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GLOBAL EQUITIES

After a very volatile first six months, the latter half of 2010 proved a far more stable environment for equity markets. During the final three months of the year, the Morgan
Stanley Capital International (MSCI) World Index extended its third quarter rally, gaining a further 8.56%. Returns were again enhanced for Euro and Sterling investors, as the US
currency gained ground on the foreign exchanges, resulting in gains of 9.51% and 10.62% in Sterling and Euro terms respectively.

With a background of historically low interest rates, high profile sovereign credit issues, the daunting prospect of fiscal austerity, and constant talk of “double dips”, it is
tempting to be left with a very negative feeling about 2010. However, reality belies this perception. It is true that volatility spiked towards the middle of the year, with the CBOE
SPX Volatility Index reaching a peak of over 45 in late May, which is almost twice the average level of the last five years. However, this measure has gradually traced back,
reflecting the persistent upward trend in equity markets since mid-year. The result has been a gain of 9.55% for the year as a whole, despite a fairly inauspicious start. In short, a
far better outcome than it has generally felt.

On balance, the evidence is that economic conditions around the world are continuing to gradually improve, which MSC (5)
is consistent with modest growth in the year ahead rather than the much feared “double dip”. Business confidence
is on the mend, but consumer confidence and attitudes to credit generally remain cautious. 1,266

1,290

The US obviously remains a major focal point for world equity markets and here the quality of the recovery remains 1,242

relatively patchy. Nevertheless, a low quality recovery is undoubtedly better than no recovery, and the recent 1218
decision to extend the Bush tax cuts, in conjunction with new payroll tax measures, should put to one side fears of

a double dip recession in 2011. That being said, recent upgrades have taken GDP expectations into the 3 - 3.5% 1,194
range, which may well prove to be over exuberant. 1,170 |

QO A0 A0 O O® O O O 0 \©
The two key issues in the US remain housing and employment. In terms of the housing market, until prices start E)QQ’\Q’Oc\'\wocv\wocv\ $o\r\ $O\r\ $O\r\ Dec\ Dec\ Dec\
rising it is likely that household savings will continue to be rebuilt. So, whilst another big leg down is unlikely, the EXMER S A N A
housing market will probably continue to place a similar drag on the economy in the year ahead as was the case

during 2010.

For 2011, unemployment is probably of even greater importance. At almost 10% this is undoubtedly a significant drag upon the growth outlook, and is also wholly unacceptable
from a political perspective. It is therefore no accident that the main innovation in the recently announced tax deal was aimed squarely at increasing jobs. On balance, things
are likely to continue improving in the US during 2011, if for no other reason than policy will focus upon getting GDP growth above 2.5% in order to make headway on the
employment front.

Staying with the developed world, Europe’s ongoing issues have been a very major focus during 2010. Unfortunately, the actions taken to date have only addressed short term
liquidity issues, rather than dealing with longer term solvency concerns, and the EU and ECB still need to find a way to separate banking sector and sovereign risk. In the near
term consensus expectations for 2% growth in 2011 look reasonable, although the gap between the fortunes of the core and periphery of Europe are likely to remain stark. As a
minimum, it should be assumed that the Eurozone will create further points of pressure for investment markets during 2011.

As has been the case throughout 2010, a reasonable outcome for the global environment in 2011 will be dependent upon the emerging world continuing to play a very
significant role. In general terms, the emerging markets are characterised by growing domestic demand, strong investment levels, structural reform, and increasing productivity.
In areas such as Asia and parts of Latin America, banking systems are also not suffering the problems faced in the developed world, and can therefore continue to fulfil their
critical role of fostering economic growth. Furthermore the relatively good state of fiscal conditions means that, unlike in the developed world, there is not the same impending
urgency to remove stimulus. Unfortunately, expectations for the emerging world are already high, so it may be difficult for policy to surprise on the upside. The differences
within the countries that fall within this very broad category are also significant, and individual country crises are always a potential threat. In the current circumstances, there is
no reason why this should be contagious from an economic perspective, but it is far less clear whether equity investors would be so able to differentiate.
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Consideration of the emerging world also raises what will probably remain another key dilemma for markets in the year ahead, namely the inflation / deflation debate. A lack of
excess capacity indicates why inflation needs to be the focus of emerging world policy makers, as opposed to the deflation focus of the developed world. China in particular has
a lot of work left to do, although food cost inflation is the predominant issue, rather than more systemic inflationary pressures. Nevertheless, bubbles will need to be avoided,
especially in property. Ongoing policy tightening in Asia and China over 2011 should therefore be expected. This will, in turn, only heighten the international pressures which
are ever present, not least of all on the currency front. We believe that a middle way will be found over time, mainly because a full trade war is, at this stage, potentially even
more painful for the emerging world than it is for the developed world.

Staying with inflation, in the developed world a huge amount of money has clearly been thrown at avoiding disaster in the recent years. This has caused many commentators to
focus upon inflation as an inevitable long term outcome, and inflation expectations have increased in recent months, albeit to relatively modest levels. Given the size of output
gaps in the industrialised world, we do not see inflation becoming a significant problem any time soon, although periodic inflation scares seem inevitable. As such, monetary
policy in the developed world will remain very accommodative, potentially without generating inflationary pressures for far longer than markets currently anticipate.

For equity markets, the current environment is far from dire, not least of all because competing asset classes are likely to remain unattractive to investors looking to protect their
capital in real terms. Furthermore, net free cash flow in the corporate sector, and balance sheet strength, are at multi-decade highs. In part, this is because businesses slashed
spending amidst the credit crisis, and business leaders remain sceptical of the sustainability of the recovery in final demand. Valuations also look acceptable, especially on a
relative basis.

In conclusion, nothing we have seen during recent months has caused us to significantly alter the long term themes which drive every decision culminating in our overall equity
positioning. We continue to believe that we are operating within an environment where our thematic investment framework is particularly well placed to highlight areas of
relative strength and, even more importantly, to allow us to avoid the worst disasters that a challenging environment is likely to present.

GLOBAL FIXED INTEREST

After three strong quarters, fixed income markets corrected sharply during the final three months of the year. Varying combinations of monetary stimulus, positive economic
data, increased expectations of inflation and heightened concerns over fiscal imbalances have weighed heavily on investment grade bond markets across all regions. By way of
example, the 10-year US Treasury yield rose from 2.51% to 3.25%, creating a capital loss of some six percentage points. Similar yield shifts were seen in the UK and core
European markets.

162.0 273.0

Increased globalisation and inter-dependence between nations has seen bond markets perform in a similar fashion 1612 1m0
over much of the year. However, the latter weeks of 2010 saw an increased divergence between nations, both in

terms of the policies they are using to combat the current economic crises and the factors that are likely to shape 160.4 T 2710

the economy and financial markets in the coming year. 159.6 - 270.0

L . _ _ 158.8 - 2690
Turning first to the US, recent market movements have been influenced by two key factors — quantitative easing

(QE) and additional fiscal stimulus. In the run-up to the widely anticipated announcement on QE, bonds had 158.0 4 268.0
performed strongly with the spectre of a significant, price insensitive buyer about to re-enter the market. However, A A0 OO O O 00O
with the market perhaps getting a little ahead of itself, the confirmation of USS600bn in additional monetary %Q,%@Q\chlwoc%Q,chqﬂo\ O ﬁogqoe \Q,OQ o

stimulus proved to be the peak of US bond prices and the market started to correct. Treasuries then took a further
leg down following the anticipated announcement that the ‘Bush’ tax cuts on dividend income would be continued e R Govt -5 year Bonds (LHS) P Govt 15 year Bonds (RHS)

and the unexpected announcement of a cut in payroll tax.

The success of US policy is currently under much debate. From a bond market perspective, it is important to understand whether yields are rising due to increased optimism
that the US economy will continue to improve and the prospect of deflation has passed, or whether monetising debt and not addressing the fiscal deficit are putting the US
Treasury’s credit rating in jeopardy. The answer, we expect, is a bit of both. There is no doubt that the recent tax cuts and extensions will prove beneficial to the economy, while
further ‘creation’ of money will no doubt result in higher inflation at some point. To this extent, higher bond yields as a reflection of a better economy are probably justified.
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However, the US economy needs to gain sufficient traction for the recovery to become self sustaining and start addressing its fiscal imbalance. If not, US Bonds and/or the US
Dollar will be at risk.

After a relatively quiet summer, debt woes in peripheral European nations returned with a vengeance. After the
bailout of Greece earlier in the year and the creation of the European Financing Stability Facility (EFSF) it was
hoped that the EU had created enough firepower to ward off concerns over the solvency of individual member 236.0
countries. However, a weakened economic outlook in the face of austerity programs, and in Ireland’s case an over-

237.0

; . . 235.0
levered finance sector, caused bond markets to shun the nation when Germany suggested the potential for future
bailouts to be shouldered by bondholders as well as taxpayers. Ultimately, the need to re-capitalise/nationalise 2340
their banks, left Ireland with little choice but to tap the EFSF. 233.0

2320

Ireland’s woes, and contagion to other peripheral nations has led many to re-visit the EFSF, noting that it is both
temporary (expires in 2013) and too small to supply enough funding for the region, should the likes of Spain not be QQ’\QOQ"\QOCV\QOQV
able to access bond markets in the usual manner. While the EU searches for a new mechanism that provides a SN RN E N
long-term solution without exacerbating near-term concerns, risks will remain elevated in peripheral European
bond markets and the spectre of default and/or some form of break-up of the Euro will hang over these markets.

A0
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Conversely, German and Dutch bonds have outperformed their European counterparts. While yields on long dated bonds have drifted higher, this is due to improving economic
conditions, rather than fiscal concerns. With official interest rates set to stay low for some time to come in the Eurozone, the positive slope on the yield curve gives investors in
highest quality positions the opportunity to enhance yield over cash.

In the UK, the austerity measures implemented by the coalition Government have been taken well by the market, suggesting, at least for the time being, that among other
issues, the UK will not be facing a funding crisis. However, yields have still risen, driven by stronger than expected GDP data and stubborn inflation data. To date, the inflation
figures have been driven by the weakness of Sterling in 2009, rising commodity prices and increases in taxes. As such, they should prove transitory. We maintain that in an
environment of ‘cost push’ inflation, it is inappropriate to raise interest rates, however, if the current rate of inflation filters through to higher wage costs, we would revisit our
prediction.

In all, the recent back-up in bond yields certainly makes the market appear more attractive than it did at the start of last October. While pockets of the Western world are
starting to show signs of improved economic activity, there seems to be sufficient slack in the economy in terms of unemployment for improved activity to flow through to
sustainably higher inflation. In addition, deleveraging still remains prevalent and the implementation of austerity programs through many nations suggest that it is too early to
predict the economy will not slow through 2011. This certainly points towards bonds being better value than they have been for a number of months.

While the outlook for economic growth, inflation and interest rates suggest bonds are reasonable value, we maintain that the key factor driving bond markets in the coming
months will be fiscal. Such pressures will likely be seen first in the peripheral European economies. However, there is only so long that even the US can rely on its status as
reserve currency of the world. At some point, excessive QE and a spiralling deficit will repel bondholders across the globe.

We reaffirm our policy of short duration and high quality bonds.

CURRENCY

Looking back over final quarter of 2010, and indeed the year as whole, sovereign debt financing problems within the Eurozone’s peripheral countries has been pivotal in
determining sentiment and direction within global currency markets. The depth of the economic challenges that face not only Greece and Ireland, which have already been
recipients of IMF / EU bail-out packages, but also Portugal and Spain, suggests that the Euro will likely remain under pressure during the first half of 2011.
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However, the Eurozone is not alone in terms of facing a series of tough fiscal challenges; other highly indebted countries such as the US, UK and Japan all have their own issues
to address. In the US, the Federal Reserve (Fed) has announced a further huge Quantitative Easing (QE) program, totalling USD600 billion, which will be implemented at a rate
of about USD75 billion per month.

The Market had largely discounted an extension to the QE program and, well before the increase was confirmed in early November, the Dollar began to weaken steadily from its
mid summer sub 1.20 highs versus the Euro. Having fallen to just under 1.42 by early November, Ireland’s woes and the stress this caused for the Eurozone as a whole saw the
Dollar recover, ending the year at 1.3366. Therefore during the course of 2010, the Dollar appreciated by just under 7% against the Euro, despite QE and record deficits.

The Dollar’s sell-off on the prospect of more QE was logical and confirmed the Market’s view that the Fed’s focus in
terms of initiatives to revive the US economy remain on this policy. However the scope and size of the economic

problems in other highly indebted developed areas such as Europe, the United Kingdom and Japan have limited the | 420 Furovs USD
Dollar's demise for now. ‘
1.397
The Euro will likely remain under pressure in the near term, as Sovereign debt financing issues dominate the | 374
headlines during the first half of 2011. That being said, with the Fed’s focus remaining on QE and zero interest rates, ’
we can envisage a scenario in which downside in the Euro is more limited than would be the case if the other major 1.350
industrialised countries weren’t in such poor economic shape. In terms of our outlook, we see further Euro weakness | 327
in the first half of the year, but see Dollar strength as being capped and it ending 2011 broadly unchanged from i
current levels. A trading range against the Euro of 1.30 — 1.40 is entirely possible during the second half of the year. 1.304
_ _ o _ om0 A0 A0 (O (O O O S O
In the United Kingdom, Sterling’s fortunes have also been influenced by talk of further QE measures to help support %Q,ee \Q,OC 10,0"%%,0 Qq,$0 \qﬂoiqﬁo qu)e o° 1@,06

economic activity. However, rising inflation and slightly better GDP data have put off any immediate thoughts of
additional QE for now. A further program of QE remains a strategy that is open to the Bank of England's Monetary
Policy Committee (MPC), should the UK’s slow economic recovery show any sign of faltering.

Budget deficit reduction in the UK means reduced Government spending and tax increases that will commence from the beginning of 2011. These policies will be implemented
against a backdrop of rising inflation which, in part, is a result of Sterling weakness in 2009. Therefore some of the current inflationary pressures could be viewed as being
transient in so much as they are a consequence of higher taxes and earlier currency devaluation.

The MPC continues to face significant challenges in maintaining stability and economic momentum. We would therefore see limited scope for any material Sterling appreciation
against either the Dollar or the Euro during 2011. However, while Sovereign debt issues dominate the news-flow within the Eurozone, Sterling will likely trend a little higher
against the Euro in the first half of the year. Ultimately, the UK’s trade links and the significant exposure of UK Banks to the indebted EU countries, will limit the Pound’s ability
to strengthen materially from current levels.

In Japan, the Bank of Japan (BOJ) continues to wage war on deflation by way of its QE program and maintaining a zero interest rate policy. Despite Japan’'s economic problems,
the Yen has remained relatively strong versus the US Dollar and while many believed the Yen to be overvalued, the currency appears to be perceived as some sort of safe-haven
in the midst of a destabilised world. This view is predicated on the basis that the Country’'s banking sector was deemed to be in much better shape than that of the US and
Europe. Japan’s economy has benefited from its proximity to China, with exporters enjoying a prosperous period, which is helping offset weakness in other areas.

The BOJ will not be comfortable with the Yen's appreciation and it has intervened in currency markets in an effort to stem the currency’s advance, trying to ensure that Japan’s

export competitiveness is not further eroded. However with other countries unwilling to see their own currencies appreciate, the BOJ is unlikely to receive much in the way of
international cooperation and support.
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SECTOR REVIEW
CONSUMER DISCRETIONARY

The Consumer Discretionary sub-group continued its exceptional run during the fourth quarter, gaining a further 10.68% and making it the third best performing of the ten MSCI
World sectors. This means that for 2010 as a whole the sector was the best performing by some considerable margin, reflecting how Consumer Discretionary stocks continue to

behave as if we are in a “normal” market recovery.

In reality, we find ourselves in anything but a “normal” recovery. Consumers face persistently high unemployment
rates in the developed world, in conjunction with an ongoing drag on the wealth effect from depressed property
prices. It therefore appears unrealistic for the sector to continue with its current level of outperformance indefinitely.

There is no doubt that the ongoing robust nature of consumer spending has been a surprise. As we have said

previously, this is partly due to a trend for consumers to target their spending far more specifically than might 1082
historically have been the case, thus creating significant performance differentials within the sector. Focus therefore 105.6
remains upon companies whose products are seen as “must haves”, both to developed and emerging world 103.0

consumers. Fortunately, many of these are produced by the very same companies that display the positive
characteristics highlighted by our long-term themes, such as; strong brand recognition, high barriers to entry,
relatively high levels of emerging world exposure, and demonstrable track records in terms of cost reduction.

MSCI Consumer Discretionary
116.0

113.4
110.8

A0

o N A A0 A0
o\ o8 e
%06 RN Q,O q)QQ ,$°\q,$° ,&0 ©° qoe o°

In summary, we remain cautious of the Consumer Discretionary sector as a whole, but feel that significant opportunities exist at a more granular level.

CONSUMER STAPLES

During the fourth quarter of 2010, the staples sub-group under-performed the broader market, coming in as the seventh best performing sector. Consumer Staples stocks gained

4.52% against the overall market’s improvement of 8.56%

Throughout recent history, this sector has continued to demonstrate its classically defensive characteristics, and it is
therefore unsurprising to see a performance lag as markets have continued to make upward progress.

As with the Consumer Discretionary sector, we see significant opportunities within the staples arena for individual
situations, with many companies characterised by large franchises, a dominant market position, high free cash flow,
high dividend cover, and attractive dividend yields. Indeed, such companies are particularly prevalent within the
Consumer Staples sector. As opposed to the Consumer Discretionary sector, Staples have the advantage of being
more generally defensive in nature. Together with the predominance of individual opportunities, this leads us to
maintain an overweight stance in the sector. This is also considered particularly important from a diversification
perspective.

© Butterfield Bank (Guernsey) Limited 5
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SECTOR REVIEW
ENERGY

The Energy sector maintained the momentum that began in the third quarter, gaining 16.31% during the final three months of the year. This move represented an out-
performance of the broader market, which appreciated by 8.56% over the same period. In terms of 2010 as a whole, the first half of the year saw the Energy Sector underperform,
however during quarters 3 and 4, as oil prices firmed and inventories began to unwind, the Energy sector reversed this trend to end the year broadly in line with general increase
in equity markets.

MSCI Energy

For the majority of last year, oil prices remained within a USD65 — USD85 trading range, with higher than average

inventories and the fact that OPEC has significant spare production capacity capping upside. However, during the final 2450
quarter of 2010, the oil price pushed through the upper end of this trading range, bolstered by a particularly cold start 238.0
to winter and the publication of data indicating that a draw down in excess inventories had begun. Despite the strong 231.0
end of year rally, oil prices have, in the most part, lagged the price moves in other commodity and resource orientated 2240
sectors. That being said, December’s strong rally saw the oil price end the year at USD 91.38, which represented a gain
of 15.15% over the course of 2010. 2170
210.0
One of our longer-term core themes supporting our over-weight stance in the Energy sector is for continued strong O O A0 0 A0 D A0 D O O
growth in consumption from developing economies such as China, where oil imports have increased by around 10% %QBQQ\Q,OCK,LQ,OC‘@,OC&QQ,&0“\9So“mqﬁoﬂgq,oec\qm@%q,oec

this year. Within OECD economies such as the US, demand has remained resilient and this trend is expected to
continue unless petrol prices again reach their 2008 highs of around USD4.50 / gallon.

A combination of steady demand from within the OECD countries and robust growth in demand from non-OECD economies is helping bring down inventory levels and in turn
push prices higher. These trends are expected to continue into 2011 and 2012. Taking a medium to longer term perspective, we remain of the view that if global demand
continues to grow at current levels, it is likely that existing spare production capacity within OPEC could be fully utilised earlier than consensus thinking suggests. Once existing
spare capacity is utilised and inventories are run down, the industry will have to develop more marginal fields, supporting higher oil prices off a higher cost base.

We continue to believe that our overweight strategy remains supported by compelling medium to longer term demand / supply dynamics and modest valuations, with PE
multiples remaining well below their historic averages. In addition, particularly within the global integrated companies, strongly positive cash flows support attractive dividend
yields. Over the longer term, the Energy Sector is viewed as being a key beneficiary of the bulk of our core secular themes.

FINANCIALS

The Financials Sector failed to keep up with the broad market, both during the quarter and through 2010 as a whole. However, returns of 5.23% for the final quarter did at least
bring the overall yearly return into positive territory, at 2.33%. Within the sector, it has been the banking industry that has lagged behind, with both European and US banks
struggling with their own particular issues.

MSCI Financial s

In the US, the quarter has been difficult for many of the larger banks due to issues with regard to the potential for the
Banks being required to buy back from investors a number of underperforming mortgage backed securities they
constructed during the housing boom. The situation will no doubt stay in the courts for a protracted period of time,
but the potential for losses well ahead of the levels currently provisioned for could weigh on valuations for an
extended period to come.

Turning to Europe, concerns over peripheral Eurozone sovereign debt are being reflected in the prices of European
financials, where much of the debt is currently owned. With peripheral bond yields soaring and financials facing heavy
funding requirements in 2011, we anticipate that banks in the region will remain under pressure for the coming
months.
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SECTOR REVIEW

We have remained underweight to the sector during the quarter and envisage maintaining the position for the time being. In addition to the near-term risks and lack of visibility
outlined above, we believe that a flatter yield curve will also weigh on net interest rate margins. Furthermore, any renewed economic weakness may reverse the recently
improving trend in loan loss provisions.

HEALTHCARE

The fourth quarter proved to be somewhat difficult for the MSCI Healthcare Index, as its 3.07% gain represented an underperformance of the MSCI World for the second
consecutive quarter. The relatively modest return in the final two quarters has taken the sector’s return for the year to 0.38%, the second worst performance of all the ten sectors

that comprise the MSCI World Index.

The ongoing challenges faced by the large Pharmaceutical companies have caused a drag on the performance of the
sector during 2010. The US Healthcare reforms have contributed to disappointment in the shorter term profitability

MSCI Healthcare

of many companies in the sector. In addition, many investors remain concerned that the rate of patent expiries will 105.0

negatively impact revenue in the medium term. Whilst these factors are clearly important to the earnings potential 103.8

for companies in the sector, it is possible to differentiate between the most and least impacted by patent expiry and 0261 g=d | il

exposure to changes in the US Healthcare system. Generic drug manufacturers are likely to be a beneficiary of both ’

Healthcare reforms and patent expiry, as Governments will be keen to use all possible means to reduce spending on 101.4

Healthcare, whilst maintaining the quality of care. Medical device makers are also attractive as they are less exposed 100.2

to patent expiry. 990

In addition to Generics and Medical Devices, we continue to advocate exposure to Pharmaceutical companies that ,%eQ’\Q,Oe\'\gloe\'\gloe\’\%oﬂ’\Qﬁo“'\gﬁoﬂ'\ 9@0’\ 9@0’\? eC’\Q
have demonstrated a track record of bringing new treatments to the market and have a solid portfolio of existing T YT RT RTT \9T 9 @T OT9

treatments that generate sufficient cash to fund further research and development. The stable earnings profile that
many companies in the sector exhibit is also attractive in a low economic growth environment. The stable and

predictable earnings growth provides a solid footing for balance sheets and dividend policies of companies in the sector. We therefore remain overweight due to the positive
long term effects of ageing populations and solid fundamentals, ensuring that we gain exposure to areas of the sector with the most attractive growth potential.

INDUSTRIALS

The Industrial sector has posted another strong quarter, increasing in value by 11.01%, versus a broad market return of 8.56%. Over the year as a whole, the sector has been the
second strongest within the MSCI World Index, with returns of 21.30% compared to 9.55% for the composite. Performance for the quarter, and the year, has been driven by those
companies most closely associated with the infrastructure development that is prevalent most notably within the emerging market economies.

Continued demand, combined with efficiencies from large scale cost savings implemented through 2008 and 2009
suggests that margins have scope for additional improvement and earnings have the potential to surprise on the
upside. This should support the sector during the coming months, although further weakness in developed markets
in the wake of austerity programs being implemented throughout Europe may potentially weigh on the sector as the
year progresses.

At present we remain neutrally allocated to the sector, seeing it very much as a bell-weather for the broader economy
and equity markets in general. From a sub-sector and geographic standpoint, we prefer to remain overweight to the
themes that have been beneficial through 2010. To this extent, portfolio exposure within the industrial space will
continue to focus upon those companies which are anticipated to be beneficiaries of the steeper growth trajectory of
emerging markets relative to the developed Western World.

© Butterfield Bank (Guernsey) Limited 7
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SECTOR REVIEW

INFORMATION TECHNOLOGY

The MSCI World Information Technology Index increased by 10.5% during the fourth quarter of 2010, outperforming the 8.56% rise in the broader MSCI World Index. When
considering the performance over the course of 2010, the gain in the last quarter has taken the sector’s overall increase for the year to 9.53%, virtually in line with the 9.55% gain
in the broader index.

Corporate spending on information technology is relatively sensitive the underlying economic growth. As growth in

some of the World'’s largest economies has recovered, albeit at a relatively modest pace, shares of companies in the MSCI Information Technology

sector have made steady progress, particularly in the latter half of 2010. Historically, technology companies have also 90.0

been able to drive demand increases through innovation, as products and services that allow businesses to operate 85.0

more cost effectively and efficiently have enabled companies to increase both productivity and margins. In an '

economic environment where global growth is subdued by historic standards, it is likely that demand for certain types 86.0

of technology will therefore remain well supported. 84.0

Unquestionably, enabling companies to deliver their products and services from the Internet will remain a key driver :(2)'2 ‘

of growth for the sector going forward. The increasing use of the internet for all aspects of consumers’ lives, from

shopping for food to the delivery of entertainment such as movies and video games, will require a continued O O A0 \‘,\Q N0 AN N0 O
. . . T . . . e Q QC QC O N0 O @0\‘ oec’ oec’ o
investment in hardware and software infrastructure. This is likely to support spending on networking equipment, data PSRN N N N A L A\ KN I o
storage and security. With the upcoming release of a new version of the programming language that internet pages

are written in, it will be far easier to incorporate high quality graphics and video into web sites. This is likely to lead to

even greater levels of demand for data storage and delivery.

In addition to the positive trends noted above, many companies within the sector should be well supported by characteristics such as strong balance sheets, increasing focus on
shareholder returns and attractive fundamentals. We therefore remain overweight the sector, focusing on companies that are likely to benefit from our preferred thematic
drivers, and have the attractive characteristics that have been mentioned above.

MATERIALS

The Materials sector enjoyed another strong quarter, increasing by 17.67% and again outperforming the 8.56% advance in the overall market. Commodity and Resources sub
groups have generally enjoyed a very positive year as many investors have looked to increase their exposures in an effort to broaden diversity, protect against paper currency
weakness and provide some sort of hedge against rising inflation.

From a fundamental perspective, commodities and raw materials prices are being driven by a combination of strong
demand growth from developing economies and relatively tight capacity constraints within certain base metals such

MSCI Materials

as Copper and other bulk commodities including Thermal Coal, where demand has been driven by continued strong 277.0
economic expansion in China and India, where it is widely used in fuelling power generation plants. 268.4
We remain of the view that measures taken to moderate China’s economic expansion, with particular focus on 298
reducing speculative activity in property, should ultimately support more sustainable longer term trends. While raw 512
materials demand from China may slow in the near term, longer term demand dynamics will likely remain relatively 242.6 1=
supportive. The authorities continue to allocate spending towards infrastructure projects and will look to try and 234.0

moderate inflationary pressures and property speculation through controlling bank lending.

A0 A0 A0 A
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We will therefore maintain a moderate overweight stance within portfolios. Our emphasis remains upon of the large AT AT a0 »° o NN

cap resource and mining companies, where valuations are compelling compared to the price gains witnessed in many

of the underlying commodities.
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SECTOR REVIEW
TELECOMMUNICATION SERVICES

Whilst the headline performance of the MSCI World Telecommunication Services Index during the fourth quarter has been a rather disappointing gain of 2.66%, the Wireless sub
sector has posted a return of 4.04%, comparing favourably to the 2.1% increase in the Diversified sub sector. The outperformance of the Wireless group has also been reflected

in the return figures for the whole of 2010, with a 17.57% gain during the year, versus the 0.96% rise in the Diversified companies.

One of the key trends within the telecoms industry going forward will be how fixed line and mobile operators are able

MSCI Telecoms

to monetise increased data traffic across their networks. Within the fixed line space, there are an increasing number 61.0

of operators who are offering ultra fast broadband based on fiber optic networks, which are able to handle a far 508

greater volume of data at faster speeds. There have also been advancements in the speed that copper based ’

networks can operate, which is more cost effective as existing cable can be utilised. The Wireless operators are also 586

investing to ensure that their networks are capable of handling the increased data traffic that Smartphone’s allow 57.4

users to access. This is particularly important in the developed markets, where growth in the number of 560

Smartphone’s is expected to be considerable in the next three years. 55‘0

Within the emerging markets the dynamics are somewhat different, as growth in the number of subscribers is A A A0 O A0 O O A0 A0 O
arguably the most powerful trend. Despite the very fast growth in subscriber numbers, operators in the emerging q)gﬁeQ\gQC 29750 ng$°\q$°¢q$° VT 0 o°

markets do face healthy levels of competition, which makes margins somewhat lower than in developed markets.
Margins are also affected by lower Smartphone penetration, which means consumers do not have as much demand
for data when compared users in developed markets.

Whilst we remain underweight the sector, there are a number of interesting trends developing, particularly in relation to the provision of data services. The question of how
operators are able to monetise this trend remains key, therefore ensuring the appropriate companies are held is very important. Our focus remains on those operators that have
a mix of developed and emerging exposure, and have maintained investment in their networks that will allow them to handle increased data traffic.

UTILITIES

In what has been both a relatively difficult quarter and year, the Utilities Sector has been the poorest performing of the ten economic sectors that comprise the MSCI World
Index. The final quarter saw the sector rise in value by a modest 1.14%, but it still leaves it down 4.52% for the year versus a broad market rise of 9.55%. The water sub-industry
was the one bright spot in an otherwise poor environment for the power generation and distribution businesses.

MSCI Utilities

A number of factors have been weighing on the sector. In the first instance, the reliance of the sector upon dividends
made it particularly susceptible to the protracted political debate as to whether the ‘Bush tax cuts’ on dividends 115.0
would be allowed to expire at the end of 2010. Looking forwards, the resolution reached in December to extend the

113.0
dividend cuts should now allow for a certain level of positive re-rating within the sector. 1o
Political and regulatory matters continue to be of concern to us. The majority of the industry is regulated, with 109.0
returns primarily set as a function of capital investment and cost. However, in the current economic environment, 107.0
there is increasing pressure from politicians on the various regulatory bodies to limit the ability of utility companies 105.0
to pass on higher costs to end consumers. Fears of a near-term tightening of the regulatory regimes are certainly ‘
weighing on company valuations and expectations at present. %QQ'\Q,OCV\QQCV\QQCV\Q$Oq’\10«\Q$0\"\Qoec\goec\goec\g
N\ \0 O N7 PO\ O @Y 9T O

Over the long-term, the regulatory bodies will need to allow sufficiently generous returns in order to attract the
extensive level of new capital into the industry both to replace and enhance current generation and distribution
capabilities. However, near term political and regulatory concerns will continue to hold the sector back and, as such, we remain underweight to the sector at present.
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The final quarter of 2010 saw the price of Gold continue to move higher, ending the quarter up 16.01%, to stand at USS1,418.75. Over the course of 2010, the price of gold has
increased by 29.14%, its tenth consecutive annual gain. During the fourth quarter, the metal recorded its highest ever close of USS1,422.75, however, this remains below its
inflation adjusted record of over USS1,830, reached in the early 1980’s.

Concern that some Government balance sheets are precariously positioned has seen an increase in demand for gold
during the last quarter, largely due to its historic standing as a store of value, particularly during time of heightened
uncertainty. It is likely to take some time for many deficit countries to work back towards more normalised levels of
leverage, therefore during this process there will undoubtedly be further periods where investor nervousness leads to 1399.8
spikes in demand for the metal. In contrast, some Governments that operate budget surpluses, such as China, have
been increasing the amount of gold that is held in reserve. It is likely that any emerging market Central Bank that is
seeking to increase its holding will look to take advantage of any short term weakness in price, which should provide 1353.4
further support in the medium term.

Gold Spot Price (USS/Oz)

1423.0

1376.6

1330.2

According to data from the Commodity Futures Trading Commission (CFTC), speculative derivative positions in gold 1307.0
declined from net long 795 tonnes at the end of September, to net long 651 tonnes at the end of the year. The fact o0 O
that the gold price trended higher during a period of derivative unwinding provides further evidence that other Qg" QQC QD“‘ QD“‘ ,$0 go $O G QOQC 06°
sources of investment demand, such as physical bars and coins, was robust during the fourth quarter. ” W N

In terms of supply, whilst mine production has only increased modestly from last year, the relatively high price has seen strong growth in recycled gold. Central Bank selling was
very limited during the year, with just 6.9 tonnes being sold by the participants of the Central Bank Gold Selling Agreement, although the IMF did sell 129 tonnes in the open
market. Looking forward, it is unlikely that the supply of gold will increase greatly from the levels seen over the past three years, particularly as Central Banks seem to be turning
toward being net buyers, rather than consistently providing metal to the market as they have done in previous years.

The price of gold is likely to be driven by the macro-economic environment, and the resultant appetite for risk that investors demonstrate. With the US undertaking further

rounds of quantitative easing as a path to recovery, the UK undertaking a bold austerity package and Europe battling to keep its over indebted periphery from defaulting, gold
should continue to be well supported in the next 12 months.
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QUARTERLY STATISTICS

EQUITY INDICES

30 September 2010 31 December 2010 Percentage Change
Global
MSCI World Index 1,179.19 1,280.07 +8.56
MSCI World Index (Sterling) 749.74 821.03 +9.51
MSCI World Index (Euro) 865.78 957.71 +10.62
United States
Dow Jones Industrial Average 10,788.05 11,577.51 +7.32
S & P 500 Index 1,141.20 1,257.64 +10.20
NASDAQ Composite Index 2,368.62 2,652.87 +12.00
Europe
DAX Index 6,229.02 6,914.19 +11.00
FTSE 100 Index 5,548.62 5,899.94 +6.33
Dow Jones Euro Stoxx 50 2,747.90 2,792.82 +1.63
Far East
Nikkei 225 Index 9,369.35 10,228.92 +9.17
TOPIX Index 829.51 898.80 +8.35
FT World Actuaries Pacific Rim X Japan (US Dollars) 432.13 473.86 +9.66
FT World Actuaries Pacific Rim X Japan (Sterling) 406.57 448.72 +10.37
Hang Seng Index 22,358.17 23,035.45 +3.03
MSCI WORLD SECTORS
Consumer Discretionary 104.35 115.49 +10.68
Consumer Staples 130.87 136.79 +4.52
Energy 210.50 24483 +16.31
Financials 78.18 82.27 +5.23
Healthcare 100.99 104.09 +3.07
Industrials 137.37 152.49 +11.01
Information Technology 81.04 89.55 +10.50
Materials 234.82 276.31 +17.67
Telecommunications Services 56.80 58.31 +2.66
Utilities 109.17 110.41 +1.14
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QUARTERLY STATISTICS

BOND INDICES

30 September 2010

Bloomberg Bond Indices - Global Bond Index (US Dollars) 269.83
Bloomberg Bond Indices - Global Bond Index (Sterling) 288.30
Bloomberg Bond Indices - Global Bond Index (Euro) 250.55
Bloomberg Bond Indices - US Govt 1-5 Year 235.46
Bloomberg Bond Indices - UK Govt 1-5 Year 271.17
Bloomberg Bond Indices - Canada Govt 1-5 Year 250.06
Bloomberg Bond Indices - Euro Govt 1-5 Year 160.95

FOREIGN EXCHANGE RATES

Sterling versus US Dollar 1.5728
Sterling versus Euro 1.1548
Sterling versus Swiss Franc 1.5427
Sterling versus Canadian Dollar 1.6186
Sterling versus Japanese Yen 131.2500
US Dollar versus Euro 1.3620
US Dollar versus Swiss Franc 0.9808
US Dollar versus Canadian Dollar 1.0292
US Dollar versus Japanese Yen 83.4600

LIBOR 3 MONTH RATE

Sterling 0.7323
US Dollar 0.2900
Canadian Dollar 1.2533
Euro 0.8475
Swiss Franc 0.1783
COMMODITIES

Reuters/Jefferies CRB Commodity Price Index 286.86
Gold Spot $/0z 1,307.52
Brent Crude Index (London) 79.26
Crude Qil Futures (New York) 79.97

© Butterfield Bank (Guernsey) Limited 12
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265.09
285.79
250.82

233.82
269.49
249.15
159.35

1.5591
1.1665
1.4562
1.5504
126.5800

1.3366
0.9339
0.9943
81.1900

0.7575
0.3028
1.2317
0.9388
0.1700

332.80
1,418.75
93.49
91.38

Percentage Change

-1.76
-0.87
+0.11

-0.70
-0.62
-0.36
-0.99

-0.87
+1.01
-5.61
-4.21
-3.56

+1.86
-4.78
-3.39
-2.72

+3.45
+4.42
-1.73
+10.77
-4.67

+16.01
+8.51

+17.95

+14.27

December 2010



This note is a summary of the subject and is provided for use as an aide memoir. It does not purport to give specific investment advice, and before acting, further advice should
always be sought.

Whilst every care has been taken in producing this commentary, neither the author nor Butterfield Bank (Guernsey) Limited shall be liable for any errors, misprints or
misinterpretation of any of the matters set out in it.

This commentary and/or its content is copyright of Butterfield Bank (Guernsey) Limited. All rights reserved.

Any copying, duplication or reproduction of part or all of this commentary and/or its content in any form without the express written consent of the copyright owner is prohibited
and will constitute an infringement of copyright unless expressly agreed to by Butterfield Bank (Guernsey) Limited or as otherwise permitted by the Copyright (Bailiwick of
Guernsey) Ordinance 2005. You may not, without our express written permission, distribute or commercially exploit this work.

Butterfield Bank (Guernsey) Limited (‘the Bank’) is licensed and regulated by the Guernsey Financial Services Commission under the Banking Supervision (Bailiwick of Guernsey)
Law 1994, as amended, the Protection of Investors (Guernsey) Law, 1987, as amended, the Regulation of Fiduciaries, Administration Business and Company Directors, etc
(Bailiwick of Guernsey) Law, 2000, as amended. Butterfield Bank (Guernsey) Limited is registered under The Data Protection (Bailiwick of Guernsey) Law, 2001.The Bank’s
products and services are available in Guernsey and only in those other jurisdictions where they may be legally offered or obtained. Company registration No 21061. Registered
Office Address: Regency Court, Glategny Esplanade, St Peter Port, Guernsey, GY1 3AP.

Butterfield Bank (Guernsey) Limited is a participant in the Guernsey Banking Deposit Compensation Scheme. The Scheme offers protection for 'qualifying deposits' up to
£50,000, subject to certain limitations. The maximum total amount of compensation is capped at £100,000,000 in any 5 year period. Full details are available on the Scheme’s
website www.dcs.gg or on request. Butterfield Bank (Guernsey) Limited Tel +44 1481 711521.

Deposits are not covered by the Financial Services Compensation Scheme under the Financial Services and Markets Act 2000.
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