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Commodities
"

Alex Holbech, Investment Analyst, looks into the world of

commodities.

OIL — The price of crude oil has fallen
in recent weeks. The Eurozone financial
crisis played a large part in this, as it
did in other markets. Stronger than
expected production data emerged
from the non-OPEC producing nations
and this also provided an adverse
impact. Whilst our macro-economic
outlook is rather sceptical, which
certainly provides the most risk, the
oil price’s fundamentals look positive,
especially after the recent drop-off.
The Eurozone is expected to remain
an issue, with the Euro-Dollar adding
to price volatility, however the effects
of the uncertainty in Europe have
been offset by strong demand from
developing economies and it is possible
that the oil price will nudge above
the $80 mark; December futures
are already suggesting this (at time
of print at $80.62) . Furthermore,
and perhaps more importantly, the
ongoing problems in the Gulf of
Mexico have led to President Obama
declaring a cessation of any off-shore
drilling in the area, which it has been
suggested could impact production
figures as early as 2011. Production
may also be affected by (likely)
increased regulation, and the knock-
on enhanced costs of off-shore drilling
which would give further support
to the price of oil. Therefore, whilst
there is economic uncertainty going
forward, there seems to be a rise in
demand and a potential shortage in
supply which will keep prices buoyant.

BASE METALS - It could be argued
that base metals have been hard
done by in the last quarter — from a
real economic perspective, technical
data has been strong, suggesting high
levels of demand (JP Morgan Global
PMI at 57.2 in June), yet this was not
enough to provide resistance against
a determinedly de-risking market.
However, this pessimistic attitude
seems to have taken prices further
south than perhaps warranted, and
we think that there is sufficient
strength on the demand side to limit
further downside from here. Chinese
demand, again, appears on the menu,
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particularly for copper. Recent price
falls may also be reversed from here
by the potential subsequent cuts
in production; take aluminium for
example — around 40% of output is
technically loss-making at present.
We believe that base metals have
been overly discounted on the back
of market sentiment recently and, as
such, retain our positive view.

GOLD - The appetite for gold has
remained in Q2, with investors
performing the classic flight to
quality into the precious metal, which
maintains its safe-haven status.
Recently, the strong export data out
of China (+48.5% year-on-year)
could put pressure on the gold price
as it suggests a strong real economy,
but the ongoing European sovereign
debt crisis counterbalances this,
further increased by the recent move
of Greek government debt to junk
status by the rating agency, Moody’s.
Investors continue to turn to gold ETFs
for exposure. We realise that a bundle
of strong economic data would derail
the upwards trend in the gold price
seen so far in 2010. Nevertheless,
gold continues to have an image of
providing some downside insurance
for investors’ portfolios, and with
potential troubles on the horizon, gold
continues to be an asset class that
is included in order to provide such
protection. We currently favour the
Investec Global Gold fund to gain gold
exposure.

Fig 45: Commodities - selected metals ($/MT)

Fig 46: Commodities - Gold ($/Troy Ounce)

Fig 47: Commodities - Oil($/BBL)

Fig 48: Commodities - Soya bean Yellow (¢/Bushel)

Source: Datastream
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Fig 49: GBP £ to USD $ exchange rate

Fig 50: Euro € to GBP £ exchange rate

Fig 51: USD $ to Euro € exchange rate

T T

Fig 52:Japanese Yen to USD $ exchange rate

Source: Datastream
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Alex Holbech, Investment Analyst, weighs up the different

major global currencies.

STERLING

Over the last quarter, Sterling has lost
ground to the Dollar, whilst gaining on
the Euro. UK Gilts have retained their
AAA ratings, albeit under constant
scrutiny from the credit-rating
agencies. The downgrade in GDP
growth expectations by the recently
formed Office of Budget Responsibility
(OBR) to 2.3% is still ahead of market
consensus, although forecasts for
overall public debt have remained flat.

In our view, the UK still has quite a hill
to climb in order to reach economic
stability, and the subsequent risks for
Sterling are biased towards a further
retraction.

US DOLLAR

The greenback has seen significant
strengtheninginH1, largely onthe back
of the Euro sovereign debt crisis. The
Dollar is still perceived to be the safest
currency, and through contagion fear,
investors decided to fill their boots.
As previously explained, we prefer
emerging to emerged markets, but of
the developed economies, we see the
US as having the strongest outlook for

Q3.

Whilst by no means anticipating plain
sailing, the house view towards the
dollar remains positive.

EURO

The Euro has had a particularly bad
quarter relative to other currencies,
the fear of one or more of the PIIGS
countries  (Portugal, Italy, Ireland,
Greece & Spain) defaulting left it
floundering, especially against the
Dollar. There are arguments that
European exports will surge as a result
of the weak Euro, so perhaps we will
see some mean reversion towards
more sensible levels. However, our
current view is sceptical of European
governments’ ability to reduce their
individual deficits whilst coming to an
agreement on joint monetary policy.

= We therefore remain bearish on the

Euro.

YUAN

The IMFs Chief Economist, Oliver
Blanchard, said recently that China
must revalue its currency as soon as
possible, breaking it away from its
pegging to the Dollar, and,whilst the
European debt crisis seemed to have
put this onice in Q2, the Chinese have
now announced plans for increased
flexibility for the yuan through a
gradual removal of the dollar peg. The
removal of the peg would result in the
appreciation of the renminbi, and there
are many who believe that it will help
rebalance the global economy and thus
speed up the recovery. The Chinese
economy remains relatively robust
in the current economic climate, and
the recent inflationary pressures (CPI
3.1%, May) may have sped up the
revaluation.

YEN

A better-than-expected performance
by the Japanese economy and the
decline of the Euro due to the widely
debated debt crisis led to the Yen
rising in the first half of this year.
However, the Japanese economy is
largely export-driven, and, on this
front, exchange rates may provide
a substantial headwind. Recent
observations seem to show that
markets have digested the European
predicament and, as such, risk appetite
could grow, which would cause a fall
in the Yen as the second ‘safe-haven’
currency after the Dollar.
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HSBC

The global bank derives almost half its assets from Europe, 20% from
Hong Kong, 10% from the rest of Asia, 20% from North America and
5% from South America. Profits are more evenly split between Europe,
Hong Kong and rest of Asia, with the US returning to profitability in Q1
for the first time since 2007. Its business interests are well distributed
across retail banking, commercial banking, global banking and markets
and private wealth management.

The bank’s financial performance surpassed consensus forecasts in
Q1 2010, with the US returning to profitability for the first time since
2007 and Asian growth appearing quite encouraging, whilst from a
compliance perspective, regulatory capital improved to 9.7% in Q1
from 9.4% at the end of 2009.

In the UK, where profit growth remains modest, performance is ahead
of peers. However, more important than all of this is HSBC's defensive
qualities, achieved through its strength of balance sheet and geographic
and product diversity. At a time when markets fear European debt
defaults and double economic dips, HSBC remains our favoured core
conviction banking holding.

GLAXOSMITHKLINE

The global pharmaceutical company competes with the likes of
AstraZeneca, Pfizer, Roche and Merck. The main drivers of group
turnover are US pharmaceuticals (32%), European pharmaceuticals
(27%) and Consumer Healthcare (16%). Within group pharmaceuticals,
the main drivers of performance are the areas of Respiratory, Anti Viral
and Vaccines.

The group continues to generate positive financial performance,
with Q1 underlying sales growth of +4%, driven by an increase
in  pharmaceutical sales and consumer healthcare. Meanwhile,
shareholders continue to be rewarded with dividend growth, with a Q1
2010 dividend of 15p (+7%).
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PE est: 14.1x Dividend Yield est: 3.8%

However, persistent uncertainties exist in the form of potential

Furthermore, from a valuation perspective, a PEG (price/earning to
growth) ratio of just 0.2x suggests growth potential is far from priced
in, whilst a current year yield of some 4% is certainly attractive.
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Name: GlaxoSmithKline
Ticker: GSK
PE est: 9.8x

Price: 1185
Industry: Pharmaceuticals
Dividend Yield est: 5.4%

litigation, such as the recent FDA announcement regarding the drug
Avandia and the threat of generic products, as drug patents expire.
The US Healthcare reform provides some concern, although this is
somewhat mitigated by the diversity of geographical revenue.

Nevertheless, we feel the company is well positioned to overcome
these threats and looking ahead, we expect positive earnings growth.
We also remain bullish due to management’s desire to cut costs, with
Glaxo’s Operational Excellence programme on track to deliver £2.2bn
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of cumulative annual cost savings by 2012, with £1.5bn expected by
the end of 2010.

Hence, on balance, we consider GlaxoSmithKline a valid defensive
income play with a yield of 5.4% covered 1.9x. This stock currently

constitutes the largest weighting of any equity within the RD Balanced
Model Portfolio.
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BRITISH AMERICAN TOBACCO

British American Tobacco is the global company behind such brands as
Dunhill, Kent, Lucky Strike and Pall Mall. The company operates within
four regions, with the Asia-Pacific region contributing around 26% of
adjusted operating profit, the Americas contributing 27%, Western
Europe 9% and Africa and the Middle East 16%.

In terms of recent performance, Q1 group revenue grew in constant
currency terms, driven by continued strong pricing momentum and the
contribution from the acquisition of PT Bentoel Internasional Investama
in Indonesia. The four Global Drive Brands (Dunhill, Kent, Lucky Strike
and Pall Mall) delivered solid overall performance and achieved volume
growth of +6%. The only concern was a decrease of -12% in Kent
volumes, impacted by volume declines in Japan, Russia and Romania.

Another current trend causing near-term concern is the price-
conscious consumer in Central and Eastern Europe, where down-
trading to illicit trade is having an impact on the performance of the
low-price segment. This is mitigated by the geographically diverse
nature of operations.

The recent introduction of plain packaging for tobacco sales in Australia
provides some concern in the long term, although this risk could well be
offset by increased product diversification, in order to prevent material

UNILEVER

The global consumer goods group produces well-known brands such
as Hellmann's Mayonnaise, Flora, Sunsilk, Cif, and Domestos to name
but a few. Group operations are split between three regions, Asia Africa
(39%), Americas (33%) and Western Europe (28%). The group’s
product portfolio is split between Personal Care, Ice Cream/Beverages,
Home Care and Savoury/Dressings/Spreads.

Recent Q1 financial performance was strong, with underlying volume
growth of +7.6% and underlying sales growth of +4.1%. A key
performance metric is underlying operating margin, which increased
by +60 basis points during Q1, driven by extensive cost savings
programmes, lower commodity costs and the benefits of volume
leverage. Meanwhile, cash generation remains strong, with Q1 net
cash from operating activities up by +€666mn.

Looking ahead, an increasingly competitive outlook and the current
economic environment provide some concerns. Nevertheless,
continued innovation could be Unilever's major point of differentiation
and should continue to drive sustainable volume growth through the
remainder of 2010.

Unilever has strong profitable volume growth, whilst delivering a
steady and sustainable improvement in operating margin and strong
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Name: British American Tobacco Price: 2169
Ticker: BATS Industry: Consumer Goods
PE est: 12.6x Dividend Yield est: 5.1%

loss of pricing and branding power.

We consider British American Tobacco a quality long-term proposition,
given its defensive characteristics and income potential with dividend
yield of 5.1%. Consequently, this remains a core holding within the RD
Balanced Model Portfolio.
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Name: Unilever Price: 1897

Ticker: ULVR
PE est: 14.8x

Industry: Consumer Goods
Dividend Yield est: 3.8%

cashflow. With a continued focus on organisational efficiency and

customer requirements, positive financial and operating performance
should continue.

Given the positive outlook for Unilever, its strong cash generation and
defensive diversified operational footprint, it is not hard to see why this
stock is a core constituent of the RD Balance Model Portfolio. With the

potential for a double-dip recession, Unilever could well provide some
shelter from the storm.
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Collectives - Fixed Income

Collectives - International
D

L&G DYNAMIC BOND % NEPTUNE US OPPORTUNITIES FUND 250 4
The aim of this fund is to achieve a total return (capital and income) 32 i The aim of this fund is to provide capital growth by investing O]
by investing principally in a range of fixed and variable rate income 6 | predominantly in a concentrated portfolio of North American securities,
TS 5 including a small exposure to Canada. The fund intends to benefit from =0
m] long-term US economic growth. 100
The fund is managed by Richard Hodges, who has many years 30 |
experience of working in debt markets after previously holding 20 | The fund is managed by Felix Wintle, a graduate of Durham University 5|
positions at Gartmore and Natwest Investment Management. Richard | 1o 1 who has over 10 years' investment experience. Felix is also responsible
s head of the L&G High Alpha Fixed Income team, responsible for T T T TR’ ‘:;j::cearrgsse‘zzursed Neptune funds and has a particular interest in the % e EEELLLLEeEEassE 22
managing all higher alpha and credit mandates. :-% E ? Og § § <z("5. _g, ?; o{; § E :g-% 5’ <gu g‘, g é ;-5—. ‘ S838253825588:3288588253
The L&G Dynamic Fund is not constrained to solely investing in UK It will come as no surprise that 94.84% of the fund is invested in the
fixed interest products, but has the mandate to find the best fixed Name: L&G Dynamic Bond US, with a small percentage of the portfolio invested in Canada and Name: Neptune US Opportunites
income opportunities worldwide. According to recent data, around Fund Size: £1.03bn Israel. Looking at sector exposure, Technology currently has @ 13.14% | ¢4 size: £625.2mn
36% of the fund is invested in developed Europe (excluding the UK), SEDOL: B1TWMM9 weighting, with Banks and Financial Services representing 9% and SEDOL: 3231012
with 16.7% and 22.3% of the fund invested in North America and the 8.72% respectively.

UK respectively.

In terms of asset allocation, around 50.4% of the portfolio is invested
in International Bonds, with UK Bonds representing 21.5% of the
portfolio and Cash Equivalents representing 18.7% of the portfolio. As
for sector allocations, the portfolio is positioned heavily in Financials
(29.2%) and Cash/Cash Equivalents (19.2%).

Performance over the previous three year period has been strong,
with the fund achieving an impressive return of 41.84% against

the benchmark return of 10.46%. The L&G Dynamic Bond is a core
constituent of the RD Balanced Model Portfolio as we feel this fund
provides an appropriate exposure to fixed interest securities, while
also providing a good level of income (currently yielding around 5%).

In terms of discrete performance, the fund has consistently
outperformed the North American benchmark over the past four years
and cumulatively over five years the fund has returned +67.9% against
the benchmark return of +19.1%.

Of the developed world economies, we favour the US and expect
that nation to lead its developed-world peers out of the economic
doldrums. Consequently, if you are positive on the prospects for the US

economy andrequire capital growth, then the Neptune US Opportunities

Fund could be a worthwhile addition to your portfolio.
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This fund aims to provide an attractive income with the potential for | 2° w The aim of this investment trust is to provide shareholders with a | 7001
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ber of other Fidelity funds and int h g _ 535885325885 383885383885¢8¢385 15.70% invested within India. Core holdings within the trust include 5885353885833 85388385 388385
gum erdvotl.e; I\I/\e :y un. s and possesses 3 joint honours degree in the Aberdeen Global Indian Equity fund (14.6%) and Jardine Strategic
ure and Applie atnematics. Holdings (4.2%).

Th t t dat di ol — h that Name: Fidelity Strategic Bond RV WSS S -
€ [Most recent date rigar ng por O{O cgns ruction sfows 'a Fund Size: £423mn In terms of performance, the investment trust has achieved consistent Fund Size: £182mn
2f;e4u6}<o/reprjse;tsN39567|A> Zf tghig;rtfcoho, \;thlz‘the US ;gpriser;tlng SEDOL: B5M4BD4 positive performance. Over the last five years the trust’s NAV is up |  Ticker: ABD
46% and the Netherlands 9.76%. Core holdings within the fun

include the European Investment Bank, Aspire Defence and Merck
Financial bonds.

Over five years, the fund has consistently outperformed the Sterling
Strategic Bond benchmark, up +30.3% against the benchmark return
of +15.3%. Furthermore, we feel the Fidelity Strategic Bond Fund
presents a valid income proposition and with a distribution yield of
around 4.31%.

Given the headwinds that could potentially arise over the coming
months, we feel that the Fidelity Strategic Bond Fund presents a valid
fixed income proposition that incorporates the flexibility to adapt
to changing market conditions, whilst providing strong consistent
historical performance.

around +122%, while over the previous six months the NAV is up

around +15%. The investment trust is currently trading at around an

8% discount to NAV, against a historical average discount to NAV of
around 6%.

If you require exposure to emerging market equities, we feel the
Aberdeen New Dawn investment trust presents a valid proposition,
given its broad geographical diversity within the Asia Pacific region and
the trust’s consistent positive performance. Consequently, it will come

as no surprise that the Aberdeen New Dawn Investment Trust forms a

core holding within the RD Balanced Model Portfolio.
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RD Model Portfolios
D

James Hutson, Chief Investment Officer, describes
the range of RD model portfolios, and updates on the
performance of the Balanced Model.

Fig. 53: APCIMS Balanced Return Asset Allocation
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At Rowan Dartington, we offer arange
of model portfolios to cater forincome,
growth or a combination of the two.

For more information on this, or any
of our other products, please contact
your Investment Executive.

We can also adjust these portfolios to
suit different risk appetites, be they
low, medium or high.

Overseas
. N equities, 25%
At the centre of this product suite lies a

our core Balanced Model Portfolio,
which celebrated its first anniversary
on 9th June 2010). This portfolio
aims to bring together our top-down
approach to investing, as described
in this strategy document. It is, in
essence, the proof of the pudding.

Fig. 54: RD Model Balanced Portfolio Asset Allocation
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Fig.53 shows the current APCIMS

benchmark asset allocation
recommendations.  Fig.54  shows
our weightings relative to that

benchmark, namely Underweight UK
equities, Overweight International
Equities (with a bias towards emerging
economies) and Neutral Fixed Income
(Underweight  gilts,  Overweight
corporate debt).

Overseas
equities, 27%

Fig. 55: Model Portfolio Sector Allocation
Technology, 3%
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- : : Financials, 19
Fig.55 shows our industrial sector TS, e

allocation, which favours defensive
sectors (such as Telecoms, Healthcare,
Utilties), and early cyclical industries
(such as Technology, Industrials). It
also shows how we remain cautious
regarding any recovery in consumer
spending, through the maintenance
of our Underweight position in both
the Consumer Services and Consumer

Goods sectors. We are also cautious CemEITCR

on Basic Materials, Oil and Gas, and Services, 6% Heilglzare’
Financials.

Basic Materials,
10%

Utilities, 8%

Industrials, 10%

Telecoms, 10%

Consumer
Goods, 10%

Fig. 56: RD Performance since launch

Finally, fig.56 shows the performance SCO

of our portfolio since inception on
9th June 2009. Since then, this core
portfolio has delivered 22.5% of total
returns, outpacing the APCIMS total
return index by 2.6%. Over the last
quarter, the portfolio has outpaced
its benchmark by 0.7%; its defensive 5.0% |
nature providing strong relative
performance in recent market falls.
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If you would like to have your name removed from or added to the Research Digest mailing list please contact your Investment Executive.

This publication is provided solely to assist clients to make their own investment decisions. It may therefore not be suitable for all recipients and does not
constitute a personal recommendation to invest. The RD Balanced Model Portfolio is a model and might typically be more actively traded than a client’s
actual portfolio due to factors such as CGT, the date of initial investment and the Investment Executive’s better understanding of the underlying client’s
financial requirements or investment objectives. If you have any doubts as to the suitability of these investments, you should seek advice from your adviser.
The past is not necessarily a guide to future performance. The value of shares and the income from them can fall as well as rise and investors may get back
less than they originally invested. The performance of the RD Balanced Model Portfolio is measured before fees are deducted and net performance will
therefore be dependent on the client’s underlying fee arrangements. Any tax reliefs referred to are those currently applying. All estimates and prospective
figures quoted in this publication are forecast and are not guaranteed. All charts are based on closing prices for the 22 June 2010, Source: Datastream.
Rowan Dartington, its associate companies and/or their clients, directors and employees may own or have a position in the securities mentioned herein and
may add to or dispose of any such securities. Rowan Dartington is the trading name of Rowan Dartington & Co Limited. Registered in England & Wales No.
2752304 at Colston Tower, Colston Street, Bristol, BS1 4RD. Rowan Dartington Limited is authorised and regulated by the Financial Services Authority.

Recommendation history: HSBC BUY 09/06/09 518.1p ; GlaxoSmithKline BUY 09/06/09 1034.1p; British American Tobacco BUY 09/06/09 1650.6;
Unilever BUY 09/06/09 1488.4, L& G Dynamic Bond BUY 16/11/09 70.6p, Fidelity Strategic Bond BUY 09/06/09 23.4p, Netune US Opportunities
BUY 09/06/09 180.6p, Aberdeen New Dawn BUY 09/06/09 502.5p



