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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 curreafhplying but are subject to change and

their value depends on the individual circumstaruddbe investor.
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1 Economic Commentary

After a strong start to the year, global equity ke#s became increasingly
volatile and suffered substantial weakness in daly August. In the month to
mid-August equities fell by more than 11%, lositigpatheir gains for the
year. Subsequently, equity markets regained sedegfrcalm and recovered
about half of their losses.

The cause of the setback in equity markets is timined in the financial
markets themselves rather than in any immediategehan the
macroeconomic outlook. Prior to the market turmeéntral banks were
already gently bringing the era of easy credit ancbmmodative monetary
policy to an end. This was being achieved by gahthcreases in interest
rates. However, rapidly growing concern aboutitinerent risks and
potential impact of some new highly geared finahicistruments, most
notably in the credit markets, has finally broutite easy credit environment
to an abrupt close. Such has been the turnaroumdiket sentiment that
central banks have considered it appropriate grtjquidity into money
markets and make emergency funds available to erisat they continue to
function.

Turning to the outlook, one key risk that is novingecarefully weighed by
investors is whether the fallout from the crisisiadit markets might
seriously weaken the entire financial sector onawedermine global
economic growth. Our view is that this seems whjik Central banks in the
US and Europe are likely to ease interest ratesigh slower growth looks a
genuine possibility, even though, at present, esoagrowth remains robust
in most areas of the world including developing ke#s such as China and
India. These areas are largely unconnected wéttetdit market issues and
their continuing strong expansion should suppariviin elsewhere.

Considering the outlook for equity markets we ranwithe view that
valuation levels are very supportive with many nedskcontinuing to trade at
price/earnings ratios close to their long term ages. On balance therefore,
we are maintaining our positive view on equitiestfe present while
monitoring developments closely, particularly ie structured credit markets.

The FTSE World index has provided a total returr4f34% over the last six
months and +12.28% over the last year in sterinms.
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2. Equities

2.1

UK Equities

The UK economy continues to perform strongly. He year to the end
of July, GDP increased at an annualised rate 663.Blowever, with
credit markets in turmoil, as discussed above é@sterate increases are
no longer on the agenda. Instead, the Bank ofdfpis likely to wait
for clear indications that the economy is slowingasponse to
problems in the financial markets. If there amiéations that these
financial problems may lead to a material slowdamvgrowth, interest
rates are likely to be reduced.

Strong economic growth, together with the retura diegree of
pricing power for the corporate sector, has redulieexcellent
earnings growth for companies. This, coupled sitbng dividend
growth, has continued to support UK equities. 18jroorporate profits
growth has meant that UK equities do not look espenin terms of
price/earnings ratios, despite share prices hawen sharply over the
past four years.

We are mindful, however, that the outlook for eigsitwas already
becoming less favourable as a result of rising@sterates and that this
is likely to be magnified by recent financial markevelopments. We
are also aware of the valuation anomalies now appavithin the UK
equity market, with mid. and small sized stock logkmore

expensive. Our recent reweighting of portfoliowaods larger
companies addressed this.

The FTSE All Share index has provided a total retifr+4.16% over
the last six months and +11.84% 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 o\ess 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 the gradtractural
improvements being made at the corporate levaldasasuch as
capital efficiency and labour costs.

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 irdlatbut is now likely
to pause in its rate tightening cycle to take stoicthe impact of financial
market volatility.

We are retaining our current overweight positiofcuropean equities.
The FTSE Europe (ex. UK) index provided, in eurontg a total return of

+6.54% over the last six months (+6.83% sterlingstéd) and +18.29%
over the last year (+18.81% sterling adjusted).
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2.3.

North American Equities

The US economy continues to grow quite strongliis;Taided by the
very weak US dollar, has led to strong corporataiegs growth and
helped US equity markets make reasonable gainstiogdast year.
However, the weak currency has impacted returnstéoting based
investors which, as a result, have been relatigieslgppointing.

The US is at the centre of the current financiatkagaturmoil with many
of the low grade mortgages, which have been reggekanto the now
troubled credit instruments, originating in the US slowdown in the US
housing market has triggered the failure of sominege credit
instruments and it is now likely that tighter cttextinditions will further
aggravate housing market weakness.

Turning to the positives, high levels of employmshould mean that the
economy will not slow too sharply, although thiglwequire close
monitoring. Comfort can also be taken from thé that, with the
inflation threat now receding, the US central bahk, Federal Reserve,
has room to cut interest rates should weakneseeihausing market
spread further into the economy.

Given the prolonged underperformance of US equitigsch has left
them looking more reasonably valued relative t@ptharkets, we are
now recommending portfolios contain small allocasi®o US equities.

The S&P 500 index provided, in US dollar termspt@ltreturn of +5.70%
over the last six months (2.69% sterling adjusted) +15.13% over the
last year (+8.58% 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 dlesite disappointing
performance in recent months, allocations to Jegmequities are
maintained.

The FTSE Japan index provided, in yen terms, & tetarn of -7.41%
over the last six months (-8.05% sterling adjusted) +0.33% over the
last year (-4.27% sterling adjusted).

Saunder son House Limited 7 Authorised and Regulated by the FSA



Market Commentary 3 September 2007

2.5.

Asia Pacific (excluding Japanese) Equities

The economies of the Asia Pacific (excluding Japagijon continue to
look relatively attractive from the perspectiveanf international investor.
Decreasing reliance on western export markets zedlsde 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 mean that the &Rsaific equity markets
remain among the most volatile in the world. Wadwe, however, that
investors with a longer time horizon will earn elkeet returns as the
economic fundamentals remain very promising. \Wememend that
equity weightings to the region are maintained.

The FTSE Asia Pacific ex. Japan index provideda teturn of +15.15%
over the last six months and +30.90% over theyiaat (for sterling based
investors).
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2.6.

Emerging Markets Equities

Emerging market equities have risen strongly okerfour year equity
bull market, driven in part by strengthening ecorofundamentals.
These improving fundamentals remain in place; stignowth has driven
up employment and income, thereby creating a wirgumrcle of
consumer demand and further strong growth. Théyemarkets no
longer offer the bargain valuations of 2003 buthwvthe long term growth
story looking as strong as ever, we believe alionatto equities within
the emerging regions should be maintained.

The FTSE All-World Emerging index provided a tataturn of +19.77%
over the last six months and +35.89% 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. Yields are now more
attractive and the value of government bonds awtfofio diversifier has been
fully demonstrated in the recent financial marketrtoil.

Within the various classes of fixed interest ingtemts we have long held the
view that the additional yield available on corgerand non-investment grade
bonds relative to their government counterparteyknas the yield ‘spread’, has
been wholly inadequate. We have therefore adwiBedts to focus allocations to
fixed interest entirely on UK government bonds.isihiew has been vindicated
by the recent credit market problems which have speeads widen very
sharply. Meanwhile government bonds have benefitad stronger demand for
very low risk investments.

The ABI UK Pension Fixed Interest sector providddtal return of -1.72% over
the last six months and +0.39% over the last ylearsterling based investors).
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4. Property

Investments in commercial property in the UK havevjaed very strong returns
over the last five years. However, rising capitalies have not been supported
by commensurate increases in rent, leaving yietgthaaluations looking
stretched. With rising interest rates making #tenns available on cash deposits
and bonds more attractive, commercial propertyegritave stopped rising and in
some areas started to retreat. Indeed, UK comaign@perty, as measured by
the ABI Pension Property index, recorded a loghénsecond quarter of 2007 - its
first quarterly loss since 2001.

We continue to recommend reduced allocationsisoatbset class.

The ABI UK Pension Property index provided a totlrn of -3.96% over the
last six months and +4.53% over the last yeardffiering based investors).

5. Cash

Cash deposits earning approximately 5.75% p.aesept with no (nominal)
capital risk are attractive from a defensive pecspe and we continue to regard
them as an important component of portfolios. \Ehegpropriate, advantage
should be taken of ‘cash plus’ products that offielenhancement through tax
shelters.

N.B. Unless otherwise noted, all performance #guare total returns
(including income re-invested) for the six monthipe from 28
February 2007 to 31 August 2007 and the twelve mpetiod from
31 August 2006 to 31 August 2007 (source: Lipperddight).
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