the market, what central banks are doing, what expectations of interest rates are. And it has very
little, at the moment, to do with fundamentals.

TH: In terms of Adyen, what are your thoughts on Adyen and what do you actually think that says
about the overall market mood at the moment?

SP: Adyen is a Dutch payment processing business. It offers its merchants the software to authorize
and accept payments from its customers, whether it's online or offline. It's a really high-quality
business. It's very dynamic.

It has been growing kind of 30, 40 per cent in recent years. But the recent set of results flagged
that they had lost a little bit of market share in the US. And this is, | think, more to do with some
temporary phenomenon. We've spoken to some of their competitors like PayPal and Stripe, and at
the moment we think that some of these problems which it has faced are going to be temporary.

They're not structural. Now, the Adyen share price sold off 50 per cent, roughly. Now, to me, that
suggests that the market is putting far too much weight on one set of results and discounting the
value of growth that Adyen has in the future, which is underpinned by a lot of investment in its
products and a relatively low but increasing market share.

So, this is what | think’s happening across the broader market. It is classic hyperbolic discounting.
The market is paying up for near-term certainty and penalizing anything which is going wrong in the
short term, and unfairly discounting any companies which may still be able to grow very profitably
in the future.

TH: Yes, and | think that's a broader trend that we've seen across the board for the best part of two
years now. And you can see it in the portfolio's valuation as well and how that's moved. But what
are your thoughts on the overall portfolio positioning and valuation at the moment?

SP: I mean, as you said at the start, what we're trying to do here are find and invest in Europe's best
growth companies. These are companies that are going to grow faster than the market, both in
revenue and earnings and cash flow terms. These are companies that are managed by people that
we trust and that have relatively low levels of debt.

Now, none of that has actually changed. What has happened, though, is that the valuation for these
companies, and the portfolio in aggregate, is now much lower. And if you compare the multiples on
these portfolios over the last two years, those multiples have fallen about 50 per cent.

Calton Square, 1 Greenside Row, Edinburgh EH1 3AN 6254410037473
Telephone +44 (0)131 275 2000 / bailliegifford.com Copyright © Baillie Gifford & Co 2023.



Baillie Gifford — European Equities Q3 investment update October 2023

The underlying market in Europe has maybe fallen closer to 20 per cent. But when you look at the
growth rates, both in terms of sales and profits for these portfolios, we're capable of growing two or
three times faster than the market. So, what we're offering now, and getting access to, is a lot more
growth, but at [a] much lower and better price.

So, what we're trying to do now is take advantage of what we think is an inefficiency. We are
leaning into those companies where we think the discount is most extreme and adding to some
companies in the portfolio like Sartorius, which is a medtech company, Reply, CRISPR
Therapeutics, Hypoport. We have a lot of companies which have been very weak, so we have a lot
of opportunity to add, but at the same time we're trying to pick up some new names and add those
to the portfolio as well.

TH: It's been quite an active third quarter for us, picking up new names. We've added three to the
portfolios in the past few months. Maybe you could take us through the investment cases around
LVMH, Moncler and EQT?

SP: Sure. | mean, over the long term, our turnover is still hopefully going to be between 10 and 20
per cent, so holding periods between five and ten years. But we've added a couple of luxury names
to the portfolio. These will supplement some of the exposure we have to some of those other
amazing luxury brands we have already. We have Cartier in the portfolio, we have Gucci, we have
Ferrari as well.

But if there's something Europe does really well, it is luxury goods. So we've added LVMH. This is
one of the biggest companies in Europe and certainly [one of] the biggest luxury goods companies
in the world. But what we've come to realize is that, despite its size, LVMH as a business is actually
becoming better and more powerful the bigger it gets. So | think that the long-term compounding
which comes from sustainable profit growth in LVMH’s case is definitely still being undervalued.

Moncler is a slightly younger and probably slightly more dynamic company. It's probably more well
known for outerwear, puffer jackets, ski wear and knitwear. But through some very astute design
merchandising under the control of its owner, effectively Remo Ruffini, who saved the business
from bankruptcy, we think that the growth rates and again the profitable growth here is has been
mispriced by the markets. So we're taking advantage of opportunities like this.

And then the final one, as you mentioned, was EQT. And this is one of the largest private equity
companies in the world, but it's the only one with a kind of a Swedish culture. So there's very much
a culture of building companies for the long term. It's not just about flipping them for a good price.

And EQT has one of the best reputations in the industry, and this will help it attract and fundraise. It
has one of the best track records. So, if you look at the performance of its funds, [they are] top
quartile pretty much in every area, and it's benefiting from structural growth. As we know,
companies are staying private for longer, but also allocations are increasing towards private equity
as well. And when we think about the valuation over the next five or ten years, we think there's a
huge value which has been mispriced there.
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So, these are the types of opportunities we're taking advantage of in the current markets.

TH: From one Swedish company to another - we did sell one holding we've held for a very long time,
Nibea. It's been one of our best performers. That's not always the easiest experience, selling one of
your best performers. So what are your thoughts on why we decided to exit Nibe?

SP: Well, it was probably actually quite easy to sell a big winner. But what we need to make sure
that we're not doing is selling too early and missing out on years or decades of upside. But in Nibe’s
case, as you said, it's been a very good performer.

This is a Swedish heat pump manufacturer and it was benefiting from increasing penetration rates.
Its products are being used to replace environmentally damaging oil and gas boilers, so very strong
structural growth there, and certainly kind of a Covid boost from the energy crisis [when] the
demand for heat pumps exploded. Which is good.

But what has happened is that the valuation multiple has rerated significantly. And at the same
time, this market demand has not gone unnoticed by other competitors, so there's lots more
competition and a lot more capacity coming on, and it's probably not a capital cycle you want to
invest in at this stage. So, we've taken the profits and we've reallocated them into companies that
we think have a greater upside.

TH: And just finally, it's been a very tough period for us in performance. We're all very disappointed
with [it]. Perhaps you could leave us with some thoughts on why you're optimistic about investing in
Europe with our approach going forward.

SP: Sure. Well, the first thing to say is, the environment today is very different to what it was two
years ago. Two years ago we had low but increasing interest rates. And in hindsight, a lot of hubris
in the markets affecting valuations as well. Today, we have very high but potentially stable or even
declining interest rates, and instead of hubris, we have a lot of fear and anxiety. And as a long-term
stock pickers, this is normally quite a good environment.

Now having said that, we also believe that we have the right process. We're not going to change the
philosophy. We're going to stay resolutely long-term bottom-up growth investors. But when we
think about the operational progress in the portfolio, when we think about the exposure we have to
the structural growth in the markets, and of course to the people and the managers and owners of
those businesses that we're investing alongside, | think the future is definitely looking a lot more
optimistic than it has been for some time.

TH: Well, thank you for that, Stephen, and thank you to everyone for tuning in.
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European Equities (including Europe ex UK Equities and Pan European Equities
strategies)

Annual past performance to 30 September each year (net%)

2019 2020 2021 2022 2023
Europe ex UK Equities Composite -5.4 52.6 24.5 -51.7 171
Pan European Equities Composite -8.7 40.4 22.4 -51.6 18.1
MSCI Europe ex UK 0.9 51 271 -27.2 31.2
MSCI Europe -0.1 -0.3 28.0 -24.3 29.7

Annualised returns to 30 September 2023 (net%)

1year 5 years 10 years
Europe ex UK Equities Composite 171 0.3 4.0
Pan European Equities Composite 18.1 -2.1 2.1
MSCI Europe ex UK* 31.2 5.2 51
MSCI Europe 29.7 4.6 4.4

* FTSE World Europe ex UK prior to 31/12/16
Source: Baillie Gifford & Co and underlying index provider. USD. Returns have been calculated by reducing the gross return by the highest
annual management fee for the composite.

Past performance is not a guide to future returns.

Legal notice: MSCI makes no express or implied warranties or representations and shall have no liability whatsoever with respect to any MSCI
data contained herein. The MSCI data may not be further redistributed or used as a basis for other indexes or any securities or financial
products. This report is not approved, endorsed, reviewed or produced by MSCI. None of the MSCI data is intended to constitute investment
advice or a recommendation to make (or refrain from making) any kind of investment decision and may not be relied on as such.

Risk factors

The views expressed should not be considered as advice or a recommendation to buy, sell or hold a
particular investment. They reflect opinion and should not be taken as statements of fact nor
should any reliance be placed on them when making investment decisions.

This communication was produced and approved in October 2023 and has not been updated
subsequently. It represents views held at the time and may not reflect current thinking.

All investment strategies have the potential for profit and loss, your or your clients’ capital may be
at risk. Past performance is not a guide to future returns.

This communication contains information on investments which does not constitute independent
research. Accordingly, it is not subject to the protections afforded to independent research, but is
classified as advertising under Art 68 of the Financial Services Act (‘FinSA’) and Baillie Gifford and
its staff may have dealt in the investments concerned.

All information is sourced from Baillie Gifford & Co and is current unless otherwise stated.
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Important information

Baillie Gifford & Co and Baillie Gifford & Co Limited are authorised and regulated by the Financial
Conduct Authority (FCA). Baillie Gifford & Co Limited is an Authorised Corporate Director of OEICs.

Baillie Gifford Overseas Limited provides investment management and advisory services to non-UK
Professional/Institutional clients only. Baillie Gifford Overseas Limited is wholly owned by Baillie
Gifford & Co. Baillie Gifford & Co and Baillie Gifford Overseas Limited are authorised and regulated
by the FCA in the UK.

Persons resident or domiciled outside the UK should consult with their professional advisers as to
whether they require any governmental or other consents in order to enable them to invest, and
with their tax advisers for advice relevant to their own particular circumstances.

Financial Intermediaries

This communication is suitable for use of financial intermediaries. Financial intermediaries are
solely responsible for any further distribution and Baillie Gifford takes no responsibility for the
reliance on this document by any other person who did not receive this document directly from
Baillie Gifford.

Europe

Baillie Gifford Investment Management (Europe) Limited provides investment management and
advisory services to European (excluding UK) clients. It was incorporated in Ireland in May 2018.
Baillie Gifford Investment Management (Europe) Limited is authorised by the Central Bank of
Ireland as an AIFM under the AIFM Regulations and as a UCITS management company under the
UCITS Regulation. Baillie Gifford Investment Management (Europe) Limited is also authorised in
accordance with Regulation 7 of the AIFM Regulations, to provide management of portfolios of
investments, including Individual Portfolio Management (‘IPM’) and Non-Core Services. Baillie
Gifford Investment Management (Europe) Limited has been appointed as UCITS management
company to the following UCITS umbrella company; Baillie Gifford Worldwide Funds plc. Through
passporting it has established Baillie Gifford Investment Management (Europe) Limited (Frankfurt
Branch) to market its investment management and advisory services and distribute Baillie Gifford
Worldwide Funds plc in Germany. Similarly, it has established Baillie Gifford Investment
Management (Europe) Limited (Amsterdam Branch) to market its investment management and
advisory services and distribute Baillie Gifford Worldwide Funds plc in The Netherlands. Baillie
Gifford Investment Management (Europe) Limited also has a representative office in Zurich,
Switzerland pursuant to Art. 58 of the Federal Act on Financial Institutions (“FinlA”). The
representative office is authorised by the Swiss Financial Market Supervisory Authority (FINMA).
The representative office does not constitute a branch and therefore does not have authority to
commit Baillie Gifford Investment Management (Europe) Limited. Baillie Gifford Investment
Management (Europe) Limited is a wholly owned subsidiary of Baillie Gifford Overseas Limited,
which is wholly owned by Baillie Gifford & Co. Baillie Gifford Overseas Limited and Baillie Gifford &
Co are authorised and regulated in the UK by the Financial Conduct Authority.
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Hong Kong

Baillie Gifford Asia (Hong Kong) Limited fa& 5 ;N (Z %) B R 2 7 is wholly owned by Baillie Gifford
Overseas Limited and holds a Type 1 and a Type 2 license from the Securities & Futures
Commission of Hong Kong to market and distribute Baillie Gifford’ s range of collective investment
schemes to professional investors in Hong Kong. Baillie Gifford Asia (Hong Kong) Limited #8255 i (
E#&)H PR F can be contacted at Suites 2713-2715, Two International Finance Centre, 8 Finance
Street, Central, Hong Kong. Telephone +852 3756 5700.

South Korea
Baillie Gifford Overseas Limited is licensed with the Financial Services Commission in South Korea
as a cross border Discretionary Investment Manager and Non-discretionary Investment Adviser.

Japan

Mitsubishi UFJ Baillie Gifford Asset Management Limited (MUBGAM’) is a joint venture company
between Mitsubishi UFJ Trust & Banking Corporation and Baillie Gifford Overseas Limited.
MUBGAM is authorised and regulated by the Financial Conduct Authority.

Australia

Baillie Gifford Overseas Limited (ARBN 118 567 178) is registered as a foreign company under the
Corporations Act 2001 (Cth) and holds Foreign Australian Financial Services Licence No 528911.
This material is provided to you on the basis that you are a “wholesale client” within the meaning of
section 761G of the Corporations Act 2001 (Cth) (“Corporations Act”). Please advise Baillie Gifford
Overseas Limited immediately if you are not a wholesale client. In no circumstances may this
material be made available to a “retail client” within the meaning of section 761G of the
Corporations Act.

This material contains general information only. It does not take into account any person’s
objectives, financial situation or needs.

South Africa

Baillie Gifford Overseas Limited is registered as a Foreign Financial Services Provider with the
Financial Sector Conduct Authority in South Africa.

North America

Baillie Gifford International LLC is wholly owned by Baillie Gifford Overseas Limited; it was formed
in Delaware in 2005 and is registered with the SEC. It is the legal entity through which Baillie
Gifford Overseas Limited provides client service and marketing functions in North America. Baillie
Gifford Overseas Limited is registered with the SEC in the United States of America.

The Manager is not resident in Canada, its head office and principal place of businessis in
Edinburgh, Scotland. Baillie Gifford Overseas Limited is regulated in Canada as a portfolio manager
and exempt market dealer with the Ontario Securities Commission ('OSC'). Its portfolio manager
licence is currently passported into Alberta, Quebec, Saskatchewan, Manitoba and Newfoundland
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& Labrador whereas the exempt market dealer licence is passported across all Canadian provinces
and territories. Baillie Gifford International LLC is regulated by the OSC as an exempt market and
its licence is passported across all Canadian provinces and territories. Baillie Gifford Investment
Management (Europe) Limited (‘BGE’) relies on the International Investment Fund Manager
Exemption in the provinces of Ontario and Quebec.

Israel

Baillie Gifford Overseas Limited is not licensed under Israel’s Regulation of Investment Advising,
Investment Marketing and Portfolio Management Law, 5755-1995 (the Advice Law) and does not
carry insurance pursuant to the Advice Law. This material is only intended for those categories of
Israeli residents who are qualified clients listed on the First Addendum to the Advice Law.
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