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Sticking to the middle ground

Is the gilt market a sensible investment?
What’s sensible in credit markets?
Performance

Conclusion
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Our view

Expensive:
Low or negative real return & bond yield
often below the equity dividend yield

Play middle ground:
Sensible income

Catching falling knives
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High Yield total return and income return
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Is the gilt market currently a sensible
Investment?
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Country
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Source: OECD and Eurostat, 2010 Figures at December 2011
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Cumulative budget deficit change (% of GDP) Planned fiscal change per year (% of GDP)
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QE purchases of Government Bonds as % Total Issuance

100%
90%
80%
70%
60%
50%
40%
30%
20%
10%

0%

UK* usS Eurozone*
B Free Float m Central Bank owned m BoE QE2 Remainder

Source: Bloomberg, ECB, DMO, BoE and Federal Reserve at 4 January 2012
* Excludes index-linked

D

7a)
7@ Henderson

Bank of England has rigged the beauty contest



Credit markets:
Seeing opportunity again
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High yield index spread
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Source: Moody’s, as at 31 December 2011
Red line is Moody’s default rate forecast

Spreads lead default rates, buying in high default
environments has been profitable historically
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High yield spreads are highly correlated with default rates
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Indices breakout
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e Select opportunities:

o Vast majority of fund exposure is in UK names

e Avoid European banks:

e They remain on liquidity life support and have significant downgrade
and nationalisation risk

e At current prices tenders and exchanges have re-emerged as a theme.
However, the terms have varied from penal (Santander) to generous
(Barclays).
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Issuer, bond and country selection remains key
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Cumulative 5 year default rates since 1970

Implied

SIels 0% recovery

European Investment

Grade* Non-financial

Average

European High Yield High yield

Source: Deutsche Bank, at 11 January 2012, numbers in brackets are from 17 March 2009
*iBoxx Euro
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Outright level of corporate securities held due in greater than one year
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Credit

Virgin Media
Standard Life
Legal & General
Iron Mountain
Kabel Deutschland
Levis

Rexam

Ziggo

Source: Bloomberg, at 4 January 2012.
Note: Yields to worst

* Yields to next call

Sensible carry in a binary world

Maturity
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Performance and conclusion
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Performance

Cumulative fund performance since inception
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Note: Performance is cumulative, based on midday prices, net income reinvested, after the deduction of Annual Management Charges (AMC).
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Monthly Share Class Quarterly Share Class

Distribution Underlying Distribution Underlying

Yield (%) Yield (%) Yield (%) Yield (%)

Total Return Strategic Bond*

Preference and Bond* 6.3 5.0

Extra Monthly Income 7.4 6.1
Income . .

High Yield Monthly Income 5.6 5.6

Fixed Interest Monthly Income 6.3 51

Managed Distribution* 5.6 4.3
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Recession risks have risen rapidly

Rates are likely to be on hold into 2014+
Once volatility subsides there will be a grab for fixed rate reliable yield

Fixed rate BB/BBB appears best reward

o —
N

@ Henderson

" GLOBAL INVESTORS

19



Appendix

)

@ Henderson

{
( 2 GLOBAL INVESTORS

)

20



Lower rated issuance for refinancing (%)

Refinancing % of lower rated issuance
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JP Morgan, at 30 April 2011
Aggressive issuance includes lower rated securities, excluding refinancings, plus Wireline Telecommunications issuance.
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Gilt breakeven
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Henderson Global Investors
201 Bishopsgate, London EC2M 3AE
Tel: 020 7818 1818 Fax: 020 7818 1819

Important Information
This document is solely for the use of professionals and is not for general public distribution.

This document is intended solely for the use of professionals, defined as Eligible Counterparties or Professional Clients, and is not for general public
distribution.

Past performance is not a guide to future performance. The value of an investment and the income from it can fall as well as rise and you may not get back
the amount originally invested. Tax assumptions and reliefs depend upon an investor’s particular circumstances and may change if those circumstances or
the law change.

If you invest through a third party provider you are advised to consult them directly as charges, performance and terms and conditions may differ
materially.

Nothing in this document is intended to or should be construed as advice. This document is not a recommendation to sell or purchase any investment. It
does not form part of any contract for the sale or purchase of any investment.

Any investment application will be made solely on the basis of the information contained in the Prospectus (including all relevant covering documents),
which will contain investment restrictions. This document is intended as a summary only and potential investors must read the Prospectus before investing.

Issued in the UK by Henderson Global Investors. Henderson Global Investors is the nhame under which Henderson Global Investors Limited (reg. no.
906355), Henderson Fund Management Limited (reg. no. 2607112), Henderson Investment Funds Limited (reg. no. 2678531), Henderson Investment
Management Limited (reg. no. 1795354), Henderson Alternative Investment Advisor Limited (reg. no. 962757), Henderson Equity Partners Limited (reg.
no.2606646), (each incorporated and registered in England and Wales with registered office at 201 Bishopsgate, London EC2M 3AE), Gartmore
Investment Limited (reg. no. 1508030), Gartmore Fund Managers Limited (reg. no. 1137353), (each incorporated and registered in England and Wales
with registered office 201 Bishopsgate, London EC2M 3AE) are authorised and regulated by the Financial Services Authority to provide investment
products and services. Telephone calls may be recorded and monitored.
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