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Risk Warnings

This report is for general guidance only and regmesour current understanding of law
and HM Revenue & Customs practice as at 1 Octob@r.2 We 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

The steady upward progress in equity markets,ithatcharacterised the early
part of the year, ended in mid-July as investoiiezd a month of high
volatility and steep market falls. In the monthmal-August equities fell by
more than 11%, losing all of their gains for tharyeSubsequently, equity
markets regained a degree of calm and, aided by%a €ut in interest rates
from the Federal Reserve, the US central bank, mpddmost all of their
losses by the end of September.

The increased volatility and sharp setback for teegiivas caused by factors
relating to financial markets themselves rathentiay change in the
macroeconomic outlook. Prior to the market turmeéntral banks were
already attempting to bring the era of easy cralit accommodative
monetary policy to a close. This was being achddwegradual increases in
interest rates. However, a sudden burst of coraleont the inherent risks and
potential impact of some of the new, highly gedmedncial instruments,
brought the easy credit environment to an abrugt e3hort term lending by
banks and other institutions dried up almost owgrhi This raised concerns
about a full-scale liquidity crisis, where insolegrthreatens banks and
investment funds that rely on funds from the skemn money markets. In a
demonstration of how seriously authorities vieweal gituation, central banks
injected large quantities of liquidity into moneyarkets and made emergency
funds available to ensure a broad credit cruncindidlevelop.

The strength of the recovery in equity marketsaatés that investors are, for
now, convinced that there will be no enduring intgeam the credit market
turmoil on the ability of businesses or consumeradcess capital and,
therefore, that the reasonably buoyant outlooletmmomies remains intact.
Indeed, with the US economy slowing under the bumafea weakening
housing market, and growth remaining very stronthenFar East and
developing markets, we could see a more balanaestiympath for the global
economy. Reduced reliance on the US consumeive global growth,
together with rapidly developing Asian consumer ke#s, could address
economists’ long-running concerns about the sizk@S current account
deficit and the resulting build up of dollar balasdn the Far East.

Considering the outlook for equity markets, we rantd the view that
developed market valuation levels are supportii wiany continuing to
trade at price/earnings ratios close to their le@mm averages. On balance
therefore, we maintain our positive view on eqsifier the present while
monitoring developments closely, particularly ie #tructured credit markets.

The FTSE World index has provided a total returar@®51% over the last six
months and +13.22% over the last year.
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2. Equities

2.1

UK Equities

The UK economy has continued its remarkably stramd) stable
expansion. Figures for the twelve months to trek @frthe second
guarter of 2007 show that the economy grew by 3.Hdwever, with
the impact of the credit market turmoil still unkwm, it is unlikely that
the Bank of England will raise interest rates agaitil the economic
outlook becomes clearer. Given the potential negamnpact of
tighter credit conditions, together with the thireereases in the bank
rate this calendar year, it is likely that the emoy will begin to
weaken in 2008.

For the present, however, supportive economic tiomdi, together
with the return of a degree of pricing power fag ttorporate sector,
have resulted in excellent earnings growth for canigs. This,
coupled with strong dividend growth, has contintedupport UK
equities. Strong corporate profits growth has rmésat UK equities
do not look expensive in terms of price/earning®sadespite share
prices having risen over the past four years.

We are mindful that, with growth likely to slow andedit conditions
deteriorating, the outlook for equities is becomiegs favourable.
Corporate profit margins are at peak levels, widlgy high
commodity prices are boosting profits at oil ansbrace companies,
which are heavily weighted in the UK share indic¥¢e are also
aware of the valuation anomalies now apparent withe UK equity
market, with mid. and small sized stocks lookingenexpensive. Our
recent reweighting of portfolios towards larger gamies addressed
this. We remain holders of UK equities at curnmatrket levels.

The FTSE All Share index has provided a total retfr+2.70% over
the last six months and +12.19% over the last year.
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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 the stmadtimprovements
being made at the corporate level in areas suchtal efficiency
and labour costs.

After raising interest rates to 4.00% in June,Ebeopean Central
Bank (ECB) is likely to leave interest rates unaehfor the
remainder of the year. The ECB’s reputation féirtg no risks with
price stability has meant that the euro has sthemgtd considerably
against other major currencies. This will actlamseurozone exports
and thereby put some downward pressure on ecoraxtiiagty.
However, with demand for hi-tech European goodbkv&ry strong in
the Far East, we believe the outlook remains pesitWe are retaining
our current overweight position in European eqsitie

The FTSE Europe (ex. UK) index provided, in eurontg a total return of
+4.85% over the last six months (+7.84% sterlingstéd) and +16.71%
over the last year (+20.13% sterling adjusted).
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2.3.

North American Equities

The US is at the epicentre of the current econalelate. After years of
strongly rising prices, the US housing market i& neeakening sharply as
the easy credit, which fuelled much of the boomyithdrawn. Whether
this drags the US economy into recession remaibg &een. The housing
market woes will certainly have a material impdctt the economy was
already slowing in response to monetary tighteivag took interest rates
from 1.00% to 5.25% in the two years to mid-2006.

The 0.50% interest rate cut implemented in Septemémonstrates that
the Federal Reserve is ready to take aggressii@aotan attempt to
avert a recession. Whether it succeeds or notegplend on several
factors, including how deeply rooted the sub-prpmablems are, the
resilience of the jobs market and the impact dirfglhouse prices on
consumer behaviour.

In the corporate sector, aside from those areaadtef by the housing
market, profit growth has remained fairly resiliefithis has been aided by
the very weak US dollar which has aided profitsigioat major US
corporations with substantial overseas earninigswever, the weak
currency has, of course, impacted returns forisgedased investors
which as a result have been relatively disappaintin

Given the prolonged underperformance of the USkstaarket, which has
left it looking more reasonably valued relativeotber markets, we
continue to recommend that portfolios maintain $mlédcations to US
equities.

The S&P 500 index provided, in US dollar termsptaltreturn of +8.44%
over the last six months (+4.39% sterling adjustet) +16.44% over the
last year (+6.76% sterling adjusted).
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24.

Japanese Equities

The Japanese economy and stock market performantiawe to be
mildly disappointing. Underlying economic growthfairly steady at
around 1.5-2.0% and employment conditions conttouexert upward
pressure on inflation. However, domestic consuomptemains weak and
stubbornly low inflation continues to undermine Benk of Japan’s
policy of gradually increasing interest rates. Miitterest rates at only
0.50% the yen is vulnerable to carry traders, vaiseryen funds and
switch them into other currencies, and domestiestors who transfer
assets overseas to take advantage of higher wedsble elsewhere.
This weakness has undermined returns to interredtiomestors who
bought into Japanese equities to participate inaihg awaited economic
recovery.

We remain of the view that Japan’s steady progsasgstructuring its
economy will eventually bear fruit, resulting im@tger equity market
returns and a stronger yen. We are therefore rexnding that, despite
the disappointing performance in recent monthsgcalions to Japanese
equities are maintained.

The FTSE Japan index provided, in yen terms, & tetarn of -4.56%
over the last six months (-5.67% sterling adjusted) +2.60% over the
last year (-3.44% sterling adjusted).
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2.5.

Asia Pacific Equities

The economic performance of the Asia Pacific (ediclg Japan) region
remains impressive. Decreasing reliance on Westgoort markets and
sizeable foreign currency reserves mean that thedie crises of the past
are unlikely to be repeated. Additionally, strapnomic growth and
current account surpluses make it likely that Asiarmrencies will
appreciate over the medium term. These factokemaia Pacific
equities attractive to international investors.

Large speculative capital flows mean that the &Rsaific equity markets
remain among the most volatile in the world andkets are certainly no
longer cheap. We believe, however, that investatts a longer time
horizon will earn excellent returns as the econdisniclamentals remain
very promising. We recommend that equity weightitmthe region are
maintained.

The FTSE Asia Pacific ex. Japan index provideda teturn of +23.83%
over the last six months and +40.25% over theyleat (for sterling based
investors).
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2.6.

Asia Pacific (excluding Japanese) Equities

Emerging market equities have risen very stronghrahe four year
equity bull market, driven in part by strengtheneapnomic
fundamentals. These improving fundamentals renmaatace; strong
growth has driven up employment and income, theoebgting a virtuous
circle of consumer demand and further strong growthe equity markets
no longer offer the bargain valuations of 2003 kuith the long term
growth story looking as strong as ever, we bel@l@cations to equities
within the emerging regions should be maintained.

The FTSE All-World Emerging index provided a tataturn of +26.02%
over the last six months and +45.03% 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. As a result, yields are
now more attractive and the value of governmentlbas a portfolio diversifier
has been fully demonstrated in the recent finamagket turmoil.

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 counterpartsykmas the yield spread, has
been wholly inadequate. We have therefore adwisedts to focus fixed interest
allocations on UK government bonds. This view b@esn vindicated by the
recent credit market problems that have seen sprealn very sharply. We are
closely monitoring corporate and non-investmentigraond yields relative to
those available on government bonds, with the ‘@imcreasing allocations to
these areas when they look sufficiently attractive.

The ABI UK Pension Fixed Interest sector providddtal return of -0.65% over
the last six months and -0.47% over the last yiearsterling 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. Our Investment Bulletin of October 28860ut our view that
commercial property prices could suffer a periodafsolidation as yields are
forced back up to levels more attractive to investdrhis consolidation now
appears to be taking place. UK commercial properymeasured by the ABI
Pension Property index, recorded a loss in thenskqaarter of 2007, its first
guarterly loss since 2001.

Despite interest rates increases now looking Ikely) the risk-adjusted returns
available on cash deposits remain more attradtiae those on commercial
property and we continue to recommend reducedatltmrts to this asset class.

The ABI UK Pension Property index provided a totlrn of -4.33% over the
last six months and +3.05% over the last yeardffiering based investors).

5. Cash

Cash deposits, earning approximately 5.75% p.ak, &ttractive relative to the
yield currently available on fixed interest or cosmeial property. Cash holdings
are also valuable from a defensive perspectivengndontinue to regard them as
an important component of portfolios.
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6. Note on Hedge Funds

Hedge fund returns have been slightly disappoirver the last year. While we
continue to research the sector, we remain someseleatical about the ability of
most hedge funds to generate consistently pogitiat returns.

The Credit Suisse/Tremont Investable Hedge fundxngrovided a total return
in dollars of +2.16% over the six months to the ehdugust and +7.49% over
the year to the same date. For euro based inga$imicorresponding return
figures are +1.26% and +5.33% respectively.

N.B. Unless otherwise noted, all performance fguare total returns
(including income re-invested) for the six monthipe from 30
March 2007 to 28 September 2007 and the twelve mpertiod from
29 September 2006 to 28 September 2007 (sourcpetiindsight).
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