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US EQUITY GROWTH
02 INVESTMENT UPDATE

Investment specialist Patrick Stapleton and investment manager Kirsty Gibson give an update on
the US Equity Growth strategy covering Q2 2023.

As with any investment, capital is at risk. Past performance is not a guide to future returns.

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

Patrick Stapleton (PS): Hello. My name is Patrick Stapleton. I'm a US equity investment
specialist here at Baillie Gifford, and I'm joined here today by one of the US Equity strategy
team’s four named decision makers, Kirsty Gibson. So Kirsty, it's been another busy several
quarters for us in equities and performance have seen some positive tentative steps. What have
been some of the most interesting developments that we've seen in the past quarter?

Kirsty Gibson (KG): I think it's fair to say that the focus on growth and profitability has
continued. You know, this is not an easy environment for the companies within which we invest
our clients’ capital, but that focus on growth and profitability in tandem is really beginning to
come through in the numbers in the financials that we see. And that has definitely driven some of
the performance that we've seen.

I think that we don't need every company in the portfolio to be profitable in the next quarter, and
I think it's worth emphasizing that. But we do need to be able to see a path for them achieving
their long-run opportunity set. So, after we've considered the competitive positioning of a
business, its opportunity, its financial position, its capital requirements and the adaptability of the
management team, if we're still comfortable with all of those things, then we can continue and
will continue to hold those businesses.

Now to pull out some specific examples of interesting developments, I think the first one I would
touch on would be Roblox. So Roblox is an online gaming platform that's particularly popular
with the 9- to 12-year-old demographic worldwide, and Roblox has seen some strong and solid
user engagement and growth over time. And this has led to strong bookings growth.

And what's really interesting for Roblox at the moment is they believe that bookings growth this
year is going to be larger. It's going to cover its infrastructure costs, and next year bookings
growth is going to exceed their compensation costs. And this is particularly interesting because
it's been driven by innovation. It's not been driven by an increase in sales and marketing spend.
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The company spends around 4 per cent of its revenue on sales and marketing. So, this means that
Roblox is emerging as a self-sustaining business whilst at the same time they are just getting
started in that opportunity of aging up their cohorts and moving from that 9- to 12-year-old
demographic up to that kind of 17- to 24-year-old demographic, which is much more lucrative
from a revenue perspective. So that’s very exciting.

Another company would be Pinterest. So, Pinterest is the online visual discovery platform. It's
basically an online pin board, and under the leadership of their new CEQ, Bill Ready, the
company is focusing on making its pins much more shoppable. And the reason for doing this is
that there is no Western location in which brands can go to to get that full funnel advertising
experience.

And by full funnel, I mean from discovery all the way through to purchase. And Pinterest has
seen some good progress in click-through rates and also in saves of shoppable pins. And they've
been opening up to third-party advertising platforms in order to continue to bring in that
inventory, that advertising content. So, I think Pinterest is really well described as a sort of online
shop window, and I think with the advent and the changes that the CEO has brought in, I think
you could say that that shop window is very much open for business.

I think we couldn’t talk about interesting developments, however, without touching on the topic
of Al So, on the last one of these quarterly updates, my colleague Gary spoke about this idea that
if a computer is a bicycle for the mind, then Al is a rocket ship. And I think that's a really good
analogy, so I'm just going to plagiarize it. I think that it really does feel like a paradigm shift that
we're experiencing. You know, companies are racing to integrate generative Al into their
products into their services and even their business processes. It's hard to find a company at the
moment that's not talking about Al, and that's true of the companies that we own in the strategy
as well.

I think Gary, on the last update, talked about a couple of companies that were integrating
generative Al to Duolingo, which is the gamified language platform. They're using generative Al
for spontaneous conversations. And he also spoke about Shopify, which is using them for Al
chatbots.

Now, Roblox, that I mentioned earlier, they've actually just released two new features, the first of
which is about enabling people to create materials on their platform using natural language. So, if
I was wanting to wear a new skin, as they would call it on their platform, I could say, ‘I'd like it
to be blue’, ‘I'd like it to be shiny’, and I could describe it in those terms and it would be created
for me.

The second new feature is about code generation, and this is particularly interesting because it
opens up the platform for more people to create on it. Someone like me who doesn't have a
coding background can create code again using natural language. So you can start to see how
generative Al could be an accelerant to the Roblox platform because of the fact that you've now
got more content being created, which potentially makes the platform itself much more valuable.

Now, I also couldn't touch on the topic of Al without talking about one of our long-term holdings
and actually one of the largest holdings in our portfolio, and that's NVIDIA. Now the companies
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and the industry surrounding Al is moving very quickly and evolving very fast. And I think it's
honestly fair to say that nobody knows precisely how it's going to play out. But NVIDIA looks to
be an early beneficiary, at least.

So, NVIDIA makes chips called GPUs and these are the infrastructure for the development of
large language models. Now NVIDIA had what can only be described as a monstrous quarter and
that looks set to continue given the fact that they were supply-constrained for the first half of this
year and the demand for their products is growing over time. But NVIDIA 's opportunity is more
than just a couple of quarters, we believe it's more than just a flash in the pan and there is over
one trillion dollars of data infrastructure globally, which is almost entirely run on what's known
as CPUs.

Now, the rise of accelerated computing and generative Al is potentially driving a value shift
towards GPU use. And so they have the opportunity to capture some of that trillion dollars of
infrastructure. And given that NVIDIA is very much focused on GPUs, and they have a software
offering which is very sticky in order to program those GPUs, it looks very well positioned to
benefit.

PS: Right. So new capabilities being opened up by Al, but early exciting opportunity as well.
That leads us to thinking about the future. And so how are you thinking about portfolio
positioning for the coming five years?

KG: So, we're really excited. And I don't think we want to claim that it's going to be smooth
sailing for the next five plus years. But I think there are three broad topics as to why we're
particularly excited. The first is, capital is a scarce resource right now and those businesses which
are self-sustaining or have a large enough war chest of cash to reach the point at which they're
self-sustaining, have a significant opportunity in this environment to not just survive but also
thrive.

Examples would be DoorDash, the restaurant and delivery platform in the US, or Tesla the EV
manufacturer. Most people know that one quite well. And they are capital-intensive, yes, but
they're also generating free cash flow, and that provides them with an opportunity and that is the
opportunity to shore up their competitive position right now, but also then go on to emerge from
this environment stronger than when they went in.

The second reason why we are excited for the long term is that the structural changes that we
invested in prior to the pandemic that were accelerated by the pandemic, you know, they still
continue after the pandemic. We believe that more people will be driving electric vehicles in five
plus years. The shift will continue from cleaner to greener types of energy generation. We will
see more shifting from on-premise to the cloud. Al will continue to grow. And we expect to see
more and more personalized health care.

And then I think the final reason is we’re seeing the emergence of a new type of business model.
So, I think the last 100 years for businesses, competitive positions were based upon atomic
strength. So how many physical assets did you have and how good was your access to capital?
The proliferation of the internet changed that. You saw the rise of a sort of byte-based model
where being nimble, having a great idea, being very creative and having the ability to attract great
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talent enabled businesses like Alphabet and META, to be able to build strong competitive
positions.

We're now seeing the combination of those two models coming together. So, we’ll call it the
atom and the byte-based model. And what's really exciting about this is that I think you could
argue that byte-based models have actually disrupted a fairly narrow sector of the economy,
mainly advertising, analytics, media, and to some extent commerce, whereas bytes and atoms
combined is bringing disruption to a whole new swathe of the economy. Restaurants, logistics
and healthcare, automotive.

And Moderna, the mRNA vaccine company; that’s a really good example of this, because
Moderna has the knowledge and the skillset to create the software to program, shall we say, those
vaccines. But they also have the hardware knowledge or the understanding of how to
manufacture them.

PS: And engaging with companies is such an important part of understanding that. We continue
to engage with companies as we have done, leading to new insights in some cases. So, I'd love to
hear from you about some of the highlights that we've seen from those conversations with
companies in recent times.

KG: Yeah, absolutely. It’s quite difficult to choose a few, so I’ll try and narrow it down.

So I think the first one I'd mention would be a call we had with the CEO of Pinterest. So I
mentioned Pinterest earlier. We were very keen to have a call with the relatively new CEO. He's
been CEO for just about a year now, and we'd seen him present a variety of conferences and we'd
been in group meetings with him, but we've never had much of that one-on-one time, and we
were particularly keen to explore the sort of cultural changes, or not, that happened within the
company since he took over.

And I think what was really reassuring to us was that Bill Ready, the new CEO, recognises that
he needs to embrace what makes Pinterest special. He doesn't want to change the culture and
evolve the company away from that. Being an environment where people feel safe to really
express who they are as individuals, but also as brands, feeling that they can put their content on
Pinterest knowing that it's in an environment which is safe.

But what he does bring is he brings a focus on performance and execution that the company
maybe up to now has struggled a little bit more with. So, he's combining what makes Pinterest
special with a skill set that potentially allows them to go on to be much larger in the future and
much more successful.

I think the other meeting that I would highlight would be that when I was out in the US recently, I
got the opportunity to spend some time with the CEO and founder of DoorDash, Tony Xu. I
mentioned DoorDash briefly earlier, but it's an online restaurant delivery platform which does
food delivery for restaurants, but also convenience and grocery. And we were really keen to
spend some time with Tony to talk about his long-run ambitions for the business, beyond the sort
of shorter term, you know, how did he see the business in the next ten plus years?
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And I think this was really refreshing because many of the conversations that we have been
having with management recently have been more focused on shorter- and medium-term
challenges. So, to be able to talk about his vision for the business was really interesting. And
ultimately DoorDash wants to evolve beyond the industries within which it currently operates,
and they want to reinvent the logistics for a city. They want to become the platform that
everybody goes to to connect merchants and their consumers. Now, this is a grand ambition and
it's not a sort of one- or two-year idea. This is going to take the next decade or so to play out. But
what gives us some confidence and some comfort in their approach to this is DoorDash has a
culture of breaking problems down to their lowest level of detail and really focusing on the nub
of the issue and then building up from there.

And that technique has proven very effective in some very challenging industries that we've gone
into initially. But also it's a way in which you start with small problems. But over time those

small problems become a very, very large opportunity because there are lots of them to address.

KG: Fantastic. Well, thank you very much for that, Kirsty. We hope you found this insightful.
Thank you very much.
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Annual past performance to 30 June each year (net %)

2019 2020 | 2021 | 2022 2023
American Equities Composite 8.3 49.9 79.8 | -61.7 31.2
S&P 500 10.4 7.5 40.8 | -10.6 19.6

Annualised returns to 30 June 2023 (net %)
1 year 5 years | 10 years

American Equities Composite 31.2 7.9 13.7
S&P 500 19.6 12.3 12.9

Source: Baillie Gifford & Co and S&P 500. 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.

Source: S&P 500. The S&P 500, S&P Global SmallCap and Dow Jones Islamic Market World
(index) are products of S&P Dow Jones Indices LLC or its affiliates (“SPDJI”), and has been
licensed for use by Baillie Gifford & Co. S&P®, S&P 500®, US 500, The 500, iBoxx®,
iTraxx® and CDX® are trademarks of S&P Global, Inc. or its affiliates (“S&P”’); Dow Jones® is
a registered trademark of Dow Jones Trademark Holdings LLC (“Dow Jones™); and these
trademarks have been licensed for use by SPDJI and sublicensed for certain purposes by Baillie
Gifford & Co. Baillie Gifford & Co Product(s) are not sponsored, endorsed, sold or promoted by
SPDIJI, Dow Jones, S&P, their respective affiliates and none of such parties make any
representation regarding the advisability of investing in such product(s) nor do they have any
liability for any errors, omissions, or interruptions of the S&P 500, S&P Global Small Cap and
Dow Jones Islamic Market World Index.

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.

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.

The images used in this communication are for illustrative purposes only.
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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 3 E 52 (F &) B B2 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 ¥4 85 (F&)ABE /2 B 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.

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

Israel

Baillie Gifford Overseas 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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