MARKETING COMMUNICATION

The Private Investigator
of Asset Management
Daniel Nicholas, Client Portfolio Manager at Harris Associates, sat down
with Allnews.ch to discuss why pinpointing the true value of a quality stock
is like an investigative job.
From the brothers Irving and Neison Harris,
natives of Saint Paul (Minnesota), who
sold their company in 1946 to the leader of
Gillette razors, Harris Associates has retained
the spirit instilled by the parents of these
entrepreneurs who left Yale: “You should be
no. 1 in your class”. The Chicago boutique
affiliated with Natixis Investment Managers,
an equity specialist, manages its $118 billion
in assets (as of March 31st, 2022) through
various vehicles, faithful to its history. With the
conviction of an entrepreneur, the patience
and precision of a private detective.

What makes you say that your job
resembles that of a private detective?
Our methods of investigation are similar.
We don’t stop at appearances (e.g. price/
accounting ratio), but rather look for evidence
that we believe cannot be disputed.
This approach has become essential since
the economy shifted from manufacturing to
providing services, where 90% of a company’s
value is intangible, and therefore does not end
up in the calculation of book value.
The ratio has simply reversed from 90%
tangible value and 10% intangible value in
the 1970s to 90% intangible value and 10%
tangible value today. In other words,
the correlation between the book value
and the intrinsic value of a quality company
has become very weak.
The era of approximation valuation of a
company by a simple multiple of book value is
over. This is why our profession as managers
is, more than ever, a profession
of investigation.

How does this investigative profession
translate in terms of the selection and
investment process?
Unlike managers who may use a quantitative
matrix to narrow down their investment
universe to just the cheapest stocks, we seek
out high quality companies and management
teams first, then wait patiently to get the
right price for these companies. This
requires extensive research to identify the
management teams that we believe will make
long-term strategic decisions to increase
long-term shareholder value. Therefore, we
spend time discussing with management
before deciding to invest. Selecting savvy
management teams is crucial as we estimate
that 85% of a company’s value comes from
after year three and extends far into the
future where business investments are made.
today create future income. Once we have
determined intrinsic value, we only invest
when we get a discount of at least 30%, which
is our margin of safety. With a margin of safety
in hand, our valuation criterion is met, which
makes classifying the index between “growth”,
“value” and “mixed” irrelevant.
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The era of approximating
the valuation of a
company by a simple
multiple of book value
is over.

Can you give an example of an
investment you have made based on
this investigative work?
Alphabet is one of the best examples of our
approach. When we initially invested in 2011,
we did so based on our analysis that, despite
management’s use of its excess free cash
from its research business towards venture
capital activities, we expected this allocation
to strengthen future revenue growth.
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To estimate the value of intangible
assets, we use many different techniques
depending on the type of activity. For
Alphabet’s cloud business, we run a
multiple of the 10-year discounted cash
flow model and compare its fundamentals
to those of its main competitors, Amazon
Web Services and Azure. For YouTube, we
value as a cable company using a price
per subscriber framework in comparison
to the price paid by AT&T for HBO. We
also value its self-driving division, Waymo,
using valuation information from Cruise
Automation’s private market transactions.
By adding up the value of their venture
capital investments and comparing them
to the current share price, we believe that
Alphabet’s core business, Google, is trading
at less than a market multiple, despite its
growth and returns superior to those of
an average company. Our process allows
us to identify value where a quantitative
manager might overlook it based on a
metric like the price-to-book ratio.

How do these values you are
looking for better respond to
current challenges?
When a company generates significant
free cash flow, it provides its leaders with
leeway to manage long-term risks, such
as the energy transition, or medium-term
risks, such as inflation. General Motors
has dramatically improved production
capabilities, reduced reliance on sedans

in favor of more cost-effective trucks and
SUVs, made the necessary investments
for electrification, and appropriately
addressed the issues of supply chain and
semiconductors. Despite these challenges,
its operating margins have increased and
the company is showing the market that
its business model is much more resilient
than that of automakers of the past. When
we evaluate our US companies, we look
for an average annual return of more than
7% per year of growth in value per share
over three years as a benchmark rate
for investment. Companies domiciled in
China expect more to compensate us
for the additional risks - 14% and 10% in
Switzerland.

Other Swiss stocks in the portfolio?
In our many portfolios, we are exposed to
Holcim, Julius Baer, Novartis and Credit
Suisse, as Switzerland is rich in quality
companies. Credit Suisse has taken
restructuring measures to emerge from
the current turmoil. We have spent a lot of
time with management and we trust the
board and the management team to carry
out the strategy of reducing the capital
allocated to the investment bank and
reallocating it to its franchise. top-notch
wealth management.
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Do you have an example in your
portfolio?
Glencore is a very good example: when we
invested in 2015, they were supposedly
on the brink of bankruptcy. The plans
they presented to us proved not only that
they were successful in reducing debt,
but also that they planned to generate
free cash flow, even as commodity prices
fell. In addition, they have implemented a
“net zero” strategy, consisting of gradually
reducing their coal production. In the
current context of record coal prices, they
illustrate their commitment to reducing
global emissions. In addition, Glencore
owns and produces raw materials
essential to the energy transition: cobalt,
zinc and copper.
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ADDITIONAL NOTES
Please read the Prospectus and Key Investor Information carefully before investing. If the fund is registered in your jurisdiction, these documents are also
available free of charge and in the official language of the country of registration at the Natixis Investment Managers offices (im.natixis.com) and the paying
agents: Austria: Erste Bank der österreichischen Sparkassen AG, Am Graben 21, 1010 Vienna. France: CACEIS Bank France, 1-3, Place Valhubert, 75013 Paris.
Natixis Investment Managers Distribution, 43 avenue Pierre Mendès France 75648 Paris cedex 13. Germany: Rheinland-Pfalz Bank, Grose Bleiche 54-56, D-55098
Mainz. Italy: State Street Bank GmbH – Succursale Italia, Via Ferrante Aporti, 10, 20125 Milano. Allfunds Bank S.A. Succursale di Milano, Via Santa Margherita 7,
20121 Milano. Société Générale Securities Services S.p.A., Maciachini Center - MAC 2, Via Benigno Crespi, 19/A, 20159 Milano. Luxembourg: Natixis Investment
Managers S.A., 2, rue Jean Monnet, L-2180 Luxembourg. Switzerland: RBC Investor Services Bank S.A., Esch-sur-Alzette, Zurich Branch, Bleicherweg 7, CH-8027 Zurich.
This material has been provided for information purposes only to investment service providers or other Professional Clients, Qualified or Institutional Investors and, when
required by local regulation, only at their written request. This material must not be used with Retail Investors. To obtain a summary of investor rights in the official language
of your jurisdiction, please consult the legal documentation section of the website (im.natixis.com/intl/intl-fund-documents).
In the E.U.: Provided by Natixis Investment Managers International or one of its branch offices listed below. Natixis Investment Managers International is a portfolio management
company authorized by the Autorité des Marchés Financiers (French Financial Markets Authority - AMF) under no. GP 90-009, and a public limited company (société anonyme)
registered in the Paris Trade and Companies Register under no. 329 450 738. Registered office: 43 avenue Pierre Mendès France, 75013 Paris. Italy: Natixis Investment
Managers International Succursale Italiana, Registered office: Via San Clemente 1, 20122 Milan, Italy. Netherlands: Natixis Investment Managers International, Nederlands
(Registration number 000050438298). Registered office: Stadsplateau 7, 3521AZ Utrecht, the Netherlands. Sweden: Natixis Investment Managers International, Nordics Filial
(Registration number 516412-8372- Swedish Companies Registration Office). Registered office: Kungsgatan 48 5tr, Stockholm 111 35, Sweden. Or, Provided by Natixis
Investment Managers S.A. or one of its branch offices listed below. Natixis Investment Managers S.A. is a Luxembourg management company that is authorized by the
Commission de Surveillance du Secteur Financier and is incorporated under Luxembourg laws and registered under n. B 115843. Registered office of Natixis Investment
Managers S.A.: 2, rue Jean Monnet, L-2180 Luxembourg, Grand Duchy of Luxembourg. Germany: Natixis Investment Managers S.A., Zweigniederlassung Deutschland
(Registration number: HRB 88541). Registered office: Senckenberganlage 21, 60325 Frankfurt am Main. Belgium: Natixis Investment Managers S.A., Belgian Branch, Gare
Maritime, Rue Picard 7, Bte 100, 1000 Bruxelles, Belgium. Spain: Natixis Investment Managers, Sucursal en España, Serrano n°90, 6th Floor, 28006 Madrid, Spain. In Switzerland:
Provided for information purposes only by Natixis Investment Managers, Switzerland Sàrl, Rue du Vieux Collège 10, 1204 Geneva, Switzerland or its representative office in
Zurich, Schweizergasse 6, 8001 Zürich. In the British Isles: Provided by Natixis Investment Managers UK Limited which is authorised and regulated by the UK Financial
Conduct Authority (register no. 190258) - registered office: Natixis Investment Managers UK Limited, One Carter Lane, London, EC4V 5ER. When permitted, the distribution of
this material is intended to be made to persons as described as follows: in the United Kingdom: this material is intended to be communicated to and/or directed at investment
professionals and professional investors only; in Ireland: this material is intended to be communicated to and/or directed at professional investors only; in Guernsey: this
material is intended to be communicated to and/or directed at only financial services providers which hold a license from the Guernsey Financial Services Commission; in
Jersey: this material is intended to be communicated to and/or directed at professional investors only; in the Isle of Man: this material is intended to be communicated to and/
or directed at only financial services providers which hold a license from the Isle of Man Financial Services Authority or insurers authorised under section 8 of the Insurance
Act 2008. In the DIFC: Provided in and from the DIFC financial district by Natixis Investment Managers Middle East (DIFC Branch) which is regulated by the DFSA. Related
financial products or services are only available to persons who have sufficient financial experience and understanding to participate in financial markets within the DIFC, and
qualify as Professional Clients or Market Counterparties as defined by the DFSA. No other Person should act upon this material. Registered office: Unit L10-02, Level 10, ICD
Brookfield Place, DIFC, PO Box 506752, Dubai, United Arab Emirates In Taiwan: Provided by Natixis Investment Managers Securities Investment Consulting (Taipei) Co., Ltd., a
Securities Investment Consulting Enterprise regulated by the Financial Supervisory Commission of the R.O.C. Registered address: 34F., No. 68, Sec. 5, Zhongxiao East Road,
Xinyi Dist., Taipei City 11065, Taiwan (R.O.C.), license number 2020 FSC SICE No. 025, Tel. +886 2 8789 2788. In Singapore: Provided by Natixis Investment Managers
Singapore Limited (company registration no. 199801044D) to distributors and qualified investors for information purpose only. In Hong Kong: Provided by Natixis Investment
Managers Hong Kong Limited to professional investors for information purpose only. In Australia: Provided by Natixis Investment Managers Australia Pty Limited (ABN 60 088
786 289) (AFSL No. 246830) and is intended for the general information of financial advisers and wholesale clients only. In New Zealand: This document is intended for the
general information of New Zealand wholesale investors only and does not constitute financial advice. This is not a regulated offer for the purposes of the Financial Markets
Conduct Act 2013 (FMCA) and is only available to New Zealand investors who have certified that they meet the requirements in the FMCA for wholesale investors. Natixis
Investment Managers Australia Pty Limited is not a registered financial service provider in New Zealand. In Colombia: Provided by Natixis Investment Managers International
Oficina de Representación (Colombia) to professional clients for informational purposes only as permitted under Decree 2555 of 2010. Any products, services or investments
referred to herein are rendered exclusively outside of Colombia. This material does not constitute a public offering in Colombia and is addressed to less than 100 specifically
identified investors. In Latin America: Provided by Natixis Investment Managers International. In Chile: Esta oferta privada se inicia el día de la fecha de la presente
comunicación. La presente oferta se acoge a la Norma de Carácter General N° 336 de la Superintendencia de Valores y Seguros de Chile. La presente oferta versa sobre valores
no inscritos en el Registro de Valores o en el Registro de Valores Extranjeros que lleva la Superintendencia de Valores y Seguros, por lo que los valores sobre los cuales ésta
versa, no están sujetos a su fiscalización. Que por tratarse de valores no inscritos, no existe la obligación por parte del emisor de entregar en Chile información pública respecto
de estos valores. Estos valores no podrán ser objeto de oferta pública mientras no sean inscritos en el Registro de Valores correspondiente. In Mexico: Provided by Natixis IM
Mexico, S. de R.L. de C.V., which is not a regulated financial entity, securities intermediary, or an investment manager in terms of the Mexican Securities Market Law (Ley del
Mercado de Valores) and is not registered with the Comisión Nacional Bancaria y de Valores (CNBV) or any other Mexican authority. Any products, services or investments
referred to herein that require authorization or license are rendered exclusively outside of Mexico. While shares of certain ETFs may be listed in the Sistema Internacional de
Cotizaciones (SIC), such listing does not represent a public offering of securities in Mexico, and therefore the accuracy of this information has not been confirmed by the CNBV.
Natixis Investment Managers is an entity organized under the laws of France and is not authorized by or registered with the CNBV or any other Mexican authority. Any reference
contained herein to “Investment Managers” is made to Natixis Investment Managers and/or any of its investment management subsidiaries, which are also not authorized by
or registered with the CNBV or any other Mexican authority. In Uruguay: Provided by Natixis Investment Managers Uruguay S.A., a duly registered investment advisor,
authorised and supervised by the Central Bank of Uruguay. Office: San Lucar 1491, Montevideo, Uruguay, CP 11500. The sale or offer of any units of a fund qualifies as a private
placement pursuant to section 2 of Uruguayan law 18,627. In Brazil: Provided to a specific identified investment professional for information purposes only by Natixis
Investment Managers International. This communication cannot be distributed other than to the identified addressee. Further, this communication should not be construed as
a public offer of any securities or any related financial instruments. Natixis Investment Managers International is a portfolio management company authorized by the Autorité
des Marchés Financiers (French Financial Markets Authority - AMF) under no. GP 90-009, and a public limited company (société anonyme) registered in the Paris Trade and
Companies Register under no. 329 450 738. Registered office: 43 avenue Pierre Mendès France, 75013 Paris.
The above referenced entities are business development units of Natixis Investment Managers, the holding company of a diverse line-up of specialised investment
management and distribution entities worldwide. The investment management subsidiaries of Natixis Investment Managers conduct any regulated activities only in and from
the jurisdictions in which they are licensed or authorised. Their services and the products they manage are not available to all investors in all jurisdictions. It is the responsibility
of each investment service provider to ensure that the offering or sale of fund shares or third-party investment services to its clients complies with the relevant national law.
The provision of this material and/or reference to specific securities, sectors, or markets within this material does not constitute investment advice, or a recommendation or an
offer to buy or to sell any security, or an offer of any regulated financial activity. Investors should consider the investment objectives, risks and expenses of any investment
carefully before investing. The analyses, opinions, and certain of the investment themes and processes referenced herein represent the views of the portfolio manager(s) as
of the date indicated. These, as well as the portfolio holdings and characteristics shown, are subject to change. There can be no assurance that developments will transpire as
may be forecasted in this material. The analyses and opinions expressed by external third parties are independent and does not necessarily reflect those of Natixis Investment
Managers. Although Natixis Investment Managers believes the information provided in this material to be reliable, including that from third party sources, it does not guarantee
the accuracy, adequacy, or completeness of such information. May not be redistributed, published, or reproduced, in whole or in part.
Amounts shown are expressed in USD unless otherwise indicated.
Natixis Investment Managers may decide to terminate its marketing arrangements for this fund in accordance with the relevant legislation
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