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Investment manager Donald Farquharson and investment specialist Sarah Clark give an update on
the Japan Growth Strategy covering Q3 2024.

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

Sarah Clark (SC): Hello and welcome to this Q3 update for the Japan Growth Strategy. As a
reminder, we take a flexible approach to investing in a concentrated portfolio of Japan's best
growth companies. My name is Sarah Clark. I'm an investment specialist and I'm joined today by
Donald Farquharson, who is head of the Japan Team and lead manager for the Strategy. Welcome,
Donald.

Now, the plan for today is to talk about performance, also portfolio positioning. But before we get
into that, | wanted to start by asking you about the macro environment. There's been lots going on
there. We've seen a market crash, an increase in the yen, another increase to interest rates, and
most recently, a new prime minister. What are your views on all of this and any implications for the
strategy?

Donald Farquharson (DF): Yes, as you say, there was quite a lot going on during the quarter,
although to a sterling-based investor into Japan, the market was down 626, the currency was up
6%0, so they may actually believe that nothing has happened at all.

But you're right, during that period, there was a market crash. The market recovered the same level
after five days. But | think it does highlight that the cheapness of the yen, the very low interest rates
in Japan do lead to some extreme levels of periodic volatility. A new prime minister, | think the LDP
is a party managed for stability. So, we probably don't need to think about the change from Kishida
to Ishiba.

The big one really for me is the currency, because it has been a major tailwind for a lot of the
weaker businesses and sectors to which we haven't been exposed within the portfolio. This is
becoming less of a tailwind, and | think that's leading to a sort of a normalisation within the market.
Attention is starting to focus on where we have been focusing our portfolio, which is on longer-term
structural growth rather than shorter-term cyclical momentum.
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SC: Lots going on there, but potentially some positive developments in terms of the currency for
our more domestic-orientated portfolio.

And moving on to performance, we're slowly seeing that relative performance has started to
improve this year. And we're seeing a shift back towards growth companies again. In terms of
attribution over the quarter, Rakuten and its ever-growing online ecosystem was one of the largest
contributors. What's been driving its share price recently?

DF: Well, it's not just recently. | mean, Rakuten's share price has been recovering over the last 12
months, and it is one of the bigger contributors over that period as well. And | think Rakuten
suffered for a period of time because of the investments it was making in its mobile network
business that it was trying to build up, which meant that it was losing money. And we've seen that
across a number of holdings in the portfolio that, where companies have been making aggressive
investment for future growth, this has tended to be penalised by the market.

So, what we're seeing now with Rakuten is the mobile business is seeing the fastest growth of net
subscriber growth of any of the networks. They seem to have stabilized the position around the
borrowings behind that. By the end of this year, they should be cash positive on the mobile
business. And that is allowing everyone to focus on the bits that we have always said were
extremely good and extremely strong: the ecosystem, as you describe it, around financial services,
and around the e-commerce business.

SC: Thank you. It's good to hear of some signs of progress there for one of our largest holdings in
the portfolio. Sticking with performance, any themes across the companies that have been
detractors over the quarter?

DF: If there were a theme, it would probably be around semiconductors. So, just as a reminder, the
three stocks most exposed there within the portfolio is ROHM, which makes power semiconductors
principally. DISCO, which makes semiconductor production equipment, equipment to dice and
grind wafers for semiconductors. And Horiba, which makes a component used in the production
process, mass flow controllers. And they all three were weak at a time when the semiconductor
market share prices were under a lot of pressure globally.

The interesting thing was that we started the quarter not owning Japan's leading semiconductor
production equipment company, Tokyo Electron, but by the end of the quarter, we had. This was a
positive contributor over the period, we now have a holding.

SC: That's a good segue into portfolio activity. So, turnover remains low. You've added two new
names to the portfolio this quarter with Tokyo Electron being one. What does that company do?

DF: So it is, as | mentioned, it's a semiconductor production equipment company. In other words,
what it does is integral to the process of producing semiconductors. It operates in a number of
different areas, but principally in etching and deposition are the areas where it is best known and
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where it has globally a leading position. And what | think is very interesting here is the capital
intensity of producing semiconductors has been rising, but it has been going mainly into the area of
lithography, which is not where Tokyo Electron is operating. But increasingly, we see opportunities
for it to take a larger share of the production pie.

SC: And shifting gears to the second name that was bought, Amvis, which is completely different.
Can you tell us a bit about that company?

DF: A very different business, as you say. So, Amvis is Japan's leading hospice operator for end-of-
life care. And a lot of that currently is done within hospitals. And hospital stay in Japan is much
longer than it is elsewhere. There is definitely, from the government side, support for a lot of that
care to be moved out of the hospital into the hospice, and we think that Amvis is extremely well-
positioned to benefit from that trend.

SC: Okay. And any brief comments on how these purchases were funded?

DF: There were two stocks which we sold during the period. One, TOTO, which is known for its
bathroom ceramics. Part of the investment case here was refurbishment of Japanese properties.
And that part of the business seems to be doing reasonably well. The bit that hasn't been doing so
well is its overseas operations, and principally those operations in China, where there is obviously a
great glut of unfinished properties. And it will probably take quite a long time, notwithstanding the
recent stimulus by the Chinese government, it'll take quite a long time for that business to recover.

So that's one that we decided to sell. The share price had actually been quite strong, giving us an
opportunity to exit. And Base was the other one, which is a small company which enables
companies to build their online presence, a little bit like Shopify. It was coming under a lot more
competitive pressures. We had less conviction in its ability to take the share of the market that we'd
originally thought it might. So, we decided to sell that.

SC: Thank you. That's a good run through of the recent changes to the portfolio. And final quick
question for me before we wrap up. You were recently in Japan. Any highlights from that trip you'd
like to share with us?

DF: When | go to Japan, | always try to see some new holdings and some existing holdings. This
time it was much more focused on the existing holdings, and | met with a lot of the CEOs of
companies and CFOs of companies when | was out there. Probably if | was to single out one, where
| came away with a very strong and positive impression was Nidec, which has gone through quite a
difficult period, largely because of its investments in automotive e-axle motors. The new CEO has
come from that area, and I'm impressed both by what he's already achieved, but also by the vision
that he has for the company going forward. So, | think this is a very positive development.

SC: Thanks, Donald. That's a good point to finish on.
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So, just to recap on the main points from today. Performance is starting to improve. We're seeing
helpful changes in the macro backdrop, which is positive for our portfolio and style of investing.
And we're seeing continued progress operationally in some of our largest holdings.

Thank you, Donald, for your time today. And for those of you at home listening, please do get in
touch if you have any questions on today's recording.
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Japanese Equities Growth

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

2020 2021 2022 2023 2024
Japanese Equities Growth Composite 18.6 15.4 -40.1 12.8 21.0
TOPIX Index 7.4 20.6 -28.4 25.9 21.6

Annualised returns to 30 September 2024 (net%)

1year S5years 10 years

Japanese Equities Growth Composite 21.0 23 52
TOPIX Index 21.6 7.3 6.8

Source: Revolution, Japan Exchange Group. US dollars. Returns have been calculated by reducing the gross return by the
highest annual management fee for the composite. 1 year figures are not annualised.

Past performance is not a guide to future returns.

Legal notice: The TOPIX Index Value and the TOPIX Marks are subject to the proprietary rights owned by Tokyo Stock
Exchange, Inc. and Tokyo Stock Exchange, Inc. owns all rights and know-how relating to the TOPIX such as calculation,
publication and use of the TOPIX Index Value and relating to the TOPIX Marks. No Product is in any way sponsored,
endorsed or promoted by Tokyo Stock Exchange, Inc.

Risk factors
This communication was produced and approved in October 2024 and has not been updated
subsequently. It represents views held at the time and may not reflect current thinking.

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 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.

The images used in this communication are for illustrative purposes only.

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.
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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) Ltd (BGE) 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. BGE also has regulatory permissions to perform Individual Portfolio
Management activities. BGE provides investment management and advisory services to European
(excluding UK) segregated clients. BGE has been appointed as UCITS management company to the
following UCITS umbrella company; Baillie Gifford Worldwide Funds plc. BGE 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.

Hong Kong

Baillie Gifford Asia (Hong Kong) Limited faE 52N (F #)HFBR 2 7] is wholly owned by Baillie Gifford
Overseas Limited and holds a Type 1 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
EIMN(EE)AB 22T 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.
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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 business is 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
& 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.

Singapore

Baillie Gifford Asia (Singapore) Private Limited is wholly owned by Baillie Gifford Overseas Limited
and is regulated by the Monetary Authority of Singapore as a holder of a capital markets services
licence to conduct fund management activities for institutional investors and accredited investors in
Singapore. Baillie Gifford Overseas Limited, as a foreign related corporation of Baillie Gifford Asia
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(Singapore) Private Limited, has entered into a cross-border business arrangement with Baillie
Gifford Asia (Singapore) Private Limited, and shall be relying upon the exemption under regulation
4 of the Securities and Futures (Exemption for Cross-Border Arrangements) (Foreign Related
Corporations) Regulations 2021 which enables both Baillie Gifford Overseas Limited and Baillie
Gifford Asia (Singapore) Private Limited to market the full range of segregated mandate services to
institutional investors and accredited investors in Singapore.
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