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 To get the best estimate of
how a company Is doing, our
Global Equity analysts look at
free cash flow rather than
earnings. Earnings can be
‘managed’ in the balance
sheet, cash is what It Is.

* In this paper we will explain
the difference between
earnings and cash. We will
show why we are convinced
that free cash flow yield is an
effective discriminating factor
when identifying the stocks
with the best promise of
outperformance.

Cash is a fact, earnings is an opinion | 3






Robeco’s Global Equity team uses free cash flow to screen the universe for the most attractive
investment candidates for further fundamental analysis. There are many reasons to use free
cash flow as one of the main variables for this screen. Firstly, being able to generate free
cash flow is an enviable quality of a company and an indication of a viable business. If the
company runs a cash deficit on its activities over a period of time, it will sooner or later
require external funding. Secondly, a company uses capital expenditure to attain its growth
and margin ambitions. If less capital expenditure is needed to attain the same growth and
margin targets this is a good thing. The management of the company is using the scarce
resources in an efficient manner to create value for shareholders. Thirdly, the amount that
remains after operating expenses and taxes can be freely used to pay interest on debt, pay
down debt, acquire assets, pay dividends or buy back stock. All with the promise of increasing

the value for the shareholders.

In this paper, we will first present the concept of free cash flow. What definition do we use,
how do we calculate free cash flow? In the appendix we will give a more detailed description
of the accounting concept of cash flow. Then we will discuss the research on the topic. Does
the selection of stocks on the basis of free cash flow lead to the promise of outperformance?
Subsequently, we will touch on some cases where cash flow can be managed towards a
favorable outcome in the short term, but have doubtful sustainability in the long term.
Finally, we will discuss the advantage of focusing on cash rather than earnings. Cash is a fact,

earnings is an opinion.



There are three types of
cash flow: cash flow from
operating, investing and
financing activities. We
will explain them and
show why earnings is not
the same as cash.

We believe that free cash
flow gives an accurate
insight into a company’s
ability to generate cash
and real profits.



When looking at the cash flow statement of an individual company one often sees three
categories of cash flow: operating, investing and financing. What is the cash that results
from operating the existing assets? What is the cash deployed in investments? And how is

that financed?

Table 1. Cash flow statement

Cash flow from operating activities

Revenues
-/ Cost of goods sold
-/- Selling, general & administrative expenses

Operating income (EBIT)

-/+ Additions/ reductions in working capital
-/- Tax payable

Cash flow from investing activities

-/+ Purchases and sales of assets

-/+ Acquisition and divestments

Cash flow from financing activities

-/+ Interest paid or received

[+ Repayment or issuing of loans
-/+ Dividends paid or received

-/+ Share buyback or issuance

Increase/ decrease in cash position

Source: Robeco

Cash flow from operating activities | The starting point for cash flow from operating
activities are a company’s revenues. When we deduct the cost of goods sold (Cogs) from the
revenues, we obtain the gross profit. Note that the Cogs do include direct labor costs,
depreciation and amortization. Gross profit minus the selling, general & administrative
(SG&A) expenses gives the operating income or EBIT (earnings before interest and tax).
Subsequently, we consider the additions to the working capital. If a company has added to
the working capital, it has made an extra investment in the operating business. When we
deduct these additions and taxes payable from operating income, we arrive at the cash flow

from operating activities

Operating cash flow focuses on cash inflows and outflows related to a company's main
business activities, such as selling and purchasing inventory, providing services and paying

salaries and taxes.



Cash flow from investing activities | Cash flow from investing has to do with the purchase
or sale of capital goods. This can take any form, ranging from buildings, factories and
equipment to software or the acquisition of another company. For investing activities one
can make a distinction between capital expenditure (capex) for maintenance purposes or
for growth purposes. Maintenance capex is spent to maintain the existing cash flow
generation capacity of the company, while growth capex is spent to generate new sources
of cash flow. One can estimate maintenance capex by equating it with depreciation. By doing
so one can better compare companies with a high growth profile with companies with a low
growth profile. Even better is to make your own estimation. Take the easy example of a
pipeline company that depreciates its assets over an economic life of 20 years. In this case

the actual maintenance capex is much lower than the depreciation.

Cash flow from financing activities | Finally, the cash flow from financing activities is
related to the acquisition of the money needed to finance it all; interest paid or received;

dividend paid or received; loans issued or repaid; shares issued or buybacks.

Free cash flow | Cash flow is the net amount of cash and cash-equivalents moving into and
out of a business. Positive cash flow indicates that a company's cash balances or liquid assets
are increasing. This enables the company to internally fund investments in its business, to
pay off its debts or return money to shareholders. The cash can also provide a buffer against
future financial challenges. For example, semiconductor companies that operate in a cyclical

environment tend to have higher cash balances to provide for darker days.

Free cash flow (FCF) is a measure of a company's financial performance, calculated as
operating cash flow minus capital expenditures. FCF represents the cash that a company is
able to generate after spending the money required to maintain or expand its asset base.
FCF is important because it allows a company to pursue opportunities that enhance

shareholder value.

FCF = EBIT (1-tax rate) + (depreciation) + (amortization) - (change in net working capital) -

(capital expenditure)

Earnings are not the same as cash | A lot of investors focus on the earnings development,
which may give a different picture than the cash flow development. Net earnings or net
income include accounts receivable and other items for which payment has not actually been

received. Items that have not yet been paid for are not included in cash flow.

Under accrual accounting, expenses are matched with the related revenues and/or are
reported when the expenses occur, not when the cash is paid. The result of accrual

accounting is an income statement that measures a company’s profitability rather than the

‘Earnings are
not the
Same as
cash’




cash movements resulting from operations, investments or the financing of the company’s
activities. The accrual accounting method allows companies to count credit as part of a
company's income. ‘Accounts receivable’ appear as line items in the assets part of a
company's balance sheet, but do not represent completed transactions for which payment

has been received. They do not, therefore, count as cash.

We look at operating cash flow as the distinguishing factor. If a company were to sell
operational assets for cash, this cash is not part of our free cash flow definition. Selling

operating assets that make money will lower future operating cash flow.

We believe that free cash flow gives a better insight into a company’s ability to generate cash
and real profits. In analyzing and forecasting it is important not to restrict oneself to one
year. Free cash flow that is negative in one year can still turn positive if a large investment is

made that will raise future cash flow and generate a high return.



The landmark study that
drew attention to the
importance of
distinguishing between
reported earnings and
the cash generated by a
firm was done by Sloan
(1996). Later research by
Bernstein shows that free
cash flow yield is a strong
variable to forecast
outperformance. This
research is confirmed by
Robeco Quantitative
Research.



Cash flow was already included in the research articles that followed or coincided with the
famous Fama & French research article ‘Cross-section of Expected Stock Returns” of 1992.
In the early 1990s, studies focused on the value premium, where Cash Flow to Price (CF/P)
was one of the factors being researched (e.qg. by Chan et al (1991). In the mid-1990s research
by Lakonishok, Shleifer and Vishny (1994) found that the Cash Flow/Price ratio beat the

Price/Earnings ratio in terms of efficacy.

The landmark study that drew attention to the importance of distinguishing between
reported earnings and the cash generated by a firm was done by Sloan (1996). According to
Sloan, the market failed to make this distinction and this was key to finding overvalued and
undervalued firms. Sloan showed that investors did not distinguish between accruals and
the cash components of earnings. A portfolio that went long stocks with higher levels of the
cash component, and short the stocks with high levels of accruals was able to generate a

superior return.

More studies followed, both on the 'accruals anomaly’, and on free cash flow indicators as
a quide to the firm's future performance. For instance, Hackel et al (2000) found that a
combination of trailing free cash flow and upper bounds for free cash flow multiples formed
the basis of an effective long-only stock selection strategy which beat size- and beta-adjusted

market portfolios in the US.

Most studies — of which, interestingly, there have been relatively few - found that FCF
indicators - which are harder for firms to manage than earnings - had significant predictive

ability in forecasting stock returns.

Bernstein: Free cash flow is king | Internal research at Robeco also confirmed the
forecasting capabilities of FCF yield. And these studies are confirmed by Bernstein research,

that hailed free cash flow in a recent study called ‘Free Cash Flow is King'.

In this Bernstein study, free cash flow was defined as Net Operating Cash Flow less Capital
Expenditure. The universe for the study consisted of the 500 largest stocks in the MSCI All
Countries World Index, starting in 1990 until the beginning of 2016. The portfolio was
constructed by going long the top quintile of stocks ranked by the (trailing) free cash flow
yield (FCFY) and short the bottom quintile. The study was conducted on a global basis, but
also on a regional basis for Europe, US and the Pacific. The portfolios were rebalanced
quarterly. FCF yield was looked at from both a sector neutral and a non-sector neutral basis.
The outcome of the study was impressive, to quote Bernstein. The FCFY factor generated
average annualized excess returns of 7% per year in the non-sector neutral version and 5%

in the sector neutral version.



Figure 1 | Performance of free cash flow factor by region
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Source: IBES, Factset, Bernstein analysis

An important aspect to mention is that financials were excluded, as well as auto companies
(because of their large financial lease portfolios). In the Robeco studies the financial sector
was also excluded. We did use other factors {based on other value metrics) to rank the

financial universe.

Compared with other factors, FCF Yield also shows good results in the Bernstein study,

especially when taking in to account volatility.

Figure 2 | Global factors, return and risk
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Source: IBES, Factset, Bernstein analysis

Note that the other value variables - Forward Price/Earnings, Composite Value, Dividend
Yield and Price to Book — are all tested on a universe including financials, while the FCF yield

test excludes financials from the universe. When comparing apples with apples and also



excluding financials for the other variables, the FCF yield results in terms of information ratio

/
improve compared with the other variables. R e S e C} rC h
Table 2. FCF yield factor by region: return/risk since 1990 S h Q \/\/S J[ h (}J[

Non sector neutral Sector neutral FCF y| e ‘d |S a

Global Europe US  AXJ Global Europe US  AXJ

Average annualized return 7.0 6.6 6.5 6.5 5.0 5.9 47 33 p ro m ‘ S ‘ n g
Annualized volatility 9.3 9.4 1 1431 8.4 9.6 10.2 151 f J[ f
Return/risk 0.75 070 0.59 0.46 0.62 0.61 0.46 0.22 a C Or Or
Source: IBES, Factset, Bernstein analysis C re aj[ | n g
When looking at the investment horizon or the holding period of the strategy, Bernstein finds a ‘ p h a !

that free cash flow yield has better cumulative long-short returns than all other value factors

apart from forward P/E on all investment horizons up to three years. Figure 3 shows the

results. Cumulative long-short returns are indexed to 1 at the time of portfolio formation.

Figure 3 | Performance of value factors over different investment horizons
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The research done by Bernstein therefore shows that FCFyield is a strong variable to forecast

outperformance. This research is confirmed by Robeco Quantitative Research.



Our analysts are very
much aware of the
possibilities of earnings
‘management’. To detect
earnings management
there Is one overriding
principle: Cash is a fact,
earnings are an opinion.

To get the best estimate
of what the company Is
making, we use a cash
metric rather than an
earnings based metric.



In our Global Equities investment process, the FCF yield is only the beginning as it is part of a
first screening. This first screening is done to generate ideas for the portfolio. The portfolio

manager and the analyst discuss these ideas and subsequently set the research agenda.

In a subsequent stage, our fundamental equity analysts take a deeper dive when making the
investment case. They take a second look at the accounting to check whether the historical
FCF generation was at a sustainable level or substantially impacted by short-term and/or

one-time factors.

Examples of such occasions are:

1. Timing of operating activities. The company can increase sales and cash flow by selling
products at a discount. An increase in sales for this purpose can be detected in a decrease
in gross margin (because of discounts) or a decrease in inventory days.

2. Underinvestment. A company can decide to reduce capital expenditure to improve
earnings and free cash flow. To track whether the company is not underinvesting, one
can look at various measures over time: capex to sales; capex to depreciation (if
available, an even better metric would be to track maintenance capex to depreciation)
and the book value of Property, Plant & Equipment (PP&E) versus the historical cost
price of PP&E.

3. Difference in calendar weeks. It can make a big difference for a year over year cash flow
comparison if the number of days in a company’s fiscal calendar year varies from one

year to another.

Preference of cash flow metrics to earnings metrics | The analysts are very much aware of
the possibilities of earnings management. Earnings management can be defined as using
the flexibility within accounting to manage the measurement and presentation of the

accounts so that they serve the interest of preparers.

Earnings management can be done in several ways: increasing income or decreasing
expenses, or overstating assets or understating liabilities. Here we will discuss some

examples of earnings management and ways to detect them:

1. Premature income recognition: the company recognizes revenues hefore the services
and products are actually delivered to the customers. It's important to know what to
look for in the accounts and ask for explanations by management or investor relations.
An indication can be whether the amount of account receivable days has increased or
any deferred revenues have been booked over the accounting period.

2. Fair value accounting. There are several ways to determine the price of an asset or
liability at fair value. Fair value estimates can be done at three levels. Pricing at level 1

means there is a quoted market price for the asset or liahility; pricing at level 2 means

‘Earnings
management
uses the
flexibility in the
accounting
framework. It
can be
misleading but
s not illegal’




that the asset or liability is not quoted, but the price can be implied from other
comparable assets with the same volatility characteristics; pricing at level 3 means there
is no price nor a comparable alternative, so the price is determined by the discretionary
assumptions from management. It'simportant to find out whether the company applies
pricing at level 3 for value accounting. Note that restating the fair value of an asset or
liability also influences the income statement. Upward revaluation of assets can increase
earnings, downward revaluations of liabilities can also increase earnings.

3. Capitalizing practices. To improve earnings (and especially Earnings Before Interest,
Taxes Depreciation and Amortization — EBITDA) a company that previously expensed
costs (like software development or other IT costs) starts capitalizing these costs.
Questions to ask are: Has the company changed its accounting policies? Are there
unexplained jumps in the EBITDA margin?

4. Cookie jar accounting. To smooth earnings a company creates provisions in periods of
strong earnings and releases them when earnings are low. Where to look for in the
accounts? Are the additions and releases to provisions volatile?

5. Timing of operating activities. To realize promised sales and earnings targets, a company
can increase production just before year end to increase earnings. Or the company can
increase sales/earnings by selling products at a discount. An increase in production for
this purpose can be reflected in a higher gross margin (more production over the same
fixed costs) and an increase in inventory days. An increase in sales for this purpose can
be detected in a decrease in gross margin (because of discounts) or a decrease in
inventory days.

6. Acquisition accounting. Is the amount of goodwill recognized fair? A company can
overstate the amount of goodwill when acquiring another company. Goodwill is subject
to impairment testing and thus subjective. By valuing goodwill and fixed assets low, the

amount of depreciation is lowered and earnings are higher.

There are many more possibilities for a company to manage earnings. Let's illustrate this
with the example of a company that used some of these techniques to manage its earnings.
Company X constructed a deal to buy coal over the coming 20 years at a discount to the
market price of coal. For the early years of the contract there was a market price, for the
outer years management had to make a fair value assumption for the coal. There was value
in the contract because the coal was bought at a discount. This value was put on the balance
sheet and made its way via the income statement into retained earnings and consequently
into the equity of the company. With the contract the company beefed up earnings and

equity, based on level 3 fair value accounting.

In the balance sheet of the company we saw a steady increase in the fair value of commodity
contracts on the balance sheet over time. The company reported a steady net profit figure

over these years , while operating cash flows were erratic and clearly lagged behind earnings.

"To get the
best estimate
of how a
company
performs, use
a cash metric
rather than
an earnings
based metric’




Conclusion | To detect earnings management there is one overriding principle: Cash is a
fact, earnings are an opinion. To get the best estimate of what the company is making use
a cash metric rather than an earnings based metric. When using a cash metric, free cash
flow yield is an effective discriminating factor in ranking stocks with the best promise of

outperformance.
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Appendix

Cash Flow from Operating Activities
Operating cash flow focuses on cash inflows and outflows related to a company's main
business activities, such as selling and purchasing inventory, providing services and paying

salaries and taxes.

Revenues

Operating income stands for Earnings Before Interest and Taxes (EBIT). EBIT starts with the
company’s revenues. Revenues are defined as the gross inflow of economic benefits (cash,
receivables, other assets arising from the ordinary operating activities of an entity). Examples
are the sale of goods in the case of a manufacturing company, the rendering of services by

a consultancy firm, etc.

These revenues are to be measured at fair value. Fair value is defined by IFRS as the price
that is received to sell a product or service in an orderly transaction between knowledgeable
willing buyers and sellers. If you sell a noncurrent asset the receipts are not counted as

revenues, nor are unrealized gains or upward valuations of financial instruments.

When should revenues be recognized in the accounts? There are several criteria for
identifying the critical event of recognizing revenue on the sale of goods:
1. Performance criteria: risks and rewards have been transferred from the seller to
the buyer and the seller no longer has control over the goods sold.
2. Collectahility criterion; collection of payment is reasonably assured.
3. Measurability criteria: the amount of revenue can be reasonably measured and

the cost of earning the revenue can be reasonably measured.

Revenues can be deferred or accrued. Deferred revenue or deferred income is cash received
on the proceeds from a delivery of goods and services from a counterpart, where the goods
and services are delivered in a later accounting period. The deferred revenue is put on the
balance sheet. In this later accounting period the revenue is recognized and the deferred
revenue on the balance sheet is reduced. Accrued revenues work the other way round. The

goods and services are delivered now, while the cash is received in a later accounting period.

Revenue recognition has a limited impact on cash flows as the earnings effect is offset by a
movement in deferred/ accrued revenues on the balance sheet, taken in working capital

movements.



Operating Income (EBIT)

Deducting the Cost Of Goods Sold (COGS) from the revenues results in the gross profit. Note
that the COGS do include direct labor costs. Gross profit minus the Selling, General &
Administrative (SG&A) expenses gives the EBIT.

Changes in Working Capital

Working capital is defined as current assets minus current liahilities. Current assets include
accounts receivable and inventory. Current liabilities include accounts payable. An increase
in net working capital can be achieved by increasing receivables or other current assets or
decreasing payables by paying off short-term creditors. The working capital cycle is the time
it takes to turn working capital in to cash. For example, a company that pays its suppliers in
30 days but takes 30 days to collect its receivables has a working capital cycle of 30 days.
These 30 days have to financed, most often by a bank loan and the cost of this loans reduces
the company’s profitability. If the incoming and outgoing payments balance this reduces the

working capital outlay, thereby increasing the free cash flow of the company.

Tax Payable
Interest can be deducted from income before the statutory tax rate is applied. This is called
the tax shield for interest: a reduction in taxable income by claiming an allowable deduction

for interest payments.

There is a difference in the way profit is taxed for accounting purposes and for tax purposes.
For accounting purposes we use the terminology ‘accounting profit before taxes” and in the
income statement a tax expense’ will be recorded. For tax purposes we use the term
‘taxable profit” and resulting ‘current taxes’ (also known as tax payable) will be paid to the
tax authorities. To complicate matters further the differences in tax can either be of a

permanent or of a temporary nature.

For example, a fine given for LIBOR manipulation is deemed not to be tax deductible and as
such of permanent nature. And tax credits for innovation or costs related to implementing
environmental technology are also of a permanent nature. The possibility to accelerate

depreciation is of a temporary nature.

If taxation is of a permanent nature, such as tax credits for innovation, this lowers the
statutory tax amount to an effective tax amount. In the income statement we see the "tax
expense’ which equals accounting profit before tax, after permanent differences, times the

statutory tax rate.

Temporary differences, such as accelerated depreciation, will reverse over time. For that

purpose the difference between ‘tax expense’ and ‘current tax’ is recorded as a Deferred Tax



Liability (DTL) and/or a Deferred Tax Asset (DTA) on the balance sheet. For example, when
an entity within the company makes a negative taxable profit, the current tax payable is put
at zero, while at the same time taxable losses can be carried forward in a Deferred Tax Asset
(DTA) to offset future taxable profits. For example, banks like Citi still carry a large DTA on
their balance sheet resulting from losses in the Financial Crisis which can be used to offset

future taxable profits.

The ‘tax expense’ is what is recorded in the income statement, the tax payable is the cash

amount that the company actually pays in tax.

Cash Flow from Investing Activities

Cash flow from investing has to do with the purchase of new capital goods or sales of existing
ones. Capital expenditures, or Capex, are funds used by a company to acquire or upgrade
fixed assets such as property, industrial buildings or equipment. It is often used to undertake
new projects or investments. This type of outlay is also made by companies to maintain or
increase the scope of their operations. These expenditures can include everything from
purchasing a piece of equipment, building a brand new factory, or buying ERP software to

support the logistics of the company.

In terms of accounting, an expense is considered to be a capital expenditure when the asset
is a newly purchased capital asset that improves the useful life of an existing capital asset. If
an expense is a capital expenditure, it needs to be capitalized. This requires the company to
spread the cost of the expenditure (the fixed cost) over the useful life of the asset. If,
however, the expense is one that maintains the asset at its current condition, the cost is

deducted fully in the year of the expense.

The purchase of new capital goods can also be done by acquiring other companies. For
acquisition accounting there are two methods of which one is rarely used and not allowed
under US GAAP or IFRS. This is the pooling or merging method, where all line items in the

balance sheet, income statement and cash flow statement are added together.

The relevant method is purchase accounting. Purchase accounting is where company A buys
the equity of company B. The amount that company A pays for the equity of company B
minus the fair value of company B at the time of the acquisition is recognized as goodwill on
the balance sheet of company A. Company A starts measuring all the assets/liabilities of
company B and comes up with a fair value for company B. This fair value assessment can
lead to upward adjustment of the fair value. Only identifiable assets can be restated.
Identifiable means that you can sell these assets. You can sell Intellectual Property (IP) but

you cannot sell persons, relationships, cost or revenue synergies.



Goodwill is the difference between the price paid and the newly assessed fair value. Goodwill
reflects the future economic benefits resulting from the acquisition that cannot be allocated
to identifiable assets or liahilities. Goodwill is capitalized on the balance sheet of the acquirer
and is classified as a long-term intangible asset. Goodwill is subject to @ mandatory annual
impairment test: is the amount of goodwill still a good reflection of future economic

benefits?

Goodwill cannot be amortized under IFRS. Intellectual Property can be amortized with a

normal depreciation schedule.

Cash flow from Financing Activities
Finally, the cash flow from financing activities is related to the acquisition of the money to
finance it all: interest paid or received; dividend paid or received; loans issued or repaid;

shares issued or buybacks.
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representative RobecoSAM AG, Josefstrasse 218, CH-8005 Zurich.

If the currency in which the past performance is displayed differs from the currency of the country in which you reside, then you should be aware that due to exchange rate fluctuations
the performance shown may increase or decrease if converted into your local currency. The value of the investments may fluctuate. Past performance is no guarantee of future results.

The performance data do not take account of the commissions and costs incurred on the issue and redemption of units.

The prices used for the performance figures of the Luxembourg-based funds are the end-of-month transaction prices net of fees up to 4 August2010. From 4 August 2010, the
transaction prices net of fees will be those of the first business day of the month. Return figures versus the benchmark show the investment management result before management
and/or performance fees; the fund returns are with dividends reinvested and based on net asset values with prices and exchange rates of the valuation moment of the benchmark.
Please refer to the prospectus of the funds for further details. The prospectus is available at the company’s offices or via the www.robeco.ch website. Performance is quoted net of
investment management fees. The ongoing charges mentioned in this publication is the one stated in the fund’s latest annual report at closing date of the last calendar year.

The material and information in this document are provided “as is” and without warranties of any kind, either expressed or implied. Robeco and its related, affiliated and subsidiary
companies disclaim all warranties, expressed or implied, including, but not limited to, implied warranties of merchantability and fitness for a particular purpose.

All information contained in this document is distributed with the understanding that the authors, publishers and distributors are not rendering legal, accounting or other professional
advice or opinions on specific facts or matters and accordingly assume no liability whatsoever in connection with its use. In no event shall Robeco and its related, affiliated and
subsidiary companies be liable for any direct, indirect, special, incidental or consequential damages arising out of the use of any opinion or information expressly or implicitly
contained in this document

Additional Information for investors with residence or seat in the United Kingdom
Robeco is subject to limited regulation in the UK by the Financial Conduct Authority. Details about the extent of our regulation by the Financial Conduct Authority are available from us
on request.

Additional Information for investors with residence or seat in Hong Kong

Investment returns not denominated in HKD/USD are exposed to exchange rate fluctuations. Investors should refer to the fund’s Hong Kong prospectus before making any investment
decision. Investors should ensure that they fully understand the risk associated with the fund. Investors should also consider their own investment objective and risk tolerance level. Any
opinions, estimates or forecasts may be changed at any time without prior warning. If in doubt, please seek independent advice. The content of this document is based upon sources
of information believed to be reliable. This fund may use derivatives as part of its investment strategy and such investments are inherently volatile and this fund could potentially be
exposed to additional risk and cost should the market move against it. Investors should note that the investment strategy and risks inherent to the fund are not typically encountered in
traditional equity long only funds. In extreme market conditions, the fund may be faced with theoretically unlimited losses. This document has not been reviewed by the Securities and
Futures Commission. This document has been distributed by Robeco Hong Kong Limited (‘Robeco’). Robeco is requlated by the Securities and Futures Commission in Hong Kong.

Additional Information for investors with residence or seat in Singapore

This document is not intended as a recommendation or for the purpose of soliciting any action in relation to Robeco Capital Growth Funds or other Robeco Funds (the “Fund”) and
should not be construed as an offer to sell shares of the Fund (the “Shares”) or solicitation by anyone in any jurisdiction in which such an offer or solicitation is not authorised or to any
person to whom it is unlawful to make such an offer and solicitation.

Nothing in this document constitutes accounting, legal, regulatory, tax or other advice. Any decision to subscribe for interests in the Fund must be made solely on the basis of
information contained in the prospectus (the “Prospectus”), which information may be different from the information contained in this document, and with independent analyses of
your investment and financial situation and objectives. The information contained in this document is qualified in its entirety by reference to the Prospectus, and this document should,
at alltimes, be read in conjunction with the Prospectus. Detailed information on the Fund and associated risks is contained in the Prospectus. Any decision to participate in the Fund
should be made only after reviewing the sections regarding investment considerations, conflicts of interest, risk factors and the relevant Singapore selling restrictions (as described in
the section entitled “Important Information for Singapore Investors”) contained in the Prospectus. You should consult your professional adviser if you are in doubt about the stringent
restrictions applicable to the use of this document, requlatory status of the Fund, applicable regulatory protection, associated risks and suitability of the Fund to your objectives.

This document is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction
where such distribution, publication, availability or use would be contrary to law or regulation or which would subject the Fund and its investment manager to any registration or
licensing requirement within such jurisdiction. Investors should note that only the sub-funds listed in the appendix to the section entitled “Important Information for Singapore
Investors” of the Prospectus (the “Sub-Funds”) are available to Singapore investors. The Sub-Funds are notified as restricted foreign schemes under the Securities and Futures Act,



Chapter 289 of Singapore (“SFA”) and are invoking the exemptions from compliance with prospectus registration requirements pursuant to the exemptions under Section 304 and
Section 305 of the SFA. The Sub-Funds are not authorised or recognised by the Monetary Authority of Singapore and Shares in the Sub-Funds are not allowed to be offered to the retail
publicin Singapore. The Prospectus of the Fund is not a prospectus as defined in the SFA. Accordingly, statutory liability under the SFA in relation to the content of prospectuses would
not apply. The Sub-Funds may only be promoted exclusively to persons who are sufficiently experienced and sophisticated to understand the risks involved in investing in such schemes,
and who satisfy certain other criteria provided under Section 304, Section 305 or any other applicable provision of the SFA and the subsidiary legislation enacted thereunder. You
should consider carefully whether the investment is suitable for you.

This document may contain projections or other forward looking statements regarding future events or future financial performance of countries, markets or companies and such
projection or forecast is not indicative of the future or likely performance of the Fund. Neither the Fund, its investment manager nor any of their associates, nor any director, officer

or employee accepts any liability whatsoever for any loss arising directly or indirectly from the use of this document. The information contained in this document, including any data,
projections and underlying assumptions are based upon certain assumptions, management forecasts and analysis of information available as at the date of this document and reflects
prevailing conditions and our views as of the date of the document, all of which are accordingly subject to change at any time without notice and the Fund and its investment manager
are under no obligation to notify you of any of these changes. Prospective investors should not view the past performance of the Fund or its investment manager as indicative of future
results.

Additional Information for investors with residence or seat in Shanghai

This material may not be copied or used with the public. This material is prepared by Robeco Investment Management Advisory (Shanghai) Limited Company (Robeco Shanghai for
short) and is only provided to the specific objects under the premise of confidentiality. This material must not be wholly or partially reproduced, distributed, circulated, disseminated,
published or disclosed, in any form and for any purpose, to any third party without prior approval from Robeco Shanghai. The information and/or analysis contained in this material
have been compiled or arrived at from sources believed to be reliable but Robeco Shanghai does not make any representation as to their accuracy, correctness, usefulness or
completeness and does not accept liability for any loss arising from the use hereof or the information and/or analysis contained herein. Neither Robeco Shanghai or its affiliates, nor
any of their directors, officers or employees shall assume any liability or responsibility for any direct or indirect loss or damage or any other consequence of any person acting or not
acting in reliance on the information contained herein. The information in this material may contain projections or other forward-looking statements regarding future events, targets,
management discipline or other expectations which involve assumptions, risks, and uncertainties and is only as current as of the date indicated. Based on this, there is no assurance
that such events will occur, and may be significantly different than that shown here, and we cannot guarantee that these statistics and the assumptions derived from the statistics will
reflect the market conditions that may be encountered or future performances of Robeco Shanghai. The information in this material is based on current market conditions, which will
fluctuate and may be superseded by subsequent market events or for other reasons. The information contained herein may not reflect the latest information on account of the changes
and Robeco Shanghai is not responsible for the updating of the material or the correction of inaccurate or missing information contained in the material. Robeco Shanghai has not yet
been registered as the private fund manager with the Asset Management Association of China. This material was prepared solely for informational purposes and does not constitute

a recommendation, professional advice, an offer, solicitation or an invitation by or on behalf of Robeco Shanghai to any person to buy or sell any product. This material should not be
viewed as a recommendation to buy or sell any investment products or to adopt any investment strategies. Nothing in this material constitutes investment, legal, accounting or tax
advice, or a representation that any investment or strategy is suitable or appropriate to your individual circumstances, or otherwise constitutes a personal recommendation to you.
Robeco Shanghai is a wholly foreign-owned enterprise established in accordance with the PRC laws, which enjoys independent civil rights and civil obligations. The statements of the
shareholders or affiliates in the material shall not be deemed to a promise or guarantee of the shareholders or affiliates of Robeco Shanghai, or be deemed to any obligations or
liabilities imposed to the shareholders or affiliates of Robeco Shanghai.

Additional Information for investors with residence or seat in Australia

This document is distributed in Australia by Robeco Hong Kong Limited (ARBN 156 512 659) (‘Robeco’) which is exempt from the requirement to hold an Australian financial services
licence under the Corporations Act 2001 (Cth) pursuant to ASIC Class Order 03/1103. Robeco is regulated by the Securities and Futures Commission under the laws of Hong Kong and
those laws may differ from Australian laws. This document is distributed only to “wholesale clients” as that term is defined under the Corporations Act 2001 (Cth). This document is not
for distribution or dissemination, directly or indirectly, to any other class of persons. It is being supplied to you solely for your information and may not be reproduced, forwarded to any
other person or published, in whole or in part, for any purpose. In New Zealand, this document is only available to wholesale investors within the meaning of clause 3(2) of Schedule 1
of the Financial Markets Conduct Act 2013 (‘FMCA’). This document is not for public distribution in Australia and New Zealand.

Additional Information for investors with residence or seat in the Dubai International Financial Centre (DIFC), United Arab Emirates

Robeco Institutional Asset Management B.V. (Dubai Office), Office 209, Level 2, Gate Village Building 7, Dubai International Financial Centre, Dubai, PO Box 482060, UAE. Robeco
Institutional Asset Management B.V. (Dubai office) is regulated by the Dubai Financial Services Authority (“DFSA”) and only deals with Professional Clients and does not deal with Retail
Clients as defined by the DFSA.

Additional Information for investors with residence or seat in Brazil

The fund may not be offered or sold to the public in Brazil. Accordingly, the fund has not been nor will be registered with the Brazilian Securities Commission - CVM nor have they
been submitted to the foregoing agency for approval. Documents relating to the fund, as well as the information contained therein, may not be supplied to the publicin Brazil, as the
offering of the fund is not a public offering of securities in Brazil, nor used in connection with any offer for subscription or sale of securities to the public in Brazil.

Additional Information for investors with residence or seat in Colombia

This document does not constitute a public offer in the Republic of Colombia. The offer of the fund is addressed to less than one hundred specifically identified investors. The fund may
not be promoted or marketed in Colombia or to Colombian residents, unless such promotion and marketing is made in compliance with Decree 2555 of 2010 and other applicable
rules and regulations related to the promotion of foreign funds in Colombia. The distribution of this document and the offering of [Shares] may be restricted in certain jurisdictions.
The information contained in this document is for general guidance only, and it is the responsibility of any person or persons in possession of this document and wishing to make
application for the fund to inform themselves of, and to observe, all applicable laws and regulations of any relevant jurisdiction. Prospective applicants for the fund should inform
themselves of any applicable legal requirements, exchange control regulations and applicable taxes in the countries of their respective citizenship, residence or domicile.

Additional Information for investors with residence or seat in Panama

The distribution of this fund and the offering of Shares may be restricted in certain jurisdictions. The above information is for general guidance only, and it is the responsibility of any
person or persons in possession of the prospectus of the fund and wishing to make application for Shares to inform themselves of, and to observe, all applicable laws and regulations
of any relevant jurisdiction. Prospective applicants for Shares should inform themselves as to legal requirements also applying and any applicable exchange control regulations and
applicable taxes in the countries of their respective citizenship, residence or domicile. This document does not constitute an offer or solicitation to any person in any jurisdiction in
which such offer or solicitation is not authorized or to any person to whom it would be unlawful to make such offer or solicitation.

Additional Information for investors with residence or seat in Peru
The fund has not been registered before the Superintendencia del Mercado de Valores (SMV) and are being placed by means of a private offer. SMV has not reviewed the information
provided to the investor. This document is only for the exclusive use of institutional investors in Peru and is not for public distribution.

Additional Information for investors with residence or seat in Uruguay

The sale of the fund qualifies as a private placement pursuant to section 2 of Uruguayan law 18,627. The fund must not be offered or sold to the public in Uruguay, except in
circumstances which do not constitute a public offering or distribution under Uruguayan laws and regulations. The fund is not and will not be registered with the Financial Services
Superintendency of the Central Bank of Uruguay. The fund corresponds to investment funds that are not investment funds regulated by Uruguayan law 16,774 dated September 27,
1996, as amended.

Additional Information for US offshore investors

The Robeco Capital Growth Funds have not been registered under the United States Investment Company Act of 1940, as amended, nor the United States Securities Act of 1933, as
amended. None of the shares may be offered or sold, directly or indirectly in the United States or to any US Person. A US Person is defined as (a) any individual who is a citizen or
resident of the United States for federal income tax purposes; (b) a corporation, partnership or other entity created or organized under the laws of or existing in the United States; (c)
an estate or trust the income of which is subject to United States federal income tax regardless of whether such income is effectively connected with a United States trade or business.





