share success

Investment Philosophy
Four characteristics differentiate our investment approach:

e Long-term

e Independent investment analysis

e Forecast of Profit and Loss, Balance Sheet and Cash Flow
e Calculation of the worst-case scenario

Share prices follow long-term cash earnings. The analyst’s objective is to identify companies which
trade at low, long-term cash-earnings multiples. We also aim to ensure earnings equal cash and the
business has sufficient resources to fund organic growth, strategic targets and pay a dividend to
shareholders.

We have observed no evidence of the accuracy of short-term earnings forecasts and share price
returns. It is surprising that the vast majority of investors remain fixated on short-term forecasts.
Saracen take a five year view, as this frequently coincides with the planning that actually takes place
within a company and often covers an economic cycle. We are then forced to consider where we
are in the cycle and the likely magnitude of the peaks and troughs.

Analysts’ errors largely occur when estimating the impact changes in sales to profits. When
economic growth is strong, this often leads to positive short-term surprises and perhaps explains
why investors are frequently the most optimistic at the top of a cycle. Conversely, when demand
turns down, the impact on profit and cash flow is usually severely negative.

It might seem obvious that our forecasts are independent. Stockbroker’s research is frequently
unduly influenced by their relationship with the companies that they are analysing. In turn this
research often drives investors’ actions. We try to remain healthily cynical, believing in evidence and
independent views to drive our company valuation. Experience has taught us that there is more
chance of finding value where few are looking and as a result, we tend to be contra cyclical.

There are many other pieces of supportive analysis. We construct a forward looking Profit & Loss,
Balance Sheet and Cash Flow Statement for each investment. Many analysts just concentrate on the
earnings line, but this allows us to estimate the cash generation of the business and the ability of the
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business to fund replacement capital expenditure, organic growth, acquisitions and dividends.
Throughout this process we analyse many ratios of financial strength and cash generation.

When forecasting, we are not only concerned about the expected returns any particular investment
will achieve, but also about the potential error in our forecasts, which could occur, for example, from
the impact of the economic cycle or changes to borrowing costs, new capacity etc. In addition to the
process described above, our ‘Central-Case’, we also analyse the ‘Worst-Case’ scenario and use our
experience to attach probabilities to them. This forms the basis of our company risk control, which
is crucial when considering portfolio construction. There is danger in oversimplifying, but if the
Worst-Case valuation appeared prohibitive, with a significant probability, no matter how cheap the
Central Case, we would not invest in the company.

Research is a time consuming and structured process that depends on the ability and experience of
our analysts to understand the business, the dynamics of the industry, the impact of the broader
economy and other factors that can influence returns. It also requires one of the most prized, but
vitally important attribute - patience.

Graham H Campbell
Chief Executive Officer

Disclaimer
This document contains information relating to Saracen Fund Managers Ltd and Saracen Investment Funds ICVC (‘the Company’).

Saracen Fund Managers Ltd is authorised and regulated by the Financial Services Authority (‘FSA’).

This document is issued and approved by Saracen Fund Managers Ltd (‘SFM’) for communication in the United Kingdom only to persons of
a kind to whom this document may, for the time being, be communicated by SFM by virtue of the Financial Services Markets Act 2000
(‘FSMA’) (Promotion of Collective Investment Schemes) (Exemptions) (Amendment) Order 2005, rule 3.11.2 and annex 5 of the Conduct of
Business Rules of the FSA or any other exemption to section 238 of the FSMA (‘Permitted Recipients’).

The Company is an open-ended umbrella fund incorporated as a variable capital investment company in Scotland, under registration
number 180545 and authorised by the FSA pursuant to Part Xlll of the Companies Act 1990. SFM acts as an Investment Manager of the
Company.

The distribution of this document in certain jurisdictions may be restricted by law, therefore, people into whose possession this document
comes should inform themselves about and observe any such restrictions. Any such distribution could result in a violation of the law of
such jurisdiction.

Investment in the Company should be considered high risk. Past performance should not be seen as an indication of future performance.
The value of an investment in shares of the Company and any income derived from them can go down as well as up and may be subject to
sudden and substantial falls. An investor may not be able to get back the amount invested and the loss on realisation may be very high
and could result in a substantial or complete loss of the investment. In addition, an investor who realises shares in the Company after a
short period may not realise the amount originally invested as a result of charges made on the issue and/or redemption of shares. The
value of shares for the purpose of purchases may differ from their value for the purpose of redemptions.



