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Rising from the ashes

For growth companies, the last year or so has been a forest fire.
While the blazing spectacle of share price drawdowns looks
utterly destructive, it is ultimately nourishing. Deadwood is burned,
making space for the green shoots of more capital efficient
growth. The strong are separated from the weak and those which
survive are left more robust.

This differentiation between the healthy and the brittle is the
overlooked positive consequence of a higher cost of capital.
When money is cheap, companies can — and therefore often do
—spend first and ask questions later. When rates were near zero,
any project returning more than nothing could be justified. In such
environments, companies find it hard to maintain high capital
allocation hurdles and a sense of direction about what not to invest
in. When markets don’t force this discipline, it requires exceptional
independence of mind and strategic clarity to exercise restraint.

Now, as capital costs have increased, unruly companies have
been required to pull back, while the disciplined outliers have been
able to forge ahead and win share from those in retreat. This has
been the clear theme emerging from our interactions with several
LTGG holdings and we have been excited to see the strength of
the green shoots across the portfolio.

The Trade Desk, held in LTGG since 2021, has long believed that
growing companies — like children — are spoiled by abundance.
CEQ Jeff Green therefore insisted on reaching profitability off just

$7m in outside capital, an exceptional achievement. This crucial
milestone of self-sustenance allowed the company to reinvest its
earnings and deepen its technological advantage. While remaining
consistently profitable for eight years, The Trade Desk has grown
revenue >35x and gained market share.

The competitive advantage from longstanding strategic clarity

and financial discipline has enabled The Trade Desk to continue
growing more than 3x faster than the rest of the advertising market
in 2022. The company now sits on over $1bn in cash with no debt,
while structural tailwinds in streaming TV advertising can support
continued growth. This, coupled with financial discipline, will allow
the company to put clear water between itself and competitors for
many years to come.

Roblox is also benefiting from enduring capital-efficiency. This
user-generated gaming platform, a holding since 2022, was
already generating cash and self-financing at $100m in revenue,
thanks to network effects powering organic customer acquisition.
With operations remaining highly cash-generative, and with

over $2bn in net cash on its balance sheet, Roblox has had the
confidence to ramp its investments in infrastructure and R&D to
continue deepening its ecosystem of users and game developers
over the past year. The near-term benefit has been healthy growth
in bookings, but the larger long-run payoff stands to be formidable
competitive advantage in a gaming market which remains early in
its evolution.
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© Adyen.

Examples like these remind us of Google rushing out to hire
engineers in the carnage of the dotcom bust — a countercyclical
planting of green shoots which we consider pivotal to that
company establishing what was one of the most enviable
competitive positions in corporate history. We see uncanny
echoes of this in the payment industry today, with Adyen
continuing to hoover up discounted engineers to ramp innovation
while its most serious competitor, Stripe, had to lay off 14 per cent
of staff and dial back growth.

Adyen has long eschewed external capital, with a stubborn
preference for self-sustaining growth. This was not rewarded
when capital was cheap but is plainly beneficial now, as Adyen’s
expansion can continue regardless of the cost of capital going

up. Adyen'’s processed payment volumes grew more than twice
as fast as Stripe’s in 2022 and Adyen continues to book 52 per
cent EBITDA margins even after its opportunistic countercyclical
investments. And so, as Stripe must divert energy to walking back
its mistakes — burning the deadwood it has amassed through
ruinous abundance — Adyen continues to get stronger.

Although these companies are exceptional when compared to
the rest of the market, they are not the exception in the LTGG
portfolio. This is no accident. The 10-question stock research
framework, the longstanding bedrock of our investment process,
places emphasis on differentiated management (Question 4:

‘Is the business culture differentiated?’) and prudent resource
allocation (Question 8: ‘How do they allocate capital?’).

Our long-term investment horizon demands that we prioritise these
factors. The payoff is a portfolio which a typical growth manager
would envy in the current environment; with more than two thirds on
net cash, compared to one quarter for the index, and more than 80
per cent of our holdings generating positive earnings or cash flow,
even as the most recent weighted average revenue growth remains
21 per cent year on year in a difficult operating environment.

The LTGG portfolio therefore skews heavily toward companies
which are masters of their own fate, like those described above.
When we emerge from the ashes, with the deadwood cleared,
they will be stronger than ever.
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Important information and risk factors

Annual Past Performance to 31 December
Each Year (Net %)

2018 2019 2020 2021 2022
LTGG Composite -1.6 34.1 102.0 2.4 -46.4
MSCI ACWI -8.9 27.3 16.8 19.0 -18.0

Annualised returns to 31 December 2022 (Net %)

1 5 10 Since

Year Years Years Inception*

LTGG Composite -46.4 7.9 13.2 10.5
MSCI ACWI -18.0 5.8 8.5 7.2

*Inception date 29 February 2004.

Source: Baillie Gifford & Co and MSCI. US Dollars.

Past performance is not a guide to future results. Changes in the
investment strategies, contributions or withdrawals may materially alter the

performance and results of the portfolio. All investment strategies have the
potential for profit and loss.

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 February,
2023 and has not been updated subsequently. It represents views
held at the time of writing and may not reflect current thinking.

Potential for Profit and Loss

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.

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. Balillie 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.

Hong Kong

Baillie Gifford Asia (Hong Kong) Limited

FiFEAR I (FHR) A 1R 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. Balillie Gifford
Asia (Hong Kong) Limited #2&8m 3l (& #k) AR/ ] can be
contacted at Suites 2713-2715, Two International Finance
Centre, 8 Finance Street, Central, Hong Kong.

Telephone +852 3756 5700.



Important information and risk factors

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.
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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 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.

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 arecommendation to make (or refrain from making) any kind
of investment decision and may not be relied on as such.
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