


Downing i

Team Introduction

Kevin Addison — Head of Distribution §§




Downing Fund Managers Overview |3>0\»'\mir"§1i

Downing LLP: Founded 1986, over £1bn AUM! across venture capital, private equity & public equity

Downing Fund Managers: Founded 2010, over £205m AUM?Z across Smaller Companies strategies

Our smaller companies strategies

MI Downing UK Downing Strategic
Micro-Cap Growth Micro-Cap Investment
Fund Trust PLC

M| Downing Monthly
Income

3 Source: Downing; 1Correct as at 30 September 2019. 2Correct as at 31 January 2020.



Fund Manager & Team

Downing i

James Lynch - Fund Manager
* Joined Downing in 2012. >10 years smaller
company experience.

*  CFA Charterholder & Chartered Accountant
(ACA). Previously at Ernst & Young and HW
Fisher & Company.

Nick Hawthorn - Fund Manager

« Joined Downing in 2015. Previously at BP
Investment Management & Aberdeen Asset
Management.

« Holds an M.Sc. in Finance & Investment, MA in
Accounting & Economics & holds the IMC.

Joshua McCathie - Analyst
* Joined Downing in 2018. Previously at BRI
Wealth Management in the UK Equities team.

*  CFA Charterholder, CISI Level 7 Chartered
Wealth Manager & holds the IMC.

Judith MacKenzie - Partner & Head of Downing Fund

Managers

* Joined Downing in 2009. Previously at Acuity
Capital & Aberdeen Asset Management.

e Over 20 years’ small-cap experience.

Darrell O’'Dea - Investment Committee Member
« 20 years’ industry experience as a European
Equity Fund Manager.

* Managed long only & long/short equity
mandates at Threadneedle & Gartmore.

Donald Robertson - Investment Committee Member
« Over 30 years’ industry experience as a Finance
Director and Investment Manager.

* Co Founder, Finance Director & Investment
Manager at SVM Asset Management Limited.
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Structure Downingi

Overview

Fund size £47.9 million (as at 31 January 2020)
No. of companies c. 50

Distributions Monthly

Current yield 4.71% (as at 31 January 2020)

Inflation protected income at a premium vyield to the sector &

Target income market (this has not been lower than 4%)

Structure OEIC under UCITS
Annual management charge 0.75%
Total Expense Ratio 1% p.a. (capped)”

*Other charges apply. Please see the Prospectus for full details of the Offer and charges.
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An income solution using
smaller companies %




Current Risks to Income Investors

UK fundamentals slowing but still robust

» High levels of concentration risk in large UK Equity Income Funds

» Low interest rates & bond yields

» Corporate earnings being revised downwards

» Pockets of increasingly high equity valuations

» Increasing geopolitical and economic concerns




A differentiated approach to income &
smaller companies

Five principle differentiators

Downing i

2,500 companies

1. Smaller Company Focus
Red Flag Review

2. Income & Growth Approach

Generate Informational Advantage

3. Private Equity Process

Risk / Reward assessment ) .
4. Rigorous Risk Management

Investment thesis ‘ f
_ 5. Best Practice Portfolio
Portfolio management Management

c. 50 companies

10 *Correct as at 31/01/2020

No FTSE 100 - Income diversification
80% < £1bn market capitalisation

Capital values driven by small cap exposure
Income approach gives a premium vyield (4.71%%)

Informational advantage Value led, bottom up,
high conviction portfolio

Daily monitoring of liquidity & portfolio risks

Ongoing assessment of valuation risk
Blend of income approach
Risk / reward with liquidity overlay



Downing i

Portfolio




Portfolio Characteristics |30*\»'\mi"'§1i

Numis Smaller Companies

\Y[Sugle Downing Monthly Income 1000 + Junior Market (ex ITs) UK Large Cap Market
Forward P / E Ratio 10.2x* 17.8x 16.2x

EV / EBITDA 5.7x* 13.3x 9.0x
Forward Dividend Yield (%) 4 4% 2.0% 4.2%

3 Year Earnings CAGR (%) 14.1% 9.5% 5.2%

Net Debt / EBITDA 0.8x 1.0x 1.3x

Net Debt / Equity 0.3x 0.3x 0.8x

ROE (%) 19.6% -2.7% 23.4%

12 Source: Downing LLP & FactSet. “excludes NAV based holdings. As at 31/12/19



Top 10 Holdings Downingi

Name % of fund Description

Watkin Jones Ltd 4.5% Developer of forward sold purpose-built student accommodation & build to rent
PPHE Hotel Group Ltd 4.1% Develops, owns, manages & franchises hotels & resort properties globally
Lok’nStore Group Plc 4.1% Self storage developer & operator

Ramsdens Holdings Plc 4.2% Diversified financial services provider & retailer offering FX, pawnbroking etc
DiscoverlE Group Plc 3.6% Designs, manufactures and distributes specific electronic components

Morses Club Plc 3.6% Consumer finance provider through traditional & online marketing channels
Circle Property Plc 3.5% Acquires, refurbishes and leases provincial office properties

Duke Royalty Ltd 3.4% Alternative finance provider of royalty finance to European SME’s

Photo-Me International 3.4% International operator of photo processing services, laundry & vending machines
Chesnara Plc 3.2% Life and Pensions Consolidator in the UK and Europe

13 Source: Maitland Institutional Services, as at 31/01/2020.



Sector and market cap exposures Downing
MI Downing Monthly Income Fund

Market Cap Exposure
m Cash 6.98%

m Construction & Building Materials 0.72% 45.00 40.30

W Diversified Industrials 2.69% #4000

iversified Industrials 2.69% 35.00
B Electricity 1.60% 30.00

Electronic & Electrical Equipment 5.75% 2500 2314 21.20
B Food Producers & Processors 0.74% 20.00
B General Retailers 4.97% 15.00
10.00 7.31 6.95
W Health 0.51%
5.00 [ 1.10 - -
m Housing Goods & Textiles 0.80% 0.00 — ——
Insurance 3.24% Q& Q Q Q Q X SN
S S S O 0 Q o
i 9 N o < & < NS &
B |nvestment Companies 8.39% S % & & & &
= Lejsure, Entertainment & Hotels 8.76% %/,(/0 o
W | oans 2.36%
® Media & Photography 7.69% Income Approach Breakdown
B Mining 1.12%
mOil & Gas 3.23%
B Pharmaceuticals 0.53% q
= Core Yie

B Real Estate 14.46%

m Software & Computer Services 3.69%

m Speciality & Other Finance 12.01%
Support Services 6.04%

= High Income & Growth
® [ncome Incubator

Cash
B Telecommunications Services 3.72%

14 Source: Maitland Institutional Services and Factset, as at 31/01/2020.



1. Smaller Company Focus |3>0\»'\mir"§1i

Longer term performance vs short term valuation presents an opportunity.

» Smaller companies have » UK smaller companies have only traded
outperformed the market by at a -3.0x discount to larger companies
361.16%*. on 4 occasions over the last 15+ years.

» The risk-adjusted return for smaller » On these occasions the following 12
companies is 4x higher than the month & 3 year relative
market™ outperformance of smaller companies

averaged 18.61% & 42.95%
respectively.

M *Numis Smaller Companies 1000 excl Investment Companies TR [481.52%)]
B UK All Share TR [120.36%)

—Discount - Mid Cap — ==—=Discount - Large Cap

600% 2.00x
500% 1.00x
100% 0.00x

-1.00x
300%

-2.00x
200%

B -3.00x
100%
M -4.00%
0% |imatvcy A
W paVad
-5.00x

-100}&1 ‘o0 Jan 0z Jan 04 Jan 06 Jan 08 Jan 0 Janz Jan*14 Jan16 Jan*g oz 03 04 05 05 07 08 05 10 11 1z 13 4 15 18 17 18 19 20

15 Past performance is not a reliable indicator of future results. Source: *FE Analytics [31/12/1999 - 31/01/2020], Downing LLP & Liberum.




Yield (%)

3%

16

2. Income & Growth Approach

Drawing vield from different market opportunities

Downing i

Target universe screened to identify three focus groups:
Core Yield: Dividend vyield >4%, growth >3%
High Income & Growth: Dividend vield >3%, growth >10%

Income Incubator: Dividend yield <3%, growth >10%

High Income & Growth
Yield: >3%
Growth: >10%

Core Yield
Yield: >4%
Growth: >3%

Income Incubators
Yield: <3%

. O,
Excluded Growth: >10%

—————————— —
10% Growth (%)

Red Flag Review

Target universe put through Red Flag Review in order
to identify the best quality companies that demonstrate
the desired characteristics.

Financial based stress tests are critical, as history tells
us that strong balance sheets have performed 45%*
better than weak balance sheets.

“olatile earnings

Low margins
Market structure

Low pricing power

Unsupportive end markst

Accounting & free cash flow guality

Dividend affordability

Financial risk test

Signs of financial stress

Qff balance sheet finance

W

Management ownership and mcerives

Alignment of
interests

Excessive board pay

Related party transactions

Chair and CEOQ separate roles
Corp gov. Sub-com's 100% independent
Accounts / accounting policies

Source: Downing LLP, *Quantitative Value Investing in Europe: What Works for Achieving Alpha. Phillip Vanstraceele, Tim Du Toit



Income Incubator — Lok’'nStore Group Df)\"\min'éli

Self-storage developer & operator focusing on the undersupplied UK market with an established pipeline of
14 stores adding /82,000 of sq ft of lettable space, adding over 40% to the current base.

Seeking opportunities with a

S‘:;::’;” supply/demand imbalance for self

Business storage in prominent locations.

Managing mix within portfolio to A\
optimize earnings profile. : J

Owned - 23 stores
Managed - 11 stores
Development Pipeline - 15 projects

Additional NAV accretion driven by
stringent occupancy & pricing model.

Growth & Margins

Pipeline

NAV & Price per Share

45% 40
£6.00
40% 9 £5.00
30 £4.00
9% 95 £3.00
o I I I . £2.00
I I £1.00
25% 15 e
2010 2012 2014 2016 2018 2020 2011 2012 2013 2014 2015 2016 2017 2018 2019

mmmm No. of Sites  ==@=EBITDA Margins

mmmm NAV per Share — e Share Price

17 Source: Downing LLP & Lok’'nStore as of 31/07/2019
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Income Incubator — Lok’nStore Group

Downing i

Investment Case

» Asset backed: NAV/share of £5.33* gives reduced
downside risk.

» PLC over REIT structure allows sites to be disposed at
compelling yields alongside recurring revenue with
management contracts.

Holding Rationale

» [he discount to other listed peers has narrowed. Yet
still trades at a double digit discount to other listed
peers.

» Capacity to deliver continued growth in earnings and
dividends. Driven by our view of NAV to double over
the medium term.

Source: Factset, Downing LLP & Lok’nStore. *As at 31/07/2019 **As at 31/12/2019

EPS Diluted (p)

DPS (p)
Share Price (p)

Total growth

CAGR % %
Mkt Cap. £27.2m £214.0m** 29% 688%
EPS 4p 12.3p 15% 208%
DPS 3p 12p 19% 300%
Yield on cost % 2.8% 11.3%
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High Income & Growth — Ramsdens Holdings D°""“"‘i“'€4i

Diversified financial services & retailer offering foreign currency exchange, pawnbroking, jewelry retail,
purchases of precious metals & other services.

Diversified mix of service & retail
resulting in c40% of earnings geared
towards an element of counter
cyclicality.

Increased regulation & dwindling
competition creating growth opportunities.

Drive growth in core estate

Expand core estate

Grow online presence

Capitalize on consolidation opportunities

__ ‘ Gold inventories are a source of
el 'L defensive earnings enhancement.

el ol o = )

Historic & Forecasted Store Roll Out Gross Profit Mix

220
200
180

160
14
w ol

100
2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

5%
’ H Foreign Currency

Exchange
20%

13% '

21%

= Pawnbroking

41%

o

= Jewellery Retail

Purchase of Precious
Metals

m No. of Stores Liberum Forecasts ~ ®mDowning Forecasts Other Services

Source: Downing LLP, Liberum & Ramsdens Holdings as at 30/09/2019.
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High Income & Growth — Ramsdens Holdings

Downing i

Investment Case

»  We estimate that Ramsdens will continue to open new
stores to reach 200 stores by FY22. Benefitting from
increased operational leverage.

» Diversified & defensive business mix. Supported dividend
growth throughout the market cycle.

Holding Rationale

» Increased regulatory burden is resulting in asset
acquisitions at compelling valuations. Natural acquirer
with a net cash balance sheet.

» Trading on a forward P/E of 10x™* is a substantial
discount to other businesses with defensive
characteristics.

I EPS Diluted (p)

I DPS (p)
—— Share Price (p)

—

2020  CAGR% grovlﬁt;l
Mkt Cap. £32.1m £74.0m* 52% 131%
EPS 7.6p 22.6p** 44% 197%
DPS 1.3p 8.1p*" 84% 523%
Yield on cost % 1.0% 8.3%

Source: Factset, Downing, Liberum & Ramsdens Holdings. * As at 31/12/2019. ** Based on FY20 forecasts.




3. Private Equity Process

Less coverage of companies

Downing i

Average no. of

Median forward price

Market cap No. of companies B g Median yield earnings (PE)iratio
£1m - £50m 623 0.5 3.1% 10.7x
£50m - £100m 153 1.5 2.1% 12.8x
£100m - £150m 86 2.1 2.3% 12.4x
£150m - £500m 217 3.8 2.6% 14.1x
Over £500m 157 7.4 2.5% 15.3x
More opportunity: 10X number of companies

More value: Smaller companies can be bought at more attractive valuations than their peers

More inefficiency:

21 Source: Thomson Reuters as at 31/03/17

Low and often no analyst coverage
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3. Private Equity Process

Our private equity background is a key differentiator

We can generate a better understanding of our portfolio companies
than is appreciated by the market in a number of ways:

>

|

>

Management meetings

Site visits

Large customers & suppliers
Competitors

Consultants

Company retirees

Industry commentators
Trade associations

Trade journals

Market research




3. Private Equity Process — Duke Royalty |3>0"'\mim§1i

Alternative finance provider of royalty finance to European SME’s & runs a portfolio of
royalty agreements across a diversified range of industries.

Royalty Portfolio Breakdown
The investment story Apr-18 Nov-19

. o 2%
» Long-term contractual cash flows give revenue 3% 3%

visibility. o
» Provides a solution to SME’s that wish to avoid =

private equity funding & loss of ownership.

» Removes refinancing risk & at a lower cost than

bank debt.
» Increased scale & diversification reduces risk
but also generates operating leverage on a fixed Potential Payback at 13% Yield & 5% Effective Tax
cost base & minimal capex requirements. Annual Revenue Growth
» Initial yields of 13%+ & lower interest expense -3% 0% 3% 6%
with scale create financial leverage on deployed
. 20 3.0 2.5 3.1 3.9
capital.
25 34 3.1 4.1 5.7
> Comp'oun.dmg Qf underlymg revenue 30 37 37 54
participation drives compelling IRRs. . - . 6o
40 4.2 4.9 8.5

23 Source: Downing LLP & Duke Royalty as at 30/11/19



3. Private Equity Process — Duke Royalty |30'\o'*umin'£>1i

Due Diligence i I EPS Diluted (c)

0 DPS (p)
—— Share Price (p)

» Extensive research of planned initial investments,
modelling each investment line by line whilst overlaying
scenario tests & sensitivities to gauge potential outcomes.

» Deep dive review of management, governance and
connected parties with analysis performed by multiple
members of the team.

Informational Advantage Benefits

» Early exposure to a company with first mover advantage

S

in the European space. Maximizing the benefit of
compounding from a low base. 2017 200  CAGR% @ oW
(0)

» Subsequent equity raises have brought in other large Mkt Cap. £86.63m  £12041m* 39% 39%

institutional investors as the business model has become EPS -1.38p 3.26p** 137% A64%

understood. Supportive to enhancing scalability. oPS 2100 305p" 1% 459

Yieldon cost % 477% " 6.93%**

24 Source: Factset, Downing & Duke Royalty. * As at 31/12/2019. ** Based on FY20 consensus forecasts. ***Based on DMI’s cost price
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Performance




Track record

Downing i

Returns 1 month 3 months 6 months 1 year 3 year 5 year
Fund -2.09% +6.87% +8.06% +13.81% +10.49% +16.18%
Sector quartile 2nd 1st 1st 2nd 4th 4th

IA UK Equity Income TR -2.60% +4.39% +4.21% +11.39% +16.56% +30.01%

Return source: FE analytics as at 31/01/2020

26 Past performance is not a reliable indicator of future results



Smaller Companies Outperform |3>0\»'\mi"gi

Longer term performance vs short term valuation presents an opportunity.

» Smaller companies have outperformed the market by 361.16%.
» The risk-adjusted return for smaller companies is 4x higher than the market

BO0%
500%
400%
300%
200%
100% M
0% WMM
-100%

JZn ‘00 Jan mz Jan 04 Jan 0& Jan 08 Jan 10 Jan "1z Jan 14 Jan 16 Jan 18

B Numis Smaller Companies 1000 excl Investment Companies TR [481.52%)]
M UK All Share TR [120.36%]

27 Past performance is not a reliable indicator of future results. Source: FE Analytics [31/12/1999 - 31/01/2020], Downing LLP & Liberum.
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40%
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0%
25%
0%
15%
10%

5%
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Performance Breakdown

Downing i

Second half of 2018 macro concerns & risk averse environment exacerbated by industry

wide revaluation of asset liquidity.

30.06.16 - 31.01.18 30.01.18 - 28.02.19

DM Total Return 33.08% DMI Total Return -16.41 %

IA UK Equity Income Total Return

23.12% -3.37%

Top Quartile 9/78 Bottom Quartile

UK Junior Market Max Drawdown
-22.7%

A%

0 Ry rmermrrmesmremrmromerm e s e m s e m e e

A%

0%

15%

IA UK Equity Income Total Return

28.02.19 - 31.01.20
DMI Total Return 13./0%

IA UK Equity Income Total Return
9.41%

Top Quartile 15/86

5% L r . ' . r T -20;& T T T . : T
Jul "1 Oct Jan 17 for Jul Oct Jan 18 eb '18 Apr Jun Aug Dot Dec

| Y Downing Monthly Income Acc TR [33.083%]
. |1A UK Equity Income TR [23.12%)

M 12 Uk Equity Income TR |3.3755]

Past performance is not a reliable indicator of future results. Source: FE Analytics 30/06/2016 - 31/01/2020.

. MI Downing Monthly Income Acc TR [13.70%]
B 'A UK Equity Income TR [9.41%]



Example investment performance DO'\o'vmingi

» The graph below demonstrates a £10,000 investment in M|l Downing Monthly Income Fund on 30 April 2012 through
to 31 January 2020.

10,000 18,000
92,000 17,000
8,000 16,000

&
— 7,000 15,000
“ >
o <
g 6,000 14,000 =
E —
S <
w5000 13,000 6
o r—
w —
g 4000 \/_/\\/ 12,000 2
2 <
= 3,000 11,000 %
Q
2,000 10,000
1,000 9,000
0 8,000
O 5 % 0 0 kX b9 b b b5 bbb b A A A A D QO D W A A a0 O
> 0\% Q\% SR SN S S S S A M S NG M N G M S G S S S S SR G M W M I M M M N G N N
RN R\ S RN R\ N NS P\ P\ P\ P PN R P\ N NS P\ P\ O S PR P\ N NS PG P\ R RS PR P\ 2
P AV Y Y P AV 9 o 0 AV o o AV o Y AV 9 Y e AV o T T aV o g Al ol )
O 0 Y07 O 0 Y 0T 0 07 0 0 0T O 0 0 0T 0 0 T 0T 0 R Y 07 0 0 Yo
MR SN SR S ST ST S SO ST S O S SO & SO SIS SN & SO S SO ST S S SN ST O S SN & SR O SR SN SO MO S ¢
Capital Value (RHS) Total Value (RHS) Income Received (LHS)

29 Source: Downing & Maitland. Past performance is not a reliable indicator of future results. For illustrative purposes only and should not be relied upon.



Structure Downingi

Overview

Fund size £47.9 million (as at 31 January 2020)
No. of companies 30-40

Distributions Monthly

Current yield 4.71% (as at 31 January 2020)

Inflation protected income at a premium vyield to the sector &

Target income market (this has not been lower than 4%)

Structure OEIC under UCITS
Annual management charge 0.75%
Total Expense Ratio 1% p.a. (capped)”

30 *Other charges apply. Please see the Prospectus for full details of the Offer and charges.
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Platforms Downingi

YA]Bell @ nucleus

1D funds © TavesTmewye
&) BARK

- Standard Life
FundsNetwork transacii

Standard Life ‘ Elevate

C&scentric
A ROYAL LONDON GROUP COMPANY HARGREA_‘FES

GLANsDOWN & JAMES HAY
.‘ AVIVA | PARTNERSHIP nUUIa

A OLOMUTUAL @) ZURICH
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Press

Downing i

SHARES

High active share: What is it and can it
help you pick the best funds?

A

Professional Adviser

Five 'income incubators' from
the small-cap market

Where our five fund experts are
finding value



https://www.professionaladviser.com/professional-adviser/analysis/3033004/five-income-incubators-from-the-small-cap-market?utm_medium=email&utm_content=&utm_campaign=IFA.Update_RL.EU.A.U&utm_source=PA.DCM.Editors_Updates&utm_term=&im_company=&utm_medium=email&utm_term=&im_edp=408865-7b6382b292ad4299%26campaignname%3DIFA.Update_RL.EU.A.U
https://www.sharesmagazine.co.uk/article/high-active-share-what-is-it-and-can-it-help-you-pick-the-best-funds
https://www.ii.co.uk/analysis-commentary/where-our-five-fund-experts-are-finding-value-ii482791/

Downing

Thank you

James Lynch Kevin Addison

Fund Manager Head of Sales & Distribution
james.lynch@downing.co.uk Kevin.addison@downing.co.uk

T 020 7416 7780 M 07843 445 595 T 020 7630 4345 M 07920 186 690

www.downing.co.uk

Downing LLP | St Magnus House | 3 Lower Thames Street | London | EC3R 6HD

Authorised and regulated by the Financial Conduct Authority Firm reference no. 545025.


http://www.downing.co.uk/

Downing i

Appendix
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: Bowning &
Important notice owning

For investment professionals only

This presentation has been prepared for independent financial advisers, authorised and regulated by the Financial
Conduct Authority, and has not been approved for any other purpose.

If you forward this document to any other person, you must ensure that you have taken responsibility for it under the
financial promotion rules. The information contained herein is in summary form, subject to change, and has been set out
for illustrative purposes only and no reliance should be placed upon it.

Where any estimates, forecasts or projections have been made, these are what the Fund Manager believes to be
reasonable as of the date of this document. Any personal opinions expressed are subject to change and should not be
interpreted as advice or recommendation. Any statements may involve known or unknown risks, uncertainties and other
important factors, which could cause actual performance to differ from those expected, as such they are not reliable
indicators of future performance and should not be relied upon. Past performance is not a reliable indicator of future
results. Downing does not offer investment or tax advice or make recommendations regarding investments. Please note,
the portfolio composition is subject to change depending on market and economic conditions.

Downing LLP, St Magnus House, 3 Lower Thames Street, EC3R 6HD, is authorised and regulated by the Financial
Conduct Authority, Firm Reference Number 545025.

20 February 2020
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: . B
Key risks Downing ™

For investment professionals only

This presentation has been created by Downing LLP, which is authorised and regulated by the Financial Conduct
Authority. The value of your investment is not guaranteed and may go down as well as up and you may not get back the
amount invested. This is because the share price is determined by the changing conditions in the markets in which the
Fund invests. As a result of the initial charge, should you sell after a short period, you may not get back the amount
invested, irrespective of market movements. You should regard your investments as long term. A dilution levy may be
applied to the share price whenever the Fund is expanding or contracting. Should you buy when the Fund is expanding
and sell when the Fund is contracting, this will have an adverse impact on the return from your investment. Further
information regarding the dilution levy and cancellation rights (if any) may be found in the relevant product literature
including the Prospectus, KIID and Supplementary Information Documents. Investment in smaller companies can be
higher risk than investment in well-established blue chip companies. Funds investing significantly in smaller companies can
be subject to more volatility due to the limited marketability of the underlying assets. Tax rates, as well as the treatment
of OEICs, could change at any time. This presentation does not provide you with all the facts that you would need to
make an informed decision about investing in the Fund. You should read the associated Prospectus, KIID and
Supplementary Information Document and decide whether to contact an authorised intermediary. If you do not already
have a copy of the Prospectus, KIID and Supplementary Information Document contact Maitland Institutional Services
(UK) Ltd, Hamilton Centre, Rodney Way, Chelmsford, Essex, CN1 3BY, tel 0845 305 4215 or emalil
downing@maitlandgroup.co.uk. The KIID shows you how charges and expenses might affect your investment.
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Defagto Income Risk Rating and Downing '
Monthly Income Fund

Jason Baran, CFA

February 2020
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© Defaqto 2020. Private and confidentia




defagto
Learning objectives

e Differences of accumulation risk rating vs. income funds risk rating
 How to analyse income funds to ensure suitability
 Defaqgto’s attitude to income funds ratings

© Defaqto 2020. Private and confidential



Differences of accumulation risk rating vs. risk rating income funds

Traditional accumulation risk rating considers the relationship between risk and return:

© Defaqto 2020. Private and confidential

Return

Example fund returns
9.0%

8.0%

@ o o
[ ]
7.0% o ®
° )
6.0% o %, °
° )
5.0% ee o °
. [ ]
4.0% ° e
o O
3.0%
2.0%
1.0%
0.0%
0.0% 1.0% 2.0% 3.0% 4.0% 5.0% 6.0% 7.0% 8.0% 9.0%

Risk

Financial models available forecast volatility and total return - not income specifically

Fund managers have discretion for how to distribute dividends over the course of a year.
Distribution frequency and how much smoothing is employed significantly impact income
volatility.

Clients investing for income will have more specific needs than those investing in accumulation -
not just income risk, but also capital risk and bequest wishes

defagto




defagto
Defagto Income Risk Rating

To address these challenges:

Income risk categories

* We split total return into income and
capital components

* Analysis of long-term income fund
returns also supports a split into four
categories of income fund

H 1 1 High | Volatili
* In-depth discussion with fund manager igh income FORty

to assess how income will be
distributed in future, any yield targets
or other information not captured in
fund fact sheets and other documents

High

Capital
Preservation
Medium Income
Low Income Volatility Volatility

Low High

Income Volatility

Low

v

Capital Volatility

© Defaqto 2020. Private and confidential
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Downing Monthly Income Fund

The investment objective of the Fund is to achieve a high level of income, together with long term capital growth. The Fund intends to invest primarily in equities
listed on a UK stock exchange. The Fund may also invest in other transferable securities (for example, without limitation, international equities), units in collective
investment schemes, money market instruments, warrants and deposits as detailed in the Prospectus. No more than 10% of the Scheme Property of the Fund will be
invested in other collective investment schemes.

Income
10 yr Future Volatility 14.6% Income Volatility Annualised Historic Yields
0.01
Cash 2% cP Biannual  Annual Sep2019| ' °
Wl G o 3 year 28.8%  21.2%| |1 year 5.3%) ool
UK Government Bonds 0% 11% 5 year 21.5%  14.7%| | » year 2.6% g.g;
= erm S e
Global (ex-UK) FI 6% 9 year 202%  12.1% 0.00
Effective Duration Caital Volatil 4 year 5.0% ee:::umsamm:zxaaaazz:::a&aaza
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