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- What makes actual investors not just different, but better?
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Perhaps a good start would be to explain what we are not. We are not passive investors who think
that current share prices capture the future prospects of companies. We don't believe that
investment decisions can be made on numbers alone, even by super computers and complex
algorithms. Passive has its place, providing low-cost market access with, on average, better after
fees results than active managers.
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However, it has little to do with the process of allocating capital to innovative companies - though
on that point it has much in common with many active managers. We are not a typical active
manager either: we believe this term has become a one-size-fits-all description which is very
unhelpful for investors. It has been hijacked by many fund managers who think it suggests

‘activity’ and simply being different from an index. The reality is that much of this activity has



more to do with trying to outsmart other investors than with the creative deployment of capital,
and that defining active as being different from an index is to start in the wrong place. This is why
most active investors fail to deliver returns that outperform passive investment strategies over the
long term. They’ re not even trying to do the fundamental job of investing.
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Some see the collective failure of active management as an argument to embrace passive. We see
it as an opportunity to redefine our original purpose of deploying clients’ capital into tangible,
returns generating activities. And we believe that redefinition is ‘actual investment'.
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Actual investment is not easy in our world of 24-hour news, where complexity and noise is
confused with rational judgement. It requires the resolve to focus only on what really matters, to
think independently and to maintain a long-term perspective. It requires a willingness to be
different, to accept uncertainty and the possibility of being wrong. Most of all, it requires a

rejection of the now conventional wisdom that has led our industry astray: investment



management is not about processing power, trading and speed. It is about imagination and
creativity, and working constructively on behalf of our clients with inspiring individuals and
companies who have greater ideas than our own.
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Baillie Gifford is privately and wholly owned by its partners. This is the crucial underpinning of our
approach: we have no short-term commercial imperatives and no outside shareholders to distract
us. We can simply do what' s right for clients, and that' s what has sustained our business for
111 years (so far).
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We believe our approach to investing not only best delivers good outcomes for clients, but it also
helps to develop great companies that provide for the needs and wants of people, thereby
benefiting society as a whole. Investing responsibly for the long term is not counter to
outperforming for clients, it s intrinsic to it.
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Capital at risk —— Baillie Gifford. Actually investing.
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Decades

 Decades- Actual investors think in decades. Not quarters.
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Transformational growth companies such as Amazon and Tencent are rare. Finding them
requires patience, resolve and long-term horizons. Yet many investors cling to mathematical
models based on short-term trading and believe decisions can be made on numbers crunched
by supercomputers and complex algorithms.
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The intellectual underpinning of many such models is the Capital Asset Pricing Model (CAPM). At
Baillie Gifford, we are puzzled as to why investors cling to this clearly disproven model as a basis
for valuing financial assets. The formula assumes a company’ s expected return and risk profile is
always reflected in its share price, by 100 percent rational investors with identical time horizons. It
defines risk as historic share price volatility and assumes that how one stock performs relative to
another is predictable from their histories. By definition it doesn’ t capture what really matters —
change and adaptation in the real world. Formulated in the 1960s and only ever intended by its
authors as an analytical tool, CAPM has achieved undeserved immortality as a how-to guide for
investment practitioners. We think it has no real connection to productive capital deployment -

what we like to call Actual investing.
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There might be people clever enough to consistently predict fleeting share price fluctuations and
second guess the market, but it' s not a skill Baillie Gifford offers. We have no idea what stock
markets will do in the next three, six or twelve months. We don’ t have strong views on how a
company’ s share price will perform day-to-day. In a market dominated by short-term speculators,
prices are set by investors trying to anticipate what each other will do next. In the short run
therefore, the value of a listed company has at best a very loose relationship with the progress of
the business it represents. Progress or problems justifying significant share price changes are
drowned in the noise. Given that disconnection, measuring risk by reference to share price
volatility just captures the wild swings of investor sentiment. In this we can truly agree that ‘past
performance is no guide to the future’ . Far simpler (but not easy) is to pay it no heed.
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We believe that investment is more art than science. The creative part lies in anticipating change
at company, industry, societal and human level. It' s trying to understand what drives change and
how people adopt new behaviours. It" s imagining what could go right, at least as much as what
could go wrong.
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The complex projections of CAPM, and related concepts such as ‘reversion to the mean” - the
theory that asset prices always return to the long-run average — are at best red herrings. At worst
they obstruct an investment manager’ s line of sight to the future, hampering ability to spot long-
term investment opportunities.
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That vision, if extended over the time-horizons needed for outsized returns, involves getting
comfortable with uncertainty. Actual investors know that some companies and technologies we

back will not win through. The successes, however, benefit from the asymmetric nature of stock



returns: gains can be manyfold, whereas losses are limited to what you invest.
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Actual investors think in terms of decades, because it" s only over longer periods that those
signals form a clear picture. Companies that most successfully grasp scalable opportunities will
eventually have the strongest share prices.
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So, the way to mitigate uncertainty is not through the pseudo-science of CAPM and its equivalents,
but through a better understanding of the opportunities available to entrepreneurial businesses.
These can emerge from accelerating technological progress or new business models. We strive to
understand how companies might capture such opportunities and, by dialogue with management,
assess whether they can pull the levers to make it happen.
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To be clear : Actual investors should be looking for businesses capable of sustaining progress over

decades. Points we consider include the size of the opportunity, the adaptability and quality and



commitment of management (founder-managers often score highly here). We look at whether or
not the firm has a sustainable competitive advantage. If we can see these factors clearly enough
we care less about quarter-by-quarter fluctuations and what CAPM might or might not reveal.
Understanding the intrinsic qualities of a business and the world in which they will compete in the
longer term, make it easier to make predictions over ten years than over a few financial quarters.
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For Actual investors, the issue with the short horizon of some stock market analysis is that this
reveals nothing about the possibilities for outstanding returns when new technologies coalesce.
Baillie Gifford claims no privileged intuition about the future. We do however think it' s easier to
spot significant points of change — and to ride the sometimes bumpy road towards them — than
to try to second guess other investors quarter-to-quarter.
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Relationships

- Relationships - Actual investors build relationships. Not just portfolios.
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How do you define Actual investment? Stripped of market jargon, it means providing capital
to help businesses grow over the long term, in turn generating a return for our clients. Baillie
Gifford’ s investment teams allocate capital to these businesses, in the hope of making a
multiple of our clients’” money over a five-to-ten-year period.
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But this only gets us so far. Who actually instigates and runs the projects that create this value?
The real ‘investing’ is done by the managers of the companies themselves. They decide how to
exploit opportunities and make the many day-to-day decisions determining success or failure.
It" s their reactions to changing circumstances, their new perspectives, their knowledge and their
inspiration that make the difference. Much depends on how well management sees beyond
immediate needs and the culture it creates.
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For Baillie Gifford, the job of Actual investors is not just to invest from a distance but to learn from
and support those companies we back. We hope that, using the experience and perspective
we' ve acquired, we can help and encourage management to make sensible long-term decisions.
This is always a challenge in our quarter-to-quarter world. But success is ultimately driven by
inspirational founders, entrepreneurs and managers with the ambition and farsightedness to see
ideas through to realisation. Without meaningful relationships with these key people, we can’ t
do the best for our clients.

XJF Baillie Gifford kit , EIERHRRERNESMRESE [ITERMEIISIRE]  REERHEIRE WFS
FETENHE. RNFENESBEMTHRALN A  SRFIHEWVERRN HERTRIRE—
FUEEEHEIHR | XESLR— Bk, BathEEHALL 1HEERSIISCAYABLEMACH. B
B ESEIERERA. BAVRMSEA R, IRASXEXRAMEIERENAXR | &K

AT ENE FIREERIEERR.

Take Amazon as a stand-out example. Before Baillie Gifford met Jeff Bezos, our long-term vision
of the new world of ecommerce was informed but limited. Because we asked him about his long-
term vision, not 'how much money are you going to make this quarter?” he took the time to
explain how he saw the potential for ecommerce, for Amazon and the way he’ d build it. He talked
about branching into new areas such as cloud computing and helped us to understand the
enormous potential of that business — Amazon Web Services — at a very early stage. Our
relationship with the founder and admiration for his approach was key to our support for Amazon

as it constantly reinvested for growth, despite the disapproval of more short-term investors. The



far-sighted launch of Amazon Prime in 2007 is a case in point.
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Good relationships can bear fruit in other ways. Baillie Gifford was able to invest at an early stage
in private US cancer-detection company Grail thanks to our relationship with its parent company
Illumina. This goodwill was generated in part because of the support we gave Illumina
management when it received a hostile takeover bid from Swiss pharmaceutical giant Roche in
2012. We refused to sell, despite an offering at 80 per cent premium to the prevailing share price.
We could see that the future for Illumina’ s cutting-edge gene-sequencers was potentially worth
vastly more. This readiness to delay gratification has helped us to build a reputation as a go-to
investor for long term-growth capital among private companies. And for the Baillie Gifford
strategies that can invest in such companies, this has proved to be enormously valuable.
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BEXNMER.

To discover if a firm can thrive in the long term and generate our desired multiples of the initial
investment, we must understand management’ s motivation. We need to buy into their capital
investment strategy, even if it depresses short-term profits. This patient work with business leaders
to bring ideas to fruition is very different from pressuring them to send ever more cash back to
investors in the form of dividends or share buybacks, regardless of foregone opportunities.
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The closer the relationship to management, the better we can judge whether a firm is focused on
creating long-term value, and the more confidently we can invest. Clearly not all of our
investments work out, but being aligned with that company’ s aims and time horizons is a good
place to start.
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Conversations with companies are not about knowing their business better than them, let alone
telling them what to do. We encourage businesses to articulate their long-term goals and to stick

to them. During the coronavirus pandemic we wrote to many of our holdings reinforcing support



in difficult times.
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Of course, this commitment doesn’ t mean we can’ t sell an investment. This may be because of
a disagreement over management or strategy or it may be due to external events nobody
predicted. In any case, if we do sell out of a company we usually tell management why. What
matters is to have the kind of relationship that makes that conversation possible.
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Openness, transparency, understanding, collaboration and co-operation. These are the principles
on which Actual investors build supportive relationships. Over the years we’ ve learned that
connections with companies built on these foundations are the ones that last longest.
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Future

e Future - Actual investors look to the future. Not the past.
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Look to the future’ is hardly an original maxim, and it’ s a rare investor who doesn’ t claim
to live by it. More remarkable is how often the future is seen as a mere continuation of the
past. What has been will continue to be.
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According to this mindset, share prices are determined by extrapolating past operational
performance into the future. It' s an easy mental shortcut, but a spurious basis on which to
calculate a company’ s worth. Such projections often ignore the potential impact of changes in
the market, or of technology shifts in the wider world. From healthcare to energy, we' ve seen
how the game can change completely.
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We call ourselves Actual — not just active — investors, because the companies we seek are those



investing to secure their place in the world of the future. The best companies adapt, evolve and
innovate, and we encourage them to do that, not just to aim for quarterly earnings targets. For
Actual investors, extrapolation is unimaginative and usually misleading. It can also be destructive
of value for index investors as swathes of once-reliable stocks are displaced by businesses
exploiting newer technologies.
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Take energy for example. Solar and wind is becoming cheaper than fossil-fuelled energy, even
without subsidies. Solar panels and wind turbines are cheaper than ever to make and more
efficient to operate. They make sense economically regardless of carbon pricing policy, which is
likely to toughen as greenhouse gas emissions attract political attention. Renewable energy is
where future growth will come from. But despite the end probably now being in sight for the
legacy technologies of ‘big oil’ , investors remain rooted in the past, leaving the major producers
still enormously valuable in stock market terms.
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For Actual investors to ‘look to the future’ should be more than: 'This oil company looks cheap
this week, but the oil price will go back up and it still has billions of barrels under the Gulf of
Mexico' . Valuing on the basis of reserves makes no sense. Oil likely to stay underground has no
value.
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As ‘the future’ will be unrecognisably different from the present, it' s better to invest in a
business because of what it can become not because of how profitable it is now.
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Many investors avoid yet-to-be profitable companies for fear of looking stupid if they never
generate free cash. Actual investors don’ t care so much. Or rather, we care more about how a
company might make money in the future. If we can envisage that, we ask how much capital it
needs to be able to sustain itself through its own cashflow.
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Healthcare offers a good example of how our lives will be transformed. From trial and error

methods of drug discovery, we' re getting better at understanding the genetic causes of disease



and at tailoring therapies to the patient. The cost of the gene sequencing that enables this has
collapsed thanks to firms such as Illumina. Along with telemedicine — turbocharged by the
coronavirus pandemic — it points to a massive disruption of healthcare, so assuming the continued
dominance of today’ s ‘big pharma’ makes little sense.
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Imagining the new healthcare world means backing the companies likely to thrive there, such as
vaccine maker Moderna or cancer drug developer Genmab. Some companies we own are not yet
profitable, nor would we expect them to be at this stage. Working at the frontiers of medical
science, some will bear fruit and others proved wrong. But waiting until a company is profitable
before anticipating further growth is not what Actual investment is about.
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Future-mindedness doesn’ t just mean prospecting for exciting new companies. Familiar and

unloved businesses that have shown minimal growth and whose stocks are undervalued can



sometimes reinvent themselves. They sort out internal problems, outfox competitors caught on
the wrong side of the capital investment cycle, or successfully move into an adjacent business.
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Netflix offers an extreme example of the last of these, a DVD rental business that disrupted its own
model to become the world" s largest content streaming service. CEO Reed Hastings sidestepped
future failure and imagined a new kind of entertainment service.

Netflix B—MRinAYFIF , —2 DVD FEEEWEE 7E IR | 8T 2 RERNRSRERIRSS

—Reed Hastings IERESRH T — IR RIRSS | A8 7 ARFKAIKML.

None of this is to argue that the past never matters. Baillie Gifford was founded in 1908, when we
invested in Malayan rubber to supply tyres for the Ford Model T. The automobile age, and many
subsequent waves of innovation, taught us how new technologies attract capital, and how the
cycle of investment and return plays out. We learned to imagine how future industries and
companies could emerge.
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Looking to the future will always be an imprecise art, but it' s important to practice it. We should



assume that almost anything in any industry can be done better. Actual investors support those
companies looking for a better way, in the hope that the value of that discovery will be recognised.
BRRERIOKTESZ—TIFEHNZEAR  ENENMUGIKIBIFEER. HIIVRE  FHETIELF
HAISEEHATLIEEY , HIEAHREERSIFBLRANNTENEW , AREE(FRIANEES

EPAAL,



Focused

e Focused - Actual investors are focused. Not frantic.
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The trouble with the term’ active management’ is that it confuses more than it clarifies.
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‘Active’ naturally suggests ‘activity’ . Share traders in red braces barking ‘buy this!" or ‘sell
that!” down the phone no longer prevail, but active managers are still expected to act fast and
often. Busyness is a badge of professional excellence, reflecting superior sources of company
information, familiarity with market cycles and whiplash commercial reflexes.
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But this is based on a misunderstanding of how an investment manager adds value for clients: not
by trading stock markets but by seeking companies that can outperform their peers over the long
term. Frantic day-to-day activity is distracting and unrewarding.
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For equities, over five years and longer there' s a strong correlation between growth in earnings
per share and share price performance. From 1992 to 2018, using rolling five-year periods, there
was a 75 per cent chance that a company in the top fifth of earnings growers would outperform
the market. There was only a 20 per cent chance that a company in the bottom fifth of earnings
growth would outperform.
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Crucially, this relationship over the longer term is robust, regardless of companies’ starting
valuations. In the three to five year timeframe there is less correlation, and for periods of less than
three years it' s statistically insignificant. In short: most investors don’ t look five years ahead. If
we can find more of the rare companies that will thrive over this longer period, we needn’ t worry
about share prices at all.
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The other, deeper confusion around the ‘active’ word stems from it being the opposite of

‘passive’ . That suggests the primary aim of an active portfolio is to be different from the index.



On those terms Baillie Gifford is an ‘active investor’ , and proudly so. But we think the definition
is limited.
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Invented as useful benchmarks and illustrations, stock indexes have proliferated over the decades,
their complexity promoting a phoney sophistication. Computing power has accelerated the
bewildering variety with which global stocks can be sliced and diced. It may just be a matter of
time before it s proved that companies whose names start with, say, the letter T outperform
others and the ‘Letter TIndex’ is launched. Some smart marketer would find a plausible reason
for it, and people would buy it.
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In an increasingly short-term world, indexes are often based on investors’ crude extrapolations
of present values into the future. They take no account of foreseeable disruption, for example from
the impact of declining demand for fossil fuels on big oil companies.
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Active investors can decide not to own — or own less of — a company, but an index portfolio is not
a sensible frame of reference. It makes even less sense to pay managers a premium just to be
different.
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Investment choices based on their degree of variation from an index are often more about
business risk management than the real task of investment, leading to perverse outcomes.
Managers who expect to be rated against an index will cover themselves by, for example, investing
in a widely-held bank, even if they disdain the prospects for that sector.
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Baillie Gifford doesn’ t so much seek to differ from ‘the index’ as to ignore it. As Actual
investors our focus is on deploying capital into the growth companies we think likeliest to generate
outsized investment returns. We therefore ask the questions that actually matter: ‘What are the
long-term prospects for this company? What do I think it" s worth? How risky is it? How much
should I invest?” Focusing on these absolutes serves clients better than frantic buying and selling
of a large number of index stocks, trying to be slightly different to the next manager while
remaining safely within the herd.
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That approach increases our chances of discovering the tiny number of very successful companies
worth holding for long periods. These are hard to find, hence Baillie Gifford" s focus on
researching and understanding emerging technologies and the nature of disruption.
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Tomorrow’ s rapid growth opportunities are best understood not through the lens of today’ s
index successes but through the nascent technologies and business models that could answer
future needs and wants. By linking with academics, entrepreneurs, thinkers and authors, by talking
to companies about emerging competition, we stay alert to what" s changing. The academic
research we sponsor may or may not lead directly to investments, but it opens us up to new
thinking. Even obliquely, this helps us understand the long-term change on which Actual investing
is based.
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Right

« Right - Actual investors emphasise what might go right. Not wrong.
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What counts as a mistake in investment? For Actual investors there’ s usually only one big
cause for regret: looking at a company and failing to imagine how it could grow into a world-
beating enterprise.
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One such error occurred in 2009 when Baillie Gifford considered investing in Netflix but passed
up on the grounds that it probably wasn’ t a very exciting business. Thankfully, by 2015 we had
realised our mistake and did invest. But the success of Netflix shouldn’ t have been beyond our
imagination. Gains foregone by delayed action can be far costlier than the traditional ‘mistake’
of simply losing money on an initial investment.
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As for the many times when hopes and expectations about a company we' ve invested in come



to nothing, we don’ tseethemas ‘wrong’ decisions. We certainly don’ t fret over them. Doing
so wastes time and energy better spent looking for potential winners. Anyway, a poor outcome
doesn’ t mean the investor was ‘wrong’ to back the company. The share price of many of our
biggest outperforming holdings has halved at some point along the journey.
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Investment managers can only ever make decisions based on the information available at the time.
All we can do is ask the right questions about a company, consider the market context, and come
to a view.
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Disappointment usually has one of two causes. Sometimes events just don’ t go as hoped and
planned. It happens. Never being caught out that way can be a sign of habitual lateness to grasp
new growth opportunities. Waiting for absolute certainty is no way to achieve exponential growth.
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Alternatively, sometimes an investment doesn’ t turn out well because something has happened



that was foreseeable, but which we failed to understand. That really does count as a mistake, but
one we can learn from, and avoid making more than once.
HRAEERRREREHATLFANAIR S , ik IANE MR, XamER— 18R 8

FATTLANPIREEG |, ERERILE,

But whether through bad foresight or bad fortune, the inevitability of things going wrong should
never make us, or our clients, risk averse. It makes sense to focus on finding investments that could
go spectacularly right.
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Actual investors know that losses are limited to the size of the original investment, while gains
have no such cap. Over time the effect of a portfolio’ s big winners can vastly outweigh the large
rump of relative underperformers. A need to excuse holdings ‘going wrong’ can inhibit
investors from taking risks on those with the potential to return large multiples of an original
investment over a long time horizon.
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This house style of ‘running our winners’ - ignoring short-term price moves, resisting profit

taking and keeping faith in long-term growth — is not unique to Baillie Gifford, but it'" s one we



embed in our research process. In a study we commissioned of global stock market returns
between 1990 and 2018, University of Arizona scholar Hendrik Bessembinder established that,
when combined, the top 1 per cent of all listed equities gained an amount equal to the total gain
in the whole of the market (relative to US treasury bills).
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Or to put it another way, 61 per cent of companies lost value for shareholders during their listed
lifetime, 38 per cent collectively made up for these losses, while the remaining 1 per cent
accounted for the entire net gain.

FEMRL | 61% 9t E EREEINMERRREK |, 38% BB HRFETR N TIXLERE |, Rl T 1% U

& 7 EEBEE.

This work has clarified in theory what we’ ve long known in practice about the wildly asymmetrical
impact of winners over losers. Professor Bessembinder’ s dataset of US and global stock indexes
and his analysis revealed the order of magnitude of the difference, teaching us that almost nothing
matters more than spotting the winners of the future.
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Bessembinder’ s more recent work helps us identify the common characteristics that result in
good outcomes for investors: the flexibility of the original business plan, the management’ s
culture of long-termism, and the breadth of opportunity for the technology they are exploiting.
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If a company with what we think are the right qualities takes a dip, we look again at whether its
business case still holds. If it doesn’ t, we should sell and move on. If it does, we might invest
further.
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Inevitably some investments turn out wrong. Sometimes the unforeseen is just unforeseeable. But
only by embracing uncertainty can we hope to find the 1 per cent of outperforming companies
that ultimately matter.
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Big Picture

- Big Picture - Actual investors look at the big picture. Not just the small print.
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The companies that flourish in the long term understand how the world is changing or how
they might change the world themselves. They anticipate what customers need and want and
make the right decisions at the right time.
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For Actual investors, the first task is to understand the dynamic environment in which those big
strategic calls are made. Then we assess whether a company has what it takes to realise its vision.
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It' s that big picture, not current financial performance or quarter-to-quarter market movements,
that matters most to Baillie Gifford. It helps us to imagine what kinds of businesses will benefit
from the disruptive changes we see coming, and which will be sidelined and superseded.
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Informed by our academic and entrepreneurial contacts worldwide, we seek to understand the
motors of disruption, and to keep pace with pioneering businesses as they equip themselves for
a thriving future.
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The personalisation of medicines; the spread of payment apps for lending; the online
consolidation of property advertising: technological and behavioural changes like these are key to
the prospects of many of the companies in which we invest clients’ money.
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With disruption at its current scale, traditional, quantitative investment research has little chance
of telling us what we need to know about a company’ s fortunes five or ten years in the future.
Of course, we must be satisfied that a firm’ s figures add up and that its operations and approach
to business are robust. But we focus on the scale of the market opportunity, the ambition and
adaptability of management, the potential of its entrepreneurial leadership and intellectual
property, and on the new customers it might create. We don’ t fixate on today’ s market share
or the minutiae of quarterly figures.
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Take energy and transport, where we invest billions of pounds for clients in companies pioneering
a cleaner world. There’ s no bigger picture than the quality of life on the planet, and the phasing
out of fossil fuel is central to preserving that. In this field, shifting societal attitudes matter far
more to a fossil fuel or car company than the extrapolation of today’ s sales into a world
transformed. Who will want the inconvenience of owning a fossil-fuelled, manually piloted car
when an electric self-driving one can be summoned at a minute’ s notice? The big picture matters.
Electric vehicle companies with autonomous driving ambitions such as Tesla and Nio are examples
of where we invest in transformational change.
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No spreadsheet column will tell you about the importance people place on the threat of global
warming, but it matters that consumers are choosing not to buy products and services from
companies they consider irresponsible. So, for Actual investors, the starting point might be: Is this
company doing enough to mitigate climate change and greenhouse gas emissions? Is it achieving
something worthwhile? Is it benefiting from behavioural change? If the answers to those questions

is yes, then there’ s a better than average chance of long-term success and we will then look in



detail. And to be clear, sometimes that detail does matter — but it" s not our starting point.
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The big picture often emerges from asking what a company is making possible that didn" t used
to be possible. It could be mobile apps that connect people in remote parts of Africa or China to
micro-lenders, or health innovators improving drug therapies by tailoring them to our genetic
makeup, or microchip makers achieving new levels of miniaturisation through ultra-violet
technology: if what' s being made possible is big enough and important enough, companies
probing at the frontiers will succeed. For Actual investors it' s about finding companies where
profits just might compound at significant rates, year after year after year.
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In short, looking at the big picture means we may only be roughly right, but we' d rather that

than be precisely wrong. Because anticipating big change over 10 years is always going to be

~



worth more than being slightly more accurate than fellow investors in forecasting next year’ s
profits.
Bms<  BRTABERERNRBERIFASUER , RIENL , BT ARERAGEH f9ER— T

10 FRRNAEHRRCEMRSETUNBFAIFENEER—L , FH BEEHMNE.

What If?

- What If? - Actual investors imagine ‘what if?” Not ‘whatis’ .
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‘What if petrol-powered cars come to dominate personal transport?” The question would
have seemed outlandish in 1910, but 15 years later the motorcar was in mass production and
horse-drawn vehicles were disappearing. Radical change that seems inevitable with hindsight
can be hard to predict.
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It takes a concerted feat of imagination to identify companies, such as the Ford Motor Company,

that can engender and benefit from technology-led transformation. It takes a further



imaginative leap to predict the wider implications of that change. What would mass car
ownership mean for the supply and price of rubber for tires? Or for property prices on the
newly-accessible urban fringes?
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For Actual investors, questions about the shape of the future matter more than past or present
short-term market movements or even economic storms. As with Covid-19 however, crises can
help to accelerate change.

MFHIEAHSRE SRR , KTARNSHIERE e rEEmimiKe) , EEZFE BEEE—

{ERAIZE8AY , Covid-19 XEFRIBHETLAINETIAZEE,

At Baillie Gifford we think about the barriers to human progress, and consider the companies
best placed to make breakthroughs. From excessive carbon emissions, to congested roads, to
shortages of agricultural land, to incurable diseases: we imagine how the future could be
different when human ingenuity eventually finds a fix.
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When seeking investment ideas, we believe that companies promising more of the same are



unlikely to achieve outstanding results. We prefer to invest in the transformational growth
companies that dare to ask the ‘what if?” questions. These are the companies with a clear
vision of how the world is changing and investing in their own ability to compete.
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Only constant innovation makes growth possible, the kind of growth that benefits investors and
society more widely. The great companies are those that embrace new technologies to expand
existing markets and to create new ones. So rather than fixating on how a company or nascent
industry might fail, we ask: ‘What could happen if its vision becomes reality?’
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What does it mean for the treatment of disease if gene sequencing for all new-born babies
becomes both possible and ethically acceptable? What happens if low Earth orbit satellites can
widen internet access for a fraction of the costs of existing broadband? What if solar cells on the
ground become worth more than the oil under it?
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Actual investors pose these ‘what if?” questions from other angles as well: ‘How can this
company solve peoples’ problems, or show them new ways of doing things?’ Often this
ability emerges almost accidentally, as a by-product of a company’ s original plan and purpose.
We ask: ‘What if this flexible, entrepreneurial firm uses a breakthrough in one field to address a
larger, more profitable market?’
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What if, for example, US biotech company Moderna’ s mRNA protein-manipulating technology
could be used not only to tackle the challenge of Covid-19 but to fight other big killers such as
autoimmune and cardiovascular disease?
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Assessing a company or an industry’ s potential takes a balance of imagination and realism. We
can’ t back every biotech start-up with the potential to find a cure for cancer, but we do look
carefully and think deeply about what could happen. If the scenario is plausible, we invest on the
basis of ‘what if?" .

M —REWS— MW AE DR RSN, B ESHSE— AU EEE e 7351

ek | BRNSKAFANRARNBETELKERBR. MRXIEREEEN , BT [WR] (&



i R TIREA.

Actual investors know that often the projected supersized investment returns won’ t materialise.
Many of the companies we back won' t transform the world. They may not even go on to be
successful businesses.

HIFAHSRENE , BB R EREEASTI,. HIIFITFEEIARKEZEtH &, EEAEE

REB/IRHIRIEL,

But that doesn’ t mean we were wrong to ask the questions and to back the ideas. The upside
from those that do succeed is by far the dominant factor in successful growth investing. By
looking beyond current reality and imagining what could happen, we give ourselves a better
chance of finding the big winners of the future.
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New World

- New World - Actual investors help shape the new world. Not shore up the old one.
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In 1997 the Harvard Business School management guru Clayton Christensen described the
‘innovator’ s dilemma’ . He explained why well-run companies that excel in satisfying

their customers, eventually get pushed aside by disruptive companies exploiting new

technologies.
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Even if they do everything right, Professor Christensen argued, big companies can find it hard to
move with the times. Their day-to-day efforts are naturally focused on refining their businesses
and responding to customer demand. Why should they spend time and resources experimenting
with niche products and markets posing no visible threat?
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Meanwhile, earlier stage companies are often much freer to pioneer new technologies and

experiment with new business models. Undistracted, they can develop entirely new approaches,



to provide the products and services that will serve the needs of tomorrow’ s customers. By
testing these offerings in a small target market, and by envisioning their wider appeal, the likes
of Airbnb, Spotify, Amazon and Skype made deep inroads into long-established, profitable
industries as diverse as hospitality, music, book publishing and telecoms. The new world they
created came about when dominant companies were slow to spot how new products could
please consumers. By the time they did, the disruptors’ technology or competitive position
were too far ahead.
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Actual investors understand how disruption speeds up as human ingenuity is boosted by
computer processing power and improved artificial intelligence. An accelerated wave of change
is hitting new areas of everyday life: from consumer products to public services such as
healthcare and education. In this new world, seemingly unassailable companies become
vulnerable.
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Even long-established and seemingly impregnable strongholds can crumble if they underinvest
in their own future in response to the insatiable short-termism of the stock market. The pressure
on companies to maintain payouts to shareholders via dividends or buying back stock —
sometimes even borrowing to do so — can be intense. Reinvesting current cashflow to generate
far-distant revenues, even where there is plainly a good opportunity, all too often results in a
share price fall. And those far-distant revenues aren’ t always so far off: academic evidence
shows that company management often forego projects that have payback periods of as little as
three years.
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At Baillie Gifford, we actively seek out companies that can reinvest cashflows at high rates of
expected return, so capturing the phenomenal power of compound growth. Increasingly, we
provide primary capital to early stage companies as they build their business, sometimes before
they are even profitable.
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Companies that pay today’ s investors out of yesterday’ s business are of little interest to



Actual, long-term investors. However well-crafted or well-marketed their offering, if they’ re
merely shoring up the old world, it" s hard to see them surviving into the long term, let alone
outperforming over Baillie Gifford" s preferred long time-horizons.
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In sectors as diverse as oil and gas, car manufacturing, retail and pharmaceuticals, some
companies are simply not capable of adapting to the new world, so great is their reliance on
legacy technologies. For Actual investors, it'" s the new, unencumbered players that are more
likely to achieve long-term growth — and to change the world.
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Our job is to seek out the businesses shaping this new world. We find them more often among
disruptive new entrants than among past champions attempting to reinvent themselves. There
are exceptions: Netflix, for example was a video hire business that killed its own business model
by developing on-demand streaming, achieving extraordinary success. But the big businesses
capable of reinvention are more likely to be those with disruption in their DNA. Perhaps the best
known example is Amazon. Not content with upending consumer behaviour, it saw an

opportunity to become a leader in the adjacent area of cloud computing services. Amazon Web



Services (AWS) is now its most profitable division.
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Investing in new world companies takes curiosity, knowledge, imagination and a long-term
perspective. Actual investors build relationships, and encourage the companies we invest in to
take risks, invest in their future, and create businesses built to beat the competitors of tomorrow,
not today.
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Aspirations

- Aspirations - Actual investors see people’ s aspirations. Not assets under management.
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Investment management firms often trumpet growth in assets under management as some
kind of victory. It' s an odd way to measure success. At Baillie Gifford we’ re pretty sure
that our clients care more about the returns we generate on their investments than whether
or not our own firm is growing ever bigger.
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Sure, it matters that an investment company has critical mass, is stable, can attract and keep top
quality talent, and can afford to fund original investment research. But delivering excellent
returns should take precedence over gathering ever more clients. We' re an investment
company, not a sales and marketing machine.
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Actual investors have a duty to those who choose them to look after their investments. In Baillie

Gifford" s case, this is partly a function of our unlimited liability partnership structure — meaning



that partners are personally on the hook if things go wrong. But it'" s also because we believe
that satisfying people’ s aspirations is the best way to build a long-term business.
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Our industry sometimes seems like a perpetual motion machine of fund launches and company
mergers, predicated on building scale and ‘efficiencies’ . Annual reports of investment
management companies tell you lots about maximising shareholder returns and profits, but
precious little about honing research and investment capabilities for the benefit of clients or, in
the case of growing companies, about sharing economies of scale.
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Baillie Gifford has never increased assets by a single penny by acquiring other firms. We have cut
our fees many times as we have grown. We rarely launch new investment strategies, and when
we do, we incubate them for long periods before making them available externally. It" s not
pure altruism: the more we deliver for clients, the better we secure the future of a business we
can pass down through generations of partners.
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The equation of assets with strength has spawned the odd idea that ‘outflows’ of assets from
investment companies is necessarily a bad thing. Instability and manager change in some firms
can create outflows, but managers sometimes forget that the whole point of the exercise is to
give clients back more money than they gave us (preferably many years later). If we can do this
we should be pleased that we' ve helped investors to meet their long-term goals, or pensioners
to live comfortably when they reduce their working hours or retire.
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Because the goal for Actual investors is to understand our clients’ aspirations and to help those
entrusting their savings to achieve their aims. We also understand the increasingly urgent wish
that the companies we invest in for clients should at the very least not be the cause of
environmental and societal ills. More positively, we spend a lot of time seeking out investments
that solve society’ s challenges. Those are often the companies likely to benefit from prolonged
and rewarding growth.
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As long-term investors, we use what influence we have with the companies we invest in to
support those aspirations. And if that dialogue encourages a company to raise its standards, that
helps all of its long-term investors, not just our clients.
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Among institutional clients, over 250 have invested with us for over 10 years, and of those, 62
have been with us for 20 years or more. We have no business growth or sales targets as they’ re
inconsistent with putting clients’ interests first. The firm’ s structure is aligned with that
priority. The partners who own the business serve for an average of 20 years. The turnover of
investment staff is low, so those making investment decisions on behalf of clients will often still
be around, and still answerable, when outcomes become clear.
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Because accumulating assets beyond a certain point is inconsistent with the best outcomes for
clients, Baillie Gifford has always been ready to close popular investment strategies before they
become difficult to manage. It costs us short-term revenue, but it works out better for everyone.
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Why? Because companies pursuing asset growth targets, not client satisfaction targets, tend not
to be around for long. And we’ ve been around since 1908.
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