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Investment philosophy

“Make things as simple as possible, but not simpler” — Albert Einstein

Welcome to the fourth LongRun Swiss

Small and Mid Cap fund letter. We kept

the previously established structure which
includes three sections: A description of our
investment philosophy followed by a review
of the quarter and finally an investment
discussion such as a company case study. The
section on our investment philosophy will not
change in content but we may from time-to-
time sharpen the wording. The review of the
quarter covers performance and portfolio
changes which we decided to elaborate

on more compared to prior letters. The
investment discussion focuses on a different
topic each time, we will review the largest
holdings first before we tackle other topics.
Feel free to skip to whichever section interests
you most.

Our aim is to invest in a concentrated portfolio
of high quality Swiss small and mid-cap
businesses and hold these for the long-term.
Put differently, we simply want the best. More
detail on our investment philosophy below.

We want to own high-quality businesses
which will be around and prospering for
decades. Hence, we pay little attention to
short-term price moves and rather focus on a
business’s sustainable competitive position.
This means we search for companies with
enduring superior business models that can
compound their earnings. Consequently, we
avoid companies in commoditized industries
where price is the main differentiator. We
seek solid companies in control of their own
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destiny, immune to external prices swings.

A key metric is often management’s allocation
of capital as if it were their own, with a
dedicated emphasis on achieving sustainable
superior returns.

We care about valuation but are not dogmatic
about it. If a great business continues to
prosper, we are convinced that its share

price will eventually follow. Furthermore, an
obsessive focus on valuation often fails to
identify truly exceptional businesses. We are
determined to avoid this mistake.

Warren Buffett’s advice “It’s far better to buy a
wonderful business at a fair price than a fair
business at a wonderful price” is gospel to us.
We are long-term business owners, which, in
essence, implies that we envision acquiring a
business and happily owning it for decades, if
not longer.

As follows from the previous section, we

do not continuously screen our investment
universe for “cheap” companies nor do

we buy and sell based on short-term price
changes. Instead, we leave this to machines
which go through publicly available data

to identify and exploit perceived arbitrage
opportunities.

Our research process is thorough. Once we
consider buying a company, we invest a lot of
time reading its annual reports, conducting
expert calls, talking to management and
constructing our own financial models.




! The SPI Extra defines

the strategy’s investment
universe and is used as the
benchmark. Up to a total

of 15% can be invested
outside of this universe for
two reasons: To maintain an
existing investment despite
benchmark composition
changes or to make an
investment complementary to
the overall portfolio.

On a portfolio level, our selection of businesses is
complementary, as they serve different end markets
across various geographies, generating revenues in

multiple currencies.

We also read books on companies and their
leaders, industry newsletters and listen

to podcasts. In short, we leave no stone
unturned to better understand a business.

We prefer to analyse and own fewer
companies, ensuring a deeper understanding.
To us, this deep understanding of business
models is absolutely necessary even if

it is no guarantee for superior long-term
performance.

WEALTH PRESERVING PORTFOLIO

Avoiding permanent capital loss is

essential to long-term investment success.
Consequently, we conduct deeper research
on fewer companies. Also, it’s an ongoing
process, never truly finalized. We always strive
to learn more and assess whether a business
will be around and prospering decades from
now, considering environmental, social or
governance risks. Only companies of high
quality, firmly in control of their own destiny,
make the cut.

Our approach stands in stark contrast to
benchmark-relative investing, where the
allocation to each company is determined by
the benchmark. In this method, any particular
company then receives a higher or lower or
even no allocation depending on a portfolio
manger’s view. This frequently results in a
portfolio with - we would claim - too many
positions. To us, the benchmark serves as

a yardstick only, and when looking at its
constituents, we select simply the best.*

That is why our portfolio’s deviation from the
benchmark as measured by the active share
commonly exceed 65%.

On a portfolio level, our selection of
businesses is complementary, as they
serve different end markets across various
geographies, generating revenues in
multiple currencies. To us, this represents
true diversification. We are cautious about
merely adding more businesses to achieve
diversification by quantity. This results in a
robust portfolio.

A robust portfolio is also what then allows us
to compound returns over the long-term. Just
like we expect our businesses to compound
their earnings, we also want to compound our
clients” wealth.
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Portfolio performance
and changes

The fund gained +5.1% over the third quarter
and +10.0% for the year 2024 thus far. In
comparison, the SPI Extra, serving as the
fund’s yardstick, gained +4.5% and +9.3% for
the same periods, respectively. Annualised
returns since the strategy’s inception some
four years ago stand at +7.7% for the strategy
and +4.2% for the benchmark.? This results in
an annualised outperformance of +3.5%.

Positive contribution over the quarter came
from Belimo (+34% share price change

over the quarter), Accelleron (+25%) and
Straumann (+24%). Detractors included
Comet (-8%), Inficon (-11%) and VAT (-15%).
We discuss these in turn.

Belimo has seen its share price increase

over the quarter in absence of major news.
Operationally, the company has maintained its
consistent focus on excellent execution. What
changed, however, is a step-up in investor
communication with a focus on climate
control solutions for data centres which was
also a main topic at the company’s recent
capital markets day. Additionally, we expect

160
150
140
130
120
110
100

90

80

70

2020 2021 2022 2023

— Swiss Small & Mid Cap Fund SPIEX Index

LONGRUN SWISS SMALL & MID CAP FUND | OCTOBER 2024

Belimo to achieve its targets for the year,
which are above its long-term guidance of +9%
revenue growth and a 19% operating margin.

Accelleron has been going from strength to
strength since being spun-off from ABB in the
third quarter of 2022. Its dominant position

in industrial turbochargers and related
services remains largely unchallenged,
though this market typically allows for only
modest revenue growth of around +5% Yet,
several bolt-on acquisitions have increased
its growth profile slightly and demonstrated
strong capital allocation. For the current year,
Accelleron is expecting exceptionally high
revenue growth, double its usual rate, along
with an operating margin of around 25%.

Dental implant maker Straumann reported

a solid third quarter. While Europe may have
experienced a slowdown in growth, Asia, Latin
America, and North America have held up
better. Another area of interest is the impact

of recent rate cuts on customer financing, as
well as the growth outlook for the EMEA region,
following the divestment of the Dr. Smile
business. We believe the company is on track
to deliver within its 2024 guidance.

FUND BENCHMARK DIFFERENCE

2024 10.0 €13 0.8

2023 21.9 6.5 153

2022 -26.6 -24.0 =2'5

2021 22.9 22.2 0.7

2020 14.1 8.1 6.0

2019 4.4 4.9 -0.5

CUMULATIVE

RETURN 441 235 21.6
2024 ANNUALISED

RETURN all 4.2 35




calculations using ca. 8
historical and 2 future years.

All detractors in the portfolio were
semiconductor-related companies. After

a strong first half of the year, their share
prices came under pressure during the third
quarter. The semiconductor industry remains
cyclical. Historically, new software, such as
operating systems, came with increased
demands on hardware capabilities. Hence,
the semiconductor cycle correlated with PC
software releases. However, this dynamic has
shifted as semiconductors have expanded
beyond PCs into smartphones, electronic
devices, automobiles, and data centres.
While short-term demand remains uncertain,
the industry sticks to its mid- and long-term
growth forecasts. In other words, a recovery
is expected, but the exact timing and shape
remain uncertain. We are not too worried
and remain convinced that share prices will
eventually follow the companies’ earnings.
At the beginning of October, VAT released
third-quarter sales, missing guidance due

to issues implementing a new enterprise
resource planning software. The root causes
have been identified and addressed. The
issues did not impact manufacturing which
is at planned levels but outbound orders and

shipping documentation which led to delayed

shipments and therefore delayed revenue
recognition. The company is confident it will

book all delayed revenue before the year’s end.

ACTIVITY

The third quarter saw no changes to portfolio
constituents and only small changes to
individual weights. This is in-line with our
long-term investment philosophy.

RESULT

Our portfolio comprises high quality
businesses as evident from the financial
metrics: Cross-cycle sales growth of 8%, an
operating margin of 20% , an operating return
on invested capital of 28%, a net debt to
EBITDA leverage ratio of -0.1x, and a strong
cash conversion of 71%.> We consider the
current valuation attractive, with the portfolio
offering a free cash flow yield of 3.2%, in line
with our benchmark.

Our portfolio comprises high quality businesses as
evident from the financial metrics.
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Elevators: Taking on gravity

Moving people all around the world

We have so much to share about elevators
that one letter couldn’t cover it all. In this
one, we will provide a brief summary of the
elevator business model discussed in

before addressing three key questions.
First, how did local manufacturers grow into
multinational service-focused businesses?
Second, how does a business’s footprint
evolve in a specific region? Third, can the past
serve as a (rough) playbook for the future?

To recap, the industry’s business model
covers an elevator’s entire lifecycle and

starts with the new installation, followed by
servicing and eventually modernisation. Each
activity begets the next.

New installations depend on construction
activity and typically make up less than 5% of
a new building’s total cost. At Schindler, this
activity is ca. 40% of sales with mid-to-high
single-digit margins. These individual projects
are not highly lucrative but grow the installed
base of the service business. A new installation
comes with an initial service period of around
three years, which converts into a longer-term
service contract. Conversion rates across
Europe and the US are around 90%, but only
around 50% in China.

The service business is where the money is.
Long-term service and maintenance contracts
with a duration of up to ten years account for
less than 1% of a building’s annual running
cost.* At Schindler, service is ca. 45% of

sales, with margins above 20%. This activity
makes up the lion’s share of profits. Contract
renewals are almost guaranteed unless the
incumbent fails to provide adequate services
or prices these too greedily.

Finally, modernisation of out-of-date
elevators is common after 15 years or more.
At Schindler, this makes up about 15% of
sales, with margins slightly higher than new
installations. With proper servicing and
modernisation, elevators can remain in use
for 50 years and longer.
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These three activities — new installations,
service, and modernisation — are

closely linked as every new installation
strengthens the installed base, which drives
recurring service revenue and eventually
modernisation work.

Today, the global elevator industry is
dominated by four multinational companies
- Otis, Schindler, Kone and TK Elevator -
who control around 60% of the market. This
has not always been the case. In the first

half of the twentieth century, companies
were focused on manufacturing and
installing elevators. Over time, better-funded
competitors consolidated the market, first at
the national level and later internationally. By
the mid-twentieth century, the focus began
to shift from new installations to service and
multinationals started to acquire local multi-
brand service companies. This allowed them
to increase the number and density of their
installed base and improve service efficiency.
Further, being the original equipment
manufacturers, the multinationals knew more
about their products and hence provided

the best service. Over time, the barriers to
entry kept rising because you cannot run an
elevator service business without elevators to
service.

Mergers and acquisitions have been common
in the industry, facilitated by the capital-light
business model and outstanding earnings
visibility. Capital-light means not a lot of
financial investment is tied-up. For instance,
elevators are assembled mostly on the
installation site with externally provided

parts which limits in-house manufacturing
and the corresponding capital requirements.
Indeed, less than 25% of the value of elevator
equipment production is done in-house. Most
revenue and profit stem from lucrative service
contracts barely requiring any investment at
all. Quite the contrary, customers’ upfront
payments for service contracts essentially
fund operations.”



https://www.rothschildandco.com/siteassets/publications/rothschildandco/wealth_management/2024/quarterly-letters/longrun-ssmcf/rco-longrun-swiss-small-and-mid-cap-fund-quarterly-letter-july-24.pdf
https://www.rothschildandco.com/siteassets/publications/rothschildandco/wealth_management/2024/quarterly-letters/longrun-ssmcf/rco-longrun-swiss-small-and-mid-cap-fund-quarterly-letter-july-24.pdf

e Do The cash earned can then be ploughed back China and 11 in Europe. This discrepancy

broker and UN census data into the business to cover the limited internal ~ can be explained by differences in dominant
Calculated as number o needs, finance acquisitions, or capital returns ~ housing types. In Europe, overall space is

. ‘ : to shareholders. Hence, the elevator industry limited, urban areas are dense and most of its
is a prime example of industry concentration population lives in multi-storey buildings.
and profitability uniting in rational markets. In China, space is not an issue, but urban

Eventually, near local monopolies developed,  centres are dominated by multi-storey

such as Schindler’s approximate 50% market buildings and around half the population

share in Switzerland. lives in flats. This contrasts with the U.S.
where space is abundant and urban areas are
commonly more spread out making low-rise
residential buildings including single-family
homes dominant. China’s lower elevator

With consolidation largely complete, density compared to Europe also reflects its
elevator companies have turned to emerging economic development stage.

countries for growth. In 2023, the global
market for new elevators and escalators was
below one million units, with Greater China
accounting for more than 60% of installations.
This dwarfs the more than 10% in Europe

and less than 5% in North America. Globally ' ; -
there are around 25 million elevators and inthe U.S. and slightly less in Europe.
escalators in operation of which around 40% In mature markets such as the U.S. and
arein China, less than 10% in the U.S. and Europe most money is made with service
30% in Europe. These numbers may seem and modernigation. pnsurprisingly, overall
odd initially but let us look at them relativeto ~ Margins are highestin the U.S. with the most

urban population as depicted by the elevator ~ mature and concgntrated instaUe_d base in
intensity in figure 2 below. urban centres. This makes servicing more

efficient, especially considering that as little

Due to differing new installation activity,
the average elevator age varies between
geographies. The installed base in China'is
still young, with less than 5% of elevators
over 20 years old, compared to over 50%

Elevator intensity increased over time but as 5% of elevators cause 50% of service calls.
varies between regions. Today, in the U.S,, If, as we believe, China plays out similarly
there are abgut four elevators per 1,000 to the Western hemisphere, revenue will
urban inhabitants, compared to seven in eventually be dominated by service and
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modernisation as well. As figure 3 shows, the
business mix in China (right) will look more
like the U.S. (left) in the future.

Today, Schindler’s China revenue is split
around 75% new installations and 25% service
with the latter growing mid-teens over the

past years. Whilst new installation marginsin
China are higher than other regions, they are
eclipsed by service margins. With about 15% of
Schindler’s overall revenue coming from China,
the company is well positioned to benefit from
future service and modernisation growth.

Two concerns about China must be addressed.
First, the construction boom resulted in some
overcapacity and pockets of poor building
quality. Consequentially, elevator equipment
may outlive its shell. However, this is unlikely
to be anissue everywhere. Secondly, China’s
market dynamics differ from the West.
Distributors arrange a good chunk of new
installations and manufacturers have no direct
contact to end customers. This makes it harder
to secure service contracts resulting in lower

100

conversion rates. Overall, there are still plenty
of smaller multi-brand service companies.

We do not know when this will change and to
what degree but are confident that the Chinese
elevator market dynamics in ten years from
now will resemble those of the U.S. and Europe
more than today. Ultimately, margins and
visibility across the region should improve.

The elevator industry’s unique business
model is immensely attractive, with
consolidation creating strong barriers to
entry. Elevators are essential to modern

life, and most of us would much prefer
taking one up Ping An International Finance
Centre in China which has a greater altitude
difference than hiking up Uetliberg from the
shores of Lake Zurich.? To us, China presents
an opportunity for growth in the coming
decades. Unless, of course, humans acquire
the powers of Clark Kent making elevators
obsolete.
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Business owner’s portfolio

A deeper look into the strategy and its companies
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Notes

At Rothschild & Co Wealth Management we offer an objective long-term perspective on
investing, structuring and safeguarding assets, to preserve and grow our clients’ wealth.

We provide a comprehensive range of services to some of the world’s wealthiest and most

successful families, entrepreneurs, foundations and charities.

In an environment where short-term thinking often dominates, our long-term perspective
sets us apart. We believe preservation first is the right approach to managing wealth.

To follow a wide set of timely and insightful publications, podcasts and videos please visit

our Wealth Insights www.rothschildandco.com/insights

Important information

This document is produced by Rothschild & Co Bank AG, Zollikerstrasse 181,
CH-8034 Zurich (“Rothschild & Co”) for information and marketing purposes only
and for the sole use of the recipient (“you” or “Recipient”). Save as specifically
approved in writing by Rothschild & Co, this document must not be copied,
reproduced, distributed or passed on in whole or in part, to any other person.

This document does not constitute a personal recommendation, an advice, an
offer, a solicitation or an invitation to buy or sell securities or any other banking or
investment product or to effect any other transactions or to conclude any legal act
of any kind whatsoever. This document and its content do not take into account the
particular investment objectives, financial situation, or need of the Recipient of the
information in this document. Any subscription to a fund should in any event be
done only on the basis of the said fund’s available official documentation and after
seeking the advice of a financial, legal, accounting and tax advisor. This also means
that nothing in this document constitutes financial, legal, accounting or tax advice.

The value of investments, and the income from them, may fall as well as rise, and
you may not recover the amount of your original investment. Past performance
should not be taken as a guide to future performance. Investing for return involves
the acceptance of risk: performance aspirations are not and cannot be guaranteed.
Forward-looking statements, e.g. statements including terms like “believe”,
“assume”, “expect” or similar expressions are subject to known and unknown
risks, uncertainties and other factors which may result in a substantial divergence
between the actual results, financial situation, development or performance of
the issuer or the instrument and those explicitly or implicitly presumed in these
statements, if any. Against the background of these uncertainties, you should not
rely on forward-looking statements. Rothschild & Co assumes no responsibility

to update forward-looking statements or to adapt them to future events or
developments. Where an investment involves exposure to a foreign currency,
changes in rates of exchange may cause the value of the investment, and the
income from it, to go up or down. Income may be produced at the expense of
capital returns. The preservation of the invested capital cannot be guaranteed.

Should an existing client of Rothschild & Co change his/her outlook concerning
his/her investment objectives and/or his/her risk and return tolerance(s), he/she
shall contact his/her Rothschild & Co client adviser. Additional information can also
be obtained from the brochure “Risks Involved in Trading Financial Instruments”
issued by the Swiss Bankers Association (www.swissbanking.ch/en/downloads).

Although the information and data herein are obtained from sources believed to
be reliable, no representation or warranty, expressed or implied, is or will be made
and, save in the case of fraud, no responsibility or liability is or will be accepted by
Rothschild & Co as to and or in relation to the fairness, accuracy or completeness
of it or the information forming the basis of it or for any reliance placed on it by any
person whatsoever. No representation or warranty is given as to the achievement or
reasonableness of any future projections, targets, estimates or forecasts contained
in this document. Rothschild & Co excludes all liability for losses or damages of
any kind (both direct and indirect as well as consequential damages), which arise
from the use of this document. The content of this document is subject to change
without prior notice, whereby Rothschild & Co is under no obligation to update
once published information.

This document is distributed by Rothschild & Co in Switzerland and abroad.

Law or other regulation may restrict the distribution of this document in certain
jurisdictions. The content of this document is not directed or meant for persons
subject to a jurisdiction that prohibits the distribution of this document or the
investment strategies referred to therein. Accordingly, Recipients of this document
should inform themselves about and observe all applicable legal and regulatory
requirements. Neither this document nor any copy thereof may be sent to or taken
into the United States or distributed in the United States or to a US person. The
term “United States” encompasses the United States of America, all its constituent
states, its territories and possessions, and all areas under its sovereign jurisdiction.

Rothschild & Co Bank AG is authorised and regulated by the Swiss Financial Market
Supervisory Authority FINMA, Laupenstrasse 27, 3003 Bern, Switzerland (www.finma.ch).



