Hermes Smaller Companies

Performance summary

Quarterly Update to end of December 2009

Investment objective Fund statistics

The investment objective of the Hermes UK Smaller Companies Fund (“Fund”) is to provide long-term  Fund inception date 08/12/2008
capital appreciation. Fund size (Em) 124.57
No. of holdings 61
Perf (%) Base currency GBP
eriormance te Benchmark FTSE All Small Ex Inv Trusts
Q409 YTD Since Inception Valuation Point 31/12/2009
ISIN IECOB3FPHY36

Fund -1.71 56.13 5437

Benchmark -6.79 63.42 64.75

Relative 5.44 -b.4b -6.30

Figures shown are gross, £,0n a single swing basis. Past performance may not be a reliable guide to future performance.

Risk
Standard past performance (%] Concentration (Top 10 Holdings) 31.59%
31/12/08 31/12/07 31/12/06 31/12/05 31/12/04 Beta : 0.81
©031/12/09 | t031/12/08 | t031/12/07 | t031/12/06 | to31/12/05 | Ex-Antetracking error 7.05
Sharpe ratio -
Fund 56.13 n/a n/a n/a n/a Annualised tracking ratio -
Annualised information ratio -
Benchmark 63.42 n/a n/a n/a n/a Ex-Post tracking error -
- Volatility -

Relative -b.4b n/a n/a n/a n/a

Figures shown on an annualised basis. Past performance may not be a reliable guide to future performance.

Commentary

Activity

We continued to reduce non-core completion holdings* during the quarter, as the stocks purchased earlier in the year to increase portfolio risk (and
reduce tracking error) were sold down. New long term holdings were established for, amongst others, Renovo (biotech; wound care) and Kewill Systems
(software; supply chain systems).

Performance
The FTSE AllSmall index reached its peak for the year around the start of the quarter and subsequently gave up around 7% of its 94% gain from the March
low to record a rise of 63% for the year.

The steady long term performers that the fund manager seeks out are by nature relatively low risk stocks and in this context it was unlikely that the fund
would be able to keep up with its benchmark when the asset class had a very strong year, as it did in 2009. The introduction of completion holdings to
compensate for this resulted in the fund restricting its underperformance to a tolerable level of 4.5% (gross).

Outlook

The more settled economic environment is better for the fund manager’s investment style as stock specific performance will be a more important
contributor to returns (rather than the contribution from beta when markets are more volatile). An economy continuing to recover from recession also
provides a positive backdrop for smaller companies.

Key Risks to Our View

The key macro risk is a "double dip”, likely to be driven by debt defaults sapping investor confidence. At fund level, underperformance by a large number
of core holdings is the principal risk other than the Fund’s low beta which would cause further underperformance were SmallCap to have another strong
year.

*A completion holding is a position acquired with the aim of reducing portfolio tracking error in periods of high volatility to prevent breach of tracking error constraints. It is not intended to be held for
an extended period of time.
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Top 5 contributors to performance Top 10 Holdings
o | e [Cnrutercommentr e g et Wi
Signed an agreement with a large US semiconductor company
Carclo 158 3.67 to produce novel touch-screen displays. Development Secs 410 2.90
) Launched a new product for bio-decontaminating rooms. It is Carclo 4.02 3.67
*
Bioquelr 073 347 the only such technology approved by the NHS.
- FTSE 250 Index Futures 3.67 3.67
McBride* 052 2 44 ll:udriher L:pgr;’ades on the back of strong trading across Europe
ed to outpertormance. Bioquell 3.47 3.47
The market refocussed in Q4 on the growth attractions of this
Cranswick* 0.48 1.61 meat business after shunning its defensive qualities earlier in Anglo Pacific Resources 2.97 1.94
the year.
Unite Group 2.89 2.89
. IT services company seeing a recovery in demand and a better
Phoenix IT Group 0.38 209 pipeline for large IT contracts Hardy Underwriting 2.88 2.26
" Notheld in benchmark Phoenix IT Group 2.73 2.09
McBride 2.44 2.44
Bottom 5 contributors to performance
Care UK 2.43 1.33

Relative Relative

Contribution (%) | Weighting (% Contributor Commentary

A company that provides support services to the government,
Tribal Group -1.24 1.45 saw its shares hit by concerns over exposure to cuts in the
public sector.

The air charter broker is going through a cyclical low but will

Alr Partner 8 1.64 be gaining market share from weaker competitors.

Melrose Resources™ 109 202 The oil E & P.compamy gave up the ga.ms.made.\r.w .the third
quarter despite continued progress with its activities.

Minerva*** -0.88 -0.52 Not held by the Fund.

Alphameric -0.82 1.28 No longer in bid talks.

** Not held in the benchmark
*** Not held in the Fund

Disclaimer

This communication is issued and approved only for the purposes of section 21 of the Financial Services and Markets Act 2000 by Hermes Investment Management Limited.
("HIML'). HIML has its registered office at Lloyds Chambers, 1 Portsoken Street, London E1 8HZ. HIML is the investment manager and promoter to Hermes Investment Funds
plc ("HIF"). HIF is an open-ended umbrella investment company with variable capital incorporated in Ireland and authorised by the Irish Financial Services Regulatory
Authority pursuant to the European Communities (UCITS) Regulations, 2003, as amended. This document has no regard to the specific investment objectives, financial
situation or particular needs of any specific recipient. This document is published solely for informational purposes and is not to be construed as a solicitation or an offer to buy
or sell any securities or related financial instruments. Prospective investors must rely on their own examination of the legal, taxation, financial and other consequences of an
investment in the funds, including the merits of investing and the risks involved. Prospective investors should not treat the contents of this document as advice relating to legal,
taxation or investment matters. Before entering into an agreement in respect of an investment referred to in this document, you should consult your own professional and/or
investment advisers as to its suitability for you and should understand that statements regarding future prospects may not be realised. No action should be taken or omitted to
be taken in reliance upon information in this document. The simplified prospectus and full prospectus for this fund are available from HIML on request. The value of overseas
investments will be influenced by the rate of exchange. The opportunities described in this document have unigue risks that may make them unsuitable for certain investors.
This communication indicates where figures used refer to past performance or simulated past performance. Past performance is not a reliable indicator of future results.
Also, certain returns shown in this document are compared against returns for the relevant benchmark index during similar periods. It is important to note that the underlying
volatility and risk of the funds’ portfolios and that of their benchmark indices vary materially. Figures, unless otherwise indicated, are sourced from Hermes. Hermes Smaller
Companies is part of Hermes Investment Management Limited, which is authorised and regulated by the Financial Services Authority.
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