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This report is for general guidance only and regmesour current understanding of law
and HM Revenue & Customs practice as at 1 Augu3? 2@Ve cannot assume legal
liability for any errors or omissions and detaitlice should be taken before entering
into any transaction. The value of investmentsamgdincome 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 curreaplying but are subject to change and
their value depends on the individual circumstaruddbe investor.
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1 Economic Commentary

Global equity markets suffered their second notabteack of this calendar
year, beginning at the end of July. After climbstgadily through the second
half of 2006, markets have become more volatil2d@7 which has been an
unwelcome development for investors. The causéseoéquity market
setbacks are rooted in the financial markets ratiaar in any change in the
macroeconomic outlook.

While the global economy has remained strong ir72@@ environment of
rising interest rates and increasing concern ath&utmpact and inherent risks
of some new financial products, most notably indbbt markets, are starting
to undermine investor confidence in the longevityhe bull market in
equities. World equities, as measured by the FM®Ed index, fell
approximately 6% in each of the two setbacks tcetie of July. Both were
triggered by concerns that problems in the US mousiarket and particularly
the markets in sub-prime mortgages would have kioocéffects for wider
financial markets and perhaps even the world ecgnom

The root of these issues dates from 2005 and 20@® \wax underwriting
standards among mortgage issuers allowed loares ¢atiended at low ‘teaser’
rates to borrowers with weak credit worthinesse @bundance of funds
available for poor credit or ‘sub-prime’ borrowevas due at least in part to
innovation in debt markets, specifically the depahent of Collateralised
Debt Obligations (CDOs). These esoteric productshine debt, such as
mortgages, of a variety of qualities and couportss#ll these repackaged
units in tranches to yield-hungry investors — gaitirly pension funds and
hedge funds. As interest rates have risen, stheiwe appeared both in the
financials of some of the sub-prime mortgage lesded also in some of the
investors who have bought into these new produitteowt fully
understanding the risks involved.

Investor concerns now centre on the extent of thekmwess in the US housing
market, the extent to which it might be exacerbéedevelopments in the
sub-prime mortgage markets and the likelihood oftagion from the
weakness in areas of debt markets to wider finhnwaakets. The willingness
of central banks to continue to supply liquiditythe credit markets, if

These developments are clearly unhelpful for irmesit markets but they
must be set against still robust economic growtimast areas of the world
and the accompanying strong corporate earningstgraich has
underpinned much of the current bull market in ggsi Valuation levels also
remain supportive with equity markets continuingrémle at price/earnings
ratios around their long term averages, thoughneeware that market
aggregates are skewed by low valuations on largestacks.
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On balance, we are maintaining our positive vievequities for the present
while monitoring developments closely, particularythe structured debt
markets.

The FTSE World index has provided a total returr&fl2% over the last six
months and +12.41% over the last year in steringns.

Saunder son House Limited 4 Authorised and Regulated by the FSA



Market Commentary 1 August 2007

2. Equities

2.1

UK Equities

The UK economy continues to perform strongly. He year to the end
of June, GDP increased at an annualised rate %5.3The
combination of strong growth and above target tidftameans that at
least one further increase in interest rates @lik This, combined
with the action of the five rate rises that haueetaplace since last
summer, should begin to slow the economy latehényear.

While higher interest rates are unhelpful for eguitarkets, strong
economic growth, together with the return of a éegof pricing power
for the corporate sector, has resulted in excelamings growth for
companies. This, coupled with strong dividend glgwontinues to
support UK equities.

Strong corporate profits growth has meant that (diitees do not look
expensive in terms of price/earnings ratios, desghire prices having
risen sharply over the past four years. Indedthvitng the recent
market correction, UK equities are arguably evemameasonably
valued as prices have fallen whilst earnings halé tp. We are
mindful, however, that the backdrop for equitietl decome less
favourable in the coming months as companies rpaak profit
margins and rising interest rates act to slow egpogrowth. We are
also aware of the valuation anomalies now appavéhin the UK
equity market. It is notable that, within the metris a whole, mid and
small sized stocks now appear fully valued. Thespnts an
opportunity to take profits from smaller comparaesl increase
allocations to larger ones where the lower valuatiand greater
defensive qualities are more attractive.

We recently recommended a re-weighting of UK eqpaytfolios
towards funds holding a higher proportion of tlassets in larger
capitalisation companies. Increasing weightingatger companies
within portfolios should have two additional benfi Firstly, large
cap. companies earn a higher proportion of theifiggsrfrom overseas
than smaller companies. This should prove defensivigher interest
rates slow the UK economy. Secondly, larger congsaoffer greater
liquidity which may prove valuable when the timees to reduce
exposure to equities. Thus far, this move hasemtavorthwhile with
the FTSE 100 index of large companies outperforrioity the Mid
250 and Small Cap. indices over the second quairtée year.

The FTSE All Share index has provided a total retfr+4.27% over
the last six months and +12.95% over the last yesterling terms.
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2.2.

European (excluding UK) Equities

Despite excellent performance in recent years, i@ental Europe
continues to be our favoured destination for oess Uity
investment. Valuations remain reasonable and mgsrare supported
by economic growth — particularly in Germany whistbenefiting
from strong export growth and increasing consumefidence.
Growth in Europe is also underpinned by gradualcstiral
improvements being made at the corporate levaldasasuch as
capital efficiency and labour costs. The expansiotihe EU is an
additional supporting factor, providing both accessell educated
and low cost work forces and growing consumer dehfanEU-
produced goods.

While European equity markets have benefited fnmproved consumer
confidence and stronger growth, the European CeBinak (“ECB”) has
been raising rates to head off the threat of rigifigtion. Interest rates
have now doubled since the ECB began its moneigntening cycle in
December 2005. The ECB remains vigilant on indlatbut, taking
account of the strength of the euro, may be clogmusing in its rate
tightening cycle. Risks to be borne in mind in@utle impact of higher
interest rates on some of the peripheral membetsedEU such as Spain
and Ireland and the potential impact of a sloweredd@omy on Europe.
Nevertheless, we are retaining our current overagagsition in
European equities.

The FTSE Europe (ex. UK) index provided, in eurontg a total return of
+5.27% over the last six months (+6.82% sterlingstéd) and +23.27%
over the last year (+21.49% sterling adjusted).
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2.3.

North American Equities

Maintained growth in the economy and continuedrgfroorporate
earnings growth (the latter aided by the very wid&kdollar) have
supported rising US equity markets over the laat.yélowever, the weak
currency has impacted returns for sterling baseesitors which, as a
result, have been disappointing.

The US economy expanded at an annual rate of Ji4beisecond quarter
of 2007, allaying fears that the economic slowdaevitmessed in the first
guarter would persist. Economic data releases@seindicating that
economic growth is likely to remain strong over badance of the year
which should help support the equity market anddibiear. Though
financial stocks were undermined by concerns atfmusub-prime credit
market, high levels of employment should mean hioaising market
weakness will not become a major issue, althouighwhil require close
monitoring. Comfort can be taken in the fact tdth inflation
apparently under control, the Fed has room tordetést rates should
weakness in the housing market spread furthertir@@conomy.

Given the prolonged underperformance of US equitigsch has left
them looking attractively valued relative to othearkets, we are now
recommending portfolios contain small allocatiom&JS equities.

The S&P 500 index provided, in US dollar termspt@ltreturn of +2.10%
over the last six months (-1.65% sterling adjustew) +16.13% over the
last year (+6.70% sterling adjusted).
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24.

Japanese Equities

Japan’s economy is growing quite strongly due toaked for its exports,
but remains troubled by weak domestic consumpti@hveery low
inflation. Low interest rates and a weak currehaye kept the worst of
the deflationary forces at bay but the strongeneot/ has not, so far,
resulted in stronger demand for Japanese assets.

Earlier this year the Bank of Japan (“BoJ”) toaksecond step towards
bringing interest rates back into line with intefonal levels with a 0.25%
increase. At only 0.50%, however, interest ratesstll low by
international standards and the caution with whinehBoJ is increasing
rates has been a factor in keeping the Japaneseyeweak. This
weakness has undermined returns to internatiomaktors who bought
into Japanese equities to participate in the longited economic
recovery.

We remain of the view that Japan’s gradual econaastructuring will
eventually bear fruit, resulting in stronger equitgrket returns and a
stronger yen. We are therefore recommending tlaatadions to Japanese
equities are maintained.

The FTSE Japan index provided, in yen terms, & tetarn of -0.32%
over the last six months (-2.46% sterling adjustew) +10.41% over the
last year (-2.50% sterling adjusted).

Saunder son House Limited 8 Authorised and Regulated by the FSA



Market Commentary 1 August 2007

2.5.

Asia Pacific (excluding Japanese) Equities

The economies of the Asia Pacific (excluding Japagijon continue to
look very attractive from the perspective of aringational investor.
Decreasing reliance on western export markets zrdlse foreign
currency reserves mean that the periodic criséisegpast are unlikely to
be repeated. Additionally, strong economic groathl current account
surpluses make it likely that Asian currencies aflpreciate over the
medium term.

Large speculative capital flows make the Asia Raeifuity markets
among the most volatile in the world, though theldhup well in the
recent global sell-off. We believe that investaith a longer time
horizon will earn excellent returns providing tlia¢ economic
fundamentals remain sound. We recommend thatyegeightings to the
region are maintained.

The FTSE Asia Pacific ex. Japan index provideda teturn of +19.12%
over the last six months and +34.31% over theyiaat (for sterling based
investors).
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2.6.

Emerging Markets Equities

Emerging markets equities have risen strongly avieur year period.
Corrections, such as the ones experienced at thefdfebruary and in
mid-March, have been sharp but short lived whiedbrrection in late
July was no greater in the emerging markets thaherdeveloped. The
economic drivers of emerging markets have remaim@dt throughout
this period. Strong growth has driven up employnae income,
thereby creating a virtuous circle of consumer dedrend further strong
growth. These factors remain in place and, wiiéedquity markets no
longer offer the bargain valuations of 2003, weadwa allocations to
equities within the region should be maintained.

The FTSE All-World Emerging index provided a tataturn of +21.33%
over the last six months and +40.00% over theyiaat (for sterling based
investors).
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3. Fixed Interest

Fixed interest investments have not fared partigulgell over the past year as
stronger economic growth has driven interest raigiser. Although yields are
now more attractive we remain of the view that vgtbwth remaining strong,
yields may yet have further to rise.

Within the various classes of fixed interest ingtemts the additional yield
available on corporate and non-investment gradd$oelative to their
government counterparts, known as the yield spreadains very low by
historical standards despite a noticeable incrdagag the market turbulence at
the end of July. This is due at least in partheinnovation in financial products,
particularly the repackaging of portfolios of boradx mortgage-backed
securities as mentioned earlier. Our view is thase products are too new to be
fully understood or fully tested by the stressethefeconomic cycle. We are
therefore very cautious in our bond allocationdgareng shorter dated
conventional and index-linked gilts to corporatd aon-investment grade bonds.

The ABI UK Pension Fixed Interest sector providedtal return of -0.22% over
the last six months and +0.86% over the last yileais(erling based investors).
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4. Property

Investments in commercial property in the UK havevjied very strong returns
in recent years. Recently, however, the strong flas/s into the asset class
which have driven capital values higher have sloos@usiderably as investors
have grown concerned that higher interest ratdsoetjin to slow the economy
and impact on demand, removing the support focthieent inflated prices of
commercial properties. Indeed, UK commercial propes measured by the
ABI Pension Property index, recorded a loss inseond quarter of 2007 — its
first quarterly loss since 2001.

We continue to recommend reduced allocations toabkset class as it becomes
clearer that valuations have lost touch with fundatals. This is best illustrated
by the yields available on commercial properti€aese have continued to fall,
despite the recent capital losses, while thosetloer @sset classes, such as fixed
interest and cash deposits, have increased.

The ABI UK Pension Property index provided a tolrn of -3.73% over the
last six months and +4.59% over the last yearqtering based investors).

5. Cash

With the likelihood of at least one further baseacrease in 2007, cash
deposits earning approximately 5.75% p.a. at ptegigh no (nominal) capital
risk are attractive from a defensive perspectiée view cash as an important
component of portfolio construction, offering sopretection from the negative
impact that rising interest rates could have orewo#ssets. Where appropriate,
advantage should be taken of ‘cash plus’ prodietsdffer an enhancement
through tax shelters.

N.B. Unless otherwise noted, all performance fguare total returns
(including income re-invested) for the six monthipe from 31
January 2007 to 31 July 2007 and the twelve moetio@ from 31
July 2006 to 31 July 2007 (source: Lipper Hindsight
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