THE LONG VIEW

Hard Drive

We consider Skerryvore's approach to disruptive technology and why we're finding
opportunities created by the evolution of the automotive sector.

‘.. hereturned to Melbourne a little before the Australian gold fields were discovered.
Everybody that could rushed off to the diggings. The city was deserted; and then people
commenced to pour through Melbourne from all parts, delirious with the idea that they would
soon all be wealthy. Walter Powell had the good sense to stop at his store and sell shovels
and pickaxes at a premium, and so he suddenly grew rich’".
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The rush to find gold that ignited the imagination of
many in the 19th century created a great deal of new
wealth. However, as we know, it wasn’t generally the
prospectors who made their fortunes but, rather,
those who enabled them - the store owners who sold
them the hardware they needed to chase their
dreams.

California’s first millionaire, Sam Brannan, was an apt
example of this, as was Walter Powell, half a world
away in Melbourne. Luck played an outsized role in
the prospectors’ success, making it more than a little
tricky to identify the best opportunities for striking

it rich.

We are naturally cautious investors and believe that
the best way to generate positive returns over the
long termis to avoid losing money. Emergent sectors
can be challenging because they are often heavily
luck-dependent and rife with capital misallocation.
This can make the selection of a distinct or eventual
winner tough.

Our approach to the IT services sector provides a
window on how we go about investigating new
sectors in this context.

INVESTING IN THE PICKS AND SHOVELS

The potential in IT services first became apparent with
the rise of the internet and the disruption this brought
to the way people would do business. Even if we were
not sure which companies might dominate online
commerce in emerging markets, we did know that
companies throughout the world would need
assistance to become more ‘digital’. Similar to those
hardware suppliers by the gold fields, this made it
possible for us to then back the trend without having
to identify a single ‘winner".

IT services originated as a way to arbitrage the cost of
labour in the developed and developing world, but it
was clear they were evolving and growing in
importance for enterprises at large.

Where once IT service companies focused their
efforts on the chief technology officer at prospective
customer firms, attention was shifting towards the
chief marketing officer or even the CEO. The services
on offer were becoming less about taking out cost
and more about supporting core business operations.
This led us to consider companies like Infosys and
Tata Consultancy Services (TCS).

THE IMPORTANCE OF REPUTATION AND
PATIENCE

TCS has been one of the largest positions within the
strategy since Skerryvore launched in 2019. In
addition to being a digital ‘pick and shovel’ provider,
TCS is attractive for a couple of further reasons.

Firstly, the owner of TCS, the Tata Group, is one of the
most respected business houses in India. The group’s
focus on and understanding of the importance of
reputation has underpinned TCS wherever it does
business. The Tata family owns the same shares in the
business as we do as minority investors and one of
TCS's previous highly regarded and successful CEOs
now leads the holding company.

Secondly, the business has one of the highest returns
onincremental invested capital in the industry2. Rivals
often buy their way into new technologies or
industries, but TCS has the long-term patience to
move organically into new areas. This is not easy and
has meant that TCS has not always been at the
leading edge of technological development within its
peer group. However, investment in its own best and
brightest employees to learn, sell and deliver on new
opportunities has allowed the business to be resilient
and to stay abreast of change. This investment has
resulted in the added advantage of retaining great
talent and is one of the reasons why the company has
among the lowest attrition rates in the industry3,



KEEPING UP WITH THE AUTO REVOLUTION

Technology, by its very nature, does not stand still
and constant evolution creates both threats and
opportunities. The development of the humble
automobile is nothing short of a revolution. The first
cars were mechanical in nature, and compared with
today's vehicles were simple in their construction,
operation and repair.

The rise of the microchip led to a ‘second age’, which
was electronic. Systems such as anti-lock braking and
drive-by-wire assistance began to appear in support
of braking and driving functions.

The 'third age’ in automobile development, and the
one that we now find ourselves in, appears at first to
be all about how cars are powered, with a shift from
internal combustion engines to battery-driven all-
electric powertrains. Dig a little deeper, however, and
you discover that cars are becoming progressively
more software-driven.

One of Tesla's huge strategic advantages is that all of
its auto systems are integrated into a central
controller that allows the car to receive new features
over the air4. Traditional or legacy car manufacturers
can only dream of this, with their many disparate
systems that have never talked to each other - why
should the brakes care what the in-car entertainment
system is doing?

In addition to this, cars are becoming more
autonomous, moving up the curve from simple lane-
assist features to full control. All of this presents a
huge test for the big automakers, who for years have
concentrated on designing hardware-based systems.
The software programming that drives this new
generation of cars presents a quite different
challenge, requiring new skills and talent and the
development of new corporate cultures.

Car companies have struggled to build this expertise
internally, which has led to the rapid rise of a new kind
of IT service provider, one that has a greater focus on
engineering and products than on more general
enterprise IT. An error in this kind of software could
result in a crashed car rather than simply a crashed
computer, making the stakes very much higher.

Relatively low barriers to entry have meant that
pricing power in the IT services industry has never
been particularly strong. Many of the efficiencies
gained over the years have been given back to
customers rather than being retained by the industry -
which is visible in the US dollar revenue per employee.

However, in these new engineering IT services
disciplines, there appears to be more pricing power
and returns are considerably higher.

We have recently visited a number of the emerging
players in this space, including Tata Elxsi, KPIT and
Cyient, and have undertaken a significant amount of
work to become comfortable with the franchise and
quality of these businesses.

PROFITING FROM DISRUPTION

When considering threats to the IT services sector,
artificial intelligence (Al), and specifically generative
Al, is something that even those with only a passing
interest in technology will be aware of. There has been
some speculation that perhaps this will replace the
armies of people all over the world who work in the
industry. Although this is possible, it is not our
expectation. Rather, we see this as a means of
generating improved productivity, allowing people to
do more rather than to be replaced.

IT services have shown themselves in the past to be
able to absorb disruptive technology, such as cloud
computing. They have provided the expertise to adapt
this to hugely complicated systems and processes
already in existence. Sadly, history also suggests that
many of these efficiencies will be passed on to clients
in possession of superior buying power. Consequently,
although these companies are likely to continue to
grow, we would not expect them to ultimately benefit
from better margins.



EMERGING OPPORTUNITIES

When looking for attractive businesses to invest in,
often the holy grail is a company that doesn’t require
a lot of capital, is difficult to copy and has a long
runway for growth. We believe that we have found
this opportunity in the IT services industry. Although
these companies are not immune to business cycles,
low investment requirements mean that the best
examples run balance sheets flush with cash to
protect them when bad news hits. When challenges
do arise, we are fortunate enough to have the time
horizon and comfort in the quality of these companies
to add to our positions.

We will continue to watch for opportunity in the
emerging automotive sector, remaining ready to avoid
those ‘sure-fire prospects’ heavily reliant on Lady
Luck!

SOURCES

The General Baptist magazine (May 1876). ‘'Studies in Present-Day Biography: Walter Powell’, p. 172. E. Marlborough & Co.,
London. https://books.google.co.uk/books?id=yiYEAAAAQAAJ&Qg=shovels&redir esc=y#v=snippet&g=shovels&f=false

2 Gurufocus.com.'Tata Consultancy Services ROIC %: 60.74%' (31 December 2023): Competitive Comparison Data.
www.gurufocus.com/term/ROIC/NSE:TCS/ROIC-/Tata-Consultancy-Services-
Ltd#:~:text=Tata%20Consultancy%20Services's%20annualized%20return,using%20TTM%20income%20statement %20
data)

3 Livemint.com (12 July 2023). 'TCS attrition rate declines to 17.8%, 523 employees hired in Q1FY24;12-15% hike given to top
performers.’ www.livemint.com/companies/company-results/tcs-attrition-rate-declines-to-17-8-523-employees-added-in-
june-quarter-12-15-hike-given-to-top-performers-11682160707716.html

4  Tesla.com. Software Updates. www.tesla.com/en gb/support/software-updatesinsert source


https://books.google.co.uk/books?id=yiYEAAAAQAAJ&q=shovels&redir_esc=y#v=snippet&q=shovels&f=false
http://www.livemint.com/companies/company-results/tcs-attrition-rate-declines-to-17-8-523-employees-added-in-june-quarter-12-15-hike-given-to-top-performers-11689160707716.html
http://www.livemint.com/companies/company-results/tcs-attrition-rate-declines-to-17-8-523-employees-added-in-june-quarter-12-15-hike-given-to-top-performers-11689160707716.html

Disclaimer

For professional investors only

This document is issued and approved by BennBridge Ltd
("BennBridge"). Skerryvore Asset Management LLP, based at 45
Charlotte Square, Edinburgh EH2 4HQ (“Skerryvore”) is an appointed
representative of BennBridge Ltd, which is authorised and regulated
by the Financial Conduct Authority (Firm Reference Number: 769109).
The registered office is Windsor House, Station Court, Station Road,
Great Shelford, Cambridge CB22 5NE.

BennBridge provides this material as a general overview of the firm,
our processes, and our investment capabilities. It has been provided
for informational purposes only. It does not constitute or form part of
any offer to issue or sell, or any solicitation of any offer to subscribe
or to purchase, shares, units or other interests in investments that
may be referred to herein and must not be construed as investment
or financial product advice. BennBridge has not considered any
reader's financial situation, objective or needs in providing the
relevant information.

Any projections, market outlooks or estimates contained in this
document constitute forward looking statements and are based on
certain assumptions and subject to certain known and unknown risks.
Accordingly, such forward looking statements should not be relied
upon as being indicative of future performance or events. The
information provided in this document relating to specific
companies/securities should not be considered a recommendation to
buy or sell any particular company/security.

Past performance does not predict future returns. Potential investors
in Emerging markets should be aware that investments in these
markets can involve a higher degree of risk. Any investment should
be viewed as medium to long term and should only be made by those
persons who could sustain a loss on their investment. It should not
constitute a substantial portion of an investment portfolio and may
not be appropriate for all investors. The value of investments and the
income from them may go down as well as up and may be subject to
sudden and large falls in value. An investor may lose their entire
investment.

The views and opinions contained herein are those of the Skerryvore
investment team. They do not necessarily represent views expressed
or reflected in other BennBridge investment communications or
strategies and are subject to change. BennBridge will not assume any
liability for any loss or damage of any kind arising directly or indirectly
by using the information provided.

This document may not be reproduced or distributed by the recipient,
in whole or part, except that this document may be provided to the
recipient’s advisers in connection with an evaluation of a potential
investment.

The distribution of this document and the offering or purchase of
interests in strategies or funds managed by BennBridge may be
restricted in certain jurisdictions. No person receiving a copy of this
document in any such jurisdiction may treat this document as
constituting marketing or an invitation to them to subscribe for
interests in a BennBridge fund or otherwise make an investment.

It is the responsibility of any persons in possession of this document,
including individuals who may be employed by or a consultant to the
recipient, to inform themselves of, and to observe, all applicable laws
and regulations of any relevant jurisdiction. If any recipient, including
individuals, is or becomes aware that the receipt of this document by
them contravenes any law or regulation, they must destroy it or
return it to BennBridge immediately. Prospective investors should
inform themselves as to the legal requirements of so applying and
any applicable exchange control regulations and taxes in the
countries of their respective citizenship, residence, or domicile.

Telephone calls may be recorded for training and monitoring
purposes.

RISK FACTORS

* Capitalis at risk and there is no guarantee any investment will
achieve its objective. Investors should make sure their attitude
towards risk is aligned with the risk profile of their investment,
however made.

* Past performance does not predict future returns. The value of
investments and the income from them may go down as well as
up and investors may not get back the amounts originally
invested.

*  Currency exposure is not hedged.

*  Equity prices fluctuate daily, based on many factors including
general, economic, industry or company news. In difficult market
conditions, BennBridge may not be able to sell a security for full
value or at all. This could affect performance of an investment
and with regards to an investment made via a fund, could cause
the fund to defer or suspend redemptions of its shares.

* Investments in Emerging markets can involve a higher degree
of risk.

FORINVESTORS RESIDING IN THE UNITED
KINGDOM OR THE EUROPEAN ECONOMIC
AREA

In the United Kingdom this document is only available to professional
investors meeting the criteria for Professional Clients set out in COBS
3.5 of the Conduct of Business Sourcebook in the Financial Conduct
Authority’'s Handbook of rules and guidance.

Although the information in this document is believed to be materially
correct as at the date of issue, no representation or warranty, express
or implied, is given as to the accuracy, reliability, or completeness of
any of the information provided as at the date of issue or at any future
date. Certain information included in this document is based on
information obtained from third-party sources considered to be
reliable. Any projections or analysis provided to assist the recipient of
this document in evaluating the matters described herein may be
based on subjective assessments and assumptions and may use one
among many alternative methodologies that produce different
results. Accordingly, any projections or analysis should not be viewed
as factual and should not be relied upon as an accurate prediction of
future results. Furthermore, to the extent permitted by law,
BennBridge, any BennBridge fund, their affiliates, agents, service
providers and professional advisers assume no liability or
responsibility and owe no duty of care for any consequences of any
person acting or refraining to act in reliance on the information
contained in this document or for any decision based on it.



Disclaimer

FORINVESTORS RESIDING IN AUSTRALIA OR
NEW ZEALAND

This information is issued and approved by Bennelong Funds
Management Ltd (ABN 39 111 214 085, AFSL 296806) ("BFML"). BFML
has appointed BennBridge Ltd (“BennBridge") as the investment
manager, which is authorised and regulated by the UK’s Financial
Conduct Authority (with Firm Reference Number 769109). BennBridge
is a Corporate Authorised Representative of BFML (AFSL
Representative No.1281639). All regulated activity relating to
portfolio management, including the execution of trades, takes place
within BennBridge as the regulated entity.

Skerryvore Asset Management LLP (‘Skerryvore’) is a boutique asset
management team. The company is majority owned by team
members, and minority owned by BennBridge. Skerryvore's personnel
are assigned to BennBridge to provide portfolio management and
trading activities. Skerryvore and BennBridge are collectively referred
to as "the Skerryvore team”.

This is general information only, and does not constitute financial, tax
or legal advice or an offer or solicitation to enter into any investment
management agreement with BFML or subscribe for units in any fund
of which BFML is the Trustee or Responsible Entity (Bennelong Fund).
This information has been prepared without taking account of your
objectives, financial situation or needs. Before acting on the
information or deciding whether to enter into an agreement, acquire
or hold a product, you should consider the appropriateness of the
information based on your own objectives, financial situation or needs
or consult a professional adviser. For any Bennelong Fund, you should
also consider the relevant Information Memorandum (IM) and or
Product Disclosure Statement (PDS) which is available on the BFML
website, bennelongfunds.com, or by phoning 1800 895 388 (AU) or
0800 442 304 (NZ). Information about the Target Market
Determinations (TMDs) for the BFML funds is available on the BFML
website. BFML may receive management and or performance fees
from the BFML Funds, details of which are also set out in the current
IM and or PDS. BFML and the BFML Funds, their affiliates and
associates accept no liability for any inaccurate, incomplete, or
omitted information of any kind or any losses or damage caused by
using this information. All investments carry risks. There can be no
assurance that any investment or BFML fund will achieve its targeted
rate of return and no guarantee against loss resulting from such
investment. Past performance does not predict future returns.
Information is current as at the date of this document.
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lan Tabberer
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Sarah Monaco
Investment Director
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BFM GROUP

BENNBRIDGE - UK
108-110 Jermyn Street, London SW1Y 6EE
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260 Franklin St, 16t floor, Boston MA 02110

us.inquiries@bennbridge.com

BENNELONG - AUSTRALIA

Level 26, 20 Bond Street, Sydney NSW 2000

Bennelong House, 9 Queen Street
Melbourne VIC 3000

Level 37, Riparian Plaza, 71 Eagle Street
Brisbane QLD 4000

Level 1, 81 Stirling Highway, Nedlands
Perth WA 6009
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