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CORPORATE EXCELLENCE INSIGHTS

Hérens Quality AM is a specialized provider of systematic Quality Investment Solutions and one of the few providers of
Quality equity investment strategies worldwide. Corporate Excellence Insight is our monthly publication that includes a

brief update on markets and our thoughts about major trends that are impacting the investment management industry.

OPTIMISM PREVAILS IN MARCH

In March 2024, global equities showed strong performance, increasing by 3.12% (MSCI All-Country, USD). This rise was reflected across major regions,

and Europe emerged as the best-performing region (MSCI Europe +3.5%, EUR) driven by inflation trends and an overall economic environment that

increasingly favors the possibility of interest rate cuts over hikes, and where concerns about a recession are lessening.

OIL PRICES CONTINUE TO INCREASE

Oil prices have climbed 18.9% in Qz,
spurred by concerns over supplies and
geopolitical risks, including wars in Ukraine
and the Middle East. Rising oil prices could
make efforts by central banks to reduce
inflation more challenging.

NVIDIA REACHED 2 TRILLION USD

The stock market value closed above $2
trillion for the first time, becoming the third
biggest company in the world after Apple
and Microsoft. NVIDIA’s 82% return in the
first quarter accounted for more than 24% of
the S&P 500’s first-quarter return.

SWISS CENTRAL BANK CUT INTEREST
RATES

The Swiss National Bank cut its main
interest rate by 25 basis points to 1.50% a
surprise move which made it the first major
central bank to dial back tighter monetary
policy aimed at tackling inflation.

MONTHLY TOPIC: WHO WILL BE NEXT Al WINNERS?

Year ago we released our first CE insight on Al, highlighting potential market leaders. By the end of
March 2024, our selected stock picks yielded an impressive return, with Nvidia and Meta as
standout performers. However, these easy gains are now behind us.

Currently, very few companies have generated incremental revenue from Al products; therefore,
everyone is observing what management has to say about its potential across various sectors of the
economy.

As the Al sector matures, the focus is shifting While many companies will have access to

towards leveraging Al for productivity gains similar Al tools, competitive advantage will
across diverse sectors. Companies that can hinge on how these tools are implemented.
automate tasks traditionally done by high- Organizations that foster a culture of
cost labor—such as in IT services and innovation and are quick to adopt new
professional  services—are  poised  for technologies are more likely to leverage Al

significant growth.

effectively and sustain a competitive edge

in their market.
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Rise of the (Neural) Robots - Part ll: A Year in Review
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The year of Al

On February 14" 2023 we published our first CE insight devoted to Al and potential
winners from the ongoing revolution - an equally weighted basket of stock picks
mentioned in this article delivered a whopping 124% return (USD) as of end of
March 2024, we also correctly mentioned the 2 biggest winners — Nvidia and Meta.
We heard a lot of new buzzwords during earnings calls and equity market returns
were largely attributed to Magnificent 7 gains that are natural winners as they
provide infrastructure, have access to many clients, have data to build the models
and capital to deploy these models at scale. Easy gains are over.

Who are the next winners?

In March 2024 Goldman Sachs published their framework dividing the winners into

4 stages — 1) Nvidia (for obvious reasons), 2) Al infrastructure 3) Al-enabled sales
and 4) Al Productivity. We are somewhere in the middle of Stage 2 — capex
investments into infrastructure - we see semiconductor design (ARM, AMD,
Broadcom), memory (MU) and manufacturing equipment (Applied Materials,
ASML) benefitting. Plus, there are data centers (Equinox), utility companies to
power those data centers (Vistra, NRG Energy and Duke) and cloud providers
(Amazon, Microsoft) that enjoy Al momentum.

But we think that it already makes sense to concentrate on Phase 3 and 4. Many
software and IT services companies have already outlined their strategies for
leveraging Al. Goldman conducted a survey of the industry to identify firms with
high beta that have been tracking with Nvidia's performance. They focused on
companies whose leaders explicitly discussed Al during their most recent quarterly
earnings calls with investors. This approach produced a lengthy list of businesses,
of which the top 15 are highlighted here.

Sensitivty

Mkt cap YD Forward to NVDA
Ticker  Name Industry ($ billion)  return PIE (t-stat)
META  Meta Platforms Inc Interactive Media & Services 1,290 40% 21x 5.7
MDB MongoDB, Inc IT Services 27 9) 99 5.3
INTU Intuit Inc Software 182 5 32 6.1
NTNX Nutanix, Inc Software 15 36 40 49
NOW  SenviceNow, Inc Software 155 10 46 47
ACN Accenture Plc IT Services 234 8 2 42
ACVA  ACV Auctions, Inc Commercial Services & Supplies 3 16 Kk} 4.0
ADBE  Adobe Inc Software 253 4) 2a 38
QTWO Q2 Holdings, Inc Software 3 16 26 37
NET Cloudfiare Inc IT Services 3 15 118 37
UBER  Uber Technologies, Inc Ground Transportation 161 21 36 36
ADSK  Autodesk, Inc Software 55 6 28 36
I8 Zscaler, Inc. Software 30 9) 53 34
MA Mastercard Inc Financial Services 438 12 2a 34
o1 Dynairace, Inc Software 14 (15) 30 33
CRM Salesforce, Inc Software 207 16 a 33

Source: Goldman Sachs

We have 5 out of 15 titles in our portfolios — Meta that invested $10 bn in 2022 in
their Al infrastructure to better target ads, Accenture which has around $2 bn run
rate in GenAl consulting projects, Adobe that rolled out its Firefly product to
creative professionals, Autodesk which says that skilled engineers spend 40% of
their time on low-value-added tasks and Salesforce that have has the ability to
apply Al to reaching better sales outcomes which is crucial and immediately boosts
business results.

Al Productivity

Eventually, the Al trade will focus on companies that are using Al to improve
productivity — across a wide range of industries — with the biggest potential likely
to be in more labor-intensive industries. Goldman analyzed the data and
concluded that companies in the software and IT services, as well as commercial
and professional services sectors, stand to gain significantly. This is largely
because many of their highly paid employees work in positions that could be
automated by Al, potentially slashing labor costs for these firms.
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As an example of such businesses one can mention Automatic Data Processing and
Paychex — HR management and payroll services, SAP — ERP software, IBM — at the
center of software and business processes and outsourcing companies like
Cognizant, Infosys and Tata.

Anyone could be a winner

There are few important points to bear in mind for the future — large language
models (LLMs) like ChatGPT will gain massive adoption and offering will be hardly
distinguishable. There will be very little difference between ChatGPT, Bard,
Perplexity, Claude or Mistral so companies already having access to clients and
providing corporate clients business software (Microsoft, Amazon, Google) will have
the biggest chances to win this race. So, all the companies will be equipped with
roughly the same tools, and it is important how these tools will be implemented in
every organization. Companies with a culture of innovation and technology first-
adopters will gain competitive advantage and future margin profile.

If we try to see the picture in a broader context Goldman Sachs' latest research
shows optimism for GenAl's long-term potential. It could boost labor productivity
growth by 1.5 percentage points annually over a decade, adding o.4 percentage
points to GDP growth.
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Unlike the stock market, real-life adoption follows a completely different trajectory.
Currently, very few companies have generated incremental revenue from Al
products; therefore, everyone is observing what management has to say about its
potential across various sectors of the economy. Additionally, according to some
investment manager questionnaires, last year's winners - once touted as
beneficiaries - are now, in some cases, dismissed as losers. This trend is likely to
persist for some time, and volatility should be expected. Buying hype stocks such as
Soundhound, which have risen fivefold on the back of Nvidia's PR alone, is highly
questionable. However, solid quality companies that are exposed to the Al sector
offer attractive opportunities. Because, this technology is here to stay and will
change our lives - just recently, renowned hedge fund manager Steve Cohen said
thathe believes the four-day week could soon become the norm due to Al, and that's
why he has invested in golf. So, get your putter ready!
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