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M&G Absolute Return Bond Fund

Risks associated with this fund

The value of investments and the income from them will fluctuate. This will cause the fund price to fall as well as rise. These fluctuations may be more extreme in periods of market disruption and
other exceptional events. There is no guarantee the fund objective will be achieved and you may not get back the original amount you invested.

The fund may take short positions through the use of derivatives. Short positions reflect an investment view that the price of the underlying asset is expected to fall in value. Accordingly, if this view
is incorrect and the asset rises in value, the short position will cause the fund to incur a loss.

Currency exchange rate fluctuations will impact the value of your investment.

Derivatives may be used to generate exposure to investments exceeding the net asset value of the fund, thereby exposing the fund to a higher degree of risk. As a result of increased market
exposure, the size of any positive or negative movement in markets will have a relatively larger effect on the net asset value of the fund. The additional exposure will however be limited to such an
extent as to not materially increase the price fluctuations of the fund, in comparison to equivalent funds that do not use derivatives in this way.

The value of the fund will fall if the issuer of a fixed income security held is unable to pay income payments or repay its debt (known as a default). Fixed income securities that pay a higher level of
income usually have a lower credit rating because of the increased risk of default. The higher the rating the less likely it is that the issuer will default, but ratings are subject to change.

In difficult market conditions the value of certain fund investments may be less predictable than normal and, in some cases, this may make such investments harder to sell at the last quoted market
price, or at a price considered to be fair. Where market conditions make it hard to sell the fund’s investments at a fair price In order to meet customers’ sale requests, we may temporarily suspend
dealing in the fund’s shares.

The fund manager will place transactions (including derivative transactions), hold positions and place cash on deposit with a range of counterparties (institutions). There is a risk that counterparties
may default on their obligations or become insolvent.

Wherever a reference or indication of past performance is shown, please note, past performance is not a guide to future performance.

It is also important to note that:

The Fund allows for the extensive use of derivatives. The fund may invest more than 35% in securities issued by any one or more of the governments listed in the fund prospectus. Such
exposure may be combined with the use of derivatives in pursuit of the fund objective. It is currently envisaged that the fund’s exposure to such securities may exceed 35% in the governments
of Germany, Japan, UK, USA although these may vary subject only to those listed in the prospectus.



Fund facts
M&G Absolute Return Bond Fund

Co-fund managers: Jim Leaviss, Dr Wolfgang Bauer
Launch date (manager tenure): December 2016 (since launch)
Fund size: £35.7 million

The Fund aims to achieve a total return (the combination of income and capital growth) of
at least 2.5% per annum above the 3-month GBP LIBOR rate, before any charges are

Investment objective: taken, in any market conditions and over any three year period. LIBOR is the rate at
which banks borrow money from each other.

Distribution frequency Semi-annual

Comparative sector: 3-month GBP LIBOR +2.5% pa over the medium term (3 years)

Valuation currency: GBP
Fund structure: UK OEIC — UCITS
Pricing/dealing frequency: Daily

Past performance is not a guide to future performance

The value of investments will fluctuate, which will cause fund prices to fall as well as rise and you may
not get back the original amount you invested.

Source: M&G, 31 August 2018
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YTD 2018 Performance

Risk on to risk off; markets have changed tack
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Past performance is not a guide to future performance

Source: M&G, Bloomberg, Bank of America Merrill Lynch, JP Morgan, 31 August 2018
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What is the data telling us?

After a period of cooling, data remains robust
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The US expansion is now the second longest on record
However, cycles don’t die of old age
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The upward trajectory of global growth has been slow
Are we due a recession?

Cumulative GDP growth post-recessions
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Source: Credit Suisse, Haver Analytics, the BLOOMBERG PROFESSIONAL service, NBER as at 24 April 2018. 1949 to present cumulative nominal GDP since trough indexed to 100



What is the catalyst that could end the cycle?
2018 has been largely a risk off year with politics dominating markets

By DonkeyHotey - Donald Trump - Caricature, CC BY-SA 2.0, https://commons.wikimedia.org/w/index.php?curid=51018791.
By DonkeyHotey - Donald Trump - Caricature, CC BY 2.0, https://commons.wikimedia.org/w/index.php?curid=52361535.
By DonkeyHotey - Donald Trump - Riding the Wrecking Ball, CC BY-SA 2.0, https://commons.wikimedia.org/w/index.php?curid=49695703
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Markets have watched the US curve flatten
Inversion has historically signalled recession, but we are not there yet
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But the flattening of the US Treasury curve provides a cushion
Front-end breakevens* have risen considerably
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We are not being compensated for buying long dated US treasuries

Source: M&G, Bloomberg, 6 July 2018. *Breakeven yields: increase in bond yield required to offset all of the income generated over a 12 month period
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Repricing gives us a better entry point than it has for some time

BBB corporate bonds
BBB corporate spreads over governments
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Source: Bloomberg, ICE Bank of America Merrill Lynch Indices, 31 August 2018



Valuations look more attractive following some recent repricing
We believe spreads now offer a better entry point
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13 Source: Bloomberg, 31 August 2018 (the chart is considering data starting from 31 December 1996)
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Corporate IG indices have deteriorated in quality
Percent of investment grade Index with BBB rated bonds
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But defaults remain low
Historic High Yield defaults by region

Issuer default rates by region
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15 Source: M&G, BofA Merrill Lynch Global Research, 30 June 2018 (latest data available)
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There are more defensive areas of credit

70% fall in UK house prices and 79% repossessions for class A’s to take a loss
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Is US Dollar strength the cause of EM weakness?
EM risks are contained to a few economies, at least for now
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17 Source: Bloomberg, M&G, 7 September 2018.
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But at least Emerging Markets are now better prepared
Better policy framework

Adoption of IT and fiscal rules in EMBI countries. Cumulative number of EMBI countries within framework

30
B Inflation targeting === Fiscal rule
0
= 20
c
>
o
o
n 10
=
L
25
b}
QO
| 1
=)
Z 5 I
e |
97 98 99 00 01 02 03 04 05 06 O7 08 09 10 12 12 13 14 15 16

NCES

18 Source: IMF and J.P. Morgan; sample only includes 65 EMBI credits. 04 September 2018
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And currency can be used to reduce risk
CHF, SGD and USD have historically been the best recessionary hedges

Average change in NEERs* around the last 5 recessions / standard deviation over those 5 episodes
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It’s not the time to be one-dimensional
Flexibility stands out in today’s low rate environment

14.0
. 12.0
§ 12.0
o
2 10.0
>
m
s 8.0
()]
o
c 6.0
i
@
S 4.0
©
2
5 2.0
= 0.1%
W 0.0

Cash M&G Absolute Return Fund £ corporate bond index £ Gilt index

mYield, % m Effective duration

Interest rates are low, leaving investors at risk if interest rates rise

Past performance is not a guide to future performance

Source: M&G, Merrill Lynch indices, 31 August 2018. *LIBOR 3M GBP return. Please note, portfolio data is based on internal sources, is unaudited and may differ from information as

20 shown in the Monthly Fund Review
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Agenda

Macro views




Absolute return bond funds
Investment resources

M&G absolute return
bond funds

Co-Fund Managers
Jim Leaviss
Dr Wolfgang Bauer

y
Charles de @\
Quinsonas : } Claudia :b -

Calich
Sovereign / EM fund managers

Leveraging M&G’s expertise in fixed income investing

22 Source: M&G, 31 December 2016. () = number of people within team/function
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Proposition
M&G Absolute Return Bond Fund

Targeting a positive return Managing volatility

5%
volatility:
trigger**

Total return* of
3-month GBP
LIBOR + 2.5%
(gross of fees) Max 1/ 2%
pa drawdown***

Over any three-year period and limiting monthly losses

There is no guarantee that the fund will achieve a positive return over three years, or any other period,
and investors may not get back the original amount they invested.

Past performance is not a guide to future performance
*The combination of income and capital growth ** Maximum 1-month ex-post volatility of 5% (calculated daily and annualised) *** 1-month current drawdown of

1% / 2% maximum. M&G defines 1-month current drawdown as the percentage difference between the fund’s current NAV and the maximum NAV achieved by
the fund over the preceding 21 business days. This differs from other drawdown measures such as maximum drawdown. We use 1-month current drawdown as

an input into our risk management process.
Source: M&G, December 2016
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Three broad categories of investment strategies
Credit ‘beta’, credit ‘alpha’, and macro views

Opportunistic
credit

Conviction
credits and
tactical credit
opportunities

Diverse
sources of
returns

4 distinct strategies 2 distinct strategies

Three broad categories comprising 9 different fixed income strategies

Image copyright — kentoh / Shutterstock



Asset allocation by investment strategy
M&G Absolute Return Bond Fund
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Past performance is not a guide to future performance

25 Source: M&G, 31 August 2018. Please note, portfolio data is based on internal sources, is unaudited and may differ from information as shown in the Monthly Fund Review.
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Asset allocation over time
M&G Absolute Return Bond Fund

Duration movements since inception

4.5

4.0

3.5

3.0

2.5

Duration (years)

2.0

15

Source: M&G, 31 August 2018. Please note, portfolio data is based on internal sources, is unaudited and may differ from information as shown in the Monthly Fund Review

I
S SEEER R

e==Total fund duration

N NI\ BN

Oc}f 060' Q @Q’ ?Q&I

e==Total fund spread duration

Active currency positioning (%)

100%
90%
80%
70%
60%
50%

74

8%
6%
4%
2%
0%
-2%
-4%

94.5%




27

Calendar year performance in Sterling
M&G Absolute Return Bond Fund

Year to date 2017
% %

M&G Absolute Return Bond Fund -0.3 3.0

3-month GBP LIBOR +2.5% 2.1 2.9

Past performance is not a guide to future performance.

Source: Morningstar Inc, UK database, 31 August 2018, Sterling | class shares, net income reinvested, price to price



Contributions to total returns — since inception
M&G Absolute Return Bond Fund

Defensive Credit Opportunistic credit Macro views
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Past performance is not a guide to future performance

*Includes effect of currency hedges. Returns are gross of fees and from internal system

28 Source: M&G 31 August 2018
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Rolling 1 month volatility and current drawdowns
M&G Absolute Return Bond Fund

1 month rolling volatility (annualised) Current 1 month drawdown
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Past performance is not a guide to future performance

Source: M&G, Bloomberg, 31 August 2018. GBP | Acc share class. *M&G defines 1-month current drawdown as the percentage difference between the fund’s current NAV and
the maximum NAV achieved by the fund over the preceding 21 business days. This differs from other drawdown measures such as maximum drawdown. We use 1-month current
drawdown as an input into our risk management process.
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For financial advisers only. Not for onward distribution. No other persons should rely on any information contained within. This financial promotion is issued by M&G
Securities Limited which is authorised and regulated by the Financial Conduct Authority in the UK and provides ISAs and other investment products. The company’s registered
office is Laurence Pountney Hill, London EC4R OHH. Registered in England No. 90776.



