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RISK

The Guinness Emerging Markets Equity Income Fund is an equity fund. Investors
should be willing and able to assume the risks of equity investing. The value of an
investment and the income from it can fall as well as rise as a result of market and
currency movement, and you may not get back the amount originally invested. Further
details on the risk factors are included in the Fund documentation, available on our
website.

Past performance does not predict future returns.

INVESTMENT POLICY

The Fund is designed to provide investors with exposure to high quality dividend-
paying companies in Emerging Markets. The Fund is managed for income and
capital growth and invests in profitable companies that have generated persistently
high return on capital over the last decade and are well placed to pay a sustainable
dividend into the future. The Fund is actively managed, with the MSCI Emerging
Markets Index used as a comparator benchmark only.



INTRODUCTION

Dividend investing has powerful advantages when accessing the diversification and
growth that emerging markets offer. As in other regions, dividends provide a strong
signal as to the underlying health of emerging market companies. Income, under
our approach, is the output of a successful, high-quality company that is generating
cash. Elevated profitability, in cash-based terms, when combined with a strong
balance sheet, provides the means to reward shareholders with dividends, while
meeting the reinvestment requirements of the business. The converse is also true:
where a previously steady stream of dividends has been forsaken by management,
the underlying health of the business should be questioned and subject to additional
scrutiny.

An emerging markets equity income approach therefore provides the opportunity

to invest in a certain class of companies. Seeking income steers you towards a part of
the market that delivers a particular type of return profile to the end investor. A useful
bonus is that emerging markets offer, at the time of writing, a level of income that
exceeds that of most other markets.

Our definition of quality — sustained returns, consistently above the cost of capital —
enables us to define an investment universe that excludes many of the highly cyclical
names that are so prevalent in emerging markets. Investors therefore have access

to a very different set of opportunities than a more typical (and often more volatile)
emerging market approach.

This style contrasts with using emerging markets as a vehicle to ride the business
cycle. We do not make cyclical ‘calls’. Instead, we ask a different question: where can
we find companies which we expect will continue to generate strong returns, but are
being priced by the market as if they won't? This ‘company first’ approach means we
consider macro factors in the context of the effect they have on individual businesses.
This approach is very different to the typical emerging market investment practice of
basing top-down allocations on which regions or countries look attractive at the time.

Emerging markets investing doesn't have to be a rollercoaster: investors can still
benefit from the diversification of that emerging market equities provide by moving
in a differentiated form from developed markets, while tapping into the superior
structural growth that emerging market economies offer.



OUR APPROACH TO DIVIDEND INVESTING

QUALITY MINDSET

A good investment begins with a good company. We use Return on Capital (ROC)
as a measure to assess the quality of a business. When assembling our investment
universe, we look for companies that have a track record of ROC being consistently
higher than the cost of capital.

In the case of the Emerging Markets Equity Income strategy, we screen for companies
that have returned at least an 8% real return on capital for each of the past eight years.
This requirement eliminates almost 90% of companies from the investment universe.

CAPITAL ALLOCATION & REINVESTMENT FOR GROWTH

How a company uses the cash it is generating and how future capital is allocated
becomes a crucial part of our analysis.

Our preference is to see a balance between rewarding shareholders with dividends
and reinvesting in the business for growth. We find that quality companies in our
universe often tend to deliver growth that is both profitable and more consistent than
those in the wider universe.

By focusing on superior returns on capital, we define an investment universe that
sees higher revenue growth, profit growth and dividend growth over time.

DIVIDENDS AS A HEALTH SIGNAL

Dividends can be useful in communicating the condition of the business. Any
disruption to the dividend, therefore, provides an important clue that something has
gone awry in the underlying process of cash generation.

Dividends also play at important role in demonstrating accounting integrity. Over
time, we should see a link between growth at the top line, growth at the bottom line,
and corresponding growth in dividends.

RETURNS FOR SHAREHOLDERS

Part of a shareholder’s return can come from valuation rerating, but part should
come from earnings and growth of the business. We are conscious not to overpay for
any given stock, but we generally expect the fundamental returns of the business to
dominate overall shareholder returns, particularly over the medium to long term.

For shareholders, the process of reinvesting dividends can have an extraordinary impact
on total returns. By putting dividends back to work in companies that are growing,
those dividends can be further compounded. Over long periods of time, reinvested
dividends can account for a substantial portion of overall shareholder returns.

PORTFOLIO CONSTRUCTION

Our portfolio of 36 approximately equally weighted stocks ensures that all positions
have the potential to contribute meaningfully to performance. We operate the
portfolio on a ‘one in, one out’ basis.

The income distribution across the portfolio is diversified and reasonably broad, with
each stock in the portfolio making a contribution. We don't operate a barbell process,
whereby only a portion of the portfolio contributes to income and the remainder is
invested in non-dividend paying growth stocks.
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QUALITY MINDSET

A good investment begins with a good company. High-quality businesses exhibit
characteristics such as competitive advantages, whether they are in the form of
unigue products, efficient cost structures, superior management, or intellectual
property, based on a sound financial platform.

We use Return on Capital (ROC) to assess the quality of a business and look for
companies that have a track record of ROC being consistently higher than the cost of
capital. This approach focuses on creating wealth that is capable of supporting future
expansion and generating growing cash flows for shareholders.

In the case of the Emerging Markets Equity Income strategy, we look for companies
that have returned at least an 8% real return on capital for each of the past eight years.
This requirement eliminates almost 90% of companies from the investment universe,
and specifically those with the following features:

e Negative or mediocre returns
e Excessively cyclical returns
e Aninsufficient track record

We then add two further criteria to our screening process. A company’'s market
capitalization must be at least $500 million to make it easy enough to invest in, and
it must not be overly indebted. These narrow our investible universe to around 500
companies with an average nominal return on capital of 177% since 2010. Historic data
for this universe shows that it is an excellent starting point when selecting a portfolio
of high-quality companies.

The following chart shows return on capital over time for the universe compared with
the benchmark:

ROC Comparison Between Investment Universe
and the Regional Index
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Regional Index is the MSCI Emerging Markets Index.
Source: Data from Bloomberg, Universe names from Guinness Global Investors. 31.12.2010 to 31.12.2022



CAPITAL ALLOCATION & REINVESTMENT FOR
GROWTH

Companies that earn high rates of returns have the welcome problem of what to do
with the cash. How that capital is used and how future capital is allocated forms a
crucial part of our analysis.

Companies that have earnt high returns on capital demonstrate that management
have allocated capital judiciously. Such companies often have attractive opportunities
to reinvest in projects with high returns that exceed the cost of capital.

The importance of a company reinvesting in the business cannot be understated.
Over long periods of time, it is the reinvestment of profits that drives future growth
in the business. The growing capital base of the business supports growth in the
top line, and feeds into a growing earnings stream and (assuming a stable dividend
policy) a growing dividend stream.

When faced with decisions about which projects to reinvest in, management should,
in our view, stick to what they know well. If a company has earnt high returns in the
past, the probability that they will do so in future is much higher if it does not attempt
to move into a very different line of business from its current operations. Large scale
M&A, so called ‘transformative’ acquisitions, can work, but these tend to be the
exception. Too often the transformation is a detrimental one. Similarly, management
should be careful not to overpay, resulting in poor future returns on the capital
invested.

Our preference is to see a balance between rewarding shareholders with dividends
and reinvesting in the business for growth. We find that our universe of quality
companies often tends to deliver growth that is both profitable and more consistent
than found in the wider universe. Indeed, companies with the highest level of
expected growth often disappoint when it comes to realising this growth later.

Crucially, when paired with our focus on superior returns on capital, we end up with

a universe which over time sees higher revenue growth, profit growth and dividend
growth.

Syr CAGR for Regional Index vs Universe
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Regional Index is the MSCI Emerging Markets Index. CAGR: compound annual growth rate.
Source: Data from Bloomberg, Universe names from Guinness Global Investors. 31.12.2017 to 31.12.2022



If we look at the region, we can see individual regions differ in their balance between
payout ratio and growth:

Regional Index vs Universe 5yr Regional
Historical Average Payout Ratio
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Regional Index uses data from the corresponding MSCI Emerging Markets regional index. EMEA:
Europe, the Middle East & Africa.
Source: Data from Bloomberg, Universe names from Guinness Global Investors. 31.12.2017 to 31.12.2022
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While Latin America has the highest payout ratio, it also has by far the highest growth
rate of the three regions. Europe, the Middle East and Africa (EMEA), despite having a
similar payout ratio, has seen dividends contract over the period. Asia has the lowest
payout ratio, but growth has been relatively lacklustre.



In all regions, the universe has outgrown the regional indices, despite the higher
payout ratio. Not surprisingly then, the universe overall has grown dividends at a
higher rate than the benchmark, and maintained a higher payout ratio:

Syr Dividend per Share CAGR and Historical Average Payout
Ratio for Regional Index vs Universe
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Regional Index is the MSCI Emerging Markets Index.
Source: Data from Bloomberg, Universe names from Guinness Global Investors. 31.12.2017 to 31.12.2022

Therefore it has been possible to find attractive levels of growth among income-
paying stocks. Investors need not sacrifice the structural growth that the region offers
by allocating to this segment of the market.

Generally, we have found a payout ratio of around 50% to be about the right level for
the portfolio overall — balancing dividend payouts and earnings retention. Dividend
growth for the portfolio companies is in line with that of the universe (despite a higher
payout ratio), as the following chart shows:

Dividend per Share 5yr CAGR and Historical Payout Ratio
for Portfolio vs Universe vs Index
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to 31.12.2022



DIVIDENDS AS A HEALTH SIGNAL

Dividends play an important role in signalling the underlying health of the business.
We believe the businesses we are investing in — companies with attractive returns
on capital in cash-based terms — should be able to return some of their cash to
shareholders. Any disruption to this dividend, therefore, provides an important clue
that something has gone awry in this underlying process of cash generation.

As such, we view dividend growth to be the ultimate mark of success, and we can see
how the universe companies have grown dividends over time:

Dividend per Share 5yr CAGR
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Regional Index is the MSCI Emerging Markets Index and the MSCI Emerging Markets regional indices.
Source: Data from Bloomberg, Universe names from Guinness Global Investors. 31.12.2017 to 31.12.2022

Companies often get into difficulties with the dividend when there is a mismatch
between the dividend they have committed to paying (often as a result of history)
and their ability to generate the cash to pay the dividend on an ongoing basis. We
want to see dividends that represent a genuine return on capital, rather than a return
of capital. Management may struggle when the dividend comes to represent more
than 100% of earnings (particularly when defined in cash terms). Typically, these
companies do not have attractive reinvestment opportunities (and hence are paying
out all of their earnings), forcing the shareholder to look elsewhere for avenues for
reinvestment.

Moreover, looking at dividend growth in conjunction with dividend cover is often a
better indicator of dividend health than merely dividend cover by itself, especially for
the types of companies we are looking at. Companies that generate cash and have
opportunities to reinvest that cash should be able to achieve growth in profits over
time, which provides the underpinning for the dividend.

Dividends play an important role in demonstrating accounting integrity. Because
they represent an actual cash payment to shareholders, dividends can act as a useful
indicator of underlying cash generation. Over time, we should see a link between



growth at the top line, growth at the bottom line, and corresponding growth in
dividends. Assuming margins remain constant, and the dividend policy does not
change, all three should grow at roughly the same long-term rates, as the following
chart shows:

Portfolio 5yr CAGR Metrics
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The chart above represents CAGRs for holdings within our portfolio as of 31.12.2022.
Source: Data from Bloomberg, Guinness Global Investors

Dividends and dividend growth are therefore a sign that operating performance is
predictable and management have the confidence to reinvest in the growth of the
business while also rewarding shareholders.
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RETURNS FOR SHAREHOLDERS

So far, we have discussed dividends in terms company fundamentals — what a
company generates in earnings, and what proportion of that is paid out as dividends.
The valuation placed by the market on those dividends, the dividend yield, is the
subject of this section.

It is important to separate this market element from the fundamental aspects of

the company, as both components can drive overall returns to shareholders. While
these two areas are interlinked — good fundamental results often generate favourable
appraisal by the market — it is important to distinguish them. Focusing solely on the
dividend yield conflates the valuation and the operating performance.

In our decomposition of total shareholder return, part of a shareholder’s return
can come from valuation rerating, but part comes from earnings and growth of
the business over time. We are conscious not to overpay for any given stock, but
we generally expect the fundamental returns of the business to dominate overall
shareholder returns, particularly over longer periods.

Crucially, for shareholders it is the process of reinvesting dividends that can have an
extraordinary impact on total returns over time. By putting dividends back to work in
companies that are growing, those dividends can be further compounded. Over long
periods of time, reinvested dividends can account for a substantial portion of overall
shareholder returns. The following chart shows the price return of the index and the
total return (i.e. with reinvested dividends) over the past 20 years:

MSCI Emerging Markets Index:
total return vs price return
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Source: Data from Bloomberg, Guinness Global Investors. Currency is US dollar.
Data 31.12.2002 to 30.06.2023

The effect of the dividend reinvestment is to increase the overall return from 239%
to 494% (an increase in the annualised returns from 6.1% to 9.1%).
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Returning to dividend yield, our rule of thumb when entering a position is that the
stock should yield at least 1.5% (though of course the initial yield can be considerably
higher). Assuming we believe a business is undervalued by the market, and that
business pays out a substantial dividend (as defined above), then it should be
relatively easy to obtain a minimum yield at these levels.

With a dividend payout ratio of around 50% or so, we would expect the initial yield to
be around 3.5% to 4%. This would correspond with an earnings yield (the inverse of the

P/E ratio) of around 7% to 8%, equivalent to a P/E ratio of 12x to 15x.

(References in this section to yields relate to the investment environment at time of
writing, September 2023. In different market environments, yield levels may vary.)
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PORTFOLIO CONSTRUCTION

Once our investment due diligence is completed, we assemble our holdingsin a
36-stock portfolio that is typically equally weighted and periodically rebalanced.

With an equally weighted approach, each position equates to 2.75% of the net asset
value of the portfolio, with a 1% residual cash position. By rebalancing the positions,
we ensure that they are maintained within a band, ensuring that each stock has
the potential to contribute meaningfully to performance. We do not have a ‘long
tail” of positions in the portfolio that make only a minimal contribution to overall
performance.

Dividend Distribution vs Fund Allocation by
Country for the Portfolio
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The chart above uses holdings within our portfolio as of 31.12.2022.
Source: Data from Bloomberg, Guinness Global Investors
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Dividend Distribution vs Fund Allocation by
Sector for the Portfolio
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The chart above uses holdings within our portfolio as of 31.12.2022.
Source: Data from Bloomberg, Guinness Global Investors.

As the charts show, the distribution of income closely matches the allocations at the
portfolio level. Some sectors or countries have a greater propensity to pay dividends
than others; for example, our Taiwan and Thailand stocks contribute a slightly bigger
share of overall income than their portfolio weights. Correspondingly, Korea and India
contribute less. At the sector level, Financials makes a larger relative contribution;
Consumer Staples makes a smaller one.

Crucially, however, the income distribution across the portfolio is reasonably broad,
with each stock in the portfolio contributing. We believe this provides benefits from a
diversification perspective. It is also indicative of the discipline with which we run the
investment portfolio — the stocks in the portfolio reflect the type of company we are
looking for (dividends represent a meaningful part of the capital allocation process;
moderate yields with growing dividends over time and so on).

It is illustrative to compare this with what we don't do. We don't run a barbell process,
with only a portion of the portfolio contributing to the income, sandwiched together
with high-growth non-dividend paying stocks. In an environment of slowing growth,
higher inflation and higher interest rates, we would expect both groups to be more
vulnerable to the downside.
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EXAMPLE: B3 - BRASIL BOLSA BALCAO

Brasil Bolsa Balcao (B3) is the Brazilian stock exchange and financial services
company, located in Sao Paulo. The company also provides clearing and settlement
and central depository services.

Its business model is inherently linked to financial cycles and capital markets, but
the diverse nature of the wider financial services that it offers offsets this. Financial
exchanges typically exhibit favourable company fundamentals, with B3 earning
operating margins frequently in excess of 60%.

The following tables show annual sales, operating profit, earnings and dividends per
share achieved by the company and by the regional index since 2010:

B3 SA-BRASIL

BOLSA BALCAO | 2010 | 2011 | 2012 | 2013 | 2014 | 2015 2017 | 2018 | 2019 | 2020 | 2021 | 2022

(B3SA3 BZ)

sa'es(ggj_')share 035 033 036 037 037 04 043 062 079 096 137 152 161
Operating Profit
morchare(BRL) 021 019 022 023 022 040 020 025 039 053 091 104 099
Earnings per
Share (BBL) 019 018 019 019 018 041 027 022 034 044 068 077 075
Dividend per
Share (BRL)

012 0.15 0.19 0.14 0.27 0.17 015 023 027 064 m 047 044
Payout Ratio (%) 6220 8530 10395 7209 15059 4129 56.33 10773 7913 14531 16413 60.62 58.84

Dividend Yield

%) 269 467 412 3.66 81 463 274 308 300 449 537 4.21 333

Return on Capital
(%)

Regional Index H 2071 | 2012 | 2013 | 2014 2016 | 2017 | 2018 2020 | 2021 | 2022

5.80 555 548 550 5.00 1.5 6.82 6.22 814 1001 1417 1510 1518

Sales per Share

$)

751.35 895.04 971.85 969.01 92575 1180.37 728.66 79291 82576 813.37 73532 784.58 72737

Operating Profit

per Share ($) 10453 12346 11788 11993 11533 8912 8420 103.07 11.73 10254 8122 1821 10515

Earnings per

Share ($) 81.01 8926 86.85 8893 8163 9287 6789 7876 8339 7560 5998 9218 8014

D‘;‘;’:‘r’;"(ge’ 2599 27.81 2889 2655 2664 2327 2218 2677 2932 2973 2581 2991 3048
Payout Ratio (%) 3208 3116 3326 2986 3264 2506 3267 3399 3516 3932 4303 3245 3803

Dividend Yield (%) 2.26 3.03 274 2.65 279 293 2.57 231 3.04 267 2.00 243 319

Return (‘3/:)@"“3' 728 739 636 602 525 488 445 527 573 510 381 603 580

Regional Index is the MSCl Emerging Markets Index.
Source: Data from Bloomberg, Guinness Global Investors. Data as of 31.12.2022
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Although the numbers from B3 exhibit year-on-year fluctuation and do not always
show consistent growth, the overall CAGR of each line is far superior to that of the
regional index, as shown below.

12yr CAGR Brasil Bolsa Balcao vs Regional Index
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Regional Index is the MSCI Emerging Markets Index.
Source: Data from Bloomberg, Guinness Global Investors. 31.12.2010 to 31.12.2022

Return on capital has fluctuated, but has expanded over time and is now regularly in
double digits:

Return on Capital for Brasil Bolsa Balcao
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Source: Data from Bloomberg, Guinness Global Investors. 31.12.2010 to 31.12.2022
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The company's payout ratio has varied considerably, and so too have dividends per
share, as the following chart illustrates:

Dividend per Share (BRL) for Brasil Bolsa Balcao
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Source: Data from Bloomberg, Guinness Global Investors. 31.12.2010 to 31.12.2022

Dividends have thus been a significant method for returning capital to shareholders,
particularly in years where the business has achieved above-average earnings.

A hypothetical investment of R$100,000 at the end of 2010 would have grown to a
figure of R$489,765 by the end of 2022 with dividends reinvested, a compound annual
growth rate of approximately 14%. The following table shows that by making regular
reinvestments of the dividend income generated, the number of shares held by the
investor increases by more than half, from a starting number of 22,847 to reach 37,075

Investment of
BRL100,000 2010 201 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019 | 2020 | 2021 | 2022

Shares at the
start of the year 22,847 23,670 24,444 25719 26,778 28,743 29,620 30,209 31,000 31,580 32,562 35,804
Dividend per
Share (BRL) 0.12 0.15 0.19 0.14 0.27 0.17 0.15 0.23 0.27 0.64 m 0.47
Dividend
2691 3612 4701 3475 7134 4826 4470 7069 8311 20287 36112 16796

received (BRL)
Additional shares
purchased
Wi 824 774 1275 1058 1965 877 589 791 580 982 3242 1271
dividends
S S 22:847 23,670 24,444 25719 26,778 28,743 29,620 30209 31000 31,580 32,562 35804 37,705

Source: Bloomberg. Data as of 31.12.2022

(Over the period, the Real depreciated significantly from 1.66 to 5.29 against the dollar,
reducing the compound annual growth rate in US dollar terms from around 14% to

roughly 4%.)

As we have said before, it is the reinvestment of dividends and their compounding
that can produce extraordinary returns over long periods of time.
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IMPORTANT INFORMATION

Issued by Guinness Global Investors, a trading
name of Guinness Asset Management Limited,
which is authorised and regulated by the Financial
Conduct Authority.

This document is designed to inform you about
the Guinness Emerging Markets Equity Income
Fund. It is provided for information only and all
the information contained in it is believed to be
reliable but may be inaccurate or incomplete;
any opinions stated are honestly held at the
time of writing, but are not guaranteed. The
contents of the document should not therefore
be relied upon. It should not be taken as a
recommendation to make an investment in the
Funds or to buy or sell individual securities, nor
does it constitute an offer for sale.

Documentation

The documentation needed to make an
investment, including the Prospectus, the

Key Investor Document (KID) / Key Investor
Information Document (KIID) and the Application
Form, is available in English from
www.guinnessgi.com or free of charge from:

- The Manager: Waystone Management Company
(IE) Limited, 2nd Floor 35 Shelbourne Road,
Ballsbridge, Dublin DO4 A4EQ; or,

- The Promoter and Investment Manager:
Guinness Asset Management Ltd, 18 Smith
Square, London SW1P 3HZ.

Waystone IE is a company incorporated under
the laws of Ireland having its registered office

at 35 Shelbourne Rd, Ballsbridge, Dublin, DO4
A4EOQ Ireland, which is authorised by the Central
Bank of Ireland, has appointed Guinness Asset
Management Ltd as Investment Manager to this
fund, and as Manager has the right to terminate
the arrangements made for the marketing of
funds in accordance with the UCITS Directive.

Investor Rights

A summary of investor rights in English is available
here:
https./www.waystone.com/waystone-policies,

Residency

In countries where the Fund is not registered

for sale or in any other circumstances where its
distribution is not authorised or is unlawful, the
Fund should not be distributed to resident Retail
Clients.

NOTE: THIS INVESTMENT IS NOT FOR SALE TO
U.S. PERSONS.

Structure & regulation

The Fund is a sub-fund of Guinness Asset
Management Funds PLC (the “Company”), an
open-ended umbrella-type investment company,
incorporated in Ireland and authorised and
supervised by the Central Bank of Ireland, which
operates under EU legislation. If you are in any
doubt about the suitability of investing in this
Fund, please consult your investment or other
professional adviser.

Switzerland

This is an advertising document. The prospectus
and KID for Switzerland, the articles of association,
and the annual and semi-annual reports can be
obtained free of charge from the representative in
Switzerland, Carnegie Fund Services S.A, 11, rue du
Général-Dufour, 1204 Geneva, Switzerland, Tel. +41
22 7051 77, www.carnegie-fund-services.ch. The
paying agent is Banque Cantonale de Geneve, 17
Quai de I'lle, 1204 Geneva, Switzerland.

Singapore

The Fund is not authorised or recognised by the
Monetary Authority of Singapore (“MAS") and
shares are not allowed to be offered to the retail
public. The Fund is registered with the MAS as a
Restricted Foreign Scheme. Shares of the Fund
may only be offered to institutional and accredited
investors (as defined in the Securities and Futures
Act (Cap.289)) ('SFA') and this material is limited to
the investors in those categories.

Telephone calls will be recorded and monitored.






