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1.

It has been a volatile year for the stock markets and the fixed income mar-
kets. We have seen rising oil prices, the sub-prime mortgage crisis resulting
in the major banks writing off tens of billions of dollars in bad debts, and a
turn down in western property markets. It has been a year where China and
the emerging markets have forged ahead in economic growth (at nearly 4
times the rate of USA and UK) and in their stock market growth. November
saw another sharp drop in equity markets of some 5-7% which has reduced
the major markets to single digit growth over the last 12 months, but Decem-
ber has seen them pick up again. The emerging markets have fared very
much better.

Introduction

The best performing sectors have been mining and commodities, with tech-
nology starting to make a comeback after 6 years. The worst sectors have
been banking and finance.

The major concerns now are that we have not seen the end of the sub-prime
crisis and the implications for the banking sector are profound. High oil
prices are beginning to percolate through to the consumer and combined
with falling property prices, consumers are spending less. This may tip the
USA into recession and put a drag on the rest of the world. After the actions
of the Federal Reserve and other Central Banks, the consensus now seems
to be that this might narrowly be avoided. Whatever happens, markets are
expected to be volatile next year.

We will see the division between east and west increase in 2008. China
India, Russia and the emerging markets are expected to continue their
growth, but at a little slower rate, whereas the USA, UK and Europe are ex-
pected to continue their slowdown.

The best approach is to have a diversified portfolio and to ensure that the
asset allocation of your investments is actively managed. We will be pleased
to advise you on managing your wealth and all your financial needs.

All of us at Affinity would like to wish you a happy EID, a merry Christmas
and a healthy and prosperous 2008. We hope it is a good year for you.

clive.ward @affinity-consulting.com Director
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2. Affinity Consulting Group News

Affinity is committed to the ongoing service and support of our clients,
something we are often told is rare in the offshore arena. We have in-
vested heavily over recent years in high quality research and support.
We like to ensure that our clients have insurance in place to protect their
loved ones and that their medium and long term savings and invest-
ments are well planned. We have innovative global investment prod-
ucts available for clients with low, medium & high risk outlook.

Affinity Solutions in Dubai became a division of the Continental Financial
Services Group in Dubai in 2006. We chose to work with Continental as
they are the largest firm of independent financial advisers in UAE with
approximately 80 staff including 50 consultants and they are also one of
the most professional financial companies in the UAE.

Affinity Solutions has the following consultants:
Clive Ward (CEO)
Bernadette Hancock
Richard Thomas (large mortgages & commercial loans)

David Davies (he is structuring a capital guaranteed forex fund
for us to distribute in 2008)

Mike Broadwood and Nat Patel have gone back to UK for family reasons
and sadly Theo Hansen died in the summer. We are expecting a very
experienced consultant to join us from Australia in the new year.

Affinity Solutions has also linked up with a qualified British tax specialist
in Dubai (ex Ernst & Young) who does nothing but UK personal tax af-
fairs. If you need help with your UK tax, please let us know. We also
have a link with a qualified Australian tax adviser and an American tax
lawyer and a British lawyer who writes wills.

The Singapore office of Affinity Financial Consulting Pte Ltd has the fol-
lowing consultants:

Clive Ward (MD)
Lee Sanders (manager)
Mark Bradshaw
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Fraser Morrison
Brian McCann
Salmah Harharah
Evie Pagliarulo

New joiners awaiting a Singapore financial representative licence:
Brian Peters, who joins us from Shanghai.

I live in Dubai but travel to Singapore frequently.

We are a “one stop shop” for all your financial requirements. Our range
of services is not limited to investments and includes:

Life insurance

Critical lliness insurance

Medical insurance

Currency exchange transfers
Trusts

Estate and inheritance tax planning
School fees planning

Retirement planning

Tax planning

Group insurance for health, death in service, personal acci-
dent.

Company pension schemes and gratuity funding
In Dubai: buildings, contents and car insurance

Please note that if you need to send money to a different currency
account, we can arrange this more cheaply and often quicker than
your bank. Please contact us for more details.

If you would like a review of your investments or help and advice on any of
the above topics, then please contact me or your usual consultant.
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Market Indices Table at end of November 2007

Name Currency Price 1 month 1 year 2 years 3 years
MAJOR INDICES % % % % %
MSCI World CR US Dollar 1610.94 -4.24 10.71 30.82 42.9
MSCI World TR US Dollar 4956.04 -4.04 13.25 36.88 52.97
Dow Jones Industrial Average CR US Dollar 13371.7 -4.01 9.41 23.74 28.23
Dow Jones Industrial Average TR US Dollar 22101.67 -3.63 11.92 29.57 37.43
S&P 500 CR US Dollar 1481.14 -4.4 5.75 18.54 26.18
S&P 500 TR US Dollar 2322.34 -4.18 7.72 23.05 33.44
NASDAQ Composite CR (there is no TR index) US Dollar 2660.96 -6.93 9.42 19.17 26.91
MSCI Europe CR US Dollar 2159.77 -3.38 16.56 52.24 63.29
MSCI Europe TR US Dollar 8438.46 -3.18 20.17 61.94 79.26
FTSE 100 CR UK Pence 6432.45 -4.30 6.34 18.61 36.77
FTSE100 TR (started later than CR index) UK Pence 3733.64 -4.00 9.99 26.79 51.35
MSCI Emerging Markets CR US Dollar 1242.06 -7.14 42.10 85.94 139.80
MSCI Emerging Markets TR US Dollar 2056.65 -7.08 45.56 95.61 160.42
MSCI Asia excluding Japan CR US Dollar 624.35 -8.63 43.42 90.06 120.09
MSCI Asia excluding Japan TR US Dollar 1030.60 -8.54 47.09 100.30 139.52
Nikkei 300 (Japan) CR Yen 310.56 -5.16 -2.74 5.16 46.33
Nikkei 300 (Japan) TR Yen 347.54 -5.15 -1.69 7.27 50.71
CSFB/Tremont Hedge Fund US Dollar 437.08 0 15.49 31.21 41.18
CSFB/Tremont Hedge Multi Strategy US Dollar 366.37 0 13.69 30.37 39.33
CSFB/Tremont Investable Hedge Funds US Dollar 132.93 -1.20 8.90 17.92 22.78
CSFB/Tremont Investable Multi Strategy Hedge Funds US Dollar 138.84 -1.24 10.16 24.68 31.78

Source of all fund data and Gold Troy Ounce US Dollar 785.48 -0.76 21.13 58.00 72.70

charts: Lipper Hindsight Goldman Sachs Commodity TR US Dollar 7059.31 3.70 16.51 9.56 20.37

(unless otherwise stated)

www.affinity-consulting.com CR = Capital return, - this is the index ignoring dividends and is the one quoted on TV and in the papers

TR - Total return - this is the index with dividends reinvested and should be used to compare with mutual fund returns
Note that many funds in the CSFB hedge fund index are closed to new investment, so they run an investable index of those that are still open.
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4. Graphs of Market Indices to end November 2007

Major Indices since 1987 in USD (with dividends reinvested) MSCI World Index since 1969

FTSE 100 since 1978 S&P 500 Index since 1959

Sorry to test your
eyesight!

www.affinity-consulting.com
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5. Fund Performance Table at end of November 2007

Name Currency Price 1 month 1 year 2 years 3 years
ERIENDS PROVIDENT FUNDS % % % % %
Lanson Optima US Dollar 0.845 -1.97 5.76 23.18 27.84
Lanson International Growth US Dollar 1.41 -2.35 3.52 19.19 26.34
FPIL Collins Stewart Aggressive Managed USD US Dollar 2.081 -8.37 17.97 33.4 51.79
FPIL Collins Stewart Growth Managed USD US Dollar 1.35 -3.71 4.98 15.48 22.50
FPIL Ground Rent Income UK Pound 2477 1.64 11.08 18.57 30.78
FPIL Student Accommodation UK Pound 1.621 0.87 9.31 17.38 25.95
FPIL Momentum All Weather Liquidity US Dollar 1.385 0.36 9.66 18.78 24.66
FPIL Templeton Brazil, Russia, India, China US Dollar 2.299 -7.37 55.55 108.62

FPIL Investec GS Global Strategic Value US Dollar 2.483 -7.73 11.85 38.17 59.06

Fund Performance Table at end of October 2007
OTHER FUNDS

Protected Asset TEP GBP UK Pound 1.7335 0.65 8.10 15.73 26.35
Protected Asset TEP USD US Dollar 1.3228 0.64 7.75 16.24 24.72
Protected Asset TEP EUR Euro 1.2365 0.63 7.74 16.35 24.96
Protected Asset TEP No.2 GBP UK Pound 1.4150 0.62 7.80 16.37 26.18
Protected Asset TEP No.2 USD US Dollar 1.2762 0.51 6.37 14.60 22.82
Protected Asset TEP No.2 EUR Euro 1.2794 0.52 6.57 14.93 23.28

The main markets dropped 4-5% in November and the emerging markets dropped 7-8% in the same period.

As we now cover a wider range of funds, we have restricted this list to the core funds that we recommend in Friends Provident.
For Aviva, Premier Group, Royal Skandia, Scottish Life and Zurich, please see their respective websites.

www.affinity-consulting.com
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6. Performance Commentary Lanson Optima & International Growth v Indices in USD since the
launch of LIG on 8 Mar 2002 to 30th Nov 2007

6.1 Lanson Financial (Friends Provident Funds)

Over the past 12 months to the end of November the Optima Fund re-
turned 5.76% and the International Growth Fund returned 3.52% in US
dollar terms.

As last year, the holdings that contributed most to this performance were
HSBC Chinese Equity & JF India. These funds have grown strongly
throughout the year and the managers have regularly top sliced the
holdings to maintain balanced portfolios, reduce risk and to bank profits.

Schroder UK Mid 250 has also been a major contributor to fund perform-
ance. This fund primarily covers companies listed in the UK FTSE 250
index which returned approximately double the FTSE 100 return in 2006.
The fund is also based in Sterling which appreciated against the US
dollar in 2007.

Equity markets in Asia excluding Japan continue to show good growth
and the funds have exposure to this region through JF ASEAN. Lanson Fund Holdings on 13h December 2007

The Thames River Property Growth & Income was sold in the middle of
the year and has only recently been added back to the portfolio.

Both funds have held over one third of their assets in cash throughout
most of the year because of market volatility. This has served to protect
the funds from the full extent of market volatility over the year, but is has
held back performance, resulting in both funds underperforming their
benchmark (MSCI World Index). The LIG fund has the objective of be-
ing more aggressive than Optima but has been managed conservatively
over the year and the performance of the 2 funds has been very similar.

The managers believe that equity market growth will continue, but more
moderately, in 2008. Regular fund reviews will help to identify the fast-
est growing regions and the best funds within these regions.

www.affinity-consulting.com
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6.2 FPIL Collins Stewart Aggressive Fund FPIL Collins Stewart GBP Funds vs Indices to 30 November 2007

The CS Aggressive Funds have done well this year again. The USD fund
gained 17.8% over the 12 months to end November and the GBP fund
gained 14.2% in sterling or 20.5% in USD terms over the same period.
Both funds almost doubled the performance of their benchmark of the
MSCI World Index which grew 10.7% in USD over the same period (or
13.3% including dividends)

These are well managed funds of funds. The fund managers have a
strong track record in finding growth funds and when markets drop, they
are quick to get out and reallocate assets. As they are aggressive, they
have large allocations to emerging markets and this causes volatility in the
fund as can be seen from this year’'s graph. They can also make large
cash allocations when markets are unstable.

The USD fund gives a little more emphasis to the USA, whereas the ster-
ling fund includes more UK investments, otherwise their allocations are
very similar. Sterling based investors may do better to switch to the CS
sterling denominated funds due to the weakening US dollar, as each fund
is optimised for its base currency and selects funds accordingly

FPIL Collins Stewart GBP Aggressive Fund Asset Allocation
FPIL Collins Stewart USD Funds vs Indices to 30 November 2007

FPIL Collins Stewart USD Aggressive Fund Asset Allocation
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6.3 FPIL Collins Stewart Growth Fund

The CS Growth Funds have changed their style this autumn. They have
moved from the FPIL platform where they were restricted to using the FPIL
mirror funds, and been placed on Collins Stewart’s in-house platform so
they are now mirror funds. The managers expect the performance to im-
prove as a result. FPIL have an excellent range of aggressive funds but
the CS Growth fund makes allocations to lower risk funds and they now
have a wider choice.

The USD fund gained 3.5% over the 12 months to end November and the
GBP fund gained 0.7% in sterling or 6.2% in USD terms over the same
period. See the chart on the previous page.

FPIL Collins Stewart GBP Growth Fund Asset Allocation

FPIL Collins Stewart USD Growth Fund Asset Allocation

6.4 Templeton BRIC Fund (Friends Provident Fund)

The regions of Brazil, Russia, India & China have continued to perform
strongly and look set to continue for another year. This fund is not a fund
of funds but makes dynamic allocations between all 4 regions with no fixed
allocation to each. It is very volatile but good for monthly savers. It has
grown 55% in the 12 months to end November 2007 and 151% since
launch in July 05. If you want to weight your portfolio more towards the
emerging markets but do not have the time to select the best regions and
to watch them, then using this fund is a safer bet than trying to decide on
the allocation yourself.

6.5 Brandeaux Property (Friends Provident Funds)

The Brandeaux Group manage 2 funds that continue to show consistent
low risk returns , the first is Ground Rent Income which buys up the free-
holds of properties, often from the aristocracy, and collects the ground
rents and manages them efficiently. This grew 11.1% in the 12 months to
end of November. The fund is valued on its income stream and is unlikely
to be affected by the downturn in UK property markets. It has been run-
ning 10 years and is now benefiting from the premiums charged to renew
leases to the long term tenants of its properties and this has lifted the per-
formance of the fund. A good fund for low risk sterling investors, but it only
accepts new money, you cannot switch existing funds in FPI plans into it.
The 2 Brandeaux funds now have over £1 billion under management.
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FPIL Ground Rent Fund in GBP from Jan 1997 to end of Nov 2007

6.6 The FPIL Momentum All Weather Liquidity (Friends Provi-
dent Fund)

This fund of low risk hedge funds is achieving its objectives of having very
low volatility and of beating USD cash deposits by at least 2% and has
gained 9.7% over the 12 months to end of November. It is a good safe
haven for USD investors for locking in profits or depositing money as you
approach retirement. It is not so good for sterling or euro investors as the
weakness of the dollar will erode the gains.

FPIL All Weather Fund from October 2002 to Oct 2007

The second Brandeaux fund is Student Accommodation which buys uni-
versity halls of residence and runs them efficiently for the students and
provides additional services (laundry, bar, café etc). It is also valued on its
income and grew 9.3% over the same period. It is also a good fund for low
risk sterling investors and is unlikely to be affected by the property down-
turn. This fund is also only open to new investors.

FPIL Student Accommodation in GBP from June 2000 to Nov 2007

6.7 Other FPIL funds

The Thames River Mainstay sterling fund is a fund of low risk hedge
funds with the objective of achieving absolute returns and has grown 16%
over the past year and 29.8% over the past 3 years. Itis a good alternative
to All Weather for lower risk sterling investors..

The Glanmore Property Fund invests in direct property, whereas most of
the recently added FPI property funds trade in the equities of property com-
panies. Therefore it has not dropped like the others, but can be expected
to have only modest growth next year.

The Martin Currie Global Resources Fund is also a low risk fund with the
objective of achieving absolute returns. Global Resources is a large liquid
sector representing approximately 20% of the MSCI index and includes oil



& gas, energy equipment & services, chemicals, construction materials,
utilities, metals & mining, paper & forest products. This fund invests glob-
ally in shares of companies in the energy and basic materials sectors. It
has a highly concentrated portfolio of 30 - 50 of the best ideas extracted
from a universe of 730 stocks. It is free to allocate towards those areas
showing most growth prospect and is not constrained by benchmarks, mar-
ket capitalisation weighting and fixed assets allocation models. It has
grown 33% over the past 12 months and 58% since launch in April 2006.

6.8 The Protected Asset TEP Fund (PATF)

This fund invests in UK traded endowment plans and has been particularly
skilful in the acquisition and accounting of these, enabling it to see consis-
tent high returns for a low risk fund. The sterling fund grew 8.1%, with the
USD fund growing 7.7% and the euro fund 7.7% over the 12 months to end
November. The original version is suitable for short term deposits as there
is no exit fee but a small entry fee. PATF2 has no entry fee but a reducing
exit fee for redemptions within 5 years. As you can see from the chart on
the next page, this is also a good fund for low risk investor in any currency
and is one of the very few investments suitable for shorter term deposits.
The 2 PATF funds now have over £1 billion under management.

December 2007 The Wise Men Arrive From The East

7. Where to invest now?

Volatility is likely to continue next year in most markets. This is not neces-
sarily a bad thing as it give fund managers a chance to uncover good in-
vestments. It can be bad for the amateur investor trying to time the market
as they can keep getting it wrong. The emerging markets equities are
likely to lead the way with the western markets suffering from a slow down
in consumer spending as a result of falling house prices, a credit squeeze
and higher oil prices driving up inflation.

Commodities are still in strong demand and oil is likely to continue to rise in
price. The property markets in the west are expected to slow down or fall,
whereas those in the east should continue to rise.

New funds have emerged in the past 2 years specialising in energy, global
resources, agriculture and water, as these are all in high demand.

There has been a move towards safer assets in the past months and this
may continue until the full effect of the sub-prime crisis has worked its way
through the system.

Bonds have picked up recently and if interest rates continue to fall this
should continue. This may be short lived as interest rates are expected to
fall short term and then rise again towards the end of 2008. Emerging mar-
ket bonds, although riskier, have proved to give consistent high yields of
the past years.

Despite mixed data coming from Japan, many fund managers see the op-
portunity for good equity growth, assisted by the possibility that the yen
may strengthen if the carry trade unwinds. Output is expanding and de-
mand is rising.

All these are discussed in more detail later along with their risks.

Our advice, as always is to use an asset manager to make the decisions
for you and we work with Collins Stewart & Lanson Financial. These com-
panies run fund of funds and provide active management. Collins Stewart
also offer sterling funds as well as USD. If you look at the allocations of
Lanson Financial and Collins Stewart, you will see they have a good
spread across all the asset classes that are showing growth. However if
you wish to allocate more to any of these areas, there are specific funds
available and | have mentioned the Templeton BRIC Fund (Brazil, Russia,
India & China) and the Martin Currie Global Resources Fund.

10



Because of the cyclical nature of most investments and the increase in
volatility of late, professional investors are making increasing use of alter-
native strategies, i.e. hedge funds. There are almost as many hedge funds
as mutual funds and most have the objective of achieving absolute returns.
Following our preferred strategy of using funds of funds, the best way to
take advantage of this asset class is to use a professional fund manager to
choose the funds and diversify the risk across the many different strate-
gies. The Thames River group have been running a very successful fund
in both sterling and dollars and this is available through the FPI mirror
funds as Mainstay.

Currency is causing concern. The US dollar is expected to weaken short
term with reducing interest rates and then to recover at the end of the year.
A change of US government following an election often brings a spate of
new found confidence.

Sterling and the euro are considered expensive and the US dollar and yen
are cheap at present. Please see the section on currencies towards the
end of the report for further guidance.

Long term monthly savers are best served by diversifying between the
Collins Stewart and Lanson funds, particularly in the early years of the
plan, as you are building up capital, the volatility is not so significant. For
lower risk sterling investors, the Ground Rent & Student Accommodation
funds offer a predictable and consistent growth of 7-8% pa. Higher risk
investors could make an allocation to broad-based funds in developing
areas such as the HSBC BRIC fund or the new Martin Currie Global Re-
sources Fund. As investors near their maturity date, they could allocate
some of their money to lower risk funds such as Momentum All Weather or
Mainstay.

Lump sum savers need to identify their time frame and risk and diversify
across a humber of asset classes.

LOW RISK

Brandeaux Property Funds (not licensed in Singapore). The FPI mirror
funds achieve 9-10% pa. The combined funds are only available
through a portfolio bond and are achieving 11% pa

The Protected Asset TEP Fund is averaging 8% pa in sterling and a
fraction less in USD or euro.

Australian dollar investors can use the LM Mortgage income fund re-
turning 7% pa on the A$.

December 2007 The Wise Men Arrive From The East

Diversification into alternative strategy investments can be achieved
through the All Weather & Mainstay funds of hedge funds.

MEDIUM RISK

The funds of funds managed by Lanson Financial and Collins Stewart
are beating most of their peers and the main reason for using these is
that asset allocation is managed for you.

HIGH RISK

Within the FPI range you could look at the Merrill Lynch Gold Fund, the
Merrill Lynch Mining Fund, the Investec Global Strategic Equity Fund, the
Templeton BRIC fund and GAM Japan

This newsletter is aimed at our worldwide clients and the Friends Provident
clients we inherited in Singapore. For new Singapore investors, we use
the funds of funds offered by Zurich Life or we construct and manage port-
folios for you using the Aviva and iFAST platforms.

We have access to most funds on the market and | know some of you
manage your own investments actively. If you would like a review of your
investments please contact your usual consultant or let me know if you
have lost contact.

For recommendations on your own personal situation, please contact me
or your usual Affinity consultant.

I have illustrated the need for diversification on the next page showing how
the property markets and the stock markets go in cycles.

11



Charts of UK Domestic & Commercial Property Prices

These charts serve to show that most assets go in cycles. The main ex-
ception being foreign currency trading which just requires volatility. These
charts show how prices of commercial property (red) and domestic prop-
erty (blue) compare to the UK stock market (FTSE in green) and the US
stock market (S&P500 express in GBP in yellow).

Over the past 5, 15 and 20 years, the UK stock market has performed bet-
ter than domestic property, but the drop in the stock market in 2000-2003
and subsequent drop in interest rates caused investors to move assets to
property. Commercial property has had a greater rise than domestic

December 2007 The Wise Men Arrive From The East

vs FTSE100 & S&P500 in GBP

property but is now turning down, along with domestic property. The US
stock market has performed best over 20 years as the dollar was weak in
the early 1990’s and then strengthened in the late 1990s as technology
bubble pushed markets unsustainably high.

From recent history, the stock markets have had a major correction along
the lines of that in 2000, every 30 years or so. Property markets have
tended to go in spurts on a 15 year cycle with periods of dramatic growth
followed by long periods of decline and stagnation while personal incomes
catch up.

12
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8.  Wealth Management

There are a number of areas in which we may be of help:
8.1 Are you saving enough for retirement?

As a very rough guide, excluding your main residence and any other as-
sets, you need to save the following percentage of your salary, depending
at what age you commence the saving, to ensure you build a retirement
fund that will support the same lifestyle you have whilst employed:

Age at start of saving  Saving as % of salary

25 17%
35 21%
45 35%
55 85%

Also, remember that you need to increase your savings in line with your
income as it rises.

8.2 Are you saving for your children’s education?

The typical cost of a 3 year university course in UK is around £20,000 per
year for tuition and living costs. At 3% inflation, this would be £34,000 in
18 years. To save for a 3 year course over 18 years would require £265
per month, assuming a growth rate of 6% per annum.

The typical cost of a 3 year university course in USA is around $30,000
per year for tuition and living costs. At 3% inflation, this would be $51,000
in 18 years. To save for a 3 year course over 18 years would require $400
per month, assuming a growth rate of 6% per annum.

8.3 Is your CPF in Singapore being managed for you?

Did you know you can move your CPF to one of the fund platforms in Sin-
gapore and choose which funds to use for investment? We can assist you
to arrange the move and to select and mange the funds, so you have a
better chance of achieving a higher performance than fixed interest de-
posit within the CPF.

8.4 Have you left a pension behind in UK?

If you are a British expat you may have left behind private pension plans
or pensions with previous employers that are now frozen.
Do you hold:

UK Personal Pensions
UK Money Purchase Company Benefits

UK Final Salary Company Benefits

If the combined value is over £25,000, then you may be able to move these
to a self invested pension, where you can control the investments.

8.5 Do you need tax advice or a will?

We can assist you with qualified tax advice for the UK, USA and Australia.
We can also assist with superannuation in Australia through our associates.

It is important that you have a will. If you die intestate, it makes life more
complicated for those you leave behind and can cause considerable delays
in the distribution of your assets. If you die intestate whilst an expat, it mag-
nitudes the problems considerably as your heirs have more than one juris-
diction to deal with. We can introduce you to qualified solicitors who will help
you draw up your will.

8.6 Do you send money abroad to a different currency account?

We have linked up with a forex service that allows you to pay one currency
into their account in one country and they make your payment in a different
currency to your own account or to another beneficiary in the country of
choice. The benefit here is that their rates are considerably better then the
banks and there are no transmission charges.

8.7 Have you checked your life insurance recently?

If you have a family, it is important to protect them if you die prematurely. If
you took out life insurance at home, do check that it covers you whilst living
abroad. If your family has expanded, did you remember to top up your life
insurance? A family with young children and only one parent earning
should have life insurance in the amount of 10 times the annual salary of the
breadwinner.

Please let us know if we can assist you in any of these topics.

Friends Provident International - Statements

You may be pleased to know that FPI are now making your accounts
available to you on-line. The process has already started and will take
a year. You will be given information on how to access your account
with your next annual statement, which is when your account will be
loaded on-line.

13
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9. Economic Outlook

As usual, | have distilled a large number of economic reports over the past
months. | have put together this summary for you and hope you find it
useful.

The New Colonialists

| wrote in a past newsletter that the 19th century was dominated by the
British Empire, the 20th by the USA and its technology and culture and
that the 21st century will see the Chinese (along with India & Russia)
dominate the world. Well, we are now witnessing the first steps unfold.

The western banking system is probably in the worst shape in its history.
American and European bankers have been accused of acting more like
drunken sailors than captains of industry. They have sold the family silver
in exchange for reckless real estate loans (the sub prime mortgages) and
are now faced with standing in the gutter begging from passing traders
from the east. The Fed and European Central Banks are in a difficult posi-
tion. They do not want to be seen to be baling out the bad decisions of the
banks, but cannot let them drag down the whole economy. This leaves
the banks wide open to take-overs and re-capitalisations from new inves-
tors.

History will see this as a turning point. The majority of the major banks
have all had to write off billions (in any currency) of bad debt. Some $70
billion has been written off so far. Morgan Stanley was the first and has
been followed by most of the big names, Bear Stearns, Citibank, HSBC,
Barclays, HBOS, Northern Rock, Washington Mutual, Credit Suisse and
UBS to name but a few. Bank shares have dropped by over 25% this
year. The only parties in the world that are rich enough (or brave enough)
to bail them out are the sovereign funds of the emerging economies. Abu
Dhabi has put $7.5 billion into Citibank and Singapore has invested $10
billion into UBS (widely considered until now, to be one of the most con-
servative of banks). The purchases were by means of convertible securi-
ties that pay yields of 9% & 11%, which effectively classifies these banks
at the junk bond level. This is the 2nd bail out for Citibank; in 1991 it
raised $590 million from Prince Waleed of Saudi Arabia and even now it
still needs to raise another $30 billion. Both Abu Dhabi and Singapore are
expected to take board seats, which starts to swing control from the
“developed countries” to what were called a few years ago, the undevel-
oped countries.

The colonialists of the past marched in with their armies and installed their
viceroys; the viceroys of the new colonialists come from the financial sol-

diers of the emerging economies. It is not just banks they are buying, Du-
bai bought into the NASDAQ, OMX (Nordic exchange), and London stock
exchanges and structured a deal linking the Dubai International stock ex-
change, OMX, London stock exchange & NASDAQ. Qatar also holds over
20% of the London stock exchange. DP World bought P&O Shipping, and
the UAE and Qatar governments have been buying prime properties in
London and New York. China Investment Corp (a sovereign fund) bought
10% of the private equity group Blackstone. | could go on as there are
many more, but you see the picture.

China is investing heavily into Africa and the Industrial and Commercial
Bank of China Limited, the world’s largest bank by market capitalisation,
has paid $5.5 billion for a 20% stake in Standard Bank Group which is the
largest foreign direct investment into South Africa. China has just signed a
deal with Iran to develop the Iranian oil industry.

It is not difficult to see why
China and the emerging mar-
kets are on a spending spree
when you look at the balance
of payment figures. America’s
trade deficit is shrinking
month on month to $57.8
billion in October and the US
trade deficit is now running at
$533 billion a year (6.5% of
GDP - it was only 1.6% in
1996). The European coun-
tries are running large defi-
cits, whereas China has a
very large surplus.

These new viceroys, the wise men from the east, are hard nosed financi-
ers. The profligate past lending has created too much liquidity and created
an asset boom (bubble?). The banks will now have to put their affairs in
order, cut staff, shore up their lending criteria and sell off non core assets.
This will reduce liquidity for legitimate business loans and increase unem-
ployment and put a downward pressure on asset prices. Singapore has
been built on hard work, sound business and trading principles. With no
natural resources, other than its people, it has become the model for the
rest of Asia and the Middle East. These new masters are less likely to sign
off the more creative derivatives and investment banking practices that led
to the present credit crunch.
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| can write what many are thinking but do not dare print: don’t be surprised
to see a major household name western bank or two need more than a
passing investor to bail it out, but will require a major government or indus-
try assisted restructure. Rumours amongst bankers are that we have only
seen about 25% of the write-offs so far. The bigger they are, the harder
they fall may prove to be very true next year. This will lead to more take-
overs and consolidation in the banking and finance sector and more in-
vestment in the finance sector (now it is cheap) from the emerging market
countries.

Review of 2007

The global economy is on track for 5% growth this year, which is higher
than originally expected. This is the best 4 year run for over 30 years.
Despite this, inflation has remained constant. As in previous years, it is
the emerging markets that are driving the world growth.

China again leads the world’s growth, closely followed by India & Russia.
With GDP growth in China and India running around 9%, Russia 7% and
Latin America at 3-5%, it puts US growth of 2% and European growth of
2.6% in the shade as there have been fears of a US recession.

It has been an eventful year. The sub-prime mortgage lending crisis has
been the dominating economic factor this year causing a reduction of in-
vestor appetite for risk and precipitating a turnaround in western property
markets. | explained the background to this in my September newsletter
(on our website) so will not repeat it here. This will still rumble on into
next year, but it does not seem to have affected the emerging markets’
banks as they were not involved in making irresponsible loans and have
not participated in the collater-
alisation and resale of them to
the same degree as the west-
ern banks.

Oil prices crossed the $90 per
barrel level and although they
have slipped back, there is
speculation they will cross $100
next year. The International
Energy Agency accuses OPEC
of limiting supply, which OPEC
deny, blaming excessive de-
mand, mainly from China. High

oil prices have had little impact on consumer spending so far, but with con-
sumer confidence in the developed markets falling, it is likely to cause a
slow down as the impact filters through to high street prices.

Another factor that has dominated world currency markets is the weakness
in the dollar and yen and the strength of sterling and the euro. The yuan
has continued slow appreciation and most other Asian currencies are up
against the dollar this year.

Kuwait has un-pegged its currency from the US dollar and Saudi, Kuwait,
Bahrain, UAE, Qatar and Oman are planning to merge their currencies in
the next 3 years and float the new currency against a mixed basked of cur-
rencies. Some may drop out but nonetheless it will be a major step in cur-
rency markets.

Outlook for 2008

As with this year, the world will be divided into east and west. As you can
see from the table above, global growth is expected to slow a little in 2008,
to around 5% and will be led by Asia from India through Russia & SE Asia
to China. The key factor in this is whether the USA slips into recession.
The Federal Reserve has recently taken some innovative steps to put more
liquidity into the banks to overcome the present credit crunch and lack of
confidence amongst banks in each other.

Before this month'’s rate cut, 38% of US economists forecast a US reces-
sion next year (2 consecutive quarters of negative GDP growth). However,
the balance of opinion now is that it might just be avoided.

The divergence in growth between the USA and the emerging markets will
continue as shown in the OECD chart of leading indicators. There is grow-
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ing evidence that a recession
in USA will not impact the
emerging markets as much
as it has done in the past.
These markets, particularly
the economies of the bigger
ones of Brazil, Russia, India
& China (BRIC) are decoup-
ling from the west as they
grow their own middle
classes creating strong do-
mestic demand. The prop-
erty market supports this
theory with western markets
falling and Asia property mar-
kets rising. The Asian economies are spending massive amounts of
money on developing infrastructure projects — telecoms, power, transport
etc. This creates investment opportunity, jobs and grows the economy.

High oil prices and falling western property markets will have an impact on
consumers and lead to slower worldwide growth. One of the knock on
effects of the credit crisis is that many leveraged funds are having to re-
duce their borrowing and this reduces the amount they can trade. It will
separate the skilled fund managers from those who have made their gains
through leverage. ltis likely to be another volatile year.

As the US has a massive balance of payment deficit and the Fed is re-
ducing interest rates to stave off a credit crisis and recession, it is likely the
dollar will see short term weakness. However the expectation is that it will
recover to current levels or even slightly stronger by the end of 2008.

Of course, all this could change
for the worse if the banking
crisis is really as bad as the
rumours coming out. The sub-
prime debacle has the potential
to cripple or even bring down
the banking system, which
would have severe economic
repercussions. The biggest
banks would be hardest hit.

| have included the forecast of

Henderson Global Investors for stock market performance next year. They
are expect to the best gains in Japan.

The US Economy

US GDP growth this quarter is

expected to slow to an annual-

ised rate of 0.9%. The reces-

sion we saw in 2001 had very

different fundamentals, compa-

nies were heavily geared in

2001, whereas companies now

have strong balance sheets and

the debt has shifted to individu-

als and finance institutions. The

weakening US dollar has helped

to increase the volume of US

exports as American goods be-

come cheaper. In October ex-

ports reached $142 billion, the

8th consecutive month they reached a record high - 14% higher year on
year. Unemployment is only 4.7%and the economy is producing jobs at
the rate of 100,000 per month. They are not figures seen in recessions.

The Federal Reserve is worried that debt markets will grind to a halt as
banks are so busy writing off hundreds of billions in bad mortgage debts
that they will stop lending. Also they are concerned that the mortgage
problems, falling house market and rising oil prices will lead to a slow down
in consumer spending leading

to recession. This is why they

have announced in conjunction

with other Central Banks that

they are making cheap loans

available to the banks.

The value of US households’
main asset — their houses —
has fallen, on average, by over
25% over the last 2 years. In
some parts of the country falls
are twice as large. Things are
likely to get worse in coming
months because there are still
a lot of homes for sale on the
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market. These are equivalent to around ten months’ sales. Lower prices
will probably be needed to sell these homes, and falls of another 5 to 10%
over the next year are forecast. New housing starts fell by 10% in Novem-
ber.

the highest it has ever been.
Prices have now dropped for 4
months in a row. This is the
worst losing streak since Hali-
fax (now HBOS) started their
index in 1995 and surveyors
are the most pessimistic since
1998. The HBOS measure of
house price inflation fell to
6.8% in October from a recent
peak of 11.9% in July.

- The trend in the trade deficit
improved in October to £7.1
billion from £8 billion in September, with the total trade deficit (including

Whether or not there is a recession depends crucially on what happens to
unemployment. Consumer confidence has been hit by the mortgage and
property situation and high oil prices. If unemployment rises in 2008, then
confidence could drop to the levels usually seen in recessions. This could
be followed by cutbacks in spending and much weaker growth in the US
and global economies in 2008.

The British Economy

The British economy is now at a turning point. There are essentially

three problems, corresponding with the three main driving forces of
British economic growth in the past decade. These have been financial
activity, public sector spending and housing. The first two forces clearly
will be much weaker in the year ahead than they have been for most of
the past decade. Public sector employment has already stopped grow-
ing and will be squeezed much more tightly in the next few years.
Wholesale finance and business services, which with London as the
world’s financial capital, are more important to Britain than to any other
major economy, are bound to experience a serious setback after the
recent credit crisis.

The fact that house prices in Britain and in several other European
countries have risen 40 per cent more than the IMF can explain on the
basis of such fundamental factors does not mean that they are likely to
fall by this amount. But the IMF figures do show that Britain (along with
Ireland, Spain, France, Denmark and many other European countries)
is potentially even more vulnerable than America to a property shakeout
if the forces stimulating housing demand ever run out of steam. And
that is what is happening now, as the simultaneous slowdown in finan-
cial and public sector employment combines with the sudden loss of
liquidity in the mortgage markets and the stunning levels already
reached by house prices and mortgage borrowing.

A weaker housing market and slower growth of financial services will
curb the economy, reducing GDP growth from a buoyant 3.1% this year
to sub-trend rates of 2.0% in 2008 and 2.1% in 2009. A more serious
setback is possible if consumers become markedly more cautious.
Headline inflation is running at 1.8%, below the target of 2%. Average
earnings have increased 4.1% over the year to the end of October.

The average house price at £200,000 is now 9 times average income,

goods & services) dropped to £4.1 billion from £4.8 billion in September.
This should mean that the 2007 trade deficit should be lower than the
£55.8 billion in 2006.

- As a result of the credit crunch, there is certain to be less growth in

wholesale financial services than there was in the past two years. It is
even harder to say whether the mismanagement of the Northern Rock
crisis will damage London’s standing relative to other financial centres,
but it is not going to help. Most unpredictable of all is the impact of
Gordon Brown's unexpected tax changes on London’s position as the
unchallenged centre of global finance.

- The post-Budget controversy over inheritance tax and capital gains tax

reform, has overlooked the even more radical changes in the tax treat-
ment of foreigners living in Britain. Anecdotally, there is already evi-
dence of hedge funds, banks and international businesses moving some
of their highly paid international staff out of London to Geneva, Monte
Carlo and the Channel Islands. Of course, these tax havens will never
replace London as the financial centre of Europe, but at the margin they
are now likely to divert more of the international incomes and employ-
ment that would otherwise have come to Britain.

The European Economy

- The strong euro is slowing economic activity in Europe as its exports

become more expensive.

- Unemployment fell to a new low in September and employment pros-

pects look robust.

- President Sarkozy is beginning to reform France’s bureaucracy. France
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has the most expensive ad-
ministration in Europe with
more layers than any other
country. He is also reforming
the unsustainable state pen-
sion system.

- Provisional figures suggest

that inflation in the Euro-zone

reached 3% in November, just

shy of the highest level of infla-

tion recorded since monetary

union in 1999. 1t is likely that

higher energy prices were the

cause of the rise in inflation, but this will not make any difference to the
European Central Bank. Its attitude is that any rise in inflation, whatever
its source, is a cause for concern. Interest rates are unlikely to be cut
while inflation is this high.

- The property market in Spain has seen a large drop. More than 800,000
homes were built last year, more than in France, Germany & Italy com-
bined and four times the number built in UK, causing a property glut. The
IMF has warned that Spain, Ireland, France, Denmark and many other
European countries are also overvalued.

- 2006 was a record year for Europe’s commercial property investment. It
was the world’s most active real estate investment market with direct real
estate investment reaching 242bn, a 39% increase on 2005. European
property yields have declined for a number of years, but this trend ap-
pears to be slowing.

- German investor sentiment fell this month to its lowest level in 15 years
on the back of the financial market turmoil

The Japanese Economy

- Japan is still struggling to emerge from 10-15 years of stagflation. Busi-
ness confidence was strengthening but has turned down again recently
(see graph of Tankan survey). Large companies remain more optimistic
about the outlook than small and medium-sized enterprises, as the larger
companies are heavily involved in the export industry and will be benefit-
ing from strong demand in the rest of Asia, while the domestic economy
is more important for smaller companies, and demand here still appears
to be disappointing.

- Predictions for inflation range from -0.1% to +0.6% for 2007 as the tighter

- Interestingly,
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building regulations for ho-
tels, offices and shopping
malls are having an adverse
effect on growth. It is ex-
pected that inflation will pick
up a little next year leading
to a rise in interest rates,
which could rise from 0.5%
to 1%.

- Domestic demand has been

dwindling and input costs
rising. Capital expenditure
fell 4.9% in Q2 and 2.1% in
Q3 this year. The trend still
looks weak.

- Part of the problem is that retiring Japanese are re-employed at lower

wages or replaced by cheaper younger workers and so wages have not
risen this year.

- Profit growth has dropped

from a 12% year on year
gain in Q2, to just 0.7% in
Q3, which is alarming.

- Exports have been buoyant

due to the weak yen and
demand from China, but this
is likely to slow.

international

fund managers are not pessi-

mistic on Japan, despite the

data. Industrial production

rose 1.6% month on month in

October, rebounding from a 1.4% drop in September. Importantly, year-
on-year growth of 4.7% was the largest gain in 10 months, a sign that
manufacturing activity is gaining momentum. More crucially, demand
appears to be outstripping production, with shipments for the month ris-
ing 6.6% year on year, the fastest rise in 17 months

The Chinese Economy

- The US trade deficit with China rose to $234 billion last year and will sur-

pass that this year.
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- China has come under scrutiny recently for the quality of its exports due
to a series of scandals and recalls of products made in China ranging
from toys to toothpaste. The USA has pressured China to take strong
action to rectify the problems. China’s biggest export to the USA is sea-
food at $1.93 billion this year.

- China is the world’s top apple grower, producing half the world harvest
and accounting for two thirds of world supply.

- China has agreed to open some of its financial markets following talks
with the US.

- The government is taking steps to stop the economy overheating, which
caused markets to drop in March, but they soon recovered. There may
be short term implication for other Asian markets when the Chinese as-
set bubble bursts, but these should be short lived and are unlikely to af-
fect global markets. Bubbles usually burst when monetary policy is tight-
ened to counter inflation, but it is not clear this will happen in China in the
near future.

- It is worth noting that the shares of Chinese companies traded on the
Hong Kong market are cheaper than those traded on the Chinese ex-
changes. This has led to sharp rises in the Hong Kong stock exchange
this year. China is due to relax the restrictions on Chinese investing on
the Hong Kong exchange and with $4 trillion of domestic savings in
China in bank accounts earning around 2% interest it is expected that a
significant amount of this will go into Hong Kong. So although Hong
Kong valuations are on the high side, when viewed against the wall of
money that could come in from China, there is room for them to grow.

- The rating agency Fitch has raised their rating one level on China sover-
eign foreign debt to A+ and on sovereign local currency to AA-.

- Wages in China are rising at 15% and this will start to erode their low
cost competitiveness

Asia

- GDP in Asia is running at 8.6%, nearly four times that of Europe & USA.
Although it is expected to slow next year as the global economy slows, it
is expected to remain robust.

- Asian earnings are outgrowing earnings in the rest of the world. Indian
workers are finding it increasingly unattractive to move abroad for jobs.

- The property markets in Asia are holding up much better than the rest of
the world. Hong Kong residential markets are particularly attractive and
the valuation of property companies and REITs in Singapore are also
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attractive.

- Singapore’s property market has seen a big boom in the past 2 years.

Commercial property has doubled. Singapore’s busiest shopping street,
Orchard Road, is now the world’s 14™ most expensive area. It is the 4™
most expensive shopping location in this region, after those in Hong
Kong, Tokyo and Seoul.

. At US$102.37 psf a year, Singapore is ranked 11" on the list of world-

wide office rentals. Hong Kong is still more expensive than Singapore at
10" position with costs at US$106.31 psf a year.

- India’s GDP of $906 billion has grown at a rate of over 9% per year since

2005,making it the second fastest after China.

- Wages are rising fast in India at 9% this year as skilled workers are in

short supply. This is making it less attractive for Indians to work abroad.

- Indian industrial output rose to an annual rate of 11.8% in October, up

from 6.8% in September. The economy is expanding rapidly and ser-
vices and technology are booming. India is looking to become one of the
world’s major developers of nanotechnology. Growth is likely to slow a
little next year with the world economy, but it still remains strong and the
government is targeting 10% a year growth over the next 5 years. India
lacks infrastructure and the government has doubled its investment in
infrastructure projects to $500 billion (9% of GDP). As much as $1.6
trillion is needed over the next 10 years.

South Africa

- The economy grew an annualized 4.7% in the third quarter, higher than

the 4.4% growth recorded in the preceding three-month period. Key driv-
ers included the finance, insurance and real estate sectors.

- Inflation however, continued to exceed the government 3%-6% target

with CPIX (consumer prices excluding mortgage costs) increasing 7.3%
y-0-y in October. Higher fuel and food prices were the main culprits.

- The South African Reserve Bank announced that it was highly committed

to curbing inflation, raising market expectations for higher interest rates
at its next policy meeting next month.

- While the foreign trade deficit in September was lower than expectations,

the 12-month rolling deficit increased to 4.2% of GDP from 4.0% of GDP
in August. The current account deficit stood at 6.5% of GDP as of end-
June 2007. Continued growth in infrastructure expenditure and private
sector investment is expected to maintain pressure on the current ac-
count in the near term.
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10. Markets

10.1 Interest Rates

Sep-08

Interest rates rose over the [HEESEAIES 16-Nov-07 i ecast
year until recently. The Fed [§i5 4.25 4.75
has cut rates by 1% since

September and the UK by 5.50 5.25
0.25% last week. 4.00 4.00

The Fed and UK may have to NEIEN 0.50 1.00
reduce rates further, short
term, to cushion the effect of
the housing market fall.

Source: Lloyds TSB

The ECB has raised rates this year and is expected to hold them to
stave off inflation.

Japan is also expected to raise rates if the economy grows.

10.2 Currencies

Currency Rates ~ 16-Nov-07 Nov-08

The US dollar has weakened

against sterling, euro and most [elz1=JIUfp) 2.02 1.90
Asian currencies, with the nota-

ble exception being Japan, EUR/USD 1.47 1.35
where the Yen has weakened [§I{pfA4=N 113 117

to keep it in the same range
against the USD to protect its USD/SGD 1.44
exports. Source: Lloyds TSB

As the US has a massive balance of payment deficit and the Fed is
reducing interest rates to stave off a credit crisis and recession, it is
likely the dollar will see short term weakness. However the expectation
is that it will recover to current levels or even slightly stronger by the end
of 2008.

I have included graphs of the dollar against sterling, euro, yen, Singa-
pore, Australia & New Zealand dollars so you can see a picture of what
is happening. It has not reached previous lows against the Singapore
dollar and has stayed within a broad range against the yen. Sterling
and the euro are now too strong and need to weaken to prevent dam-
age to their economic growth.

The yen is undervalued and could rise if the “carry trade” becomes less
popular with financial market turbulence.
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| have received many questions this year on currency. When investing,
it is important to distinguish between the following:

1. The currency in which you make your contribution. This is normally
determined by the source of the money; if it comes form salary,
then it is usually in the currency of salary payment. It may not
have a bearing on the currency of the investment.

2. The currency in which your fund is priced. The overwhelming num-
ber of world-wide funds are priced in US dollars. The fund may
invest in non USD assets but use the USD as the measure of
value. For example, if a fund invests in say 5 emerging market
countries in their local currencies, which one does it pick to value
the fund? The answer is, most funds use USD.

3. The currency of the underlying assets in the fund. This is the most
critical factor in any investment and can be difficult to understand.
For example, if a fund is priced in USD and invests in the American
stock market, then as it holds dollar based assets, the fund price
will not be affected by rises or falls in the value of the dollar. How-
ever if the fund holds say Indian assets, they will be priced in ru-
pees and so if the USD weakens, the rupees priced assets will be
worth more dollars and so the fund price will increase to compen-
sate. If the dollar weakens 5%, the fund price will rise 5%. This is
why most USD priced global funds appear to have higher perform-
ance this year than GBP or euro priced funds.

It is important to consider the currency of the underlying assets when
investing. To take another example, an Englishman intending to retire
to UK would normally structure his assets to be mostly in UK so they
are sterling based. It would not matter that he used a USD priced fund
that invested in UK based assets. Suppose he invests $200,000 in a
fund that buys a British asset for £100,000; if the asset price does not
change, but the USD weakens by 10%, the £100,000 is now worth
$220,000 and so the fund price will increase accordingly.

The stabilising factor to the USD dollar is the fact that according to the
IMF, some 65% of known foreign currency reserves are held in USD,
with the euro accounting for another 20%. If any country decided to
dump the dollar in favour of the euro, it could start a big slide in the
value of the USD and that would devalue remaining USD cash holdings
and investments. None of the countries with large USD surpluses
would want to precipitate this.

10.3 Stock Markets

The equity markets have been very turbulent. March saw a drop of
around 5% following steps taken by the Chinese government to curb
the asset bubble which caused the Chinese stock markets to drop. This
coincided with a market sentiment moving towards lower risk as the
sub-prime issue started to surface and had a knock on effect world
wide. However markets recovered very quickly, only to drop some 15%
in August as the sub-prime mortgage crisis really became evident.

Again, this drop was recovered by October, only to fall 15% again in
November with renewed fears of the impact of the sub-prime crisis and
the risk that it could precipitate a recession in the USA. The coordi-
nated actions of the Federal Reserve, Canadian and European Central
Banks has restored confidence and markets are rising again. It has
been a very volatile year and next year looks to be the same.
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You will see from the combined charts of the indices on page 4, equity
market growth in the USA and UK has been low at around 6% with
Europe doing better. The main growth has again come from the emerg-
ing markets which have seen 42% growth in the past 12 months.
Emerging markets have exceeded the growth in American and Euro-
pean markets by a factor of 4 times over the past 3 years.

| have illustrated the growth of the UK, American and World indices on
log scales here and have drawn red lines so you can see trends more
easily. The UK is below its long term trend whereas the USA is now
running on its long term trend line after the correction of 2000-2003.

When these are compared to the world index, it is clear the effect the
emerging markets have had. The world index was lifted by the booms
in western markets in the 1990s but as the major markets have slowed,
the emerging markets have become the main driver over the past 4
years. At 4956, the index is one third higher than its previous peak,
where the US has only just reached its highest point and the UK has yet
to do so. The comparative chart on page 4 shows this more clearly.

The emerging markets are predicted to show the strongest growth
again next year, but it should be remembered that it is the nature of
these markets to have asset bubbles and large currency swings which
makes them very volatile.

10.4 Bond Markets

Bond yields held up until the summer, since when they have fallen
sharply on fears of US recession in 2008 and on the impact of the credit
crunch.

Further cuts in US interest rates have already been factored in and so
yields may not fall much further. If the US avoids recession, then yields
could rise by this time next year.
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10.5 Property

The American Commerce Department the median sales price for a new
home fell 8.6% to $217,800 in October from $238,400 in September.
This was the fastest month-on-month decline since September 1981.
The price was down 13% from the same time a year earlier - the largest
annual fall since September 1970. Americans are having trouble ad-
justing to the fact they may have to accept a lower offer on their prop-
erty to sell it.

There was a slight increase in the annual sales pace of single-family
homes to 728,000 in October from 716,000 the previous month. Octo-
ber® rise was the first since April, but was still the lowest pace since
January 1996.

- As mentioned earlier, the UK is slowing down. Prices are up by 7% from

a year ago but have been dropping for the past 4 months. The October
fall was 0.8%. Because of the banking crisis, London is likely to suffer
much more than the rest of the UK in the impending slowdown — and this
will be particularly true of the top end of the London housing market,
where foreigners have accounted for more than 50 per cent of the buyers
in the past few years.

Ireland has turned down falling 3% for the year to end of September,
compared to a rise f015% for the previous year.

German property values have been falling since the mid 1990s but the
rate of fall has increased this year. Spain has also dropped dramati-
cally.

France is still rising and so is Sweden. Australia and South Africa are
showing double digit growth. However these markets have not seen
the astronomic rises of UK, Ireland and Spain.

The emerging markets are still seeing good growth with strong rises in
Singapore, Hong Kong, China, India, Russia and Eastern Europe.

It is the same story in commercial property markets. Sentiment turned
negative in the summer following the credit crunch and investors pulled
out of property funds. The chart opposite shows how the share price of
property fund in UK has turned down dramatically, yet the value of the
properties in the funds has not fallen. This reflects investor pessimism
that the property prices will drop.

Commercial property in Asia and emerging markets is still growing at a
fast rate. | know, our Singapore office rent increased 25% this year and
will go up again next year.

Anecdotal evidence suggests that the domestic property market in Du-
bai has suddenly gone flat. This may the time of year, it may be a sign
that with high inflation, investors are becoming more cautious. Com-
mercial property is still in high demand as there is 99% office occu-
pancy.

10.6 Commodities & Metals

Commaodity prices fell toward the end of last year but have come back
strongly this year. Oil, gold precious metals, steel, cement, grain and
utilities have all seen good gains.

The Goldman Sachs Commodity Index is up by 16.5% over the past 12
months after a negative year last year. Gold has risen 21% over the
period.

This is reflected in the equity markets as mining stocks have been the
best performing sector, followed by oil. Banking and financial services
shares have fared the worst.

As more agricultural land is turned over to growing bio-fuels, the de-
mand for food is increasing and we are seeing rises in agricultural com-
modities and stocks. The building boom in the Middle East, China, SE
Asia and India is driving up prices of building materials again.
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11. And Finally: Investment requires discipline
-don’t let emotions get in the way

Don't forget that that most asset prices go in cycles as shown in section 7
of this report. The majority of private investors make their investments well
after the markets have seen their best growth and then panic when it drops
and take their money out just before it bottoms out. The best techniques
for investing are:

Spread your risk and diversify your portfolio

Don'’t get emotionally attached to an investment. Not all investments
recover quickly after a fall. For example the technology sector col-
lapsed dramatically 6 years ago and is only now starting to recover.
Decide what sort of investor you are and how much risk you can
afford to take. Don’t mistake speculation for investment.

Save regularly, that way you “average in” to the investment at differ-
ent prices.

If you do not have the time or knowledge to decide on your invest-
ments, use an adviser and better use a fund of fund of funds such
as Lanson Financial and Collins Stewart to make the asset alloca-
tions for you and to decide when to rebalance them. It is a skilled
job.

To explain this in more detail | am repeating the information from my Janu-
ary newsletter for new readers.
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There are 2 key factors to successful investing, the first Is diversification
and the other is asset allocation. The first one can be summarised simply
as “don’t put all your eggs in one basket” and is largely self evident. There
are exceptions to this and these involve cases where you are controlling
the investment yourself and understand it; your own business for example.
Even then it carries risks.

Asset allocation however is less well understood. It involves looking at the
performance of your portfolio as a whole rather than concentrating on any
one section of it. There will always be some sections of it that perform
better than others. Several studies have shown that asset allocation plays
a much more important role in investing than market timing or stock pick-
ing. For example, look back at the technology boom of the late 1990s, if
you had not allocated some of your portfolio to this sector, you would have
missed out on the growth. It almost did not matter which stocks or funds
you picked, you would have done well. It was also an example of why you
should not allocate all your money to one sector, no matter how well it is
doing as it proved to be a bubble. Most assets go in cycles and good as-
set allocation spreads your investment across different assets that may be
at different stages in their cycles so that the overall portfolio performance is
smoothed.

Active asset allocation goes one stage further and reviews the allocations
on a regular basis and tries to keep the money invested in assets that are
on an up cycle. This is the approach adopted by the fund of funds man-
gers such as Lanson Financial & Collins Stewart who manage these for
Friends Provident International.

Most clients do not have the skills or time to spend on asset allocation and
even many financial advisers are too busy spending time with their clients,
understanding their requirements and providing advice that they cannot
spend their whole life behind a screen studying funds.

This is why we prefer to delegate this responsibility to managers who run
actively managed funds of funds and outside of Singapore (apart from ex-
isting FPI clients there) we recommend Collins Stewart & Lanson Financial.

Their track record over the past 3 years has been good relative to the mar-
kets and to their peers. Over the period, they have made many changes of
allocation and have used many of the Eastern Europe and Asian funds,
also bonds, gold and commodities. They are mainly focussed on equities,
as traditionally this is where there is most potential for growth, particularly
on a world wide basis.
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We compliment these by offering niche funds such as those mentioned
here.

The other factors to consider are:
How long you want to invest

The amount of risk you are willing to take. Risk is about volatility and
time, the longer you remain invested, the lower the risk becomes.
Investing in equity funds for 1 year is very risky, but for 10 years, the
risk is very small.

Your base currency. Undoubtedly there are more funds available in
US dollars but many either hedge to euro and sterling or offer invest-
ments in these currencies which have different asset allocations to the
dollar versions. (Collins Stewart run sterling funds for example.)

Thanks for making it to the end. | hope you found it useful.
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The information and opinions contained in this document have been obtained from
sources Affinity considers to be reliable, however these have not been checked or
verified by Affinity. The information contained herein is provided as a guide only and
any person who may receive this document must make his own investigations and
must satisfy himself as to the accuracy and completeness of information and suit-
ability of investments for his investment purposes, needs or requirements. Affinity,
their directors and employees may have holdings in investments mentioned in this
document.

This document and its contents are not intended to constitute an offer for sale, pro-
spectus, invitation to subscribe for or purchase or otherwise acquire any of the in-
struments referred to herein. For the avoidance of doubt, there is no intention to
create a legal contract.

This document is published for clients of Affinity only and does not have any regard
to the specific investment objective, financial situation and the particular needs of
any specific person who may receive this document.

Past performance and any forecast are not necessarily indicative of the future or
likely performance of any fund. The value of units and the income from funds may
fall as well as rise. A copy of the term sheet or prospectus for funds mentioned here
is available on our website www.affinity-consulting.com Investors should read the
prospectus before investing.

Affinity Consulting Group Ltd
Administrative Office:
c/o Intelecom Ltd,
54 Broadway,
Peterborough, PE1 1SB, UK

+44 1733 555555

enquiries@affinity-consulting.com
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