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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 13 Jul@28Je 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

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 circumstarafabe investor.
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1. Economic and | nvestment Outlook

In its June Economic Outlook, the OrganisationBEoonomic Co-operation
and Development (OECD) forecast that aggregateasnimnoutput from its 30
member states, which together account for a largegption of the world
economy, would shrink by 4.1% in 2009. A declifiesach magnitude would
make this recession easily the worst of the modean Moreover, in the
OECD’s view, any recovery is set to be muted. &u@d growth in 2010 is
just 0.7%. Stronger growth from developing cowgsrimost notably China,
improves the picture somewhat. Adding in forecémtgrowth in Brazil,
Russia, India and China reduces the 2009 decli@e2th, with a stronger
recovery, at 2.4%, in 2010.

Governments across the world have taken aggreastian in an attempt to
prevent what is already a severe recession tuintog self-sustaining
depression, or multi-year slump, similar to tharsen the 1930s. As well as
Keynesian-style fiscal stimuli, a bewildering ar@fynew policy initiatives is
now in place both to ease credit markets and stjggonomic activity. Early
indications are that these initiatives are havipgsitive impact. The
agreement at April's G20 summit to support vuln&aimuntries and regions
such as Eastern Europe, by increasing IMF fundingetfold to $750bn, has
also worked to boost confidence.

Fig. 1 shows the extent of the slowdown in majarexnies. There are a
number of factors crucial in determining how lomgldnow deep this
slowdown will be and whether a prolonged depressambe avoided. These
include the extent of further falls in asset prigesticularly houses, and how
far unemployment rises, with the attendant seconetiects on asset prices,
consumer spending and confidence.

Fig. 1 GDP growth since 2000
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The last 18 months have seen the assumptions amwbnfidence in an ever-
expanding global economy and strong financial mariesre built, turned on
their heads. One such assumption was that, wieelit @vailability stalled,
those economies enjoying credit-fuelled consumpgi@wth, such as the UK
and the US, would fare much worse than countri¢is tsade surpluses, such
as China, Japan and Germany. This has proved ¢icgdhyanot to be the
case. As demand from consumers in the US and déweloped countries
slumped, those economies reliant on exporting theiids and services have
been severely impacted. In the report mentionedelthe OECD forecast
that world trade will have contracted by 17% by ¢imel of 2009.

The impact of the credit crisis has therefore kglebal. Over-extended
consumers are no longer able to access credintbgurchases, while
producers suddenly find themselves with excessitavg and production
capacity. The global economy has thus moved imtel@veraging process as
consumers seek to increase their savings ratios@mganies reduce output to
match the new, lower level of demand. Where thi€@ss stops is extremely
difficult to determine. As a result the outlook fonancial markets remains
highly uncertain.

Within the mainstream asset classes, equities izvered acutely as
expectations of much reduced economic growth, herkfore lower corporate
profitability, have been reflected in valuatioris.the current business cycle,
equities did not appear to reach levels at whiely there expensive on
measures such as price-to-earnings ratios. Howeatkr hindsight, it can now
be seen that corporate profits had been drivemsastainable levels by the
over-expansion of credit. As profit expectatioreyevreduced, equity prices
fell, taking yields, on an historic basis, to les/abt seen in the last ten years
(see Fig. 2).

Fig. 2 Yields on UK assets: cash, UK governmentdsamnd equities
7

6

5

Percent

99 00 01 02 03 04 05 06 07 08 09
— UK Bank Rate

— Government Benchmarks, Bid, 10 Year, Yield, Close, GBP
— FTSE, All-Share, Index, Dividend Yield

Source: Reuters EcoWin

Saunderson House Limited 4 Authorised and Regulated by the FSA



Market Commentary July 2009

Turning to other asset classes, fixed interest atarkave seen a very marked
rise in risk aversion over the last 24 months &estor appetite for complex
structured instruments, such as collateralised dleljations (CDOs), has
evaporated. As a result, government bonds perfdstrengly relative to all
other fixed interest instruments, including corpertaonds, from July 2007 to
March 2009. While corporate bonds are not comf@itanstruments, prices fell
due to the exceptionally high level of risk avensiooncerns about falling
corporate earnings and forced selling by leverageeistors. As a result,
corporate bonds are now currently offering mucthargyields than government
bonds (see Fig. 3). The easing of credit marketesponse to the policy action
from governments and monetary authorities has tgcemused this spread to
narrow somewhat but, in our view, corporate borillspsesent an attractive
opportunity for investors prepared to take a lorigem view.

Fig. 3 Corporate bond vields look attractive refatio conventional qilt yields
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Considering commercial property, values rose styofag five years until mid-
2007 but have since been undermined both by thHedveitval of debt financing
and the economic downturn, which has weakened teleanand. Although
yields and valuations are beginning to look moteative, commercial
property remains economically sensitive and agssgtenant quality are likely
to be the key driver of returns for the foresee&iiere.

Our recommended asset allocations shifts, incluckdgctions in equity
weightings during 2007, have helped to protectfplos from some of the
market falls but, with perfect foresight, thesewdtidhave gone much further.
However, after the sharp falls, equity markets haok relatively attractive on
a range of measures versus their long term averdgesn making generous
allowance for earnings downgrades and dividend tisyields on many blue
chip equities look appealing when compared to tlaosglable on other assets.

The MSCI World Equity Market index has providedtat return of -6.77% in
sterling terms over the last six months and -14.21&% the last year.
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2. Equities

2.1

UK Equities

Conditions in the UK economy have deteriorateddigpas a result of
the global financial crisis. As measured by GDie, économy
recorded its third consecutive quarter of contaacin the second
three months of this year. At -2.4%, compared.t6% in the final
quarter of 2008, the rate of decline is still irasig; the UK is now in
the midst of its worst recession since World WarRlecession is also
evident in the labour market, with unemploymenhggo 2.3m in the
three months to the end of March. This equatestonemployment
rate of 7.2%. With rising unemployment reducinggaure for higher
wages, inflation is now less of a concern for potiakers. On the
government’s target measure, the Consumer Pricex I(CPI), prices
rose at 2.2% p.a. in May, down from a recent pddk296 in
September. The more familiar Retail Prices Ind@RI} has fallen
faster still and is now showing prices, in aggregdeclining at a rate
of 1.1% p.a. The main differences between therhgasures are that
mortgage interest payments and house price depioegiaoth
components of the RPI, are excluded from the CPI.

With inflation no longer a threat in the short tetime Bank of
England (BoE) has reduced interest rates aggrégsii®Reductions of
1.50% and 1.00% in November and December 2008 cteply and
further 0.50% reductions in each of the first thmeanths of this year
have taken the Bank Rate to 0.50%. This is faelothan at any time
since the creation of the BoE more than three rethgears ago and
gives a clear indication of the scale of the ecanamisis.

To bolster the ailing economy, the government manced a fiscal
stimulus package worth up to £30bn, including agerary cut in
VAT. In addition to the fiscal measures, the goveent has
continued to support the banking sector. Howefadling tax
revenues have resulted in a gaping hole in theigpaéttor finances,
necessitating sharp tax increases and reducecémpa allowances.

Turning to the stock market, the path of UK egsifiem here will
depend crucially on the depth and longevity ofrgmession and the
extent to which future earnings downgrades aradjreliscounted in
share prices. Our view is that the recent rallgguity markets from
the lows of March was warranted by the stabilisatibthe financial
system but that the magnitude and uncertain duratithe downturn
means that increased allocations are not apprepatgiresent. We
recommend that current weightings to UK equitiesratained, where
appropriate.

The FTSE All-Share index has provided a total retfr+0.81% over
the last six months and -20.49% over the last year.
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2.2.

European (excluding UK) Equities

Continental European economies, barring some pendbhations, do
not have balance of payments deficits of the samgnitude as the
US and UK, and their consumers are much less iedebt
Nevertheless, these economies have still faredypoothe global
financial crisis. Eurozone GDP was 2.5% lowerha first quarter of
2009 (down 4.9% year-on-year). The 16-countryaegilso
experienced deflation for the first time last mgmtith consumer
prices falling 0.1% month-on-month. The Europeamt@al Bank
(ECB) had been slower than its Anglo-Saxon coumateso reduce
interest rates and its official rate now standt.@9% — higher than
base rates in the UK, US and Japan. Althoughhhésprompted
criticisms that the ECB is not being sufficientlygaessive, the central
bank’s injection of €442bn of one-year funds irfte eurozone
banking system at an interest rate of just 1% shtbeisit is taking
aggressive and supportive action. European bamkshave access to
effectively unlimited cheap liquidity until the suner of 2010. As a
consequence, the ECB’s balance sheet is now baggaproportion

of eurozone GDP than that of the Federal Resetatveto US GDP.

Unemployment, which rose to a 10-year high of 9i6%day (the
same rate as in the US), has not prompted aggeetsoal policy
responses from European governments. Due tortiee generous
welfare systems, headline-grabbing policies simidahose in the US
have been judged less crucial. These social saétsy plus lower
indebtedness, should mean that European consuarecope with
higher levels of unemployment and continue to spéeftus view is
supported by German retail sales data, which shaxadd
consecutive monthly rise in May. While this is piog, domestic
consumer spending is a less important driver of @DIPurope than it
is in the US and the UK. Continental Europe iséad more reliant
on exports. Here the strength of the euro in 20@8the sharp fall in
world trade have been particularly painful. Altbuhe euro has
weakened somewhat over recent months and sigronbmic data
stabilising have started to emerge around the winill take time
before export-orientated European companies searleechrecovery.
Having advised a significant reduction in weightirig European
equities at the end of 2007, we recommend thatiréengpallocations
are retained.

The FTSE Europe (ex UK) index provided, in euraorigra total
return of +4.69% over the last six months and 2% bver the last
year. The fluctuating value of the euro means thhen translated
into sterling, the returns are -7.77% over the $asmonths and
-20.11% over the year.
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2.3.

North American Equities

In what was an historic statement, the Federal iReg¢he Fed) cut
interest rates from 1.00% to “between zero and%’25n 16
December 2008 and stated that it will leave ratexeeptionally low
levels for as long as it takes to steer the US exgyraway from a
deflationary slump. The Fed'’s response to the ldpiumg crisis has
been impressive; the Fed funds rate (base rateb\2&8%0 as recently
as September 2007. Interest rate cuts have beemaanied by a
Federal economic stimulus package, the passagéintof the
$700bn Troubled Asset Relief Program (TARP), anelctions of
capital into US banks similar to those used inlike

These measures appear to be having the desired wftb recent
economic data showing signs of an improving econosgcording

to the National Association of Realtors, existimgrte sales increased
for the second straight month in May while ApriCaise-Shiller house
price index fell by a less-than-expected 18.1% d¢herpast year.
Meanwhile, the rebound in the ISM non-manufacturimigex to a
9-month high of 47.0 in June is consistent witha@dast expansion in
GDP. However, other economic data are less engmga Non-farm
payrolls fell by a far-more-than-expected 467,08lisjin June, while
unemployment climbed to a 26-year high of 9.5% avetage weekly
hours worked dropped to a new low of 33.0. Sudh,dagether with
a fall in the Consumer Confidence Index in Junglynthat, while
economic conditions are not as weak as earlidraryear, concerns
remain about the strength of any imminent econasgovery.

Given the scale and speed of the policy respowse fhe Federal
government and the flexibility of the US corporaéetor, which
suggests restructuring can take place rapidly, @lie\e that the US
will be one of the first economies to emerge fr@oession.

While US equities had begun to look inexpensivatiet to historical
valuations, the recent rally has taken them badkaadly fair value.
We therefore recommend that allocations to US exgughould be
maintained for the present, where appropriate.

The S&P 500 index provided, in US dollar termsptaltreturn of
+3.16% over the last six months and -26.21% oweldhkt year. The
fluctuating value of the dollar means that, whemstated into
sterling, the returns are returns are -9.94% dweltdst six months and
-10.83% over the year.
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2.4.

Japanese Equities

With GDP contracting at an annualised rate of 14i2%e first
quarter of 2009, the current recession in Jap#reisnost severe in
the post-war period. Moreover, the slowdown hantsharper and
deeper than those seen in the other major devekgatbmies.
Japan, however, stands alone in that its recegsmobably more
cyclical than structural. Having learned starlstess from the
bursting of its own asset price bubble in the 1998pan’s banks have
less exposure to the sub-prime assets that havagdahtheir US and
European counterparts. Furthermore, corporaténandehold debt
levels are significantly below those of other depeld economies. As
a major exporter of manufactured goods, howeve@ardés highly
sensitive to the health of the global economy amas suffered as
export demand has declined. The impact of theagldbwnturn has
also been magnified by the sharp strengtheningeof/én.

While economic recovery in the US and Europe wekd to be
tempered by a rebalancing of private sector dabtetis no such need
in Japan. Consequently, there are signs thatahieaction may be
relatively brief compared to those elsewhere ind&eeloped markets.
Among improvements in sentiment surveys and forwao#ing
indicators, consecutive months of export growtMarch and April
may offer the greatest cause for cautious optimislowever, these
improvements are from a low base and are heavignteon the

health of global demand.

Despite now appearing attractively valued versuh beeir own
history and their international counterparts, Jasarequities remain
deeply out of favour with international investorEhe economic
outlook is highly uncertain and consequently wedwel it is too early
to increase recommended allocations to Japane#&sqlCurrent
allocations should be maintained, where appropriate

Though the yen has fallen 21.92% against sterfirthé six months to
30 June it has, in aggregate, appreciated by 24&ffitist sterling
over the past twelve months. This has had a sigmif bearing on
investment returns for sterling based investorse FTSE Japan
index provided, in yen terms, a total return of47% over the last six
months and -29.58% over the last year. The cuyrfluctuations
mean that, when translated into sterling, the nstare -10.21% over
the last six months and -6.50% over the year.
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2.5. Asia Pacific (excluding Japanese) Equities

Believers in the theory that the economies andtgquarkets of the
Asia Pacific region had decoupled from their westsunterparts
suffered a very uncomfortable 2008. Increasedirggional trade
and proximity to Chinese growth offered little protion to the
export-led Pacific economies in the midst of theckyonised global
slowdown. GDP growth forecasts for the region,levbtill relatively
healthy in comparison to those for the western eaoes, have now
been revised downwards.

Economic indicators began to show signs of improxenm the
second quarter of this year and, together with ancements of fiscal
stimulus packages in several Asia Pacific counthase prompted
investors to focus once more on the region’s grquatential.
Investors have also taken note of the region’divelly low levels of
government, corporate and consumer debt. Substguésian
equity markets have begun to outperform once ns®e Fig. 4).

Fig. 4 FTSE All-World Asia Pacific ex Japan comghte MSCI
World since 2008 (rebased)
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While we believe the long term prospects for thekeis of the Asia
Pacific region are good, we retain our focus omaabns. At first
glance these appear compelling; on a price-to-lbaaiks, valuations
are close to the lows witnessed in the midst ofl®@7 Asian
financial crisis. However, there is very littlesibility on future
earnings potential and, until this changes, weaaecommend
increasing current allocations to Asia Pacific éqai

The FTSE All-World Asia Pacific ex Japan index pd®d, in local
currency terms, a total return of +29.66% overlésé six months and
-12.20% over the last year. In sterling-adjustgdss, the returns are
+17.35% over the last six months and -4.68% owertar.
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2.6.

Emerging Markets Equities

Having been a favourite destination for developedk®t investors,
equities in the emerging markessuffered sharp setbacks as the
financial crisis developed. Like the equity masket the Asia Pacific
region, emerging markets were hit hard by the wawésk aversion
throughout 2008 and undermined by downgrades tethréorecasts.

Sightings of possible ‘green shoots’ of recovergamly 2009, together
with an increase in risk appetite, have had a Sagwit impact on
emerging equity markets (see Fig. 5). Chinesetieguiave benefited
from these factors plus a significant fiscal stiosupackage that appears
to have provided the foundations for continuedregreconomic growth.
Meanwhile in Russia, the government-led stabilisatf the rouble and
a recovery in oil prices had, until recently, béeitpful.

Fig. 5 The ‘BRIC’ equity markets since the star2608 (rebased)
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We have been recommending low allocations to emgngiarkets
equities for the last two years as, driven by girepeculative inflows,
we believed these markets had become overvalubd.sdll-off had
gone some way to address this issue but the stesrpfiche recent
rally has raised the issue once more. Whilst askenging that
emerging markets are, in general, less indebtedatidr supported
by domestic demand growth than their western copatts, we
remain concerned that this, and more, is alredfiycted in the
markets. We do not recommend increases to cuatieaations.

The FTSE All-World Emerging index provided, in lbcarrrency
terms, a total return of +37.86% over the lastnisonths and -26.99%
over the last year. In sterling-adjusted terms,réturns are +20.36%
over the last six months and -11.76% over the year.

" MSCI includes 23 countries in its emerging marletiices: Argentina, Brazil, Chile, China, Columbia
Czech Republic, Egypt, Hungary, India, Indonesiegaél, Malaysia, Mexico, Morocco, Peru, Philippines
Poland, Russia, South Africa, South Korea, TaiWwdiland and Turkey.
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3. Fixed I nterest

Sovereign debt, including UK government fixed ietgrstocks (gilts),
performed very well over the course of 2008 antye€#)09 as investors
sought the safety of government-backed securiflen-year conventional gilt
yields fell from a peak of more than 5.50% in mi@bZ to below 3.00% in
mid-March 2009. This generated capital gains wifiortfolios that went
some way to offsetting losses on equity holdings.well as the attraction of
their ‘'safe haven’ status amid the turbulence @ditrmarkets and falling
equity prices, conventional gilts benefited frontldeng interest rates and
inflation expectations.

Having cut the Bank Rate to an historic low of @&ih March, the BoE
announced its intention to increase money supplyibiating a process of
quantitative easing. This involved the purchas€l&5bn of conventional gilts
from banks, pension funds and insurance compantes will, it is hoped,
place the funds on deposit to be used for lendifgusinesses and the
consumer. However, such measures, together watlkhgovernment’s plans
to issue record levels of new gilts, have raisattemns about resurgent
inflation and a lack of appetite for new issuegn Year gilt yields rose from
their sub-3.00% lows to 3.68% at the end of June.

Exposure to index-linked gilts also proved benefieiarly in 2008 due to
concerns about commodity-driven inflation. Howe\as these concerns faded
and investors focused instead on the possibilitgoéssion and deflation,
yields on index-linked gilts rose sharply in thedrguarter of 2008 before
falling back once again. Since the start of therymdex-linked gilts have
performed slightly better than conventional sto¢kanks to the easing of
concerns about an extended spell of deflation.

Our long-held belief that corporate fixed interesturities offered little value
has meant that, from late 2004 to January 2009remammended allocations
to fixed interest have been weighted almost egti@lvards government
bonds. We recommended in January that clientgseilentional gilts, which
had, in our view, become too expensive and offétiel compensation for
rising inflation expectations. Reinvestment, whap@ropriate, in the now
much more attractively valued corporate bond seaffiers the prospect of
higher returns in an environment of low interes¢saand only a gradual
economic recovery. The lack of liquidity in therBpean high yield bond
market means we are more cautious on the non-messtgrade sector and
recommend allocations to fixed interest are focusedigher grades of
corporate bonds.

The ABI UK Pension Gilt sector provided a totaluret of -2.04% over the last
six months and +11.65% over the last year. The 3i8fling Corporate Bond
sector provided a total return of +3.90% and -4.8084r the same periods.
The ABI UK Pension Index-Linked Gilt sector provitia total return of
+2.24% over the last six months and +0.16% ovetasbieyear.
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4, Property

The UK commercial property market has, based oa flatn Investment
Property Databank (IPD), lost 37% from its pealuty 2007. The driver of
this collapse was the withdrawal of low cost defrfice, which had, until
2007, been used to leverage the steady but unexeéturns from commercial
property, spurring development and, eventuallyraweply. As the credit
crisis unfolded, banks became less willing to lahtbw rates to fund
commercial property purchases and, as propertgfal, highly leveraged
property funds and companies came close to bregth@ir loan covenants.
This led to further forced selling and, togethettvthe effect of the slowing
economy on property demand, has served to drivermial property prices
down.

Although commercial property yields (c7.8% accogdio IPD) now look
attractive relative to government bonds, and tleedmf the market’'s decline
has slowed in recent months, the level of oversupphtinues to increase
while the deterioration of the economic backdrogtils undermining demand.
Therefore, with the exception of prime lots in gdodations and with strong
tenants, commercial property valuations are likelyemain under pressure
throughout the remainder of 2009. We are monigpdavelopments closely
with a view to taking a more positive stance os #sset class in due course.
In the meantime, allocations to property withireali portfolios are being met
through vehicles, such as closed-ended funds, wherre satisfied that the
underlying property assets are first class and &vhay gearing employed is
manageable.

The ABI UK Pension Direct Property index providetbtal return of -8.96%
over the last six months and -23.21% over theyleat.

5. Cash

Sterling deposits and monies held in AAA-rated iligly funds can presently
earn returns of around 0.50% over the BoE Bank Ba®e50% p.a.

Despite lower rates, cash still has its attractiems we continue to favour an
overweight position in the asset class, particylathere attractive fixed rates
from government-backed or good quality instituticas be secured. From an
asset allocation perspective, cash deposits dffeng defensive qualities
(provided the appropriate credit risk due diligehes been undertaken). Cash,
whether on instant access deposit or placed iquédity fund, also brings
flexibility to portfolios, enabling investors toka advantage of opportunities in
other asset classes as and when they arise.

Cash invested at the BoE Bank Rate would have geava return of +0.39%
over the last six months and +2.47% over the laat.y

Saunderson House Limited 13 Authorised and Regulated by the FSA



Market Commentary July 2009

6. Note on Hedge Funds

Our view that hedge funds are riskier than genepdrceived has gained
wider acceptance during the financial crisis. Whie continue to research the
sector, the transparency of many hedge funds’ tmest processes is not
sufficient for us to be comfortable recommendingjitinclusion in portfolios.
Liquidity, valuation of assets and the level of igjess are all areas where we
believe investors deserve, and should demand, oteigy .

According to Hedge Fund Research, the returns a@omposite index of
hedge funds fell 19% in 2008, the biggest annuelinke since the company
began tracking data in 1990. Among the casuatiesome high profile
names; Citadel Investment’s flagship fund, whicBHabn is one of the
industry’s largest, fell 55% in 2008. Atticus Epean, meanwhile, lost
investors more than 43% over the year. Meanwhéege fund veteran John
Meriwether, co-founder of Long Term Capital Managei) has announced
the closure of his flagship fund after losing 44%ni September 2007 to
February 2009. Others employing high levels ofigeghave found
themselves even more severely impacted. As cagditability has decreased,
geared hedge funds have had little choice butltéhsgr underlying assets at
whatever prices are available in the market. Tdrised selling looks likely to
have intensified in the fourth quarter of 2008 edde fund investors continued
to file significant redemption requests.

We expect the hedge fund industry to emerge franfittancial crisis in a very
different shape. There will certainly be fewerdsncharging, on average,
lower fees and offering better reporting, transpayeand liquidity. These, in
our view, are all welcome developments.

For completeness, we include the HFRX Global Hdelged index figures for
hedge fund performance below. We remain, as nuglgxpected, somewhat
sceptical about the validity of these figures.oum view, the index will almost
certainly overstate returns. This is because wbensssion of data to the index
compilers is voluntary and it is unlikely that il or poorly performing funds
would submit numbers for inclusion. The effectlwi that the index figures
overstate the true performance that might be erpdicvbm a range of hedge
fund investments, perhaps by as much as severa@age points.

The HFRX Global Hedge Fund GBP index provided altaturn in sterling
terms of +5.65% over the last six months and -1%.%%er the last year.

The above commentariesreflect our viewsasat 13 July 2009. Any material changesin economic
and market conditions between then and the time of writing your report will bereflected in our
recommendations.

Unless otherwise noted, all performance figuresaretotal returns (including incomere-invested) for
the six month period from 31 December 2008 to 30 June 2009 and the twelve month period from 30
June 2008 to 30 June 2009 (source: Lipper Hindsight).
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