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Standard & Poor's opinion (March 2011)
This fund is benchmarked against a composite of 50% BarCap Global Aggregate, 25% BarCap US 
High Yield and 25% JPM EMBI+. It therefore has more credit exposure and more US dollars than 
is usual for this peer group and this has affected its relative returns. Furthermore, Western's process 
used to structurally underweight Treasuries but it has adopted a more flexible approach since 2009, 
although we note that an overweight to spread product has been the correct strategy to implement 
for the last two years.

The process is structured and team-driven but Ian Edmonds, the lead manager since launch, has 
some discretion as to sizing positions. He is supported by Western's extensive and experienced 
global team.

The fund has held more Treasuries in the last couple of years, as the manager sold mortgage-
backed following quantitative easing implemented by the Fed. The team bought these back at the 
end of 2010 but has also been cutting back the overweight to high yield and investment grade in the 
expectation of a credit pullback. It has also partially switched from external emerging markets debt 
to local currency issues.

The fund is second quartile over three and five years cumulatively, in spite of poor performance in 
2007 and 2008. However, it has underperformed its benchmark before fees over the same time 
periods, primarily thanks to the credit positioning in 2008.

We are pleased the team has adopted a more flexible approach and hope it will result in continued 
improved performance. We have retained the S&P A/V4 rating.

Fund manager & team
Western Asset Management, based in Pasadena, is owned by Legg Mason. It is a specialist fixed 
income manager led by CIO Stephen Walsh. The group has more than 170 investment 
professionals managing around £300bn. Andrew Belshaw is head of London investments, which 
includes part of the global multi-strategy team that draws on the firm's entire resources, and 
manages £35bn.

Ian Edmonds - BSc mathematics (University College, London), started his career with Bacon & 
Woodrow. In 1994 he joined Lehman Brothers Global Asset Management, later acquired by 
Western Asset Management. He covers European high yield markets.

Dipankar Shewaram - BSc (University College, London), MSc finance (LSE), CFA, joined Western 
Asset Management in 2009 from BlueBay where he spent seven years on the European investment 
grade desk. He had previously worked for ING Barings, BNP Paribas and Deutsche Asset 
Management as an emerging markets investment manager/strategist.

Andrew Belshaw - economics (Manchester Polytechnic), PhD (University of York), joined Western 
Asset Management in 2009 from BlackRock where he was head of sterling fixed income. He 
previously worked at M&G, Barings, Gartmore and Whittingdale.

Management style
The fund has a dual objective: to generate a high total return and to beat the composite index (50% 
BarCap Global Aggregate, 25% BarCap US High Yield 2% Issuer Capped, 25% JPMorgan EMBI+). 
It invests across the full range of fixed income asset classes. It has had a more flexible approach 
since 2009 with respect to underweighting credit and/or overweighting Treasuries, strategies that 
were used to a limited degree in the past.

Western Asset's process is team-based and applies a long-term fundamental value philosophy. The 
global strategy team sets broad top-down themes and individual specialist teams make 
recommendations on sector and security allocation and currency views. The key decisions for this 
fund are sector and security selection.

Edmonds implements these ideas in line with the fund's guidelines. He has some discretion as to 
the amount of risk he takes on each trade.

Sector allocations can vary substantially. Historically, exposures to high yield and emerging markets 
debt have ranged 20-35% and 0-35%, respectively. The portfolios are diversified and a risk 
manager participates in global strategy meetings, giving advice on correlations between holdings 
and bets.

Location: London
Launch date: August 2002
Fund size (January 2011): US$1.6bn
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Peer group: global bonds in USD unhedged

Note: returns are cumulative

 

Decile ranking in discrete annual periods. First decile shown 
as rank 10, second decile as rank 9, with tenth decile as 
rank 1.

Performance Data Source - © 2010 Lipper Inc. All rights 
reserved.  All statistical data on this report has been run to 
31/12/2010 on NAV to NAV basis, with gross income rein-
vested, in USD.

Investment style

Performance statistics
Three years

Fund 20.4%

Standard & Poor's peer median 17.2%

Index** 18.9%

Fund rank 79/292

Volatility Adjusted Ranking 165/292

Three year risk characteristics
Maximum monthly drawdown (%) -10.4

Volatility 11.6

Correlation 0.6

Beta 1.7

Calendar year decile ranks
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Discrete performance (calendar years)
2006 2007 2008 2009 YTD 31/12/2010
% Rank % Rank % Rank % Rank % Rank

Fund 6.3 49/229 6.1 199/260 -13.0 277/293 27.9 29/321 8.3 66/349
Index** 4.3 7.0 5.3 6.0 6.5
Median 5.4 8.1 2.1 8.4 5.6

** Barclays Capital Global Aggregate USD TR USD
Fund Benchmark: 50% BarCap Global Agg; 25% BarCap US HY 2%; 25% JPM EMBI+ 
Share class screened: IE0031618964 (A Dis D)

1313110322-FMQS|E150

* Credit rating exposures are expressed in spread duration 
terms.  All others expressed in interest rate duration years.

Sources of return
Low Average High

Portfolio duration

Credit spreads

Country / sectors

Yield curve positioning

Currency exposure

Derivatives

Portfolio characteristics *       
(1 January 2011)

Effective duration (years) 5.00

Credit rating breakdown
Long Short Net

AAA 0.27 0.00 0.27

AA 0.14 0.00 0.14

A 0.46 0.21 0.25

BBB 1.13 0.00 1.13

BB 1.12 0.00 1.12

B 0.30 0.00 0.30

CCC & below 0.05 0.00 0.05

Duration breakdown
Long Short Net

0-3 years 0.31 0.81 -0.50

3-5 years 0.21 0.00 0.21

5-10 years 1.53 0.00 1.53

10+ years 3.75 0.00 3.75

Asset allocation
Long Short Net

Governments/suprana-
tionals

2.53 0.00 2.53

Corporate bonds 1.86 0.00 1.86

Financials 0.65 0.00 0.65

ABS/MBS/covered 0.32 0.00 0.32

Emerging markets debt 0.43 0.00 0.43

Other 0.01 0.81 -0.80

Regional breakdown
Long Short Net Curr 

%

Emerging markets 
debt

0.10 0.00 0.10 2.0

Europe ex UK 0.97 0.47 0.50 -4.0

North America 4.28 0.15 4.13 101.0

UK 0.23 0.19 0.04 0.0

Other 0.22 0.00 0.22 0.0

Portfolio & performance analysis (January 2011)
This fund increased in size significantly during the year as it merged with a Western Asset 
institutional vehicle. This was already positioned in a very similar way so costs associated with 
portfolio reorganisation were minimal.

The team was positioning itself for a credit pullback at the time of review and the portfolio had 13% 
in cash and about 14% in OECD government bonds. However, it was still broadly bullish on spread 
product as it did not expect a double-dip.

The fund had been overweight high yield and investment grade credit for much of last year. The 
team began to cut back industrials in Q4 and switch Tier 1 and Upper Tier 2 financial issues into 
senior and Lower Tier 2. They were cautious on European banks as they believed the peripheral 
eurozone crisis still has further to run.

The fund was overweight external emerging markets government debt for much of 2010 but was 
underweight at the time of review as the team had been switching into corporates and local currency 
issues (Poland, Egypt, Brazil, Malaysia).

The team had held no agency pass-throughs for a while but bought 5% after spreads widened late 
in 2010.

The fund was underweight duration at the time of review, but had been longer earlier in the year. 
The team had generally preferred US duration to eurozone or Japan (where it has no exposure). It 
had owned some inflation linked bonds but cut them when real yields tightened as it does not expect 
inflation to be a long-term problem. The fund had a US curve flattening trade on for much of the year.

The fund has a structural overweight to spread product relative to peers and this detracted severely 
in 2007 and 2008.  However, the fund bounced back in 2009 as spreads narrowed subsequently. It 
is second quartile over three and five years cumulatively. Performance against the benchmark has 
been more mixed. The fund slightly outperformed its benchmark before fees in 2010 but has 
underperformed over three and five years.

Cumulative performance



S&P's fund management research reports are, based mainly on public infor-
mation, we don't audit the information and we may rely on unaudited infor-
mation when we prepare the reports which are for institutional use only.  A
report is not investment advice, a financial promotion, or a recommendation
to purchase, hold, sell or trade any security.  A report should not be relied
on when making an investment decision as the report is for information pur-
poses only and not tailored to a specific investor.  Past fund performance is
no guarantee of future performance and we accept no responsibility if, in
reliance on a report you act or fail to act in a particular way.  We are paid for
our fund management reports normally by the fund issuer.  Our fees are
based upon the analysis and time involved in the research process and are
not conditional on awarding a fund a rating. Fund companies select the
funds they want us to rate and may elect not to have published the rating
they are subsequently awarded. Our fund management reports are continu-
ously monitored and updated reports are posted to www.fundsinsights.com.
The funds described in this report are generally not available to US inves-
tors and are only available to US investors, if at all, who are "accredited
investors" as that term is defined in Section 501 of Regulation D of the
Securities Act of 1933, as amended or to investors who are deemed to be
"qualified purchasers" as that term is used in Rule 2a51-1 under the Invest-
ment Company Act of 1940.
S&P and our affiliates provide a wide range of services to, or relating to,
many organizations, including issuers of securities, investment advisers,
broker-dealers, investment banks, other financial institutions and financial
intermediaries, and accordingly may receive fees or other economic bene-
fits from those organizations, including organizations whose securities or
services we rate, include in model portfolios, evaluate or otherwise address.
The views expressed in a report reflect our committee's views and the com-
mittee's compensation is not related to specific rating or to the views
expressed in a report.  The trade marks of "Standard & Poor's" and "S&P"
are the property of Standard & Poor's Financial Services LLC and are pro-
tected by registration in several countries. All rights in those marks are
reserved.  Copyright© 2010 The McGraw Hill Companies, Ltd 20 Canada
Square, Canary Wharf, London, E14 5LH and all of its licensor sources. All
rights reserved. No part of this publication shall be reproduced, stored in
any retrieval system or transmitted in any form electronic or otherwise with-
out the prior written consent of S&P. Any part of the publication by S&P of
which this page is a part is made accessible subject to the terms and condi-
tions which are accessible at the url address below ("S&P Terms") - by
accessing and viewing this page and/or and pages associated with or
attached to it you accept the S&P Terms. Go to http://www.funds-info.stand-
ardandpoors.com.  This report is issued subject to the laws of England and
all matters arising from it or its use shall be subject to the exclusive jurisdic-
tion of the Courts of England. Because of the possibility of human or
mechanical error by our sources, S&P or others, we can't guarantee the
accuracy of any information and are not responsible for any errors. 

Performance Data Source - © 2010 Lipper Inc. All rights reserved. The per-
formance information contained herein: (1) is proprietary to Lipper and/or its
content providers; (2) may not be copied or distributed; and (3) is not war-
ranted to be accurate, complete or timely. Neither Lipper nor its content pro-
viders are responsible for any damages or losses arising from any use of
this information.

Symbols and definitions

Long-only fund ratings
AAA The fund demonstrates the highest standards of quality in its sector based on its investment process and management's con-
sistency of performance as compared to funds with similar objectives.
AA The fund demonstrates very high standards of quality in its sector based on its investment process and management's con-
sistency of performance as compared to funds with similar objectives.
A The fund demonstrates high standards of quality in its sector based on its investment process and management's consistency 
of performance as compared to funds with similar objectives.

Fund-of-hedge-funds ratings
Absolute return fund ratings 
Specialist fund ratings
AAA The fund demonstrates the highest standards of quality based on its investment process, risk awareness and consistency of 
performance relative to its own objectives.
AA The fund demonstrates very high standards of quality based on its investment process, risk awareness and consistency of 
performance relative to its own objectives.
A The fund demonstrates high standards of quality based on its investment process, risk awareness and consistency of perform-
ance relative to its own objectives.

Ucits III flexible beta fund ratings
AAA The fund demonstrates the highest standards of quality based on its investment process, risk awareness and consistency 
relative to its own objectives and relative to comparable flexible beta funds.
AA The fund demonstrates very high standards of quality based on its investment process, risk awareness and consistency relative 
to its own objectives and relative to comparable flexible beta funds.
A The fund demonstrates high standards of quality based on its investment process, risk awareness and consistency relative to 
its own objectives and relative to comparable flexible beta funds.

All fund ratings
Not Rated (NR) Funds designated as Not Rated currently do not meet the requisite performance standards and/or the minimum 
qualitative criteria to achieve a fund rating.
Under Review (UR) Ratings are placed Under Review when significant management changes occur at the fund manager or fund 
management team level and Standard & Poor's Fund Services has not had the opportunity yet to evaluate their impact on the 
qualitative appraisal.
(New) Signifies where a major event has occurred for which there is no fund-specific track record available. This includes: funds 
recently launched, the implementation of a new investment process or mandate and may include structural changes within a fund 
team.
Tenure Review (TR) The fund manager/team involved in the management of the fund does not currently have the minimum 12 
months' relevant investment management experience required to be eligible to be considered for a rating.
Long-term fund management rating LTFMR  The fund has been rated in the A/AA/AAA fund rating band for five consecutive years 
or more, and continues to hold a rating.

Bond fund volatility ratings
The bond fund volatility rating is our current opinion of a fund's sensitivity to changing market conditions. Volatility ratings evaluate 
the fund's sensitivity to interest rate movement, credit risk, investment diversification or concentration, liquidity, leverage and other 
factors. For V1-V4 categories, risk is considered relative to a portfolio composed of government securities and denominated in the 
base currency of the fund.
V1 Bond funds that possess low sensitivity to changing market conditions. These funds possess an aggregate level of risk that is 
less than or equal to that of a portfolio comprising government securities maturing within one to three years, and denominated in 
the base currency of the fund. These funds possess an aggregate level of risk that is less than or equal to that of a portfolio com-
prising the highest quality fixed income instruments with an average maturity of 12 months or less. Within this category, certain 
funds are designated with a plus sign (+), indicating extremely low sensitivity to changing market conditions.
V2 Bond funds that possess low to moderate sensitivity to changing market conditions. These funds possess an aggregate level 
of risk that is less than or equal to that of a portfolio comprising government securities maturing within three to seven years, and 
denominated in the base currency of the fund.
V3 Bond funds that possess moderate sensitivity to changing market conditions. These funds possess an aggregate level of risk 
that is less than or equal to that of a portfolio comprising government securities maturing within seven to 10 years, and denomi-
nated in the base currency of the fund.
V4 Bond funds that possess moderate to high sensitivity to changing market conditions. These funds possess an aggregate level 
of risk that is less than or equal to that of a portfolio comprising government securities maturing beyond 10 years and denominated 
in the base currency of the fund.
V5 Bond funds that possess high sensitivity to changing market conditions. These funds may be exposed to a variety of significant 
risks including high concentration risks, high leverage, and investments in complex structured and/or less liquid securities.
V6 Bond funds that possess the highest sensitivity to changing market conditions. These funds include those with highly specula-
tive investment strategies with multiple forms of significant risks, with little or no diversification benefits.

Absolute return fund N ratings
The N rating is Standard & Poor's indication of a fund's potential capital stability in normal markets. It is a qualitative rating but is 
based on annualised weekly downside deviation. N1 is the most stable and N9 the least.


