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This report is for general guidance only and regmé&sour current understanding of law
and HM Revenue & Customs practice as at 1 Augud82@e cannot assume legal
liability for any errors or omissions and detaibliice should be taken before entering
into any transaction. The value of investmentsamdincome therefrom can go down
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of, and reliefs from, taxation are those curreafhplying but are subject to change and
their value depends on the individual circumstarafabe investor.
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GDP Growth (%)

Economic and | nvestment Outlook

The world’s major economies are suffering a synetsed slowdown in
economic growth for the first time since the egdyt of this decade. The
OECD is forecasting that aggregate growth in tr@nemies of its 30 members
will decline to 1.8% this year, from 2.7% in 200¥he IMF, on a broader
measure that includes developing markets, foregastgth slowing to 3.0% in
2008, from 4.8% last year.

Considering individual economies, the US, which aticounts for about one
guarter of global GDP, is set to slow even moregdiia The IMF is
forecasting US economic growth of 1.3% this yeawyul from 2.2% in 2007.
Growth in the UK is forecast to fall from 3.0% ta1%. As the chart below
shows, the Eurozone and Japan are being simitapacted.

The global slowdown is centred on the US, whemnstreconomic growth,
driven by expanding credit and rising house pribes, given way to falling
house prices and declining credit availability.eMeakening of the US
housing market has also brought about the so cattsdit crunch, where the
value of new, highly complex, fixed income instrurtse backed by mortgage
interest payments, has been impaired. This hggered bank write-offs,
concerns regarding liquidity and further restringamn the availability of credit
to households and businesses.

As if these issues were not enough to keep govertsrand central banks fully
occupied, sharply rising commaodity prices, mostabbt oil, have driven up
inflation. This has further undermined househatdrices, threatening to
exacerbate the economic slowdown, and also resdrite freedom of central
banks to reduce interest rates to ease the impéuwoe aredit crisis. In recent
weeks, however, the magnitude of the economic skewmchas become clearer.
This has led to an easing in commodity pricesuigiclg oil, which in turn has
brought some relief to consumers and investorgalik

GDP Growth since 2000
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The economic picture painted above is clearly ypfaéfor investment
markets. The sudden withdrawal of cheap and alfimogtess credit has
impacted most keenly on the prices of investmamsédd by short term credit.
Northern Rock plc is perhaps the most high praitample of this, but geared
hedge funds investing in exotic mortgage-backedriges have also suffered
catastrophic declines.

Within the mainstream asset classes, commerciglegptyp had been a major
beneficiary of cheap credit and has suffered agtitein its withdrawal. In
fixed interest markets, after several years ofngtnoerformance from lower
guality non-investment grade bonds, investors leamme very risk averse.
This has resulted in government bonds performirangty relative to
corporate and particularly non-investment gradedsorfinally, equities have
suffered from slowing earnings growth, increasiisg aversion and the
reduced availability of credit.

Considering our recommended asset allocationgviotig December’s
reduction in European equities, client portfoli@swhave healthy weightings
to cash and short and medium-dated government baieswill be looking to
deploy some of these highly liquid and defensiveetssinto areas offering the
potential for higher returns as opportunities pnéseemselves. In the
meantime, after the recent market falls, we comtitmumaintain current
weightings to equities. Valuations, in most depeld markets, are not
extended and they should offer a degree of inftgpimtection.

The MSCI World Equity Market index has providedtat return of -4.85% in
sterling over the last six months and -8.07% okerlast year.

MSCI World Equity Market index over fiveyears
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2. Equities

2.1

UK Equities

UK economic growth is stalling. Consumer spendswlong the
bulwark of the economy, is slowing rapidly as fadlihouse prices, a
deteriorating jobs market and cost pressures fisimgr utility and
fuel bills have served to undermine consumer cemiig. According
to a July survey carried out by market researchpaom GfK NOP,
consumer confidence is now at its lowest levelesirezords began.

Credit market problems in the UK are similar tostadn the US.
Banks are trying to rebuild their reserve ratiogdiging additional
capital and curtailing loans and improve profitapiby increasing
lending rates. This means that the Bank of EngéafRbE) interest
rate reductions, which have taken rates down b§90.% 5.00%, are
not being fully reflected in interest rates avaiato borrowers.

While further rate reductions would be helpful émonomic growth in
general, and the beleaguered housing market ircplant, inflation is
undermining the BoE’s freedom to deliver rate culsly’s figures
showed the Consumer Price Index at 3.8%, compartdttBoE’s
target rate of 2.0%, while the Retail Price Indie inflation measure
used for index-linked bonds, is higher at 4.6%.wkwer, we expect
inflationary pressures to subside later in the wsadeclining global
economic growth acts to slow demand for resouinekjding labour.
This should free the hand of the BoE to reduceésterates further, as
appropriate.

Turning to the stock market, after the recent weaknUK equities
are, on first inspection, more attractively valdlean they have been
for several years. However, we are mindful thahiegs expectations
are likely to be pared back and therefore thatat&dn support may be
less solid than it might appear.

Our recommended funds are, in the main, positi@avealy from the
vulnerable consumer-sensitive areas of the mamnk&iding the much
troubled banking sector. We are confident, theeefthat they will
prove more defensive than the broader market anee@mmend that
current allocations to UK equities are maintained.

The FTSE All-Share index has provided a total retfr-6.23% over
the last six months and -13.28% over the last year.
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2.2.

European (excluding UK) Equities

Until December’s recommended reduction in allocejdContinental
Europe had been our favoured destination for imvests into
international equities. This proved profitableEasopean (ex UK)
equities outperformed those of the US, UK and Japan the three
years to the end of 2007.

One of the main reasons for the recommended rexfuictiallocations
was our view that the eurozone would not prove imento the
slowdown afflicting the US and UK. Indeed, wittetBuropean
Central Bank’s (ECB) reputation for taking no riskish inflation
there was a danger that interest rates would letbelhigh for too
long, driving up the value of the euro and exacmgahe eventual
slowdown. The ECB demonstrated their inflatiorhfigg credentials
by actually increasing interest rates (to 4.25%)uly.

The core eurozone economies remained fairly resif@ longer than
the US or UK, with Germany in particular benefitimgm sustained
export demand from the Far East. However, the cosechimpact of
the strong euro and weakening global economy is stmywing
through clearly. Germany’s manufacturing ordengehaow fallen for
seven consecutive months, including an unexpecsddiyp decline of
2.9% in June. As the economic news continuesterideate, we
expect the euro to continue to lose some of iterregains.

The Continental European economy, however, rensdrasturally
sound and it will continue to be a long term beriafy both of
demand for exports from the Far East, and the cointy
development of Eastern Europe. We recommend Hoabtions to
European equities are maintained.

The FTSE Europe (ex UK) index provided, in euron®ra total
return of -8.46% over the last six months (-3.2@étlmg adjusted)
and -20.94% over the last year (-7.57% sterlingstdp).
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2.3.

North American Equities

Despite interest rate reductions, totalling a 3u15% over the last
year, and a Federal economic stimulus package #aiBbn, the US
economy is struggling to maintain momentum. Coreuspending is
being undermined by falling house prices whichgading to the
Case-Shiller Home Price index, were 15.8% loweviay compared
to the previous year. In the banking sector, tiygairment of
mortgage-backed securities and related financsdtashas damaged
the balance sheets of financial institutions, aayisi sharp reduction
in credit availability to both consumers and busges.

The Federal Reserve’s (the Fed) interest rate tihschave caused
the US dollar to weaken markedly, which has hekpqubrters and
triggered the start of the much needed rebalarafinige US economy
away from an over-reliance on consumer spendingweyer, a weak
dollar has also increased the price of importedigpthereby
worsening the plight of the consumer.

Considering that the US is at the centre of theeturglobal economic
slowdown, the US equity market has proven relagivesilient (see
chart). We believe that allocations to US equitiesuld be
maintained for the present.

The S&P 500 index provided, in US dollar termsptaltreturn of
-7.08% over the last six months (-6.75% sterlingistéd) and
-11.09% over the last year (-8.80% sterling adpljste

The performance of major equity marketsover one year (rebased)
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2.4.

Japanese Equities

The Japanese economy, like those of other developentries, is
slowing under the impact of global financial disition and rising
commodity prices. Japanese consumers are beiegzaed between
rapidly rising costs and weak wages growth, whalpah’s key export
sector is suffering from declining global growth.

Japan’s equity market performed very poorly infttet quarter of this
year, partly due to an acute bout of yen strengthalso due to the
Japanese economy being very sensitive to globaltbroSince the
end of the first quarter, however, yen strengthdissipated and
investors have begun to reassess Japanese equities basis that
they could prove defensive relative to other maket

One positive factor for equity investors is thgtalaremains one step
removed from the global financial crisis. Japareseks have little
exposure to the sub-prime assets that have dantilagied)S and
European counterparts, and the economy has netredffrom
excessive house price increases.

While Japan, along with other developed econonsdskely to
undergo a period of slow growth in the coming mentlapanese
equities are now offering better value, both retato their own
history and by comparison with international coupéets. We
therefore recommend current allocations to Japa@ggities are
maintained.

The FTSE Japan index provided, in yen terms, & tetarn of
-2.68% over the last six months (-3.92% sterlingistéd) and
-22.23% over the last year (-12.12% sterling adjist
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2.5.

Asia Pacific (excluding Japanese) Equities

Equity markets in the Asia Pacific (ex Japan) radiave provided
excellent returns in recent years. These have teesn by strong
regional economic growth, investor enthusiasm farkats linked
into the Chinese development story and the expenttiat Asian
currencies will appreciate over the medium term.

While economies such as South Korea, Hong Kongyeiare and
Taiwan should sustain growth comfortably in excefsthe developed
Western economies, these markets no longer offapetling value.

We have, since 2006, recommended only small allmtsito Asia
Pacific equities in acknowledgement of the stroaggrmance and
historic volatility of the region’s stock marketés the global
economic downturn has gathered pace, other inv&ekre started to
take profits from the region and Asia Pacific egsithave begun to
underperform those of the developed markets (sag)chHowever,
we continue to believe that investors with longerethorizons will
earn good returns as the long term economic fundtatseremain
very promising. We recommend that equity weigltgitgthe region
are maintained.

The FTSE Asia Pacific (ex Japan) index provideatal return of
-5.36% over the last six months and -8.12% ovetdbieyear (for
sterling based investors).

Asia Pacific (ex Japan) equities have under performed developed
markets over 2008 to date (rebased)
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2.6.

Emerging Markets Equities

Hopes that strong economic growth in emerging ntarfas defined
by MSCI — see * below) would continue despite tharp slowdown
in developed economies have been dashed oversthguarter.
Upward pressure on inflation from the sustaineergith of
commodity prices, together with slowing demanddwgports, means
that these economies are likely to slow from thmd-aates of growth
seen in recent years. While inflation may proveaasitory issue for
developed economies, it appears more entrenchsmhie emerging
markets and may require an aggressive policy resptibring it
back to acceptable levels. The key point of déffeiation is that
wage inflation in developed markets does not lakddy to rise, and
thereby put further upward pressure on inflatiommany emerging
markets, however, wages are rising rapidly as cdigrefor workers
has enabled employees to claim their share of gteconomic
growth.

Emerging markets equities provided excellent retwver more than
four years to early 2008, however, they are nowrimegg to
underperform developed markets equities. Emengiadkets had
been trading at valuation premiums to their devetbpounterparts in
acknowledgement of their stronger growth potentigiis is now
likely to reverse as risk appetite wanes and irmredbok to book
profits. Equity market corrections in China andié two former
favourites of emerging market investors, have lsssmre. Over the
first seven months of the year Chinese shareslimtethe Shanghai
stock exchange have fallen by 47.27%, while thasieah companies
with shares listed in Bombay have seen, on avesg8,24% decline.

We have been recommending only small allocatioresrierging
markets equities for the last two years. Thisdased client
portfolios to miss out on some upside but, drivgrstoong speculative
inflows, these markets have been looking incredgiegpensive for
some time. We are likely to see the opportunitintoease
weightings to emerging markets in the coming mobthtsfor the
present recommend the maintenance of current fgddin

The FTSE All-World Emerging index provided a tatedurn of
-2.33% over the last six months and -1.22% ovetdbeyear (for
sterling based investors).

* MSCI includes 24 countries in its emerging maskieidices:
Argentina, Brazil, Chile, China, Columbia, CzechpRklic, Egypt,
Hungary, India, Indonesia, Israel, Malaysia, Mexigmrocco,
Pakistan, Peru, Philippines, Poland, Russia, Safrtba, South
Korea, Taiwan, Thailand and Turkey.
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3. Fixed I nterest

Over the last year UK government fixed interestlst@ilts) has demonstrated
its value as an effective portfolio risk diversifiecrom a peak of over 5.50%
in mid-2007, the yield on the 10-year UK governmieoid retreated by over
125bps to a 4.25% low in mid-March, generating @gjains which served to
dampen losses in equity holdings. Gilts benefitech lower growth
expectations (and therefore lower interest rateekp@nd also from their ‘safe
haven’ status amid the turbulence in credit mar&atsfalling equity prices.
Rising concerns that inflation would require high interest rates drove gilt
yields sharply higher in June, though these irdtattoncerns did not endure.
As the likely extent of the economic slowdown beeapparent, gilt yields
dropped once more and are now, once again webg%.

While gilts proved highly attractive to investolswer quality classes of fixed
income securities, such as corporate and non-imergtgrade bonds, have
suffered from increasing risk aversion amongstsimes. Concerns about
credit quality and default risk, together with theattractive yield premiums
available on these, meant that their appeal tostove was much less and they
have, accordingly, underperformed their governnecennterparts.

Our belief that non-government fixed interest seti@s offered little value has
meant that our recommended allocations to fixeerest in total have been
fairly light. However, within the asset class wavé advised clients to focus
fixed interest allocations on conventional and itlieked UK government
bonds. Index-linked issues have performed pagituivell due to ongoing
concerns about inflation. As well as offering atibn protection, index-linked
bonds are capital gains tax free. This includesgéins 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 reiabdly valued non-
government bond sectors and are selectively incrgadlocations.

The ABI UK Pension Gilt sector provided a totalunet of -0.67% over the last
six months and +4.68% over the last year. The BRIPension Index-Linked
Gilt sector provided a total return of +2.42% otrex last six months and
+11.41% over the last year.
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4, Property

After several years of strong returns, investorldikhcommercial property
have endured a major setback with property valeesding substantially.
Until 2007 the sector had been a major benefiadtye abundance of low
cost debt finance that characterised the credibleubHigher and higher
guantities of debt were used to gear the steadyrexciting returns from
commercial property. As the credit crisis has lddd over the last year,
commercial property investors have withessed anmtmhange in the
willingness of banks to lend at low rates agaimepprty purchases. This,
together with reduced appetites for risk amongstwes, has served to drive
commercial property yields sharply higher and wiskarply lower.

Our Investment Bulletin of October 2006 set outdew that commercial
property investments could suffer as prices weresid down to levels more
attractive to investors. This consolidation is nwell under way. UK
commercial property returns, including rental in@mwere negative in 2007 as
measured by the ABI UK Pension Property index ardikely to be so again

in 2008.

For now, it remains our view that the risk-adjustetirns available on cash
deposits are more attractive than those on comaignoperty. However,
value is beginning to return to the asset classandre monitoring this
closely with a view to taking a more positive s&on commercial property in
due course.

The ABI UK Pension Direct Property index providetbtal return of -4.38%
over the last six months and -17.49% over theyleat.

5. Cash

Sterling deposits or monies held in AAA-rated ldjty funds earn returns in
excess of 5.00% p.a. at present. We regard tlseattractive relative to the
yields currently available on fixed interest andnooercial property.

Our view is that UK interest rates will probablyrrain close to their current
levels for the remainder of 2008, hence we conttouavour allocations to
cash. From an asset allocation perspective, agsbsits offer strong
defensive qualities (provided the appropriate ¢nesk due diligence has been
undertaken). Cash, whether on deposit or placediguidity fund, also brings
flexibility to portfolios, enabling investors toka advantage of opportunities in
other asset classes as and when they arise.

The ABI UK Pension Money Market index provided tatoeturn of +2.29%
over the last six months and +4.89% over the laat.y
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6. Note on Hedge Funds

While we continue to research the sector, we remmanterned that hedge
funds are riskier than generally perceived. Inwew, the transparency of
many hedge funds’ investment processes is notcstiti for us to be
comfortable recommending their inclusion in poitiel Liquidity, valuation
of assets and the level of charges are all areasewte believe investors
deserve, and should demand, more clarity.

Recent news flow has also given us some causefmeen. Carlyle Group
closed its hedge fund business in July after pediopmance and fund
outflows, while a quoted London-based hedge fundagar has two of its
flagship funds down by 25.20% and 31.80% over ter yo date. We find it
very instructive that many hedge funds are expeimgnperformance issues at
this time. According to the FT, in July the hediged sector suffered its worst
month in eight years as ‘popular’ bets, such ag loositions in energy stocks
and shorts in financials, reversed sharply. Téasl§ us to question the value
added by many, but not all, hedge funds which appeahe surface to be
doing little more than following market trends. vén the level of charges,
including performance fees, levied by hedge fuhésdoes not, in our view,
constitute an attractive proposition for investors.

For completeness, we have included below the HFR%& Hedge Fund
index figures for hedge fund performance. We asanight be expected,
somewhat sceptical about the integrity of theserég. In our view, the index
will almost certainly overstate hedge fund returiiifis is because the
submission of performance figures to the index dtergis voluntary and it is
unlikely that failed or poorly performing hedge éswould submit numbers
for inclusion in the index. The effect will caue index figures to overstate
the true performance that might be expected freange of hedge fund
investments, perhaps by as much as several pegeepténts.

The HFRX Global Hedge Fund GBP index provided altagturn in sterling
terms of -0.57% over the last six months and -3.84% the last year.

N. B. The above commentaries reflect our views as atduéiu2008. Any
material changes in economic and market conditi@t@een then
and the time of writing would be reflected in oacommendations.

Unless otherwise noted, all performance figuregatad returns
(including income re-invested) for the six monthipe from 31
January 2008 to 31 July 2008 and the twelve moetlo@ from 31
July 2007 to 31 July 2008 (source: Lipper Hindsight
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