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Risk Warnings

This report is for general guidance only and regmé&sour current understanding of law
and HM Revenue & Customs practice as at 13 Oct2d@8. We 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 fullargou invested. Levels and bases
of, and reliefs from, taxation are those curreafhplying but are subject to change and
their value depends on the individual circumstarafebe investor.
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Economic and | nvestment Outlook

Over the last two weeks we have seen an interredljoco-ordinated policy
response to address the global financial crisisveBments are proposing to
recapitalise their banking systems with taxpayershey and guarantee future
bank debt issues. Meanwhile, central banks haleeded interest rate cuts
and provided huge quantities of liquidity to lovatiort term money market
rates. These moves look likely to stabilise tiaficial system. It will,
however, still be some time before the full impaicthe economic slowdown
becomes apparent.

Tighter credit conditions and waning consumer atatice, are already
impacting the real economy. Very weak employmantres, together with
rapidly declining durable goods orders and outlsokveys, indicate that,
despite government action, the US is heading irdlozap economic slowdown.
Residual concerns about the financial system euerberate through the real
economy for many months to come. ltis, as yet|aar whether the injections
of capital into the banks will improve credit awallity for both firms and
individuals. Itis also unclear at what level U&uke prices will stabilise or
how far unemployment will rise. In such circumstes, forecasts for
economic growth and other variables are largelymmegess.

The current financial turmoil started in the US ks now very much a global
phenomenon. The great wave of cheap and seenlinglless credit, which
had its source in the low interest rate environnoé2001 onwards, has now
broken. As cheap funding has drained away, itréasaled a financial system
awash with debt. Much of this debt is comprisedahplex credit derivatives,
such as collateralised debt obligations (CDOs)civlaire secured on properties
that are declining in value. These securitieshetd by the banks which have
started to run short of capital after successivieevdowns of impaired assets.
As a result, banks have reduced lending. Condawntahe solvency of other
banks has led to stronger banks stopping interlrding and aggressively
reining in all other lending. This, in essencehes credit crunch.

GDP Growth since 2000
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Over the last 12 months we have seen the full ilpadnvestment markets of
the withdrawal of cheap short term funding. Thiasinesses built on the
assumption that abundant credit was a permanemiréeaf the financial
landscape have imploded rapidly. Northern RockBwradiford & Bingley are
two familiar examples, but there are literally teands of others - from hedge
funds who were borrowing short term money and itingsn higher yielding
assets (the now-infamous carry traders), to prgmaEmpanies borrowing to
develop holiday complexes in Eastern Europe orasiseamption that property
prices would continue to rise indefinitely.

Within the mainstream asset classes, equities $iafered greatly as risk
aversion has increased. This culminated in outearganic in the second
week of October, causing equity markets in the BHrope, the US and Asia
to fall c20%. This was followed by a sizeable neary based on optimism that
the policy response would have the desired effetjever, the relief has
proven short lived and the downtrend in marketsreasmed. Elsewhere,
commercial property, which had been a major berjiof cheap credit, has
suffered acutely from its withdrawal. In fixed énést markets, after several
years of strong performance from lower quality mavestment grade bonds,
investors have, rightly, now become extremely cameg about credit risk.
This has resulted in government bonds performimg sgongly relative to
corporate and particularly non-investment gradedson

Considering our recommended asset allocationscties in equity
weightings late last year have helped, but witHguforesight we would have
gone further. Sharp falls in equity markets hafedhares looking, on first
inspection, highly attractive, especially to inwestwith a long time horizon.
However, we are aware that the impending econolowd®wn has not yet
been fully reflected in corporate earnings forezag&lsewhere, portfolios have
had healthy weightings to cash and short and mediated gilts. Both have
offered capital security and liquidity.

The MSCI World Equity Market index has providedtat return of -6.74% in
sterling over the last six months and -14.98% therast year. Rolling these
figures forward two weeks to 13 October, to incogbe recent volatility, gives
-19.47% and -26.58% respectively.

Saunder son House Limited 4 Authorised and Regulated by the FSA



Market Commentary 13 October 2008

2. Equities

2.1

UK Equities

Growth in the UK has stalled with economic outpatgneater in the
second quarter than the first. It is likely td falthe third quarter.
Consumer spending, so long a strong feature dffheconomy, is
slowing as falling house prices, a deterioratirgsjmarket and cost
pressures from rising utility and fuel bills havered to undermine
consumer confidence. According to a survey camigdoy market
research company GfK NOP in September, consumédidenite is
close to its lowest level since records began ifd19

Impaired assets on the balance sheets of UK baaksaaing the
same impact on credit markets as their US countiscp8anks are
trying to rebuild their capital ratios by raisindditional capital (from
the UK government in the case of Royal Bank of laoat, HBOS and
Lloyds TSB), scrapping dividends and curtailingriea At present,
banks remain distrustful of their peers and intekbanding is very
limited. The sterling interbank rate for 3 monthsrently stands
some 1.75% above the Bank of England’s (BoE) patitg of 4.50%.

Inflation, which proved a major concern earliethi year, now
appears to have been a red herring. With oil amdneodities prices
falling sharply, unemployment rising and restricteddit availability,
inflation is likely to fall very sharply in the cang months.

Ironically, the Monetary Policy Committee of theBmay become
more concerned about too little inflation, rath®art too much, over
the next two years as the deflationary impact lihtpasset prices
works its way to all corners of the economy. Thas freed its hand to
cut interest rates by 0.50% in an attempt to allievihe pressures on
the financial system. We expect further rate réduos in the coming
months.

Turning to the stock market, the recent sharpirfiathe UK equity
market leaves shares looking very inexpensive gectash and
government bonds. However, earnings forecastsamibst certainly
be downgraded as attention turns to the economedsiwn.

Our recommended funds are, in the main, positi@avealy from the
vulnerable consumer-sensitive areas of the manatiding the much
troubled banking sector. They have also giversgieeulation driven
mining stocks a wide berth. We are confident thdlfare well
relative to the wider indices in the months ahead.

The FTSE All-Share index has provided a total retfr-13.45% over
the last six months and -22.25% over the last y&arorporating
returns for the two weeks to 13 October gives -2%%nd -32.20%
respectively.
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2.2.

European (excluding UK) Equities

Until we recommended a reduction in allocationEtwopean equities
in late 2007, the Continent had been our favouesdiiation for
investments into overseas markets. This provefitabte as
European (ex UK) equities outperformed those oflie UK and
Japan over 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
financial storm or the accompanying economic slowdalfflicting

the US and UK. Indeed, with the European Centeallk® (ECB)
reputation for giving greater weight to inflatiasks than growth
risks, there was, in our view, a danger that irgierates would be held
too high for too long, driving up the value of taero and
exacerbating the eventual economic slowdown. TBB E
subsequently demonstrated their inflation fightingdentials by
actually increasing interest rates (to 4.25%) iy.Ju

The core eurozone economies did remain resiligribfayer than the
US or UK, with the exporters of manufactured gowdgarticular
benefiting from sustained demand from the Far EHsiwever, the
combined impact of the strong euro and weakeniaajleconomy is
now showing through clearly. Germany’s IFO sureéyhe business
climate has fallen at an unprecedented rate fraigtaof 104.6 in
March to 92.9 in September. Evidence of a rapigglining business
environment, together with the financial marketrtail, allowed the
ECB to participate in the co-ordinated interes¢ raduction of 8
October. In response to this and the economicddowm, the euro has
begun to lose some of its recent gains againsiahar and sterling.

The core countries of continental Western Eurapauding
Germany, France and the Benelux nations, remaictstally sound
and they will continue to be long term beneficiafmth of demand
for exports from the Far East and the continuingetigoment of
Eastern Europe. Also, over the longer term we eixihe euro to gain
in value against sterling. Therefore, after treerg weakness, we
recommend that current allocations to Europeartieglare retained.

The FTSE Europe (ex UK) index provided, in euraorigra total
return of -14.83% over the last six months (-15.&lesling adjusted)
and -28.88% over the last year (-19.71% sterligsadd). Returns
rolled through to 13 October give -25.10% (-26.74f#%ling adjusted)
and -37.46% (-30.10% sterling adjusted) respegtivel
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2.3.

North American Equities

Despite interest rate reductions totalling a fullS3%6 over the last
year, a Federal economic stimulus package wortBi%1,zhe passage
into law of the $700bn Troubled Asset Relief Progr@and an

injection of capital into its banks similar to thk rescue package,
the US economy is sliding towards recession.

Consumer spending, so long bolstered by risinggngpralues, is
now being undermined by falling house prices whazttording to the
Case-Shiller Home Price index, were 16.30% loweluly compared
to the previous year. Massive exposure to reatesia mortgage-
backed securities (many containing tranches whiemaw valueless)
has paralysed the banking sector. Two major lend&ashington
Mutual and Wachovia, have had to be rescued itetanonth alone.
The accompanying sharp reduction in credit avditglio both
consumers and businesses is exacerbating housdfgigcand further
undermining consumer confidence.

Considering that the US is at the centre of theeturglobal economic
slowdown, its equity market had, until the end ep@&mber,
performed surprisingly well relative to other majoarkets (see
chart). The recent sell-off has, however, seendfsparity reduce.
Though valuations appear supportive, we are avnatetiie US
economy and its companies have yet to experierctuth
consequences of recession. We believe that atbosatto US equities
should be maintained for the present.

The S&P 500 index provided, in US dollar termsptaltreturn of
-10.87% over the last six months (-0.61% sterlidigisted) and
-21.98% over the last year (-10.82% sterling adjist Returns
inclusive of events to 13 October are -23.25% @#1% sterling
adjusted) and -32.81% (-21.41% sterling adjustespectively.

Performance of major equity marketsin sterling terms over one year
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2.4. Japanese Equities

The Japanese economy, like those of other developantries, is
slowing under the impact of global financial disition. As a major
exporter, Japan is more sensitive to global ecoagmuiwth than
other major nations. Its equity market has, adogig, suffered most.

One factor in Japan’s favour is that it stands stee removed from
the global financial crisis. Japanese banks hittleéxposure to the
sub-prime assets that have damaged their US arugh&am
counterparts and the economy has not suffered éxsassive house
price increases. In fact, the health of Japariaaadial institutions is
allowing them to make strategic acquisitions ovasseRecent deals
include Mitsubishi UFJ Group’s purchase of a stiakiglorgan
Stanley and Nomura’s acquisition of the non-US hesses of
Lehman Brothers.

Japan’s lack of exposure to the financial crisgetber with its
already very low interest rates, has meant thay¢inehas appreciated
very markedly against other major currencies. Thiais worsened the
plight of Japan’s exporters but has provided soomsalation for
overseas investors in Japanese financial assets: tkke year to 13
October the yen appreciated by some 21.06% agsigr$ing,
mitigating to some degree the very weak performarfi¢cke equity
market.

Japanese equities remain deeply out of favour widrnational
investors, but they are now very cheap both vetfseis own history
and by comparison with international counterpawe therefore
recommend current allocations to Japanese eqaitesiaintained.

The FTSE Japan index provided, in yen terms, & tetarn of
-9.74% over the last six months (-5.64% sterlingisted) and
-31.66% over the last year (-15.37% sterling adj)st Rolling these
forward two weeks to 13 October the figures beced®e02%
(-21.14% sterling adjusted) and -47.01% (-29.26elisg adjusted)
respectively.
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2.5. Asia Pacific (excluding Japanese) Equities

Until this year, equity markets in the Asia Pac{gx Japan) region
had provided excellent returns. Rising marketseveiven by strong
regional economic growth, investor enthusiasm farkats linked
into the Chinese development story and the expenttiat Asian
currencies would appreciate over the medium tdrdowever, as the
global economic outlook has deteriorated this yeagstor
enthusiasm has waned and Asian equities have bdegimarply
underperform their western counterparts (see chart)

We have, since 2006, recommended only very smaliaions to

Asia Pacific equities in acknowledgement of th&iosg performance,
their increasingly high valuations and the histentatility of the
region’s stock markets. We do, however, contiruledlieve that
investors with longer time horizons will earn gaedurns as the long
term economic fundamentals remain very promisifigough, after

the recent sell-off, valuations are significantlpna tenable, at present
we continue to recommend that clients maintairr tbgirent tactical
equity weightings to the region.

The FTSE Asia Pacific (ex Japan) index provideadtal return of
-18.78% over the last six months and -27.08% dweldst year (for
sterling based investors). The figures incorpatatharket
movements in the two weeks to 13 October are -30.88d -37.47%
respectively.

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

Emerging Markets Equities

Hopes that emerging markets (as defined by MS@le—*delow)
could continue to grow rapidly, despite the shaoprdown in
developed economies, were dashed in the first tmaeers of 2008.
Upward pressure on inflation as economies haverbemaencounter
capacity constraints, together with slowing demtamaxports, means
that many emerging markets are likely to slow fithi rapid rates of
growth seen in recent years. While inflation mayve a transitory
issue for developed economies, it appears morergiied in some
emerging markets and may require an aggressiveyp@sponse to
bring it back to acceptable levels. The key poifrdifferentiation is
that wage inflation in developed markets does owk likely to rise,
thereby putting further upward pressure on inflatidn many
emerging markets, however, wages are rising rajgisliyicreasing job
mobility and competition for workers has enablegbapees to claim
their share of the strong economic growth.

Assisted by robust economic growth, emerging markgquities
provided excellent returns over more than four yearearly 2008.
As the outlook for the global economy has detetestahowever,
emerging markets have started to retrench. Hagen very
strongly, to the point that many were trading @ngicant valuation
premiums to their developed counterparts, emergqaty markets
were vulnerable to sharp reversals. These have d@rirring.
Equity market corrections in China and India, twotfier favourites
of emerging market investors, have been severer the year to 13
October, Chinese shares listed on the Shangh& si@hange fell by
60.59% while those Indian companies with sharésdisn Bombay
have seen, on average, a 44.25% 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. As in the developed markets, we asdylito see
opportunities to increase weightings to emergingkeia in the
coming months but for now recommend maintainingentrholdings.

The FTSE All-World Emerging index provided a tatedurn of
-18.47% over the last six months and -21.91% dwetdst year (for
sterling based investors). Rolling these figumsvard to 13 October
gives -32.69% and -35.54% respectively.

* MSCI includes 25 countries in its emerging maskietdices:
Argentina, Brazil, Chile, China, Columbia, CzechpRelic, Egypt,
Hungary, India, Indonesia, Israel, Jordan, Malgyiaxico,
Morocco, Pakistan, Peru, Philippines, Poland, Rusuth Africa,
South Korea, Taiwan, Thailand and Turkey.
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3. Fixed I nterest

Over the last year UK government fixed interestlsso(gilts) have
demonstrated their value as effective portfoli& dssersifiers. From a peak of
over 5.50% in mid-2007, the yield on the 10-year giiernment bond
retreated by over 125bps to a 4.25% low in mid-Magenerating capital
gains which have helped to offset some of the bgsequity holdings. Gilts
benefited from lower growth expectations (and tfeeelower interest rate
hopes), and also from their ‘safe haven’ statusiah@ turbulence in credit
markets and falling equity prices. Yields subsexdyaose somewhat amid
concerns that rising inflation would require highH{ interest rates but, as the
extent of the economic slowdown and worsening fomercrisis became
apparent, they have fallen back once more and tand st close to 4.50%.

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. Concebsuécredit quality and
default risk, together with the unattractive yipl@miums available on non-
government debt, meant that their appeal to investas much lower and they
have, accordingly, underperformed their governnecennterparts.

Our belief that non-government fixed interest set@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
on conventional and index-linked UK government tmnthdex-linked issues
performed particularly well in the first half ofd@tyear due to concerns about
inflation. However, yields have recently risen swvhat as fears over
economic growth have replaced those over inflatidfe expect conventional
bond yields to remain fairly low over the next yearthe economy works its
way through the downturn. Following this periodsitikely that higher
inflation expectations, together with heavy giuance, will see yields move
higher once more. We are therefore recommendiiggtbvernment bond
allocations are split evenly between conventional imdex linked issues. In
addition, we are closely monitoring the now muchren®alistically valued
non-government bond sectors and are selectivehgasing allocations.

The ABI UK Pension Gilt sector provided a totaluret of +0.48% over the last
six months and +5.75% over the last year. Rollivege figures through to
incorporate the two weeks to 13 October gives nstof -0.97% and +4.22%
respectively.

The ABI UK Pension Index-Linked Gilt sector provitla total return of
+0.65% over the last six months and +9.78% ovetabieyear. However,
including market events over the two weeks to 1®0er gives returns of
-6.36% and +2.13% respectively.
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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 benefiagdthe abundance of low
cost debt finance that characterised the credibleginigher and higher
guantities of debt were used to gear the steadgthetrwise unexciting returns
from commercial property. As the credit crisis bhasolded 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 appetite for risk among itwess has served to drive
commercial property yields sharply higher and picerrespondingly lower.

Our Investment Bulletin of October 2006 set out dew 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 aechaghly likely to be so
again in 2008.

For now, it remains our view that the risk-adjustetlirns 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 -5.44%
over the last six months and -19.71% over theyleat. Rolling these figures
through to 13 October gives -6.16% and -19.78%aetbgely.

5. Cash

Sterling deposits or monies held in AAA-rated lidjty funds earn returns in
excess of 4.50% p.a. at present.

With the economic outlook deteriorating, our viethat UK interest rates are
set to fall sharply. The Monetary Policy Committéehe Bank of England,
perhaps belatedly, has now recognised that inflatiset to decline quite
sharply in the months ahead. Despite this, caihas its attractions and we
continue to favour heavy weightings. From an aaletation perspective,
cash deposits offer strong defensive qualitiesvidex the appropriate credit
risk due diligence has been undertaken). Cashthehen deposit or placed in
a liquidity fund, also brings flexibility to portfims, enabling investors to take
advantage of opportunities in other asset classas@when they arise.

The ABI UK Pension Money Market index provided tatoeturn of +2.29%
over the last six months and +4.76% over the laat.y
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6. Note on Hedge Funds

Our view that hedge funds are riskier than gengpatceived is gaining wider
acceptance. While we continue to research theisabe transparency of
many hedge funds’ investment processes is notctiti 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.

According to Hedge Funds Research, hedge fundbigrgear on course to
suffer their worst performance since records begd®90. Among the
casualties are some high profile names; Citadeddtment’s flagship fund,
which at $18bn is one of the industry’s largesdt 6% in September alone
whilst similar performance from Atticus Europeankqear-to-date losses to
more than 43%. Others employing high levels ofigga have 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 set to
intensify in the fourth quarter as hedge fund ineescontinue to file
significant redemption requests.

For completeness, we include the HFRX Global Heelged index figures for
hedge fund performance below. We are, as miglktxpected, somewhat
sceptical about the integrity of these figures.odin view, the index will almost
certainly overstate returns. This is because tbhensssion of data to the index
compilers is voluntary and it is unlikely that fdl or poorly performing funds
would submit numbers for inclusion. The effectlw that the index figures
overstate the true performance that might be egpdcom a range of hedge
fund investments, perhaps by as much as severmeage points.

The HFRX Global Hedge Fund GBP index provided alt@gturn in sterling
terms of -8.09% over the last six months and -9.98% the last year.
Returns rolled through to 13 October are -13.24%-44.98% respectively.

N. B. The above commentaries reflect our views as atct8k@r 2008.
Any material changes in economic and market camtbetween
then and the time of writing your report will beleeted in our
recommendations.

Unless otherwise noted, all performance figuregatad returns
(including income re-invested) for the six monthipe from 31
March 2008 to 30 September 2008 and the twelve Impatiod from
28 September 2007 to 30 September 2008 (sourcpetidindsight).
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