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Threadneedle Absolute Return Bond Fund

Threadneedle has been managing absolute return funds since 2005 and we now offer a full range of fund strategies in
this sector. The Threadneedle Absolute Return Bond Fund, which aims to return 3-month LIBOR + 300bps gross of fees
on an annualised basis, is the flagship UK product in our range. Although not guaranteed, this fund is designed to
produce modest returns across market conditions and therefore we place significant emphasis on understanding and
managing risk. We manage the fund for daily liquidity and aim to be able to collapse the portfolio in a timely and efficient
manner. In addition to these controls, the managers are supported by sophisticated portfolio monitoring tools that allow
them to see at any time exactly how each strategy in the fund is contributing to overall portfolio risk and performance. To
get the full benefit of our approach an investment horizon of 18-24 months is suggested.

During times of heightened investor interest over current market conditions, we believe it is important to keep investors
up to date with our funds. As such, this product update highlights performance since launch, includes a detailed
commentary on market conditions year to date as well as an overview of current strategy.

Performance History - gross monthly performance

Jan Feb Mar  Apr  May  Jun Jul Aug  Sept  Oct Nov Dec  Total nelative
to Index
2005 027% | 073% 1.01% +024%

2006 0.51% 047% 055% 041% 053% 027% 015% -043%| 081% 049% 0.53% 0.10% 4.48% -0.46%

2007 -0.13% 1.40% -0.13% -0.26% -0.63% -061% 281% 1.55% 2.06% 094% 093% 034% 8.52% +2.18%

2008 238% 1.72% 267% -197% |[-1.16% | -030% 073% 208% 094% 178% 279%  263% 1508% +B8387%

2009 -007% 037% 037% 083% 1.14% 062% -0.18% 0.88% 0.16% 046% -0.01% -004% 462% +327%

2010 0.10% 0.10% 0.33% -0.33% 0.20% -0.03%

Current strategy

We continue to apply a tactical approach to risk and feel that being liquid in the current market environment is more
beneficial than having large exposures to risk assets. Due to extreme choppiness and politicisation of markets we are
focused on managing the downside: we feel that this is an important strategy moving into June as the markets continue
to remain nervous. The de-leveraging process that we are seeing in the markets has raised the possibility of a further
economic slowdown and the fear of the emergence of a double dip recession, which could have further impacts on
commodity based and emerging market currencies. We also continue to hold the view that the yield curve in US
treasuries is too steep. We will continue to be tactical overall and maintain the quality of the short dated bond portfolio,
where we have further decreased duration and continue to hold only AAA-A rated securities. Importantly, we have no
exposure in Portugal, Greece or Spain.



Performance commentary highlights

Strategy Positive contributions Negative contributions
January Rising risk appetite expected to lead to Short duration initially Duration position hurt
weaker bond markets. benefitted by return of economic
USD expected to be strong vs major Long USD vs EUR and weakness and
currencies but weaker against emerging Yen volatility
markets Short dated bond
portfolio performed well
February | De-risking and volatile environment Long USD Long Gilts vs Bunds
requiring a tactical approach. Buying Long duration impacted by rising
duration on weakness — government bond sovereign risk
markets expected to be range bound. concerns
March The markets are discounting too strong an Positioning for a Curve flattening in US
economic recovery and indicating rises in reduction in expectation Treasuries
bank base/policy rates too soon. Our view is of interest rate rises
that “rates to remain lower for longer” (lower for longer)
especially in the UK market. Otherwise the Long USD vs GBP and
markets are still difficult to call and require a Yen
tactical approach. Holdings in Hungarian
domestic bonds
April A difficult market for bonds on supply A long Brazilian real/short The rates-lower-for-
concerns and an improving global economy, Mexican peso trade was longer strategy
overshadowed by the problems in Greece positive (continued from
and investors’ fear of this spreading. March) was hit by a
Position for range bound markets. growing liquidity
squeeze (on risk
Moving to reduce risk in the short dated aversion) in the
bond portfolio by: upgrading credit quality interbank market
to place higher emphasis on A to AAA at forcing up short rates.
this time, and; slowly decreasing duration. Short US Treasury
duration vs long Gilt
Emphasis on managing the downside risk
led to the liquidation of positions that were
not performing.
May A continued tactical approach to markets Long GBP vs EUR Commodity (ie AUD)
with politicisation adding to uncertainty Short GBP vs USD and emerging
over market direction. In a nervous Long duration in UK Gilts currencies vs USD
environment looking for USD strength vs and US Treasuries Continued risk
GBP and EUR, with GBP to see some return aversion playing out
to strength post election. through the interbank
market led us to hedge
Continued emphasis on managing out the “lower for
downside risk and maintaining the quality of longer” strategy.
the short dated bond portfolio. US treasury yield
curve flattener

Important information
For investment professional use only — not to be relied upon by private investors.

* Source of all internal and fund specific data: Threadneedle, as at 30.04.2010. The research, analysis and data included in this document have been produced for
internal purposes only, may have been acted upon prior to publication and is made available here incidentally. Therefore the data contained herein should not be relied
upon by any third party and Threadneedle accepts no liability for any reliance placed upon the data by a third party. Information obtained from external sources is
believed to be reliable but its accuracy or completeness cannot be guaranteed. For any bonds which are new issues, this report uses the expected rating. Any opinions
expressed are made as at the date of publication but are subject to change without notice. Past performance is not a guide to future returns. The value of investments is
not guaranteed and may fall as well as rise, and may be affected by exchange rate fluctuations. This means that an investor may not get back the original investment.
References in this document to any fund do not constitute an offer or invitation to subscribe to shares in such a fund. Subscriptions to a fund may only be made on the
basis of the current Prospectus or Simplified Prospectus and the latest annual or interim reports, which can be obtained free of charge. Investors should note the “Risk
factors” section of the Prospectus in terms of risks applicable to investing in any Fund. The Fund may hold up to 100% in cash or money market securities. Therefore,
investors should be aware that the Fund may not participate fully in a market rise. The Fund’s exposure involves short sales of securities and leverage which increases
the risk of the Fund. Short selling is designed to make a profit from falling prices. However, if the value of the underlying investment increases, the short position will
negatively affect the Fund'’s value. Leverage amplifies the effect of changes in the price of an investment on the Fund’s value. As such, leverage can enhance returns to
shareholders but can also increase losses. Portfolios seeking an Absolute Return will use investment techniques that are capable of making profits in markets where
security prices are increasing or decreasing. As such, they have a potential to deliver a positive return independent of the market direction. However, it is important to
note this does not mean these Portfolios will produce a positive return at all times, and indeed may be subject to periods of negative return. These investment
techniques will also introduce additional risks when compared to more traditional directional Portfolios, as further described below in ‘Short Sales and Leverage’. For
the avoidance of doubt, Portfolios seeking an Absolute Return do not offer any form of guarantee with respect to performance, and no form of capital protection will
apply.

Issued by Threadneedle Investment Services Limited, registered in England and Wales, no. 3701768, 60 St Mary Axe, London EC3A 8JQ. Authorised and regulated in the
UK by the Financial Services Authority. Threadneedle is a brand name, and both the Threadneedle name and logo are trademarks or registered trademarks of the
Threadneedle group of companies. threadneedle.com
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