Market Commentary

April 2008

Saunder son House Limited
1LonglLane
London EC1A 9HF
020 7315 6500 (Switchboar d)
020 7315 6550 (Fax)

Authorised and Regulated by the Financial Services Authority

SAUNDERSON HOUSE



Market Commentary

1 April 2008

Contents

1. Economic and Investment Outlook

2. Equities
2.1. UK Equities
2.2. European (excluding UK) Equities
2.3. North American Equities
2.4. Japanese Equities
2.5. Asia Pacific (excluding Japanese) Equities
2.6. Emerging Markets Equities

3. Fixed Interest

4. Property

5. Cash

6. Note on Hedge Funds

Risk Warnings

Page

11
12
12

13

This report is for general guidance only and regmesour current understanding of law
and HM Revenue & Customs practice as at 1 April00/e cannot assume legal
liability for any errors or omissions and detaitl/ice should be taken before entering
into any transaction. The value of investmentsamdincome therefrom can go down
as well as up and you may not get back the fullarhgou invested. Levels and bases
of, and reliefs from, taxation are those curreafhplying but are subject to change and
their value depends on the individual circumstarafdeke investor.

Saunder son House Limited 2 Authorised and Regulated by the FSA



Market Commentary 1 April 2008

1. Economic and | nvestment Outlook

Evidence of a sharp slowdown in the US economyicoaes to mount.
Forward looking indicators, such as the Universitiichigan consumer
sentiment index and the ISM business survey, stidigasthe current
economic contraction will be at least as acutéasih the early part of this
decade. In confirmation of the weaker outlook, Ititernational Monetary
Fund recently downgraded its forecast for 2008 ti&hemic growth from
1.5% to 0.5%. This compares to growth of 2.2%2f007.

The housing market lies at the heart of the problanthe US. House prices,
according to the Case-Shiller Home Price indexgvedmost 11% lower in
January 2008 compared to the previous year. \Wémumber of
repossessions rising and volumes in both new aistirx home sales
continuing to fall, there is no indication thatq@ideclines are nearing an end.

The crisis in financial markets is closely relatedhe weak housing market.
Investors have lost confidence in many types oftstic bonds, including
those that have interest payments secured on ngetg&anown as mortgage-
backed securities). This has led to price falld te loss of liquidity in
markets for such securities. Bank asset write-agpwrovisions and
emergency recapitalisations have followed, togethitir the failure of Bear
Stearns, the investment bank, and an increasindgp@uaf hedge funds.

In response to the developing problems, the FetRasa¢rve (the Fed) has
reduced its main interest rate, the Fed Fundsbgtd,00%, including a
dramatic 1.25% reduction in January and a furth&s% on 18 March. US
interest rates now stand at 2.25% and the liketheomains that there will be
further reductions in the coming months. The aggjk@ interest rate cuts are,
however, taking their toll on the US dollar. ThEghreatening to reduce the
Fed’s room for manoeuvre by putting upward pressaraflation.

Another factor making the job of the central barndrendifficult is the
contraction of credit availability. Bank assetteroffs and provisions,
together with investors’ loss of confidence in staed debt securities, mean
that financing — so readily available until recgnrtlis now harder to find.
Banks are preserving liquidity in order to rebulimaged reserve ratios, while
access to financing from bond markets is beingesteto all but the most
credit-worthy borrowers. These factors are conmigrio undermine, at least to
some degree, the impact of interest rate reductiarthe economy. This effect
is most evident in the mortgage market where, desgjgressive interest rate
cuts, mortgage rates have remained stubbornly mgimtaining the debt
burden on US homeowners.
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The dislocation in credit markets has its roothmaggressive use of
borrowing to ‘gear up’ the returns from investmegeéserating stable cash
flows, such as property, corporate bonds and mgetga This resulted in
valuations for commercial property, non-governnfedd income securities
and many other assets being driven to unsustaifelsés by leveraged
investors. We are now seeing a correction in tieef these assets.

By contrast, equity valuations (based on priceatmi@gs ratios), did not move
far above their long term average. However, eggiifire clearly impacted by
(a) losses at financial institutions and (b) sloa@mpany earnings growth as
the pace of economic expansion declines - henclatdgebut substantial,
correction in equity prices. Since the recent pake end of October,
equities, as measured by the MSCI World Equity Markdex, have fallen by
15%. In monetary terms, this amounts to a falllofost $5,000bn in the value
of global equities in just five months.

Equities now join commercial property and high-gliebrporate bonds on
investors’ list of ‘least favoured’ asset class&his situation is not new; we
reached the same point in the last business ayd802. Investors are now
focusing on the defensive qualities of cash andgowent bonds and the
protection offered by absolute return funds. Saclnvestment landscape will
offer opportunities for value-orientated investiorshe coming months.

With December’s reduction in European equity altmees, client portfolios
now have healthy weightings to cash and short aedium-dated government
bonds. We will be looking to deploy some of thbgghly liquid and defensive
assets into areas offering the potential for higb&rrns as opportunities
present themselves though 2008.

The MSCI World Equity Market index has providedtat return of -8.83% in
sterling over the last six months and -4.04% okerlast year.

MSCI World Equity Market index since 2003

MSCI World Equities ($)

2003 2004 2005 2006 2007 2008
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2. Equities

2.1

UK Equities

The pace of UK economic growth is set to slow rgpidConsumer
confidence slumped to a 15-year low in March whibeise prices,
according to Hometrack, have now fallen for fivesssive months.
To mitigate the impact of the slowdown, the Banleafjland (BoE)
has reduced interest rates by 0.50% to 5.25% $lecember.

Credit dislocation issues in the UK are similatitose in the US,
though they are perhaps less severe. Reportghétilending
standards and more stringent credit scoring by#mks are already
apparent. Tighter credit terms for both businesselsconsumers
fully justify further interest rate reductions dyetBoE. However, its
scope to implement further rate cuts will dependgast in part, on
the path of inflation. Data for February showeel @onsumer Price
Index (CPI) at 2.5%, well above the BoE’s targét iaf 2.0%. The
Retail Prices Index, the inflation measure usedrfdex-linked bonds,
is at 4.1%. This upward pressure on prices steoms higher energy
and food prices, which have been driven by intéonat factors such
as rapid growth in emerging economies. It is italUK economic
growth that inflation subsides over the coursehefyear, freeing the
hand of the BOE to deliver interest rate cuts @e#ms necessary.
While inflationary pressures should ease as degjiglobal economic
growth acts to slow demand for resources, stromgathel for
commodities from the Asia Pacific region, togetiwith an element of
speculation, have so far kept prices high. Thisiselpful for the
BoE, and may act to hold interest rates higher ttharwise
necessary, causing a longer, or steeper econoowcisivn.

Turning to equities, strong returns until mid-2@@&re driven by
supportive economic growth conditions and the retfra degree of
pricing power to companies. These factors helpedpanies report
excellent earnings growth and enabled them to elehealthy
dividend increases. Strong corporate profits gnonveant that,
despite share prices having risen over the prevmwsyears, UK
equities did not become expensive in terms of gooearnings ratios.
After the recent falls, UK equities are, on finsspection, more
attractively valued than they have been for sewgrats. However,
we are mindful that with growth slowing and theditenarkets
impaired, the earnings outlook for companies i®b@ng less
favourable. Our view is, therefore, that therd b better
opportunities to add to holdings in the coming rhantin the
meantime, we recommend that current allocationgikaquities are
maintained.

The FTSE All Share index has provided a total retafr-10.17% over
the last six months and -7.74% over the last year.

Saunder son House Limited 5 Authorised and Regulated by the FSA



Market Commentary 1 April 2008

2.2.

European (excluding UK) Equities

Until December’s recommended reduction in allogajdContinental
Europe had been our favoured destination for imeests into
international equities. This proved profitabler&uean (ex UK)
equities outperformed those of the US, UK and Jaypan the last
three years.

Many of the factors that have driven strong retdrosn European
equities, such as corporate restructuring and peaiag up of the
former communist states in Eastern Europe, renmaiace.
However, with the credit markets in turmoil, thare clearly grounds
for a more cautious approach.

One of the main reasons for the recommended rextuictiallocations
was the strengthening euro. While this has boastenins for sterling
based holders of European equities, it preserignéisant handicap
for continental Europe’s exporters and, thereffmethe wider
European economy.

A key driver of the euro’s strength is the Europ€amtral Bank’s
reputation for taking no risks with inflation by ldang interest rates
higher than might otherwise be the case. WhileEin@pean
economy has proven resilient to date, this has seyed to drive the
euro higher still. It has recently hit all-timeghs against both sterling
and the dollar. With the European economy, antiquéarly
Germany, heavily reliant on exports, we believe thes may simply
exacerbate the slowdown in the coming months.

The FTSE Europe (ex UK) index provided, in euron®ra total
return of -16.50% over the last six months (-4.63&6ling adjusted)
and -12.45% over the last year (+2.84% sterlingstdf).
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2.3.

North American Equities

The US is at the epicentre of the current econduniooil. After
doubling in the last seven years, US house priaaw weakening
rapidly, as the easy access to mortgage finandehviteelled much of
the boom, is withdrawn. The economy was alreaolyisig in
response to the monetary tightening that took ésterates from
1.00% to 5.25% in the two years to mid-2006. Dectj house prices
and reduced access to credit are now exacerbaimglowdown.

Alongside interest rate reductions totalling a 8100%, the Fed has
injected liquidity into money markets, introduceteam auction
facility and allowed banks to swap top quality ngade backed
securities for Treasury Bills (for 28 day period3hese aggressive
policy responses demonstrate that the authoriteesl@ermined to
avoid recession if at all possible. Whether theycsed or not will
depend on several factors, including: how deepbyad the sub-prime
related issues are, the resilience of the job mattke impact of

falling house prices on consumer behaviour anextent to which
economic activity outside the US remains healthy.

Our recommended portfolios hold only small allooas to US
equities. We believe that these should be maiatbiar the present.

The S&P 500 index provided, in US dollar termsptaltreturn of
-12.46% over the last six months (-10.27% steridgisted) and
-5.08% over the last year (-6.33% sterling adjusted
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24.

Japanese Equities

Japan continues to exasperate investors with essefiseemingly
unnecessary political blunders: the Bank of Japamthout a
governor, the prime minister’s popularity has godled and
parliamentary stalemate may lead to a budgetasyscrit is not
surprising therefore that, amid all of this, thpal@ese stock market
continues to disappoint.

Japanese economic growth has been fairly steadydmestic
consumption remains weak with the economy remaitongeliant on
exports. The crisis in credit markets has broadpuiut a sea-change
in currency markets. Previously, the yen had lzesource of cheap
funding for ‘carry traders’ who borrowed in yenftmd investments
in higher yielding assets. This drove the yen deavwery low levels.
The reduced availability of speculative capitaggther with a greatly
reduced appetite for risk, has seen this carrnetsdrt to unwind,
driving the yen higher against both the dollar atedling. The yen
has appreciated by 15.55% against the dollar arid5% against
sterling over the last six months.

While an appreciating yen is beneficial for staglltmased holders of
Japanese assets, it is not helpful for the expoetitated Japanese
economy. Slowing world growth is also an unwelcatagelopment
for Japan’s export sector. These factors mearthldbng-awaited
strong performance from Japanese equities maggah, be delayed.
However, Japanese companies have almost no exposine credit-
related problems besetting other economies andéapaquities are
looking good value, relative to other markets,dristl valuations and
Japanese government bonds. We therefore recomouereht
allocations to Japanese equities are maintained.

The FTSE Japan index provided, in yen terms, & tetarn of
-24.28% over the last six months (-10.30% steridgisted) and
-27.72% over the last year (-15.39% sterling adjst
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2.5.

Asia Pacific (excluding Japanese) Equities

The performance of the economies of the Asia Rafaft Japan)
region remains resilient. South Korea, Hong Kdiggapore and
Taiwan all grew by more than 5% in 2007, comfoyaitceeding the
growth rates in developed economies. Importadgreasing
reliance on Western export markets and sizeabégorcurrency
reserves mean that the periodic crises of thegradess likely to be
repeated. Moreover, strong economic growth anceatiaccount
surpluses point to Asian currencies appreciatirey tive medium
term. These factors make the Asia Pacific regioat&ractive
destination for long term equity investors. Lasgeculative capital
flows, however, mean that the Asia Pacific equirkets remain
among the most volatile in the world and, afteorstrupward moves
in recent years, these markets are no longer ch&lsp, it remains to
be seen how great an impact the slowdown in thevll®iave on the
region. Opinions range from those that hold tleewihat the Asia
Pacific countries can decouple from the West, ¢s¢hwho believe
that maintenance of strong regional growth is ddpahon the health
of the global economy. Regardless of this delthgestock markets in
the Asia Pacific region have corrected in sympatitlp western
markets as investors have booked profits and redalkdecations to
what have been historically volatile markets.

We believe that investors with longer time horizenk earn good
returns as the long-term economic fundamentals ireweay
promising. We recommend that equity weightingthtoregion are
maintained.

The FTSE Asia Pacific (ex Japan) index provideatal return of
-10.22% over the last six months and +11.17% dwetdst year (for
sterling based investors).
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2.6.

Emerging Markets Equities

Emerging markets equities rose strongly throughahbe-year global
equity bull market, driven, at least in part, bsoety economic growth
and rising domestic consumption. These improvurglhmentals
remain in place; expanding economies have driveenuployment
and income, thereby creating a virtuous circleafsumer demand
and further strong growth. The economies of Iratid China have
delivered particularly strong growth and investoase enjoyed very
strong returns. We have for some months, howdssmm concerned
that investor appetite, particularly for share®BRIC’ markets
(Brazil, Russia, India and China), has taken omcsip¢ive
proportions. Valuations look high and a significaroportion of the
corporate earning growth has become dependentrdimaed rises in
share prices and sustained strong global econamnetly. Since the
turn of the year this view has been vindicatedin€$e shares listed
on the Shanghai stock exchange have fallen by al4@8s, India by
almost 30% and many others by more than 10%.

We are maintaining current, small allocations araking for buying
opportunities on further weakness.

The FTSE All-World Emerging index provided a tatedurn of
-4.23% over the last six months and +20.69% oweltdhkt year (for
sterling based investors).
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3. Fixed Interest

Fixed interest investments did not fare particylaréll in the early part of
2007 as strong economic growth drove interest iratgser. Since that time,
however, government bond prices have risen shar@mpticipation of slowing
economic growth, and therefore lower interest rat@evernment bonds have
also benefited from ‘safe haven’ status amid thieuience in credit markets
and have fully demonstrated their value to invests the most effective
portfolio risk diversifier. In contrast, corporaaad non-investment grade
bonds have suffered from decreasing risk appetitengst investors.

Within the various classes of fixed interest ingteumts, we have, for several
years, held the view that the additional yield kkde on corporate and non-
investment grade bonds relative to their governmeunterparts, known as the
yield spread, has been inadequate. We have theraflvised clients to focus
fixed interest allocations on conventional and itieked UK government
bonds. This asset allocation call tested our vesa$ non-government bonds
continued to outperform sovereign issues for same.t Recent developments
in the credit markets have, however, seen the pfiggvernment bonds
appreciating while lower quality corporate and hyigld bonds have fallen
abruptly. Index-linked issues have performed paldirly well due to ongoing
concerns about inflation. As well as offering atifbn protection, index-linked
bonds are capital gains tax free. This includesgiins from the indexation of
capital, and makes index-linked gilts especialtyaative when held outside of
a tax- advantaged wrapper, such as a pension.

We are closely monitoring the now much more reahdiyy valued corporate
and non-investment grade bond sectors with a wiewvdreasing allocations to
the non-government sector when valuations beconre gwnpelling.

The ABI UK Pension Gilt sector provided a totaluret of +5.05% over the last
six months and +5.42% over the last year. The BRIPension Index-Linked
Gilt sector provided a total return of +8.80% otrex last six months and
+11.38% over the last year.
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4. Property

After several years of strong returns, investordikhcommercial property
have suffered a major setback. In recent yearsk barrowing has been
increasingly used to fund property purchases. Hewehe availability, at low
cost, of abundant debt financing had driven prigeso levels where yield-
based valuations looked extremely stretched. A<thdit crisis unfolded
from mid-2007 onwards, commercial property investeitnessed an abrupt
change in the willingness of banks to lend at lates against property
purchases. This, together with reduced appettessk among investors, has
served to undermine commercial property valuations.

Our Investment Bulletin of October 2006 set out wew that commercial
property prices could suffer a period of consolwags yields were forced
back up to levels more attractive to investorsis Tonsolidation began in the
second half of 2007. UK commercial property resyincluding rental
income, were negative in 2007 as measured by tHdJKBPension Property
index. This is the first time commercial propgptyces have fallen since 2001
and returns have remained under pressure thus 2908.

For now it remains our view that the risk-adjustetdirns available on cash
deposits are more attractive than those on comaign@perty. However,
value is beginning to return to the asset classamdre monitoring this
closely with a view to taking a more positive view commercial property at
some point in the next 12 months.

The ABI UK Pension Direct Property index providetbtal return of -13.08%
over the last six months and -16.81% over theyleat.

5. Cash

Sterling cash deposits, earning approximately 5.p5%oat present, are
attractive relative to the yields currently avai&abn fixed interest or
commercial property. While UK interest rates ywilbbably continue to fall in
2008, we still favour allocations to cash. Fromaggset allocation perspective,
cash deposits offer strong defensive qualitiesvigdesl the appropriate credit
risk due diligence has been undertaken). Theylaisg flexibility to
portfolios, enabling investors to take advantagepgortunities in other asset
classes as and when they arise.
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6. Note on Hedge Funds

While we continue to research the sector, we ane@med that hedge funds
are riskier than generally perceived. In our vidve transparency of many
hedge funds’ investment processes is not suffidmniis to be comfortable
recommending their inclusion in portfolios. Liqitid valuation of assets and
the level of charges are also areas where we leeileestors should demand
more clarity.

The much publicised demise of Peloton, the Londasel hedge fund group,
exemplifies our view of the potential risks inhdranthis asset class.
Peloton’s $2bn flagship fund, the ABS Master fuwdn the Eurohedge 'New
Fund of the Year' award in February. The awardiwagsknowledgement of
the fund's excellent performance in 2007, wheatiinned 87% after betting
that US sub-prime mortgages would fall in valueowdver, 2008 saw a swift
reversal in Peloton’s fortunes. A combinationatfihg values in highly rated
tranches of mortgage backed securities (in whielfiind was then

invested), together with pressure from banks forenomllateral to set against
loans, caused the fund’s collapse. Investorserfuhd have lost 100% of their
capital.

For completeness, we have quoted below performizgoes for hedge funds
using the widely followed HFRX Global Hedge Fundén. We are, as might
be expected, somewhat sceptical about the integfrityese figures. The index
will, almost certainly, overstate hedge fund resurifhis is because the
submission of performance figures to the index dtergis voluntary and it is
unlikely that failed, or poorly performing hedgentls would continue to
submit numbers for inclusion in the index.

The HFRX Global Hedge Fund GBP index provided altadturn in sterling of
-2.05% over the last six months and +0.50%r the last year.

N. B. Unless otherwise noted, all performance figuredated returns
(including income re-invested) for the six monthipe from 28
September 2007 to 31 March 2008 and the twelve mpertiod from
30 March 2007 to 31 March 2008 (source: Lipper lHigit).
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