M&G Income and Growth

Why we recommend the fund

= This Recommended fund is managed according to a well-established
and disciplined multi-asset approach, where the delivery of a consistent
and sustainable level of income is the priority.

= The team members are part of the well-resourced Macro and Multi-
Asset team at M&G, which works collegiately according to common
investment principles.

= The fund prioritises the delivery of an attractive but sustainable income
stream, but this objective is set within the context of a flexible asset
allocation process.

Key characteristics and expected outcome

= The managers have a total return mentality and invest with conviction
in asset classes which they believe are attractively valued and are
trading below their fair value. Therefore, there is a highly flexible
approach to asset allocation.

= There is no formal benchmark and the fund’s outcome should be judged
upon its success in meeting its own income and capital growth
objectives. In practice, the manager aims to deliver a higher level of
income with lower volatility compared to a standard global balanced
portfolio.

= Although income is a priority, the manager does not over-reach for
yield.

= Capital preservation is also a focus, but in the sense of avoiding any
permanent impairment to the capital base. Equally, capital volatility is
to be expected at times, particularly at market extremities. This is an
inevitable consequence of the team’s value-biased approach and
willingness to invest in out-of-favour areas.

= The fund is suited to investors who are seeking a diversified, value-
driven and income-focused multi-asset vehicle. Investors can access
share classes that offer monthly income payments, where the aim is to
provide 11 equal payments and a final bonus payment. This renders the
fund attractive for investors who are at or approaching retirement and
are seeking a product where the aim is to deliver regular income
payments that grow year by year.

Risk commentary

The fund’s KIID Synthetic Risk and Reward Indicator (SRRI) is 5. This is a
regulatory measurement that is, where possible, calculated from the
volatility of its weekly performance over a five-year period. A score of 5
means the fund’s historic volatility is between 10% and 15%.

This score is in keeping with other mixed asset funds found within the peer
group. Given the manager’s valuation focused approach and willingness to
be contrary, the fund can experience episodes of higher volatility and
periods when its risk/return profile deviates from other mixed asset
income funds in the peer group. Different share classes could have
differing SRRI scores.
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Key Fund Facts
Inception Date: 11 November 2010
Stefano Amato (Nov 22)

United Kingdom

Manager(s) Since:
Fund Domicile:
Base Currency: £ Sterling

Fund Benchmark: N/A

IA Sector: Mixed Investment 20% - 60% Shares

Formal documentation, including the fund prospectus and the KIID, should be sought
directly from the asset manager. A link to the asset manager’s website can be found
on the relevant fund page at fundresearchcentre.co.uk.
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Fund Snapshot

A diversified multi-asset fund, managed with flexibility but against the
backdrop of a robust valuation framework. The fund is managed for total

return, with the delivery of a growing income stream being a key feature
of the process. Within its sector, the fund features in our 'Flexible Mix,
Primarily Global Bonds and Global Equities' category.

Investment Team

The fund is managed by Stefano Amato, alongside deputy managers, Maria
Municchi and Will Hayes. Mr Amato joined M&G in November 2022 and
was previously Head of Multi Asset Solutions at Santander Asset
Management. They are part of the Asset Allocation team within M&G’s
Macro and Multi Asset division, which is under the direction of M&G’s CIO
Equities, Multi Asset & Sustainability, Fabiana Fedeli.

Investment Philosophy

The fund is managed for total return, with the team seeking to deliver a
growing level of income and capital growth of 2-4% pa, net of fees, over any
three-year period, through a diversified portfolio of equities, fixed income
and other assets. The team believes that no one has the edge in predicting
market movements and, instead, the focus is on what current valuations are
signalling about the attractiveness of different assets, and why.

Investment Process

The cornerstone of the investment approach is to establish which income-
generating assets appear attractively or unattractively priced, and as
importantly, to understand why. There are three key stages in the process:
strategic assessment, tactical assessment and portfolio construction.

The strategic assessment stage involves an objective examination of the
investment universe via the team’s valuation framework. This helps them
assess fair value in the light of historical expected returns, economic
theories and investors’ preferences for each asset class. In their
terminology, this is referred to as, “neutrality”. Then, they compare this
neutrality with the real yield of these assets to create a valuation
framework. Where an asset’s real yield is not in line with neutrality, the
team can conclude that the current valuation is either cheap or expensive.

The next stage is tactical assessment, which introduces behavioural
assessments. Here, the team seeks to identify what is driving prices; the
reason could be fundamental in nature, or behavioural, where investors are
reacting emotionally to events. Where the team expects a mispricing
episode to correct, this could represent an opportunity for the portfolio.

At the construction stage, the manager decides how to calibrate the
portfolio to best meet the fund’s return and risk aspirations. Central to this
decision is the delivery of a regular, growing and diversified income stream.
Individual equity holdings are identified via a quantitative process, with
baskets of stocks deployed to achieve a desired market exposure. Bonds are
selected based on the manager’s macro-economic views, desired yield curve
position, duration exposure and appetite for credit risk. The manager also
has a regular dialogue with in-house experts regarding individual
stocks/bonds. For other asset classes, such as convertibles and REITs, the
manager can use other M&G funds to achieve exposures.

Portfolio Construction and Risk Controls

With a view to delivering a regular and growing income stream, portfolio
exposures are biased to assets that offer a regular income, such as dividend-
paying equities, corporate and government bonds. Typically, the fund is
composed of 20-50% in equities, 40-80% in bonds (including emerging
market debt) and up to 20% in other assets, which can include convertibles.
Derivatives are used, particularly in the optimisation of the income delivery.
To minimise the risk attached to specific holdings, the maximum single
equity position is 1.5%, and the maximum single corporate bond position is
1%. The current and prospective income profile of the fund is monitored by
a proprietary system. From a currency perspective, at least 70% of the
fund’s assets is in UK sterling.
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