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BUYING THE S&P 500
EVEN WHEN IT IS
EXPENSIVE HAS GIVEN
POSITIVE RETURNS

THE S&P 500 HAS HAD AN AVERAGE 12%
ANNUALIZED RETURN DURING RISING RATE
PERIODS SINCE 1971




STOCKS HAVE
NORMALLY
PERFORMED WELL

DURING PERIODS
OF RISING
INTEREST RATES

It pays to be in the market most of the time. Buying the S&P 500
even when it is expensive has given positive returns. Higher
inflation and higher prices, will lead to increased profitability
which leads to higher equity prices.

Equities have risen 12% pa. on average when interest rates have
been rising since 1971.

Companies profitability is becoming more sustainable and free
cash flow margins have been rising.

Inflation is expected to top 7% and then fall steadily for the rest
of 2022. We have most likely seen the peak of inflation already.



BUYING THE
S&P500 EVEN
WHEN IT IS

EXPENSIVE HAS
GIVEN POSITIVE
RETURNS.

Margins Have Expanded Over Time

Exhibit 3: S&P 500 Total Returns After Crossing
Into the 9th and 10th Deciles of Valuation
Equities continued to rally even after valuations became
more expensive in the last two bull markets.
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v Investing over time despite valuations has been a prudent
strategy.



RIGRT HAND
CHART SHOWS
THAT AS PROFITS
GROW THE S&P

500 RISES. IT PAYS
TO BE IN THE
MARKET MOST OF
THE TIME

History Shows It Pays To Stay Invested.

Exhibit 24: S&P 500 Index Over the Post-

WWII Period

US equities have generated positive returns most of the
time over the long run.

Bull Market Bear Market

S&P 500 Price Index (Log Scale)
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Note: Shaded periods denote recessions. 1947-48 iz colored blue because it was neither a bull
nor a bear market.

Source: Investment Strategy Group, Bloomberg, NBER.

Exhibit 25: S&P 500 Price Index vs. Earnings
Prices of US equities follow the path of corporate earnings
in the long run.

Indexed Value in Log Scale (1945 = 100)

----- S&P 500 Trailing-12-Manth Reported Earnings SE&P 500 Price Index

6250 -

1250 -

50~
1945 1955 1965 1975 1985 1995 2005 205

Data through Q3 2021.
Source: Investment Strategy Group, Bloomberg, S&P Global

v' S&P 500 companies have been able to expand their margins in

various economic cycles.

v' Expanding margins lead to higher stock multiples.



COMPANIES ARE
BECOMING MORE
PROFITABLE IN

WAYS THAT SEEM
TO BE SUSTAINED

Margins Have Expanded Over Time

Exhibit 23: S&P 500 Companies with

Expanding Margins

A record number of S&P 500 corporations have margins at
least one percentage point higher than 20 years ago.
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FREE CASH FLOW
MARGINS HAVE
BEEN RISING

US Large Cap Companies Are Flush With Cash

Exhibit 22: US Large-Cap Stocks’ Free Cash

Flow Margins

Free cash flow margins have been rising since China joined
the World Trade Organization in late 2001.
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US Large Cap Equities have Outperformed Other Asset Classes.

Exhibit 17: Annualized and Cumulative Asset Class
Returns Since March 9, 2009

U S E QU |T| ES H A\/ E US equities have far outperformed non-US developed and

emerging market equities.
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Data through December 31, 2021.
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Note: US Equities: S&P 500, Non-US Developed Equities: MSCI World ex. US (SUS). EM Equities
MSCI EMY$), Bonds: Bloomberg Barclays Multiverse Total Return Index Value Unhedged USD.

Source: Investment Strategy Group, Bloomberg.




INTEREST RATES
CANNOT RISE
MUCH AS WE (ALL

OF US) HAVE TOO
MUCH DEBT

Growing National Debt Keeps a cap on Interest Rates
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v Since the US Government funds the National Debt through the
issuance of bonds and bonds pay interest, it is in the interest of the
Government to keep interest rates low.



INVESTORS HAVE
FAVORED BONDS
OVER US EQUITIES.
THERE IS A LOT OF

MONEY THAT CAN
FLOW INTO US
EQUITIES

Investments Dollars can Still Flow into Equities

Exhibit 16: Cumulative Mutual Fund and
ETF Flows

Investors have favored bonds and non-US equities
throughout this bull market.
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v Equities, despite their run, remain an under invested asset class.

v Asset rotation could bring additional funds into equities.



IMPLIED FED FUND
TARGET RATE.

RATES WILL NOT
RISE VERY MUCH

Current Fed Dot Plot
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v' The Fed projects 3 hikes in 2022, 3 in 2023 and 3 in 2024.



BOTTLENECKS AND
“DESIRE OF
COMPANIES TO

INCREASE PRICES”
HAS LED TO
INFLATION

Projections Show Inflation Peaking

Peak Inflation?
Inflation is expected to top 7% at the end of 2021 - then fall steadily
B Consumer price index (YoY) M Economists’ forecasts
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Source: Bureau of Labor Statistics, forecasts compiled by Bloomberg

v" As manufacturing bottlenecks are removed, Supply will rise
and Inflation should unwind.
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Disclaimer

Note: Disclaimer: This document s intended for and directed at investment professionals and not intended for retail
customers. Persons who do not have professional experience in matters relating to investment should not rely on this
document.

AQA UCITS Fund SICAV plc is licensed in Malta by the Malta Financial Services Authority as an undertaking for collective
investment in transferable securities (UCITS).

This document is issued by Castlestone Management LLC (“We”).The information contained in this document is not directed
at, nor is it intended for distribution to, or use by, persons in any jurisdiction in which the investment products are not
authorized for distribution or in which the dissemination of information regarding the investment products is not permitted.
This document is not offering to sell any product. Any investment in the Fund is required to be undertaken in line with the
Offering Supplement of the Fund. Copies of the Offering Supplement, audited annual financial statements and half-yearly
reports and the key investor information documents (in English Language) are available free of charge upon request. We will
not be liable for any use you make of any information in this document. We are not your advisor or fiduciary. We are not
recommending or making any representations as to suitability of any product or the tax, legal or accounting treatment of
any product. We are not responsible for information stated to be obtained or derived from third party sources. All opinions
are given as of the date hereof and are subject to change. We are not obliged to inform you of any such changes. Any
projections and opinions expressed herein are expressed solely as general market commentary and do not constitute
investment advice or guaranteed return. They represent the views of Castlestone Management LLC at the time of
publication and are subject to change without notice. Any simulated performance data and/or past performance data
contained herein is not a reliable indicator or guarantee of future performance. An investment in the Fund may include a
commission or sales fee which is charged at the time of the initial purchase of the investment and may be deducted from the
invested amount therefore lowering the size of your investment. A redemption / contingent deferred sales charge may be
charged at the time you redeem your investor and such charge may have an impact on the amount of money you receive
back upon your redemption. Income from investments may fluctuate and investors may not recoup the amount originally
invested. An investment in the Fund may be effected by changes in currency exchange rates. If you redeem your investment
before 6 years, you may be at higher risk of losing some, or all of, the money you invest. Any forward-looking statements
concerning the financial condition, results of operations and businesses of Castlestone Management LLC expressed or
implied, are based on management's current expectations and assumptions, which may change without notice, and are no
guarantee of future results, performance or events. Nothing in this document constitutes a representation that any
investment strategy or recommendation is suitable or appropriate to an investor’s individual circumstances or otherwise
constitutes a personal recommendation. Investments involve risks, and investors should exercise prudence and their own
judgement in making their investment decisions. Investors and prospective investors should make reference to the risk
warnings set out in the Offering Supplement of the Fund. This document is confidential. No part of it may be reproduced,
distributed or transmitted without Castlestone Management’s written permission. Neither this document nor any copy of it
may be distributed, directly or indirectly, in the United States of America or its territories or possessions (the “United States”
or to any US Person as defined in Regulations under the United States Securities Act of 1933 (as amended)). Any failure to
comply with these restrictions may constitute a violation of United States securities law. This is not exhaustive; other
regional-specific wording may apply. If in doubt, please consult with Castlestone Management’s Compliance department.
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MANAGEMENT

Castlestone Management LLC is a registered investment adviser in the state of New Jersey. Being registered does not imply a
certain level of skill or training. Investment in any Fund involves significant risks. A prospective or continuing investor should
not invest in any Fund unless satisfied that it and/or its investment representative or professional adviser has/have asked for
and received all information which would enable it or both of them to evaluate the risks in terms of an investment or
continued investment in the Fund. The information in this document has not been approved or verified by the United States
Securities and Exchange Commission or by any state securities authority. No invitation to the public in Hong Kong to buy or
subscribe for any product is permitted to be made. You should consult your own attorney, business adviser and tax adviser
as to legal, business, tax and related matters concerning any of the contents of this document.

Additional information about Castlestone Management LLC is available on the United States Securities and Exchange
Commission’s website at https://adviserinfo.sec.gov/firm/summary/170379.

WARNING

The contents of this document have not been reviewed by any regulatory authority in Hong Kong. You are advised to
exercise caution in relation to the offer. If you are in any doubt about any of the contents of this document, you should
obtain independent professional advice.
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