[ HOLLAND HAHN & WILLS - INVESTMENT STRATEGY }

Background

Our role is to help you achieve your financial goals by using a structured and disciplined approach
to investing. We use a clearly defined and proven scientific process. We base our
recommendations on multi-asset class investing, which has over 30 years’ of proven performance.
Our strategy employs asset class allocation, which aims to provide a solid long-term rate of return
with minimum expense.

Investment Risk

Investment Risk comes in many forms including:
Volatility (measured by Standard Deviation)
Default Risk (institutions going broke)
Inflation Risk (the purchasing power of money reducing)
Non Systematic Risk (company specific or industry specific risk)
Systematic Risk (Market risk)
The two that impact most on long term investing are:

Market price volatility - the risk that investment values will follow markets down. This can be
sudden and extreme. Recovery might be equally quick, but it is fairly certain that prices will go up
or down on an almost daily basis.

Inflation risk — the risk that inflation will erode the real value of invested capital. This is more
insidious and has a greater impact over a long period.

Main Types of Investment

At the simplest level all investments are made up of four basic asset classes:
1. Cash

2. Fixed Interest (Gilts & Corporate Bonds)

3. Equities (Stocks & Shares)

4. Property (Commercial)

Historically, Equities and Property have provided the highest long-term returns, outperforming
inflation. They have also proved to be the most volatile.

Cash and Fixed Interest have been the least volatile but have less chance of beating inflation in the
long term.

A successful portfolio will combine these asset classes in such a way as to give you the greatest
probability of achieving your required return for a given level of risk.

This is called ‘asset allocation’ . It is responsible for the majority of investment return and volatility
and its importance is paramount. Ron Sandler, who led the HM Treasury’s review of investments in
the UK, concluded that:



“For the individual investor, the Asset Allocation decision is by far the most important
factor in determining returns.”

Diversification
Diversification is one of the most fundamental ways to reduce investment risk.

The only way most investors can achieve sufficient diversification is by using collectives: Unit
Trusts, Investment Trusts, OEIC’s, Exchange Traded Funds, Insurance Funds etc.

Modern Portfolio Theory

It is evident that one way of reducing investment risk is to avoid ‘putting all your eggs in one
basket’ — this is diversification. This age-old truth has been proven in the world of investments, as
is shown by Modern Portfolio Theory. Harry Markowitz, an economics postgraduate, published his
doctoral thesis Portfolio Selection in 1952, which marked the beginning of what is now known as
Modern Portfolio Theory.

Markowitz received a Nobel Prize in Economics in 1990 because of his research and its long
lasting effect on how investors approach investing today.

Markowitz was among the first to attempt to
guantify risk and demonstrate scientifically
why, and how, portfolio diversification works
to reduce risk for investors.
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Investment Styles

There are two investment styles — ‘active’ fund management and ‘passive’ fund management.
Active fund managers:

Active fund managers aim specifically to ‘manage’ a fund by achieving growth in excess of a
benchmark index. They do this by stock picking, or speculating on market movements and by
actively ‘trading’ securities within a fund.

The buying and selling of underlying securities is known as ‘portfolio turnover’.

In order to try and generate excess returns, active fund managers have higher ‘turnovers’ and
annual management charges.

! ‘HM Treasury, Sandler Review 2002’



Passive fund managers:

Passive fund managers aim to replicate or ‘track’ the movement of a particular benchmark index.
They will therefore only trade securities when required to, in order to match the index that they are
tracking.

Passive fund managers have lower annual management charges and ‘turnovers’ as they merely
have to ‘track’ the movements of their indices.

Cost of Investing

The cost of managing your money is key to the whole process, as higher costs simply reduce your
investment return.

Actively managed funds are more expensive than passively managed funds as they have higher
annual management fees and trade more often.

The full extent of charges can be difficult to appreciate because some charges are disclosed but
others are not so obvious.

As with an iceberg, the undisclosed charges — beneath the waterline, can be surprisingly high:

Disclosed charges: Total Cost Iceberg

Initial costs associated with
purchasing the securities

The annual management charges

Undisclosed charges:

Hidden costs associated with ‘trading’
securities within the funds:

Stockbroker Commission
Bid/offer spread

Price impact

Stamp duty

Which approach is best — active or passive?

After charges, very few active fund managers consistently outperform the index they are
attempting to beat.

Most academic studies demonstrate that asset allocation is far more important than the fund
manager. In fact, studies show that over 90% of the variations in returns are derived from the mix
of asset classes themselves (i.e. the asset allocation) and less than 10% is caused by trading
assets (i.e. active fund management)?.

The average turnover of actively managed equity funds in 2007 was nearly 80% per annum?®.

2 ‘Brinson, Hood, Beebower, Journal of Finance, November 1987’
3 ‘Lipper, Turnover of Funds, Report 2007’



This has the effect of adding C.1.4% on top of the ‘disclosed’ costs every year. The higher the
overall charges the higher the performance required to break even.

Whilst you will find people from both sides of the fence arguing as to which approach is best we
are firmly on the side of academic research and lower charges. At Holland Hahn & Wills we take
the passive investment approach.

To quote Warren Buffet (CEO of Berkshire Hathaway and one of the most successful investors of
the past 20 years):

“Most investors, both institutional and individual, will find that the best way to own
common stocks is through an index fund that charges minimal fees.” *

How we invest

We determine your attitude to risk by conducting an in-depth discussion with you and ask you to
complete the Holland Hahn & Wills Risk Profile Questionnaire.

This will give us a better idea of how much risk you are willing to take on a scale of 1 to 10, with 1
being the least risk tolerant and 10 the most risk tolerant.

This means that if you have a risk score of 1 your portfolio is likely to generate a modest return,
with limited monthly fluctuation in value. Conversely, if you have a risk score of 10 your portfolio is
more likely to achieve higher long term returns but may have sizeable monthly fluctuations.

As part of this long term financial planning service, we use specialist software to help us analyse
your lifetime cashflow requirements . We can determine your required rate of investment return
and future requirements for capital and income.

We then use asset allocation and modern portfolio theory to construct portfolios with varying
degrees of risk/return. To assist us in this area we apply a simulated returns programme created
by Dimensional Fund Advisers.

This allows us to view the historical movement of major global indices since 1956 (these indices
are used as the target ‘benchmark’ by most funds).

We have combined this data to create 6 optimal portfolios for clients of Holland Hahn & Wills.

The aim is that each portfolio matches the volatility and risk expectations of each individual client,
whilst maximising the potential for growth.

We have extensively researched funds and managers (this is an ongoing process) and populate
each portfolio accordingly.

In selecting our funds we use low cost index trackers (passively managed funds) wherever
possible, which have significantly lower operating costs than typical ‘actively managed’ funds.

We take care to diversify as much as possible across asset classes and geographical regions,
since diversification is the only ‘free lunch’ in investing.

We review our asset allocations, fund selections and investment platforms on a quarterly basis and
aim to ‘rebalance’ our client portfolios on a regular basis (usually once per annum but more often if
necessary).

411997 Investment letter to Shareholders’



Risks

With all investments there is an element of risk; from the risk of inflation eroding the value of your
investment to the varying volatility of investments which will fall and rise. The returns you will
receive will be dependent on the performance of the funds you invest in, the final value can never
be anticipated and there is always the danger that you could get back les than you paid in, but this
is what we are looking to avoid by carefully selecting your funds to match your risk profile.



