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Performance ¬Financial years to 31 October
British Portfolio Trust to 31 October 2008

Source: Datastream/RCM , as at 31 October 2008, GBP.
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Performance ¬Attribution analysis

Best Worst
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31 October 2007 to 31 October 2008

Note: Attribution based on position-based performance attribution (daily buy-and-hold, closing price valuation, no transaction costs). Performance figures shown on this report 
are approximates. The official performance for funds subject to substantial cash flows or which trade in volatile daily market conditions will vary from these figures.

Source: RCM, as at 31 October 2008.

Active contributors Active contribution Activecontributors Active contribution

GlaxoSmithKline 43 bp HBOS Plc -84 bp

Lloyds Tab Group 41 bp Prosperity Minerals Hld -78 bp

Dairy Crest Group 31 bp Mercator Gold -77 bp

Anglo American 29 bp Rio Tinto -63 bp

PV Crystalox Solar Plc 27 bp HSBC Hldgs -54 bp

Compass Group Plc 24 bp Laird Plc -51 bp

Astrazeneca 23 bp Titan Europe -49 bp

BG Group 23 bp Galliford Try -45 bp

Easyjet 23 bp Prudential -44 bp

Old Mutual Plc 19 bp Energy Xxi (Bermuda) -41 bp

Subtotal 281 bp Subtotal -585 bp

Positive Active Contributors 892 bp NegativeActive Contributors -1464 bp

Overweighted 386 bp Overweighted -991 bp

Underweighted 507 bp Underweighted -473 bp
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Performance

Why were we overweight HBOS?

ÁAttractive valuation

ÁMargin opportunity

ÁSufficient capital, liquidity a temporary issue

ÁBenefits of Lloyds merger

Why were we wrong?

ÁLoan to deposit ratio unsustainable

ÁSignificant dilution

ÁUK economic outlook deteriorates further

HBOS vs. HSBC

Source: Datastream, as at 1 January 2009.
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Performance

Consequences:

ÁGlobal economic outlook deteriorates significantly

ÁAll risky assets sold off aggressively

ÁEquity markets become highly defensive

ÁAggressive sector rotation

ÁExtreme volatility

ÁZero Interest Rate Policy in the US

ÁUK interest rates cut to lowest level for over 300 years

ÁFiscal stimulus packages

Source: Citi

UK GDP declines in first two quarters of recessions and total decline

2009 GDP forecast revisions Lehmans failure an inflection point leading to a 
seizure in financial markets
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UK Equity team

UK Equity Portfolio Management Team

Mark Lovett
CIO, UK Equity

23 years experience

Simon Gergel
21 years experience

Grassroots®

Research

Global Research 
Platform: Analysts

In-house Team: 11
Grassroots® Reporters: >65
Field Force Investigators:>250
Industry Contacts: 50,000+

Technology: 10
Health Care: 8
Financial Services: 11
Telecom/Media 7
Industrial/Business Services:13
Consumer/Retail: 8
Sustainability Research: 4
Special Situations: 1
Grassroots® Research: 6

Andrew Neville
11 years experience

Jeremy Thomas
13 years experience

Matthew Tillett
3 years experience

An average of 14 years investment experience

Source: RCM, as at 31 December 2008. J130190/Investment Funds/JT/300109 7
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A clear growthmanagement style

Bottom-up stock selection is key to identifying long-term growth stocks

We seek to identify this universe 
through fundamental research

Quality

Growth Valuation
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UK Equity market valuation
Long-term perspective 1934 to 2008

Source: Global Financial Data, Datastream, Morgan Stanley Research.
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UK Equity market valuation
Shiller PE

Source: Global Financial Data, Datastream, Morgan Stanley Research.
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UK Equity market valuation

Source: Global Financial Data, Datastream, Morgan Stanley Research.
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Equity market valuation

Concerns:

ÁFurther downgrades to profit forecasts

ÁDebt needs to be paid down

ÁUS house prices still falling

ÁCredit is rationed, banks cannot support lending and 
deleverage at the same time

ÁGovernment balance sheets becoming stretched

ÁCurrency volatility

ÁDisinflation, possibly deflation

Á... and then inflation

Source: Smithers & Co.

J^ohbqpčalk¨qčc^iičqlčc^fočs^irb)čpbbčQl_fk¨pčN

Ql_fk¨pčNč¬Replacement cost
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Investment theme ¬Large cap, strong balance sheet, dividend payers

17 companies represent 75% of the portfolio and should yield the portfolio 4%+ 
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Investment theme ¬normalising credit markets

Spread to Tsy (bp)
ÁImplied cumulative default rates higher than 

1930s peak

ÁForced selling has moved corporate bond prices 
to levels lower than is justified by fundamentals

ÁRisk is total credit to GDP is above 1930s

ÁNarrowing corporate bond yields relative to 
government bond yields (spreads) would be 
beneficial to equities

ÁSome stocks and sectors would benefit more 
than others
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Source: Morgan Stanley Research, Moody's, The Yield Book, NBER

Stock selection:

Insurance companies - portfolios of 
corporate bonds benefit

Aviva  ·Prudential ·Resolution

Credit asset managers ¬performance 
and asset growth

Ashmore ·BlueBay

Indebted companies ¬improved 
financing availability/price

Informa  ·Meggitt  ·BBA ·Unite

Private equity ¬asset values and 
sentiment

3i  ·Intermediate Capital



Investment theme ¬Oil price recovery from cyclical weakness 
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ÁOil futures market in contango

ÁDecline rates reduce global oil production by 
3-4% per annum

ÁOil price weakness and credit crisis reduce 
global capex

ÁLong term demand growth from 
industrialisation in China and India

ÁAttractive valuations

Stock selection:

Global integrated oil companies 

BP  ·Royal Dutch Shell

Large cap exploration and production

BG  ·BHP Billiton

Oil services 

Wellstream

Mid cap exploration and production 

Dana Petroleum  ·Energy XXI

Renewables

Hansen Transmission  ·PV Crystalox  ·

Renewable Energy Generation

Rising power prices 

International Power
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Sector positions

Source: RCM, as at 29 January 2009 
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Top 10 holdings and largest active positions
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2.9%

2.8%

2.3%

2.3%

2.2%

2.0%

1.8%

1.8%

1.6%

1.5%

Glaxosmithkline

Vodafone Group

Compass Group

Intl Power Plc

BG Group Plc

Prudential Plc

BAE Systems Plc

Aviva Plc

BHP Billiton Plc

Carillion Plc

Source: RCM, as at 29 January 2009 



Investment outlook ¬Summary

Outlook

ÁFinancial crisis is in its final stages due to decisive and coordinated policy response

ÁEconomic conditions in 2009 will be brutal, key for equity markets is an improving outlook into 2010

ÁCorporate bond markets appear to be pricing in economic conditions last seen in the 1930s - this is too pessimistic

ÁEquity market valuations are attractive for a long term investor 

ÁMarkets will remain volatile and a final market sell off in 2009 is a possibility

Strategy

ÁContinue to prefer companies with predictable earnings, sound balance sheets, and good cash generation 

ÁFocus on high return on capital companies with long term growth attractions

ÁAdding risk and cyclical exposure gradually into 2009

ÁSelective approach to indebted companies.  Survivors undervalued.

ÁEquity plays on improving corporate credit spreads are attractive

ÁMeasured use of gearing to enhance returns as equity markets recover

J130190/Investment Funds/JT/300109 18



Final thought
Major bear markets lead to extended periods of good returns

Following the major market declines of the 20th century were decades with rolling 10-year annual total returns that 
approached or exceeded the long-term mean

J130190/Investment Funds/JT/300109 19Source: Legg Mason

The bear market
Subsequent rolling 10-year 

annual total returns
The bear market

Subsequent rolling 10-year 
annual total returns

1930 -24.90% 1933-1942 9.35% 1973 -14.66% 1975-1984 14.76%

1931 -43.34% 1934-1943 7.17% 1974 -26.47% 1976-1985 14.33%

1932 -8.19% 1935-1944 9.28% 1977-1986 13.82%

1936-1945 8.43% 1978-1987 15.26%

1938-1947 9.62% 1980-1989 17.55%

1939-1948 7.26% 1981-1990 13.93%

1940-1949 9.17% 1982-1991 17.59%

1941-1950 13.38% 1983-1992 16.19%

1942-1951 17.28% 1984-1993 14.94%
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Questions



Performance

Impact (bp) 31 October 2007 ¬31 October 2008 Energy XXI vs oil price

Non benchmark holdings

Source: Datastream, as at 1 January 2009.

Prosperity Minerals Hld -0.78

Mercator Gold -0.77

Titan Europe -0.49

Energy Xxi (Bermuda) -0.41

Hyder Consulting -0.31

Camco International -0.10

Brinkley Mining -0.09

Fieldbury -0.03

Hansen Transmissions In -0.02

Renewable Energy Genera 0.11

Impact -2.89
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Signs of distress
Spread to Tsy (bp)
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Exhibit 6: Buffett rarely talks about the Market, but heedhim when he does

Source: Jeremy Siegel; Bloomberg; LMCM estimates.

Credit spreads

Dow Jones Industrials 1974 - 1975

Source: Morgan Stanley
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Please remember that 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 as a result of market fluctuations and you may 
not get back the amount originally invested.  You should not make any assumptions about the future on the basis of this information. 

Except for products investing exclusively in the UK, currency exposure exists in all funds.  These funds will suffer a negative impact if sterling rises in value relative to the currencies in which the 
investments are made. 

Disclaimer

The information is for the sole use of the addressee, who it is believed is a professional customer as defined by the Financial Services Authority, Allianz Global Investors staff or consultants and 
independent financial advisers who have received instructions from RCM (UK) Ltd. Some of the products or product types are not suitable for retail investors.  If you are not sure if you are a 
professional customer as defined by the Financial Services Authority please contact our Compliance Department.  Furthermore, thematerial contained herein is directed only at persons or entities in 
any jurisdiction or country where such information and the use thereof is not contrary to local law or regulation.  Accordingly,it may not be reproduced in any form without the express permission of 
RCM (UK) Ltd.  To the extent that it is passed on, care must be taken to ensure that this is in a form which accurately reflectsthe information presented here and that it complies with the laws and 
regulations of any jurisdiction in which it is used. 

While RCM (UK) Limited believe that the information is correct at the date of this document, no warranty or representation isgiven to this effect and no responsibility can be accepted by RCM  (UK) 
Limited to any intermediaries or end users for any action taken on the basis of the information.

Regulatory Status

The information contained herein including any expression of opinion is for information only and is given on the understanding that anyone who acts on it, or changes their opinion thereon, does so 
entirely at their own risk.

Allianz Global Investors represents products and services of RCM (UK) Ltd.  Authorised and regulated by the Financial Services Authority, their registered office 155 Bishopsgate, London, EC2M 3AD, 
telephone +44 (0)20 7859 9000 and is a wholly owned subsidiary of Allianz SE.  This document has been issued in the UK by RCM(UK) Ltd. and complies with UK regulations.  Registered in England 
No 2014586. Member of the Allianz Global Investors Marketing Group.  

For our mutual protection, calls are recorded and may be used for quality control and training purposes, however, Allianz GlobalInvestors reserves the right to use such recordings in the event of a  
dispute.

Disclaimer

Web site: www.rcm.co.uk Web Site: http://www.AllianzGI.co.uk
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