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HERMES PENSIONS MANAGEMENT LIMITED
DIRECTORE' REPORT

Directors: R Bernays (Chairman —~ Non executive)
M Anson (Chief Executive — appointed 31 January 2006)
A Watson (resigned 31 January 2006)
M G Quirke
C M Metcalfe
N C W Mustoe
Sir Tim Chessells (Non executive)
D W Davies (Non executive)
D J Pitt-Watson
D R Barford (appointed 1 January 2006 — Non executive)
J A Biles (appointed 1 September 2005 — Non executive)

Secretary: M S Green

Registered Office:  Lloyds Chambers, 1 Portsoken Street, London E1 8HZ.

The directors who served throughout the year, except as noted, are listed above.

During the year the directors had no interests in the shares of the company or any other
group company.

The directors submit their report and the audited financial statements for the year ended
31 December 2005.

PRINCIPAL ACTIVITIES

The principa. activity of the company is that of a holding company. That of the group is to act
as the principal investment manager of the BT Pension Scheme (BTPS) and the investment
manager for other clients.

ELECTIVE RESOLUTIONS

The Board of Hermes Pensions Management Limited has used the written resolution
procedures pursuant to S381A of the Companies Act 1985 to pass the following elective

resolutions:

a) that pursuant to S366A of the Companies Act 1985, the company has elected to
dispense with the holding of Annual General Meetings (until the election is revoked);
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HERMES PENSIONS MANAGEMENT LIMITED
DIRECTORE' REPORT (continued)

b) that pursuant to S252 of the Companies Act 1985, the company has elected to
dispense with the laying of accounts and reports before the company in general
meeting; and

c) That pursuant to 8386 of the Companies Act 1985, the company has elected to
dispense with the obligation to appoint auditors annuaily.

FINANCIAL INSTRUMENTS

Group operations are primarily financed from retained earnings and a loan from the BT
Pension scheme, the group’s ultimate parent.

The Group also has other financial instruments such as debtors, creditors, loans, investments
and cash. These mostly arise from the Group’s operations. The group has a policy of
identifying and controlling the risks associated with such instruments. These risks includes
interest rate risk, liquidity risk, currency risk and credit risk. Bearing in mind the nature of the
exposure to financial instruments within the group and the limited risks associated, the
Directors are: satisfied that there is adequate control of the risks.

RESULTS

The results for the year are shown on the attached profit and loss account. The directors do
not recommend the payment of a dividend (2004 - £nil).

The directors consider the results of the company to be satisfactory and that the company is
well placed to take advantage of future opportunities.

EMPLOYEE INVOLVEMENT

During the y2ar meetings are held to discuss the performance of the group. Opportunity is
given at these meetings for senior executives o be questioned about matters which concern
the employees.

DISABLED POLICY

Applications for employment by disabled persons are always fully considered, bearing in mind
the aptitudes of the applicant concerned. In the event of members of staff becoming disabled
every effort is made to ensure that their employment with the group continues and that
appropriate training is arranged. It is the policy of the group that the training, career
development and promotion of disabled persons should, as far as possible be identical with
that of other employees.

Approved by order of the Board of Directors and signed on behalf of the Board

M.Anson _
Director 2L Apwd 2006
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HERMES PENSIONS MANAGEMENT LIMITED
STATEMENT OF DIRECTORS' RESPONSIBILITIES

The directors are responsible for preparing the Annual Report and the financial statements.
The directors. have chosen to prepare the accounts for the company and the group in
accordance with United Kingdom Generally Accepted Accounting Practice.

Company lavs requires the directors to prepare such financial statemenis for each financial
year which g've a true and fair view in accordance with United Kingdom Generally Accepted
Accounting Practice of the state of affairs of the company and of the group and of the profit or
loss of the company for that period and comply with UK GAAP and the Companies Act 1985.

In preparing those financial statements, the directors are required to:

. select suitable accounting policies and then apply them consistently;

e  make judgements and estimates that are reasonable and prudent;

. state whether applicable accounting standards have been followed; and
. prepare the financial statements on the going concern basis unless it is

inappropriate to presume that the group wili continue in business.

The directors are responsible for keeping proper accounting records which disclose with
reasonable accuracy at any time the financial position of the company and the group and to
enable them to ensure that the financial statements comply with the Companies Act 1985.
They are also responsible for the system of internal control, for safeguarding the assets of the
company and the group and hence for taking reasonable steps for the prevention and
detection of fraud and other irregularities.
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INDEPENDENT AUDITORS' REPORT TO THE MEMBER OF
HERMES PENSIONS MANAGEMENT LIMITED

We have aucdlited the financial statements of Hermes Pensions Management Limited for the
year ended 31 December 2005 which comprise the consolidated profit and loss account,
consolidated statement of total recognised gains and losses, the consolidated balance sheet,
the balance sheet, the consolidated cash flow statement, the accounting policies and the
related notes 1 to 27. These financial statements have been prepared under the accounting
policies set aut therein.

This report is made solely to the company’s member, in accordance with section 235 of the
Companies Act 1985. Our audit work has been undertaken so that we might state to the
company’s member those matiers we are required to state to it in an auditors’ report and for
no other purpose. To the fullest extent permitted by law, we do not accept or assume
responsibility to anyone other than the company and the company’s member for our audit
work, for this report, or for the opinions we have formed.

Respective responsibilities of directors and auditors

As describec in the statement of directors’ responsibilities, the company’s directors are
responsible for the preparation of the financial statements in accordance with applicable law
and United Kingdom Accounting Standards (United Kingdom Generally Accepted Accounting
Practice). Our responsibility is to audit the financial statements in accordance with relevant
United Kingdom legal and regulatory requirements and International Standards on Auditing
(UK and Ireland).

We report to you our opinion as to whether the financial statements give a true and fair view
in accordance with the relevant financial reporting framework, and are properly prepared in
accordance with the Companies Act 1985. We also report if, in our opinion, the directors’
report is not consistent with the financial statements, if the company has not kept proper
accounting racords, if we have not received all the information and explanations we require
for our audit, or if information specified by law regarding directors’ remuneration and
transactions is not disclosed.

We read the directors’ report and consider the implications for our report if we become aware
of any apparent misstatements or material inconsistencies within the financial statements.

Basis of audit opinion

We conducted our audit in accordance with {nternational Standards on Auditing (UK and
Ireland). An audit includes examination, on a test basis, of evidence relevant to the amounts
and disclosures in the financial statements. It also includes an assessment of the significant
estimates and judgements made by the directors in the preparation of the financial statements
and of whether the accounting policies are appropriate to the circumstances of the company
and the group, consistently applied and adequately disclosed.

We planned and performed our audit s¢ as to obtain all the information and explanations
which we considered necessary in order to provide us with sufficient evidence to give
reasonable assurance that the financial statements are free from material misstatement,
whether caused by fraud or other irregularity or error. In forming our opinion, we also
evaluated the overall adequacy of the presentation of information in the financial statements.
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INDEPENDENT AUDITORS' REPORT TO THE MEMBER OF
HERMES PENSIONS MANAGEMENT LIMITED (continued)

Opinion
In our opinion

o the financial statements give a true and fair view in accordance with United
Kingdom Generally Accepted Accounting Practice,of the state of affairs of the
company and the group as at 31 December 2005 and of the group’s profit for the
year then ended;

+ the financial statements have been properly prepared in accordance with the
Companies Act 1985.

Dl o Voke

Deloitte & Touche LLP
Chartered Accountants and Registered Auditors

London .
2 6 /‘L(LJ 2006
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HERMES PENSIONS MANAGEMENT LIMITED

CONSOLIDATED PROFIT AND LOSS ACCOUNT
FOR THE YEAAR ENDED 31 DECEMBER 2005

Notes 2005 2004
Restated
£000 £°000
TURNOVER ‘ 1 73,799 57,628
Administrative expenses (70,619) (59,685)
OPERATING PROFIT / {LOSS) 3,180 (2,057)
Share of net operating profit of associates 2 2,205 4,673
Dividends receivable 259 207
(Loss) / profit on investments (6) 16
PROFIT ON ORDINARY ACTIVITIES
BEFORE INTEREST AND TAXATION 5,638 2,839
Interest receivable and similar income
- group 2,055 1,623
- associates 213 354
Other financi income 15 300 200
Interest payable - group 3 {990) (989)
- associates 3 (4) 3
PROFIT ON ORDINARY ACTIVITIES
BEFORE TAXATION 4 7,212 3,924
Tax on profit on ordinary activities 6 {1,021) (1,406)
PROFIT ON ORDINARY ACTIVITIES
AFTER TAXATION 6,191 2,518
Equity minority interests 24 (8) (8
RETAINED PROFIT FOR THE
FINANCIAL YEAR 17 6,183 2,510

All of the results are derived from continuing operations.
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HERMES PENSIONS MANAGEMENT LIMITED

CONSOLIDATED STATEMENT OF TOTAL RECOGNISED GAINS AND LOSSES

FOR THE YE:AR ENDED 31 DECEMBER 2005

Notes
Retained profit for the financial year
Unrealised surplus on revaluation of investments
Foreign exchange transiation difference on foreign

currency investment in associate

Defined Beni:fit Pension Scheme — Actuarial gain on
assets 15
Defined Benefit Pension Scheme — Actuarial gain
on liabilities °
Defined Benefit Pension Scheme — Actuarial loss on
change in assumptions 15
Total recognised gains relating to the Year 17
Inclusion of Opening deficit on Defined Benefit
Pension Scheme 15/26
Prior year acjustment FRS 17 15/26

Total gains / (losses) recognised since last
annual report
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2005 2004
Restated
£000 £000
6,183 2,910
126 82
(8) (1)
6,301 2,591
6,300 1,500
200 -
(7,300) (1,600)
5,501 2,491
- (14,300)
- 4,599
5,501 (7,210)




HERMES PENSIONS MANAGEMENT LIMITED
CONSOLIDATED BALANCE SHEET AT 31 DECEMBER 2005

2005 2004
Restated
Notes £000 £000
FIXED ASSETS
Intangible assets — goodwili Q- 5,303 6,097
Tangible assets 10 6,345 6,918
Investments 11 10,756 9,679
22,404 22,694
CURRENT ASSETS
Insurance assets attributable to unit-linked policyholders 12 20,334,796 8,506,484
Debtors 13 20,424 16,195
Cash at bank and in hand 64,896 53,408
20,420,116 8,576,087
CREDITORS - amounts falling due within one year 14 (48,796) (42,047)
Amounts due to unit-linked policyholders 12 (20,334,796) (8,506,484)
NET CURRENT ASSETS 36,524 27,556
TOTAL ASSETS LESS CURRENT LIABILITIES 58,928 50,250
CREDITORS - amounts falling due after more than
one year 14 (4,296) (3,027)
54,632 47,223
Minority interest - equity 24 {13%5) (127)
NET ASSETS EXCLUDING PENSION LIABILITIES 54,497 47,096
Pension liabilities 15 (16,600) (14,700)
NET ASSETS INCLUDING PENSION LIABILITIES 37,897 32,396
CAPITAL AND RESERVES _
Called up share capital 16 30,000 30,000
Revaluation reserves 17 252 126
Non-distributzble capital reserves 17 98 98
Profit and loss account 17 7,547 2,172
EQUITY SHAREHOLDER'S FUNDS 37,897 32,396

These financial statements were approved by the Board of Directors on 2L Apral 2006

Signed on behalf of the Board of Directors
M Anson
Director
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HERMES PENSIONS MANAGEMENT LIMITED
BALANCE SHEET AT 31 DECEMBER 2005

FIXED ASSETS
Tangible assats
Investments

CURRENT ASSETS
Debtors
Cash at bank. and in hand

CREDITORS - amounts falling due within one year
NET CURRENT ASSET/(LIABILITIES)

TOTAL ASSEETS LESS CURRENT LIABILITIES

CREDITORS — amounts falling due after more
than one year

NET ASSET3 EXCLUDING PENSION LIABILITIES
Pension liabilities

NET ASSETS INCLUDING PENSION LIABILITIES

CAPITAL AND RESERVES
Called up share capital
Profit and loss account

EQUITY SHAREHOLDER'S FUNDS

Notes

10
11

13

14

14

15

16
17

2005 2004
Restated
£000 £°000
6,345 6,918
25,026 25,126
31,371 32,044
23,272 22,892
22,019 9,468
45,291 32,360
(40,942) (35,616)
4,349 (3,256)
35,720 28,788
(2,608) (2,772)
33,112 26,016
(16,600) (14,700}
16,512 11,316
30,000 30,000
{13,488) (18,684)
16,512 11,316

These financial statements were approved by the Board of Directors on 2l 9@9&_\ 2006

Signed on behalf of the Board of Directors

/Wﬂﬂ—w—h

M Anson
Director
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HERMES PENSIONS MANAGEMENT LIMITED

CONSOLIDATED CASH FLOW STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2005

NET CASH INFLOW FROM OPERATING
ACTIVITIES

RETURNS CN INVESTMENTS AND SERVICING
OF FINANCE

Interest received

Interest paid

Actuarial gain arising on Pension Fund

Finance income arising from Pension Fund

Dividends received from associates

NET CASH INFLOW FROM RETURNS ON
INVESTMEINTS AND SERVICING OF FINANCE

TAXATION
Corporation tax (paid) / received

TAX (PAID) / RECEIVED

CAPITAL EXPENDITURE AND FINANCIAL
INVESTMEINT

Payments fo acquire tangible fixed assets

Sale of tangisle fixed assets

Purchase of investments

Sale of investments

NET CASH OUTFLOW FROM CAPITAL
EXPENDITURE AND FINANCIAL INVESTMENT

NET CASH INFLOW BEFORE FINANCING
FINANCING

(Loan to) / Feepayment from associate

NET CASH INFLOW FROM FINANCING
INCREASE IN CASH
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Notes 2005 2004
Restated
£000 £000
19 12,947 6,379
2,065 1,607
(990) (989)
200 -
300 200
259 . 207
1,824 025
(1,076) 1,117
(1,076) 1,117
10 (2,007) (2,861)
- 3
(106) -
- 66
(2,113) (2,792)
11,582 5,629
(94) 137
(94) 137
20 11,488 5,766
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HERMES PENNSIONS MANAGEMENT LIMITED

NOTES TO THE ACCOUNTS - YEAR ENDED 31 DECEMBER 2005
ACCOUNTING POLICIES

The financial statements are prepared in accordance with applicable law and United
Kingcom Accounting Standards, with the exception of certain departures from
Companies Act requirements as disclosed in note 22. The particular accounting
policies adopted by the directors are described below.

a) Accounting convention

The financial statements are prepared under the historical cost convention
except for the following:

i) Fixed asset investments, which are held at a directors’ valuation.

i) Investments included in life insurance assets, which are revalued to
mid-market value.

b) Turnover
Turnover is recognised on an accruals basis.
c) Basis of consolidation

Subsidiary companies of the group include general partners of limited
partnerships where the substance of the arrangements is that the group
provides investment management services in return for investment
management fees. In the prior year certain of these limited partnerships fell
within the definition of subsidiary undertakings that were required to be
consolidated under the Companies Act 1985 by virtue of the fact they were
controlled by the general partner. However, the group’s beneficial interest in
the limited partnerships is restricted to the fees it earns from managing the
partnerships. Furthermore, the limited partnerships were set up for the
beneficial interest of external parties who collectively own the entire equity of
the partnerships. In the prior year the directors departed from the Companies
Act 1985 requirements and accounted for the interests in such partnerships at
cost on the basis that this reflected the substance of the arrangements and to
consolidate would not give a true and fair view. The effect of this departure is
quantified in note 22. Due to changes in the structure in 2005 the limited
partnerships no longer meet the definition of subsidiary undertakings.

d) Goodwill

Goodwill arising in respect of acquisitions is capitalised in the year in which it
arises within intangible fixed assets and amortised over its estimated useful life
up to a maximum of 20 years with a full year’s charge for amortisation in the
year of acquisition. The directors regard the following as the estimated useful
lives of goodwill arising in those acquisitions.

Hermes Focus Asset Management Ltd - 20 years
Hermes Assured Ltd - Syears
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HERMES PENSIONS MANAGEMENT LIMITED

NOTES TO THE ACCOUNTS - YEAR ENDED 31 DECEMBER 2005 (continued)

ACCOUNTING POLICIES (continued)

e)

f)

g)

)

k)

Tangible fixed assets

Depreciation is provided on cost in equal annual instalments over the estimated
useful lives of the assets. The expected useful lives are as follows:

Fixtures, fittings and equipment - 4 years
Leasehoid improvements - Period of the lease

Fixed asset investments

Investments held as fixed assets are stated at directors’ valuation. For quoted
investments, this is taken to be mid-market value. For unquoted investments
this is based upon the latest available information and reports.

Operating leases

Rentals in respect of operating leases are charged to the profit and loss
account on a straight-line basis over the period of the lease.

Pension benefits

Pension benefits under the group’s defined benefit scheme are funded over the
employees' periods of service. The company's contributions are based on the
most recent actuarial valuation of the fund on 31 December 2003. Pension
benefits are accounted for in accordance with FRS17 as disclosed in note 15.

investment income
Income from investments is accounted for on an accruals basis.
Bonus costs

Provision is made for bonuses attributable to performance prior to the balance
sheet date.

Deferred taxation

Deferred taxation is provided in full on timing differences that result in an
obligation at the balance sheet date to pay more tax, or a right to pay less tax
at a future date, at rates expected to apply when they crystallise based on
current tax rates and law. Timing differences arise from the inclusion of items
of income and expenditure in taxation computations in periods different from
those in which they are included in financial statements. Deferred tax assets
are recognised to the extent that it is regarded as more likely than not that they
will be recovered. Deferred tax balances are not discounted.
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HERMES PEINSIONS MANAGEMENT LIMITED

NOTES TO THE ACCOUNTS - YEAR ENDED 31 DECEMBER 2005 (continued)

ACCOUNTING POLICIES (continued)

)] Long-term life insurance business

Assets attributable to unit-linked policyholders are valued at mid-market value.
Amounts due to unit-linked policyholders represent the value of in force units at

the balance sheet date.

Expenses incurred in the operation and establishment of the Life business are

deducted in arriving at operating profit.

1. TURNOVER

Turncver comprises the value of services provided in the UK by the group exclusive of

VAT and is analysed as follows:

2005 2004
£°000 £000
Continuing operations:
Investment management services 64,617 51,560
Miscellaneous fees 2,388 905
Recharge to associate 1,790 1,608
Ret:harges to Focus Funds 864 750
Mariagement fees from assurance activities 4,140 2,805
73,799

57,628

Investment management services include performance fees based upon rolling three
year performance periods and are recognised in the year the performance period

ends.
2. ASSCOCIATES

Share of Net Operating Profit of Associates

2005 2004
£000 £°000
49% share of HFAME operating profit - 697
45.7% share of HFAME operating profit 1,818 651
35.9% share of Innisfree operating profit 260 3,050
25% share of Activa operating profit 129 277
Amorisation of goodwill _ (2) (2)
2,205 4673
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HERMES PENSIONS MANAGEMENT LIMITED

NOTES TO THE ACCOUNTS - YEAR ENDED 31 DECEMBER 2005 (continued)
2. ASSOQCIATES (continued)

The company had the following interests in the performance and position of its
associates at 31 December 2005.

HFAME 2005 2004
£'000 £000
Turnover 5,580 4,552
Profit before tax 1,948 1,407
Tax (678) (422)
Profit after tax 1,371 985
Current assets 6,144 4179
Current liabilities (3,364) (2,327)
Long term liabilities (539) (526)
Innistree : 2005 2004
£000 £000
Turnover 4 670 6,547
Profit before tax 660 3,829
Tax ' (159) (788)
Profit after tax 501 3,041
Fixed assets 37 65
Current assets 6,627 6,215
Current liabilities (2,560) (3,328)
Long term liabilities (1,080) (555)
Activa 2005 2004
£000 £000
Turnover 668 715
Profit before tax 131 345
Tax (29) (26)
Profit after tax 102 319
Fixed assets 43 47
Current assets 318 519
Current liabilities (176) (301)
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HERMES PENSIONS MANAGEMENT LIMITED

NOTES TO THE ACCOUNTS - YEAR ENDED 31 DECEMBER 2005 (continued}
3. INTEREST PAYABLE

2005
£'000
Intere:st payable or similar charges in respect of:
Bar k loans and overdrafts (excluding group loans) 2
Interest on loans from group companies 988
Other 4
994
4, PROFIT ON ORDINARY ACTIVITIES BEFORE TAXATION
2005 2004
Restated
£'000 £000
Profit on ordinary activities before taxation is
statad after charging:
Depreciation of tangible fixed assets 2,580 3,151
Amortisation of goodwill 794 794
Rentals under operating leases:
- Cherges 741 1,446
- Receipts (216) (216)
Auditors' remuneration:
Audit fees - group 217 150
- company 22 36
Other services 232 46
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HERMES PENSIONS MANAGEMENT LIMITED
NOTES TO "HE ACCOUNTS - YEAR ENDED 31 DECEMBER 2005 (continued)
5. INFORMATION REGARDING DIRECTORS AND EMPLOYEES

Total emoluments of directors excluding pension contributions were:

16

Long term
Annual incentive Fees Total Total
Directors Salary bonus Benefits scheme 2005 2004
£ £ £ £ £ £ £

A Watson 288,430 419,291 16,356 1,046,505 - 1,770,582 1,305,942
N C W Mustoe 204,687 255,138 9,497 500,569 - 969,891 852,329
C M Metealfe 183,625 215,515 10,028 448,995 - 858,163 801,738
M G Quirke 181,625 216,979 9,763 57,096 - 465,463 253,186
D W Davies 40,000 - - - - 40,000 30,000
D Pitt-Watson 143,750 535,713 7,800 631,828 - 1,319,091 -
R Bemnays - - - - 50,000 50,000 -
J A Biles - - - - 11,666 11,666 -
P R Butler - - - - - - 538,777
A H M White - - - - - - 532,567
R A Selkirk - - - - - - 518,576
S P Brown - - - - - - 437,930
P Bisping - - - - - - - 437,845
ML Carter - - - - - - 413,273
R J Clarke - - - - - - 363,591
J HC Walsh - - - - - - 341,869
A M Cook - - - - B - 265,463
C C Hartridge-Price - - - - - - 213,720
| A Kirby - - - - - - 190,799
A Orriss - - - - - - 145,637
R A Harrold - - - - - - 114,840
TOTAL 1,042,117 1,642,636 53,444 2,684,993 61,666 5,484,856 7,758,082

As at 31 December 2005 one director (2004 - 1) had investments of £650,081 (2004 -
£574,731) in the three Hermes UK Focus Funds and one director (2004 — 1) had an
investment of £162,344 (2004 - £137,061) in the UK Small Companies Focus Fund.

Also at 31 December 2005, one director (2004 — 1) had an investment in European
Focus Fund | of £78,407 (2004 - £60,148), managed by associate company Hermes

Focus Asset Management Europe Limited.

The annual bonus and long term incentive scheme rewards together comprise 80%
(2004 - 71%) of total emoluments. These rewards are based on the results of the

group, investment performance and the successful completion of individual
management objectives.
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HERMES PEINSIONS MANAGEMENT LIMITED

NOTES TO THE ACCOUNTS - YEAR ENDED 31 DECEMBER 2005 (continued)

5.

INFORMATION REGARDING DIRECTORS AND EMPLOYEES (continued)

Amounts awarded to all excluding D Pitt-Watson under the Hermes Group long-term
incentive plan are payable in two tranches. 50% is payable in March 2006 and the
remaining 50% is payable in March 2008. The amount awarded to D Pitt-Watson
relates to the HFAM long term incentive plan which represents the value of options
vesting in 2005 under the five year Shadow Option Scheme. This also rewards
participating executives for the growth in the value of the business.

Sir Tim Chessells did not receive any emoluments relating to his services to the group
but received fees from the Hermes Group on behalf of the BT Pension Scheme in
respect of Trustees’ services to the BT Pension Scheme as described in Note 23.

D W Davies also received fees from the BT Pension Scheme in respect of Trustees’
services to the BT Pension Scheme as described in Note 23.

The unfunded pension cost relates to the increase in the year in the company’s liability
to pay a pension in excess of that provided by the Hermes Group Pension Scheme.

The company’s pension scheme is a defined benefit scheme and the accrued benefit
as at 31 December 2005 for the highest paid director was £34,260 (2004 - £28,779).
The total number of directors who accrue benefits under the scheme is 4

(2004 - 11).

2005 2004
No. No.
Average number of persons employed by the group
and company in the year:
Investment management 164 143
Administration 134 143
' 298 286
2005 2004
RESTATED
. £000 £000
Staff costs during the year in respect of these
directors and employees were:
Wages and salaries 35,117 31,280
Social security costs 3,830 - 3,727
Pension cost related to group scheme (see Note 15) 3,400 3,000
Unfunded pension costs 84 78
42,431 38,085
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HERMES PEINSIONS MANAGEMENT LIMITED
NOTES TO THE ACCOUNTS - YEAR ENDED 31 DECEMBER 2005 (continued)
6. TAX ON PROFIT ON ORDINARY ACTIVITIES

2005 2004
£000 £000
a) Profil and loss account
UK corporation tax at 30% 9 21
Share of tax charge in associate 764 449
Adjustment in respect of prior periods ' 111 (10)
884 460
Deferred tax:
Share of deferred tax charge in associate - 788
Time differences, origination and reversal 163 112
Adjustment in respect of prior periods (26) 46
Tax on profit on ordinary activities 1,021 1,406
b) The tax charged in the period is lower than the standard rate of corporation tax in the
UK (30%). The differences are expiained below:
2005 2004
£'000 £000
Profii on ordinary activities multiplied by the

standard rate of corporation tax in the UK of 30%

(2004 - 30%) 2,164 1,177
Non-taxable income (2,431) (2,440)
Drawings not subject to tax - (777)
Capital allowances in excess of depreciation not

provided for in deferred tax 149 905
Short term timing differences not provided for in

deferred tax 1,014 567
Tax Insses (123) 1,038
Adjustment in respect of prior periods 111 (10)

884 460

VASALLENWMEXPWCTUALSW5 Hermes Pensions Management Ltd (250406).dec




19

HERMES PENSIONS MANAGEMENT LIMITED
NOTES TO THE ACCOUNTS - YEAR ENDED 31 DECEMBER 2005 {continued)
6. TAX ON PROFIT ON ORDINARY ACTIVITIES (continued)

2005 2005 2004 2004
Provided Unprovided Provided Unprovided
£°000 £000 £'000 £'000
c) The Group
Defetred tax asset
Accelerated capital allowances - (3,182) - (3,016}
Tax losses (227) - (226) -
Short term timing differences 301 (2,094) 163 (4,937)
74 (12,276) (63) (7,953)
The Company
Deferred tax asset
Accelerated capital allowances - (3.179) - (3,012)
Short term timing differences - (6,454) - (2,779)
- (9,633) - (5,791)

Deferrad tax assets totalling £12,276,129 (2004: £7,952,509) have not been recognised
in respect of depreciation in excess of capital allowances and short term timing
differences as the Group is not sufficiently certain that it will be able to recover those
assets within a relatively short period of time.

Movement on Deferred Tax

Group
£°000
d)
1January 2005 (63)
Inadmissible assets _ 138
Tax losses (1)
31 December 2005 (74
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HERMES PENSIONS MANAGEMENT LIMITED
NOTES TO THE ACCOUNTS - YEAR ENDED 31 DECEMBER 2005 (continued)
7. CAPITAL STATEMENTS

The Capital statements shown below relate to Insurance business within Hermes Assured
Limited, a wholly owned subsidiary.

Available capital
UK Life Business Total Life
Non-participating Shareholders Business

Funds

£000 £000 £°000
Shareholders funds outside fund - 4,828 4,828
Shareholders funds held in fund 4,498 - 4,498
Total shareholders funds 4,498 4,828 9,326
Adjustments onto regulatory basis:
Assets inadmissible for regulatory purposes (1,003) (702) (1,705)
Total available capital resources 3,495 4,126 7,621

There is no other qualifying capital within the Company.

Capital movements
UK Life Business Total Life
Non-participating Shareholders Business

Funds
£'000 £2000 £000
Total available capital resources
01 January 2005 2,530 4,807 7,337
New business and other factprs 965 (681) 284
Total available capital resources
31 December 2005 3,495 4,126 7,621

The Company operates a non-participating fund within the United Kingdom. It does not have
any with profit funds and it does not have any overseas operations.

The total available capital resources for each section of the statement shows the capital on a
regulatory basis that is available to meet the regulatory capital requirements of that part of the
business.

The available surplus held in the non-participating fund is attributable to shareholders, and,
subject to meeting the regulatory requirements of this business this capital is available to
meet requirements elsewhere in the Company. Any transfer of surplus may give rise to a tax
charge.

The non-participating fund must meet the minimum solvency requirements determined in
accordance with Financial Services Authority (FSA) regulations. At 31 December 2005 the
available capital was 375% of the capital requirement of £2,030k.
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HERMES PENSIONS MANAGEMENT LIMITED

NOTES TO THE ACCOUNTS - YEAR ENDED 31 DECEMBER 2005 (continued)

8.

PROFIT OF THE PARENT COMPANY

As permitted by Section 230 of the Companies Act, the profit and loss account of the parent
company is rnot presented as part of these accounts. The parent company's profit for the year
amounted to £5,196,170 (2004 - loss of £1,335,818 as restated).

9.

10.

VASALLEN\MEXP\ACT UALS\05\Hermes Pensions Management Ltd (250406).do¢

INTANGIBLE FIXED ASSETS

The Group

Cost

At 1 January 2005 and
31 December 2005

Accumulated amortisation
At 1 January 2005
Charge for the year

At 31 December 2005

Net book value

At 31 December 2005

At 31 December 2004

TANGIBLE FIXED ASSETS

The Group and the Company
Cost

At 1 January 2005

Additions

Disposals

At 31 December 2005

Accumulated depreciation
At 1 January 2005
Charge for the year
Dispasals

At 31 December 2005

Net book value
At 31 December 2005

At 31 December 2004

Goodwill
£'000

8,614

2,517

794

3,311

5,303

6,097

Fixtures,
Leasehold Fittings and
improvements equipment Total
£'000 £°000 £'000
5,773 11,569 17,342
199 1,808 2,007
- (4,266) (4,266)
5972 9,111 15,083
2,153 8,271 10,424
258 2,322 2,580
- (4,266) (4,266)

2,411 6,327 8,738
3,561 2,784 6,345
3,620 3,298 6,918
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HERMES PENSIONS MANAGEMENT LIMITED
NOTES TO "HE ACCOUNTS - YEAR ENDED 31 DECEMBER 2005 (continued)

11.  INVESTMENTS HELD AS FIXED ASSETS

Investment
in Listed Unlisted
associates investments investments Total
£°000 £000 £000 £'000

The Group
At 1 January 2005 —
Restated 4,956 4,702 21 9,679
Share: of retained profit for

the year 843 - . 843
Reva uation 20 106 - 126
Additional investment 106 - - 106
Share: of associate reserves 8 - - 8
Dispcsal - - (4) (4)
Goodwill amortisation (2) - - (2)
At 31 December 2005 5,931 4,808 17 10,756

Shares in subsidiary
undertakings
£000

The Company
At 1 January 2005 25,126
Purchase of shares (350)
Sale of shares 250
31 December 2005 25,026

The investment in associates is the share of net assets in Hermes Focus Asset
Management Europe Limited (HFAME) of £2,235,632, Activa Capital of £291,788 and
Innisfree Limited of £3,404,363. The investment in Activa Capital includes £23,552 of
goodwill (2004 - £24,909).

On 10 April 2006 the directors of Hermes Investment Management Ltd agreed to sell
the company’s holding of 107,600 shares in Innisfree Ltd.

Listed investments are short dated gilts held at market value by subsidiary companies
and their total market value at 31 December 2005 was £4,807,650 (2004 -
£4,701,903). The gilts were revalued at the end of the year and a total unrealised gain
of £105,747 was transferred to revaluation reserves.

Information on subsidiaries and associates is disclosed in note 21,
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HERMES PEINSIONS MANAGEMENT LIMITED
NOTES TO THE ACCOUNTS - YEAR ENDED 31 DECEMBER 2005 (continued)

12.  INSURANCE ASSETS ATTRIBUTABLE TO UNIT-LINKED POLICYHOLDERS

All insurance assets and liabilities relate to Hermes Assured Limited, a wholly owned
subsidiary of the Company and are as follows:

a) At 31 December 2005, the insurance assets attributable to unit-linked

policyholders comprised:

2005 2004
£'000 £000
Equities and unit trusts 13,914,474 5,659,642
QOverseas investments 5,653,784 2,457 548
Fixed interest stocks 720,084 335,962
Cash unit trusts 10,553 16,193
Cash 82,433 . 12,390
Derivatives 910 523
Dividends and accrued interest 52,558 24,226
20,334,796 8,506,484
Amounts due to unit-linked policyholders 20,334,796 8,506,484
b} At 31 December, the summarised income and expenditure account
of the Life business comprised:
2005 2004
£000 £'000
Gross premiums written 9,550,839 1,265,185
Net claims incurred (1,040,412) (99,841)
Unrealised gains 2,481,876 635,555
Realised gains 344,703 11,828
Investment income receivable 491,306 212,652
Other technical income 4,340 2,973
Change in technical provisions for linked (11,828,312) (2,025,379)
liabilities
Net cperating expenses (3,684) (2,866)
656 107
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HERMES PENSIONS MANAGEMENT LIMITED

NOTES TO THE ACCOUNTS - YEAR ENDED 31 DECEMBER 2005 (continued)

13. DEBTORS

Due within one year
Owed by subsidiaries
Owexd by associates
Owed by parent
Tracle debtors
Taxation
Other debtors
Prepayments and accrued

Income

Due after one year
Subordinated loan — subsidiary
Loan to associate
Defarred tax
Prepayments and accrued

Income

14.  CREDITORS

Amounts falling due within
one year
Owed to parent
Other creditors
Unfunded pension liability
Acciuals and prepaid income

Amounts falling due after more
than one year
Other creditors
Deferred Taxation

LIBOR + 1%.

-

24

2005 2004
Group Company Group Company
£'000 £'000 £'000 £'000
- 12,871 - 12,602
917 730 554 400
1,536 298 2,100 60
13,811 370 9,078 705
2,155 1,343 2,043 1,343
511 1,178 465 940
1,399 1,332 1,891 1,841
20,329 18,122 16,131 17,891
- 5,000 - 5,000
95 150 - -
- - 63 -
- - 1 1
20,424 23,272 16,195 22,892
2005 2004
Group Company Group Company
£'000 £'000 £'000 £°000
18,430 17,830 17,830 17,830
654 310 381 200
758 758 673 673
28,954 22,044 23,163 16,913
48,796 40,942 42,047 35,616
4222 2,608 3,027 2,772
74 - - -
4,296 2,608 3,027 2,772
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HERMES PENSIONS MANAGEMENT LIMITED

NOTES TO THE ACCOUNTS - YEAR ENDED 31 DECEMBER 2005 (continued)
15. PENSION COMMITMENTS

The group operates a defined benefit scheme, Hermes Group Pension Scheme (the
“Scheme”), funded by the payment of contributions to a separately administered trust fund.

The financial statements provide for full adoption of FRS 17 — Retirement Benefits. The
information ragquired under FRS 17 for the year ended 31 December 2005 has also been
provided for “he year ended 31 December 2004.

Contributions; to the Scheme are determined with the advice of independent qualified
actuaries on the basis of triennial valuations using the Projected Unit method.

The actuarial valuation was updated at 31 December 2003 by a qualified actuary using
assumptions that are consistent with the requirements of FRS 17. The next full valuation will
take place on 31 December 2006. Investments have been valued, for this purpose, at fair
value,

The contributions of the company throughout the year were 13.8% of pensionable payroll, in
line with the Schedule of Contributions. Members of the scheme contribute 5% of pensionable
earnings.

The major assumptions used for the actuarial valuation were:

2005 2004 2003

% % %
Rate of increase in salaries 2.8 2.8 238
Rate of increase in pensions in payment 23 2.8 2.8
Discount rate 475 5.3 5.4
Inflation assumption 2.8 2.8 2.8

The fair value of the assets in the Scheme, the present value of the liabilities in the
Scheime and the expected rate of return at each balance sheet date were:

2005 2005 2004 2004 2003 2003
% £m % £m % £m

Equities 7.70 405 8.25 32.0 8.25 28.3
Bonds 4.20 52 4.70 3.9 4.80 1.6
Other 5.60 51 6.60 40 640 3.3
Total fair value of assets 50.8 39.9 33.2
Present value of Scheme

Liabilities (67.4) {54.6) (47.5)
Deficit in the Scheme (16.6) (14.7) (14.3)

—_——
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HERMES PEINSIONS MANAGEMENT LIMITED

NOTES TO THE ACCOUNTS - YEAR ENDED 31 DECEMBER 2005 (continued)
15. PENSION COMMITMENTS (continued)

Analysis of the amount that has been charged to operating profit:

2005 2004

£m £m
Current service cost 3.4 3.0
Total operating charge 3.4 3.0

Analysis of amounts included in Other finance income:

2005 2004

£m £m
Expected return on scheme assets (3.2) (2.7)
Intere:st on pension scheme liabilities 2.9 2.5
Net return (0.3) (0.2)

Analysis of the actuarial loss recognised in the statement of total recognised gains and
losses:

2005 2004
£m £m
Actual return less expected retumn on pension
Scheme assets, i.e. gain 6.3 1.5
Experience gains and losses arising on the Scheme
liabilities, i.e. gain 0.2 -
Changes in assumptions underlying the present
value of the Scheme liabilities, i.e. (loss) (7.3) (1.6)
Actuarial loss (0.8) {0.1)
Balance Sheat reconciliation:
2005 2004
£m £m
Fair value of Scheme assets 50.8 39.9
Present actuarial value of Scheme liabilities (67.4) (54.6)
Deficit in Scheme (16.6) (14.7)
Relatad deferred tax - -
Net pension liability (16.6) (14.7)
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HERMES PENSIONS MANAGEMENT LIMITED

NOTES TO THE ACCOUNTS - YEAR ENDED 31 DECEMBER 2005 (continued)
15. PENSION COMMITMENTS (continued)

Analysis of the movement in the Scheme deficit during the year:

2005 2004
£m £m
Movement in deficit during the year:
Deficit in Scheme at 1 January (14.7) (14.3)
Current service cost (3.4) (3.0)
Contributions paid 2.0 2.5
Other finance income 0.3 0.2
Actuarial loss ' {(0.8) (0.1)
Deficit in Scheme at 31 December (16.6) (14.7)
History of experience gains and losses:
2005 2004 2003
£m £m £m
Difference between the expected and actual
return on Scheme assets:
Amount (gain) / loss (6.3) (1.5) 3.4
Percentage of Scheme assets 12.40% 3.76% 10.24%
Experience gains and losses on Scheme
liabilities:
Amount (gain) / loss (0.2) 0.0 2.3

Percentage of the present value of Scheme liabilities 0.30% 0.0% 4.84%

Total actuarial gain recognised in the statement
of total recognised gains and losses:

Amourt {gain) / loss 0.8 0.1 4.3
Percentage of the present value of Scheme liabilities 1.19% 0.18% 10.11%

A deferred tax asset has not been recognised in respect of the pension provision calculated
as the Group is not sufficiently certain that it will be able to recover this asset within a
relatively shaort period of time.
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30.23%

(6.2)
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HERMES PENNSIONS MANAGEMENT LIMITED

NOTES TO THE ACCOUNTS - YEAR ENDED 31 DECEMBER 2005 (continued)

16.  CALLED UP SHARE CAPITAL

Authorised:

10C,000 (2004: 100,000) ordinary shares of £1 each

Called up, allotted and fully paid:
30,000 (2004: 30,000) ordinary shares of £1 each

28

2005 2004

£:000 £°000
100,000 100,000
30,000 30,000

17.  COMBINED STATEMENT OF MOVEMENTS IN SHAREHOLDER'S FUNDS AND
STATEMENT OF MOVEMENTS ON RESERVES

The Group

At 1 January
Profit/{toss) for the financial
year
Foreign exchange differences
Defined Benefit Pension
Scheme
- Actuarial gain on liabilities
Defined Benefit Pension
Scheme
- Actuarial gain on assets
Defined Benelit Pension
Scheme
- Actuarial loss on change in
assumptions
Inclusion of Opening Deficit
Defined Benefit Pension
Scheme
Prior year FF.S 17 Adjustment
Revaluation of investments
At 31 December

2005
2005 Non- 2005
Called up 2005 distributable Profit and 2004
Share Revaluation capital loss 2005 RESTATED
Capital reserves reserves account Total Total
£'000 £'000 £'000 £'000 £'000 £°000
30,000 126 98 2,172 32,396 39,606
- - - 6,183 6,183 2,510
- - - (8 (8) (1)
- - - 200 200 )
- - - 6,300 6,300 1,500
. - - (7,300}  (7,300)  (1,600)
- - - - - {(14,300)
- - - - - 4,599
- 126 - - 126 82
30,000 252 98 7.547 37,897 32,396
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HERMES PENSIONS MANAGEMENT LIMITED

NOTES TO "HE ACCOUNTS - YEAR ENDED 31 DECEMBER 2005 (continued)

17.  COMBINED STATEMENT OF MOVEMENTS IN SHAREHOLDER’S FUNDS AND
STATEMENT OF MOVEMENTS ON RESERVES (continued}

The Company 2005 2005
Issued Profit and
share Loss 2005 2004
capital Account Total Total
£000 £°000 £'000 £000
At 1 January restated 30,000 (18,684) 11,316 21,772
Profit / (Loss) for the financial year - 6,004 6,004 (654)
Foreign exchange differences - 8 (8) (1

Defined Benefit Pension Scheme

- Actuarial gain or liabilities - 200 200 -
Defined Benefit Pension Scheme

- Actuarial gain on assets - 6,300 6,300 1,500
Defined Benefit Pension Scheme

- Actuarial loss on charge in assumptions - (7,300) (7,300) (1,600}
Inclusion of Opening Deficit Defined

Benefit Pension Scheme - - - (14,300)
Prior vear FRS 17 Adjustment - - - 4,599
At 31 December 30,000 (13,488) 16,512 11,316

18. COMMITMENTS UNDER OPERATING LEASES

The Group and Company annual commitments for the year to 31 December 2006
- under operating leases are as follows:

2005 2005 2004 2004
Land and Land and
buildings Other buildings Other
£000 £°000 £'000 £000
Operating Leases which expire within:
1year - 20 - 19
2 -5 years - 95 - 93
Qver 5 years 1,803 - 1,226 -
1,803 115 1,226 112

All operating leases which are related to land and buildings are subject to five yearly
upward only rent reviews.

The company has sub-let part of the buildings and expects to receive £288,310 in rent
during 2006.
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HERMES PENSIONS MANAGEMENT LIMITED

NOTES TO THE ACCOUNTS - YEAR ENDED 31 DECEMBER 2005 (continued)

19.

20.

21.

RECONCILIATION OF OPERATING PROFIT / (LOSS) TO NET CASH INFLOW
FROM OPERATING ACTIVITIES

2005 2004
Restated

£000 £°000
Operating profit / (loss) 3,180 (2,057)
Depraciation charges 2,580 3,151
Amortisation charges 794 794
Increase in debtors (11,831,371) (2,019,962)
Increase in creditors 11,837,764 2,024,453
Net cash inflow from operating activities 12,947 6,379

RECONCILIATION OF NET CASH FLOW TO MOVEMENT IN NET FUNDS

2005 2004

£000 £°000
Increase in cash in year 11,488 5,766
Movement in net funds in year 11,488 5,766
Net funds at beginning of year 53,408 47,642
Net funds at end of year 64,896 53,408

Net funds at 31 December 2005 comprised cash of £64,895,875
(2004 - £53,407,926).

ADDITIONAL INFORMATION ON SUBSIDIARIES AND ASSOCIATES

SUBSIJIARY UNDERTAKINGS ACTIMITY

Hermzas Focus Asset Management Limited Investment management company

Hermas Investment Management Limited Investment management company

Hermas Real Estate Investment Management Limited Investment management company

Hermas Administration Services Limited Administration company

Hermes Assured Limited Life Assurance company

Hermas SLP Limited _ Special limited partner to Hermes
UK Focus Funds-

Hermas UOB Capital Management Limited Investrment management company

Hermas Equity Ownership Services Limited Investment management company

Hermas Private Equity Limited Investment management company

Hermas UOB GP Limited General partner to limited

partnership of Hermes UOB
European Private Equity Fund

Hermas UOB SLP GP Limited Special limited partner to special
limited partnership of Hermes
UOB European Private Equity
Fund

Hermas Private Equity GP Ltd General partner to Hermes Equity
LP investor in Apax Europe V
Private Equity Fund
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HERMES PENSIONS MANAGEMENT LIMITED _
NOTES TO THE ACCOUNTS - YEAR ENDED 31 DECEMBER 2005 (continued)
21.  ADDITIONAL INFORMATION ON SUBSIDIARIES AND ASSOCIATES (continued)

Hermzs Asset Management Limited General Partner to Hermes Private
Equity Partners | LP and Hermes
Private Equity Partners Il LP

HPEF GP Limited General Partner to Hermes Private
Equity Partners | LP and Hermes
Equity Partners Il LP

Hermes Secretariat Ltd Dormant

Hermsas Lens Asset Management Ltd Dormant

Hermes X-Leisure {Nominges) L.td Dormant

Herm=s Shelf Company No 1 Lid Dormant

Hermzs Investment Management (Nominees) Ltd Dormant

Hermzs Focus Fund Co-Investment Trustee Ltd Dormant

ASSOGIATES AND JOINT VENTURES ACTIVITY

Hermes Focus Asset Management Europe Limited Investment management company
Activa Capital Investment management company
UOB Hermes Asia Management Pte Ltd Investment management company
Innisfree Limited Investment management company

Subsidiary undertakings are owned as to 100% of ordinary share capital except for
Hermes UOB Capital Management Limited, Hermes UOB GP Limited and Hermes
UOB SLP GP Limited are owned as to 60% of ordinary share capital.

All subsidiaries have been consolidated in the accounts. All are incorporated in Great
Britain and registered and operate in England and Wales apart from Hermes UOB GP
Limited and Hermes UOB SLP GP Limited, which are incorporated, registered and
operzte in Scotland.

Hermes Focus Asset Management Europe Limited is 45.7% owned and is
incorporated in Great Britain and registered and operates in England and Wales.
Activa Capital is 25% owned and is incorporated, registered and operates in France,
Innisfree Limited is 35.9% owned and is incorporated in Great Britain and registered
and operates in England and Wales. Investments in associates relate to ordinary
share capital. UOB Hermes Asia Management Pte Ltd is owned as to 40% of ordinary
share capital and is incorporated, registered and operates in Singapore.

On 30 January 2006 the Company acquired 33.3% of the issued share capital of NLI
Investments Europe Limited. This transaction had no impact on the results for the year
ended 31 December 2005.

On 10 April 2006, the directors of Hermes investiment Management Ltd agreed to sell
the company's holding of 107,600 shares in Innisfree Ltd.
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HERMES PENSIONS MANAGEMENT LIMITED

NOTES TO THE ACCOUNTS - YEAR ENDED 31 DECEMBER 2005 (continued)

22. -

23.

LIMITED PARTNERSHIPS

As described in accounting policy c), the results of certain limited partnership were not
consolidated in 2004. Had these been consolidated, the effect on the consolidated
2004 balance sheet would have been to increase fixed assets by £561.8 million,
decrease net current assets by £2.3 million and increase associated minority interests
by £559.5 million. In the consolidated profit and loss account, investment income
woulct have increased by £11 million, expenses by £563,000 and associated minority
interests by £14 million. In the consolidated statement of total recognised gains and
losses, the revaluation of investments would have increased by £80 million along with
an increase in associated minority interests of the same amount. Consequently, the
effect on net assets, retained profit and total recognised gains and losses was nil.

RELATED PARTY TRANSACTIONS
During the year there were transactions with the following related parties:
The Trustees of the BT Pension Scheme

The following fees were paid by the Hermes group on behalf of the BT Pension
Scheme in respect of the Trustees’ services to the BT Pension Scheme.

2005 2004

£°000 £000
Sir Tim Chessells (Chairman} 75 75
S B Birkenhead 28 24
D W Davies 18 25
CNJLlong 23 23
D M MacDonald 21 18
H Marchant 24 24
W McClory 21 21
Total fees 210 210

Hermes Group Pension Scheme

Certain activities of the Scheme are carried out by the Hermes group, all of the costs
of which are borne by Hermes Pensions Management Limited. These costs have not
been apportioned for accounting purposes between those attributable to the Scheme
and those attributable to the Hermes group as functions maintained for both entities
cannot be divided meaningfully between them.

Parent Undertaking

The company is a wholly owned subsidiary and consolidated into the accounts of the
BT Pension Scheme, which are available to the public. As such, the company has not
disclosed related party transactions with the BT Pension Scheme, as it is taking
advantage of the exemption in FRS8 available to wholly owned subsidiaries.
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HERMES PENSIONS MANAGEMENT LIMITED

NOTES TO THE ACCOUNTS - YEAR ENDED 31 DECEMBER 2005 (continued)

23.

RELATED PARTY TRANSACTIONS (continued)
Subsidiaries

The company prepares group accounts into which all of its subsidiaries are
consolidated, save as disclosed in note 21. The company has not disclosed related
party transactions with subsidiaries as it is taking advantage of the exemption in FRSS.

Assaciated Undertakings
Hermes Focus Asset Management Europe Ltd

HFAME is an associate of Hermes Focus Asset Management Ltd which is a 100%
subsidiary of Hermes Pensions Management Ltd. During the period HPML recharged
£1,7869,702 (2004 - £1,607,516) of expenditure to HFAME. At 31 December 2005
£494 460 (2004 - £339,776) of this amount was included in debtors.

Activa Capital

Activa is an associate of Hermes Private Equity Management (HPEM) which is a 100%
subsidiary of Hermes Pensions Management Ltd. During the period HPEM received
dividends of £201,430 from Activa. HPEM purchased shares in Activa totalling
£107,674. HPEM also made a loan of £94,894 to Activa.

Hernmes UK Focus Funds

The Hermes UK Focus Funds are partnerships investing in UK equities. Hermes
Focus Asset Management Limited (HFAM) is the General Partner. During the year
there were the following transactions between the UK Focus Funds and HFAM:

- HFAM received £3,132,461 (2004 - £2,862,188) from the Hermes UK Focus
Fund, £1,033,826 (2004 - £893,094) from the Second Hermes UK Focus Fund
and £2,186,446 (2004 — £2,194,207) from the Third Hermes UK Focus Fund
as profit share.

- HFAM recharged £73,640 (2004 - £80,443) of expenditure to the Hermes UK
Focus Fund, £31,017 (2004 — £33,989) to the Second Hermes UK Focus Fund
and £48,685 (2004 — £60,034) to the Third Hermes UK Focus Fund. This
expenditure represented the direct costs of the partnership.

Hermes UK Small Companies Focus Fund

The Hermes UK Small Companies Focus Fund (UKSCFF) is a partnership investing in
UK Emall Company equities. HFAM is the general partner. During the year there
were the following transactions between UKSCFF and HFAM:

- HFAM received £1,761,673 (2004 - £1,112,201) from UKSCFF as profit share,

- HFAM recharged £29,423 (2004 — £28,700) of expenditure to UKSCFF. This
expenditure represented the direct costs of the partnership.
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HERMES PENSIONS MANAGEMENT LIMITED

NOTES TO THE ACCOUNTS - YEAR ENDED 31 DECEMBER 2005 (continued)

24.

25.

26.

MINCRITY INTEREST - EQUITY

The minority interest of £135,065 (2004 - £126,808) included within the consolidated
balance sheet relates to the 40% shareholding of Hermes UOB Capital Management
Limited (HUCM) owned by UOB Global Capital LLC.

ULTIMATE PARENT UNDERTAKING

The directors regard the BT Pension Scheme as the company’s immediate and
ultimate parent and controlling entity. It is also the parent of the largest and smallest
group to prepare group accounts into which the results of the company are
consolidated. The accounts of the BT Pension Scheme can be obtained at Lioyds
Chambers, 1 Portsoken Street, London E1 8HZ.

PRIOR YEAR ADJUSTMENT

The Group has, as required, implemented the disclosure requirements included in
FRS 17 relating to Retirement Benefits. The assets and liabilities under the revised
reporing structure are included in financial statements for the year ended 31
December 2005. A prior year adjustment has been included to present the
adjustments that would have been required in the year ended 31 December 2004 and
the correct opening position for the current year.

A further prior year adjustment has been made to reflect a loss of £20,000 relating to
the sale of the investment in ECROSSNET.
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HERMES PENSIONS MANAGEMENT LIMITED

NOTES TO THE ACCOUNTS - YEAR ENDED 31 DECEMBER 2005 {continued)
26.

PRIOR YEAR ADJUSTMENT (continued)

35

The effects of this revised reporting, and the investment sale adjustment, are

summarised as follows:-

Profit and loss account
Removal of Pension Contributions under SSAP 24 —~
Administrative expenses

Inclusion of Current Service Cost FRS 17 —
Administrative expenses

Add back of excess contributions over SSAP 24
required amount — Other finance income
Realised Loss on sale of Investment

Expected Return on Scheme Assets — Other finance
income

Interest Payable on Scheme Liabilities — Other
finance income

Decrease in profit for the financial year

Statement of Total recognised gains and losses
Actual return less expected return on Pension
Scheme assets - gain

Changes in assumptions underlying the present value
of Pension Scheme liabilities — loss

Adjustment to prior year Profit and loss account for
SSAP 24 Pension provisions

Inclusion of Pension Scheme assets as at 1 January
2004

Inclusion of Pension Scheme liabilities as at 1
January 2004

Decrease in total recognised gains / losses in the
financial year

Balarce Sheet

Investments

Provisions

Pension Scheme Reserve

Decrease in net assets
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2004

£'000

2,500

(3,000)

(375)
(20)

2,700

(2,500)

(695)

1,600

(1,600)

4,599

33,200

(47,500)

(10,496)

(20)
4,224
(14,700)

(10,496)
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HERMES PEINSIONS MANAGEMENT LIMITED

NOTES TO THE ACCOUNTS - YEAR ENDED 31 DECEMBER 2005 (continued)
27. LITICATION

An action has been brought against Hermes Investment Management Limited (HIML),
a company within the Group, in South Korea in respect of the actions of a former fund
manzger and alleged breaches of the South Korean Securities and Exchange Act. The
company has been advised that it has not breached the relevant legislation and will be
strongly defending the action. Accordingly no provision has been made in the accounts
of the: group for any costs associated with the case apart from those costs incurred up
to the financial year end.
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