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Compounding Quality

Unleashing the power of quality investing




Stockopedia
Disclaimer

The following pages within this document have been produced by Stockopedia Ltd ("Stockopedia") for educational & informational purposes only. All rights regarding
these pages are reserved. It is not for general circulation.

Stockopedia is a subscription-based data & screening web service for self directed individuals who have an adviser and/or are comfortable making their own
decisions. Use of our data is subject to express Terms of Service. This service is intended to be used and must be used for informational purposes only. Our Stock
Reports and screens are based on underlying data from other suppliers including Refinitiv which is believed but not guaranteed to be accurate. Any figures cited are
subject to change or possible correction. If we are notified of a possible error, we will endeavour to notify our supplier of this issue, although we cannot be certain
that they will be willing to correct the error identified. Any forward looking information is based on the Consensus Analyst Estimate as defined by Refinitiv and is
subject to their assumptions but does not involve subjective judgement by Stockopedia.

We are not regulated by the Financial Conduct Authority. Stockopedia is not a broker/dealer, and we are not in the business of the giving or receiving of financial, tax
or legal advice. None of our content constitutes or should be understood as constituting a recommendation to enter in any securities transactions or to engage in any
of the investment strategies discussed in our content. We do not provide personalised recommendations or views as to whether a stock or investment approach is
suited to the financial needs of a specific individual.

It is very important to do your own analysis before making any investment based on your own personal circumstances. You should take independent financial advice
from a professional in connection with or independently research and verify any information you find in this presentation. Accordingly we will not be liable, whether
in contract, tort (including negligence) or otherwise, in respect of any damage, expense or a loss you may suffer arising out of such information or any reliance you
may place upon such information.

We would like to draw your attention to the following important investment warnings:
e The value of shares and investments and the income derived from them can go down as well as up
e Investors may not get back the amount they invested
e Past performance is not a guide to future performance

Please note that all data in this document is historic and dated when this document went to print in June 2023.



I What are Quality Stocks? w Stockopedia

Best businesses in the world

l

Highly profitable

—

Market leaders

T~

\ Cash generative

VAN

Long term track record of growth Good attitude to reinvestment

Experienced management



Coming up in today's webinar... ~ Stockopedia

Why the Quality factor works in troubled markets
W 'Qualities' of a quality compounder
il Using screens to identify quality companies

& The right mindset for quality investing
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Me and my investment mindset
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The Stockopedia Strategy Map ~ Stockopedia

Quality Value

Momentum



The Stockopedia Strategy Map ~ Stockopedia

Contrarian

Compou.ndlng Quality Deep
Quality Value
Core
QVM
Adventurous Trending
Growth Value
Breakout

Momentum



The Stockopedia Strategy Map
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Compounding Quality

“Put together the compounding

machines, and then do nothing \

Terry Smith

Adventurous Growth /

“Select shares that can double,
then re-double and re-double again."

Jim Slater

Quality

Contrarian Quality

“Buying good companies at bargain prices
works for companies of any size”

Joel Greenblatt
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Value
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Momentum
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Breakout Momentum

“What seems too high to the majority generally
goes higher, what seems low generally goes lower.”’

Mark Minervini
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Deep Value | THE
'INTELLIGENT
INVESTOR

“Try to buy stocks that meet some
criterion for being undervalued”

BENJAMIN GRAHAM

Benjamin Graham

A W
%

WA

Trending Value TR
\\"IIA'I‘“\\‘_\"() RKS
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The Stockopedia Strategy Map
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Factors in different market cycles
Quality works during slowdowns and contractions

Recovery Expansion

Slowdown
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Contraction

Value

Quality




The Quality Factor in different market cycles ~ Stockopedia

Companies with quality metrics have outperformed during past periods of turbulence

= Down Markets Up Markets
10

7.5

% change versus market

-2.5

Net Profit Margin Earnings Growth Stability Return on Equity Low Debt Quality Composite



Why Quality Investing works ~ Stockopedia

. Defensive: During downturns, demand for defensive products
and services doesn't drop

& Pricing Power: Protects margins during inflationary times

il Low Debt: Lower exposure to rising interest rate



High ROCE stocks have outperformed the FTSE... ~ Stockopedia
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.. and stocks which have both a high ROCE and low PE  a Stockopedia
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Quality stocks are expensive
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SI; lcaki?Asgg:e Market Average
Market Cap £2.1bn £7 5bn
ROCE 62% 7.7%
PE 18.4x 13.4x

SI:: :ki?bsg-::e Market Average
Market Cap $162bn $85bn
ROCE 56% 9.8%
PE 26.3x 23.5x




A Quality mindset ~ Stockopedia

& Ok with buying stocks on high valuation multiples

t2 Long-term investment horizon

“\ Comfortable with turbulence
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Step 2: Deeper Financial Analysis

v MC - LVMH Moet Hennessy Louis Vuitton SE
| €814.90 ™ 0.90 +0.11%

i Last trade - 09:31 Full quote

Financial Summary

Year End 31st Dec 2017 2018 2019 2020 2021 2022

Total Revenue Em 42,636 46826 53670 44651 64215 79,184 IL.VMH

Operating Profit em 8113 9877 11273 7972 17,55 21,001

Net Profit em 5365 6354 7171 4702 12,036 14,084

EPS Reported € 10.6 12.6 14.2 9.33 23.9 28.0 5 | 2022 |
EPS Normalised € 10.9 12.8 14.4 9.98 24.0 28.4 ' Annual Results Y
EPS Growth % +32.7 +17.5 +12.6 -30.8 +141 +18.4 “ ' |
PE Ratio X 28.6

PEG 1.84

Profitability January 26, 2023

Operating Margin % 19.0 21.1 210 17.9 26.7 26.5

ROA % 8.82 8.40 458 10.3 10.8

ROCE % 14.8 17.2 15.3 9.56 17.6 20.4

ROE % 20.7 20.8 12.7 28.5 27.6



How to identify Quality Compounders ~ Stockopedia
Step 3: Non-Financial Analysis

& How does the company make money?

22 Management profile: Does the board and the CEO have a
good track record of decision making?

2 Protective economic moat
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The benefits of a protective moat

Switching costs (e.g. loyal w
ustomer base) Strong and
recognisable brand

Network effect

—=

Legal advantages (e.g.
patents and trademarks)

— Economies of scale (e.g. l |'| te l)
critical mass) L/
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60009
Sales: €79bn
Cash Flow: €17bn
Capex: €5.1bn \
40004
Sales: €42bn
Sales: €29bn Cash Flow: €6.8bn
Cash Flow: €4.7bn Capex: €2.3bn
Capex: €1.9bn
2000%4%
%0 & . I | ;
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LVMH share price % increase May 2013 to May 2023
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