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This is a UK fund; how focused
are you on the global macro
environment?

How are current global events
affecting portfolio positioning?

What do you currently
perceive to be the greatest
threat?

How do you see the outlook
for inflation?

Your top ten holdings are
very FTSE 100-focused. How
do you diversify?
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Martin Cholwill
Manager,

Royal London UK

Equity Income
Fund

Q&A with Martin Cholwill

Martin Cholwill, manager of the Royal London UK Equity Income Fund, gives
an update on the fund in light of recent global developments

Overall my focus is more on stock picking than on big macroeconomic tilts and this is
where | would expect the majority of returns to come from. Having said that, in the
last couple of years the global economy has panned out very much as | expected in
terms of trends and themes and as a result we have enjoyed consistently good
investment performance.

The situations in the Middle East and Japan are developing very quickly and need to
be watched carefully. At the time of writing | expect these events to take some of the
shine off global growth, rather than derailing it completely, and to lead to more
upward pressure on commodity prices, including oil and gas. We are still a long way
from being tipped into global recession and | have not changed the portfolio as a
result of recent events. The current situation only reinforces my view that inflation
risks remain to the upside and that there will be a huge variation in the extent to
which companies are able to pass on these cost pressures.

The biggest threat is that the global economy experiences a double-dip recession,
although 1 think the likelihood of that happening is remote and that the overall growth
trend remains intact. The UK economy is likely to muddle though, whereas growth
from emerging markets will be more robust and this is the scenario for which the fund
is currently positioned.

| have thought for a while that the risk to UK inflation is to the upside, given the scale
of quantitative easing from the UK authorities and the policy imperative of avoiding a
Japanese-style deflationary scenario. This view has been reinforced by ongoing
economic recovery and rising oil, food and commodity prices, as well as monthly
inflation data releases that have consistently been ahead of expectations.

The fund is a conviction portfolio and holds just 50 stocks. There are plenty of
opportunities outside the FTSE100 Index and currently around 35% of the portfolio is
in midcap shares. | believe that the issue with concentration is more relevant to
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‘mega cap’ shares rather than the FTSE100 Index as a whole. Overall | am agnostic
as to size and am instead concerned with seeking out value. If there is an increase in
merger & acquisition activity in 2011, it is not the mega cap companies that will be
taken over; they are more likely to be the ones doing the taking over. With strong
corporate cashflow and healthy balance sheets suggesting that this will be the case,
it is the potential bid targets that make the more attractive investments, rather than
the buyers making acquisitions at a premium.

Which sectors currently offer The fund is broadly based in terms of sectors although | am currently finding plenty of

the best opportunities? opportunities in industrials and non-bank financials. The portfolio is also well
represented in regulated utilities, which are cheap inflation hedges and potential M&A
candidates, as well as being attractively valued on a standalone basis. A key focus
for me is identifying survivors — in other words those companies whose competitors
have been seriously weakened by the recession that are able to exploit this
advantage as the economic upturn gathers pace.

Finally, what are the Although we face an extended period of anaemic economic growth in the UK, that
prospects for dividend does not mean that the equity market can’t do well. Having planned for a full-blown
growth? depression, companies were generally able to cope very well with what turned out to

be ‘only’ a recession. Having taken difficult cost-cutting decisions at the low point of
the cycle, companies are now reaping the benefits and in some cases profit margins
will exceed previous peaks. Consequently underlying corporate cashflow is strong
and balance sheets are repaired and this combination of robust cashflow and balance
sheet strength means that prospects for dividend growth are rosy for the next couple
of years, even if it still feels like a recession to the man in the street. Dividends will
therefore look very attractive relative to savings rates that look set to remain low for
an extended period.
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Contact Details
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Head of Wholesale
Relationships

020 7506-6775
ian.goulsbra@rlam.co.uk

Tony Taylor

Business Development
Manager

01904 701-444
tony.taylor@rlam.co.uk

Jonathan Rehbein

Business Development
Manager

020 7506-6657
jonathan.rehbein@rlam.co.uk

David Billyard

Business Development
Manager

020 7506-6559
david.billyard@rlam.co.uk

Nina Redfern

Head of Consultant
Relationships

020 7506 6558
nina.redfern@rlam.co.uk

Dean Heaney
Institutional Business
Development Manager
020 7506 6568

Alan Bunce

Head of Institutional
Business Development Direct
020 7506-6570
alan.bunce@rlam.co.uk

dean.heaney@rlam.co.uk

Source: rlam as at March 2011 unless otherwise stated.

rlam is a marketing brand including the following companies: Royal London Asset Management Limited registered in England & Wales number 2244297,
Financial Services Authority (FSA) register number 141665. Royal London Pooled Pensions Company Limited registered in Scotland number SC048729;
FSA register number 110456. Royal London Unit Trust Managers Limited registered in England & Wales number 2372439; FSA register number 144037.
Royal London Cash Management Limited registered in England & Wales number 19632; FSA register number 121844. All of the above are authorised and
regulated by the Financial Services Authority.

It also includes Royal London Asset Management Bond Funds Plc registered in Ireland number 364259 and regulated by the Central Bank of Ireland.

All these companies are subsidiaries of The Royal London Mutual Insurance Society Limited registered in England and Wales number 0099064 (FSA
registration number 117672). Head office: 55 Gracechurch Street, London EC3V ORL
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