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Objective

The objective of
F&C US Srhaller Companies PLC
s to achieve long-term capital growth
by investing in a diversified pdrtfolio
of quoted US smaller and

medium sized companies.

THIS DOCUMENT IS IMPORTANT AND REQUIRES YOUR IMMEDIATE ATTENTION., If you are in any doubt about the
action you should take, you are recommended to seek your own independent financial advice from your stockbroker,
bank manager, solicitor, accountant or other independent financial adviser authorised under the Financial Services and
Markets Act 2000 if you are in the United Kingdom or, ii not, from another appropriately authorised financial adviser. If
you have sold or otherwise transferred all your ordinary shares in F&C US Smaller Companies PLC please forward this
document, together with the accompanying documents, immediatety 10 the purchaser or transferee or to the stockbroker,
bank or agent through whom the sale or transfer was eflected for transmission 1o the purchaser or transferee. If you have
sold or otherwise transferred only part of your holding of shares, you should retain these documents. '

Visit the website at www.fandcussmallers.com
Registered in England and Wales with company registration number 02781968.

Potential investors are reminded that she value of investmenis and thea income from them may go down as well as up and
investors may not receive back the full amount invested. Tax benefits may vary as a result of statutory changes and their
value will depend on individual circumstances.
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Financial Highlights

Summary of results

Attributable to " 30 June

30 June %
equity shareholders 2009 2008 Change
Net assets £60.61m £55.98m 83
Net assets per share 292.69p 269.32p 87
Russell 2000 Index

(stering adjusted) 308.64 346.54 -10.9
Share price 253.50p 245.50p 3.3
Increase in net asset value

per share since inception 203.1

on 8 March 1993
Increase since 8 March 1983

in the Russell 2000 Index 95.7

{sterling adjusted)
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Chairman’s Statement

Gordon Grender Chairman

| am pleased to report goed results for the twelve
months to 30 June 2009, notwithstanding that it was
another difficutt year for the US equity market. The
net asset value (“NAV”} per share of the Company
rose 8.7% to 292.69p. This compared to a fall of
10.8% in our benchmark, the sterling-adjusted
Russell 2000 Index and 13.2% in the sterling-
adjusted Standard & Poor's Composite Index.

Market review
Curing the year under review the Russell 2000
dropped 26.3% in dollar terms while the major US
equity indices also declined: the Standard & Poor’s
Composite Index felf 28.2% and the technclogy-
orientated NASDACQ Composite Index lost 20.0%.
Sterling investors benefited from a rebound in
the US dollar over the year, although the dolltar’s
rally versus sterling partially reversed in the second
half of the year. The Company’s investments are
denomingted in dollars but are valued in the portfolio
in sterling. The 20.9% rise in the dollar against sterling
this year meant that shareholders experienced gains
instead of losses. The dollar's rise reflected, on the
one hand, its safe haven status and a sharp fall in
commeodity prices, and, on the other hand, concems
about the impact of the financial crisis particularty on
the UK economy. Later in spring, the stresses in the
credit markets eased and commodity prices began to
recover, with the resuft that the doilar lost ground.
After the failure of Lebman Brothers last September,
the US stock market suffered a very painful sell-off,
lasting about iwo months. In that time the Russell
2000 Index lost around half its value. Shares bounced
but again plunged to new lows in March as the reality
of the depth of the US recession further undermined
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confidence. The market then began to recover as the
financial system responded to the support applied
by central banks and hopes grew that the decline in
economic activity might abate.

The dominant features of the market in the first
half of the period were the bursting of the bubble in
energy-related shares and the collapse in shares of
companies perceived to have any significant financial
risk. Subsequently, both groups staged a recovery.
The best performing sectors in the Russell 2000
were defensive ones, such as utiliies and consumer
staples, and technology. The laggards were energy
fwhich fell more than 50%, even after a partial
recovery), financial services and producer durables.

The Company's disciplined investment approach
paid off this year. The sell-off in the market
presented new investment cpportunities and the
fund manager took advantage of these.

Discount and buybacks

The price of the shares rose by 3.3% to 253.5p
over the year. The discount to NAV per share
widened during the year from 8.8% to 13.4% and
at 28 September 2009 was 13.4%. The average
discount during the year was 12.9%. Although the
average discount was somewhat wider than the
Board’s long-term target of around 10%, market
cenditions were extraordinary and it was more
difficult o justify reépurchase when the underlying NAV
per share was extremely volatile from day to day.

Net asset value per share performance
since launch




Nevertheless, the Company bought back some
of its own shares during the year. There were
purchases of 79,500 shares at an average discount
of 13.0%.

The Board will continue to apply its policy of buying
back shares at appropriate times with a view to
limiting the discount in the longer term to around 10%.

Foreign currency hedging policy

and gearing policy

it is worth reiterating the Board's policy in relation
to hedging and gearing. Although the Board has
the authority to hedge out the £/% risk for a sterling
based investor, it does not routinely do so and the
portfolio is not currently hedged.

The Company is not currently geared atthough
the Board does have the authority to apply gearing.
The Board takes the view that the asset ¢lass in
which it invests is sufficiently risky that it does not
wish to compound this by adding additional risk
by borrowing. The Board believes that most of the
Company's shareholders are conservative long-term
investors and that this policy suits their needs.

Annual general meeting

The annual general mesting ("AGM”) will be held at
12,30 p.m. on Wednesday 18 November 2009 and |
hope that you will attend. The meeting will be held in
the offices of FA&C Management Limited at Exchange
House, Primrose Street, London EC2A 2NY. A map
showing the location is included in the MNotice of
Annual General Meeting on page 47.

F&C savings plans proportional voting

In 2008, F&C modified the arrangements for voting
by its savings plans at shareholder meetings. At last
year's AGM, the nominee company, which holds the
Comparny’'s shares on behalf of these investors, voted
all the planholders’ shares, whether or not they actually
voled. In particular, where planholders had not voted,
these shares were voted in the same proportion as
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those who did vote. The savings plans currently hold
approximately 19% of the Company's share capital.
This arrangement will apply again at the Company's
AGM, but with two modifications, which are in line with
the practice for. other F&C investment trusts: firstly, at
least 5% of the shares held in the savings plans must
actually vote before the arrangement can be applied;
secondly, when the voting proportion is calculated,
the votes of any one individual cannot exceed 9,800
shares, being approximately 0.25% of shares in the
savings plans (in other words 5% of the threshold just
mentioned). Any shares voted by an investor in excess
of that limit will rernain valid, but will not form part of the
proportional voting assessment. Finally, as last year,
any investor wishing to exclude their shares from the
proportional voting basis may do so.

Prospects

The US smaller company sector proved to be an
exciting one in which to invest this year and | expect it
will continue so in the future. The market has staged
an impressive recovery from its lows in March but
the US, in common with cther developed economies,
faces many obstacles hefore it returns o the path of
sustainable growth; however, given the vitality of its
people, its wealth of resources and well-developed
manufacturing sector it is likely to recover first
and stands to benefit from expansion in Asia. The
enormous growth of government borrowing suggests
that inflationary risks are probably higher than they
have been for a generation. It is worth recalling that
in the 1970s, the last time inflation became a serious
probtem, smaller companies experienced one of their
strongest periods of performance.

Gordon Grender
Chairman
30 September 2009




Manager's Review

It was an extraordinary year for investing in the US
stock market, with a severe sell-off last autumn
followed by enormous votatility in individual share
prices. Market sentiment fluctuated wildly in the face of
the potential melt-down of the financial system. These
should be ideal conditions for a stock-picker to add
value. in addition the market's fall presented us with
new opportunities, especially in the area of energy-
redated stocks. Some of our holdings with higher levels
of debt suffered badly and we sold a number of them
when they rebounded in the second half, especially
consumer stocks and small business lenders. The
portfolio was repositioned in the year towards energy
and manuiacturing and away from the consumer, In
the last months, we became more cautious and added
to the insurance sector and increased cash.

Performance

Performance was well above the benchmark:
NAV pér share performance was 19.6% better.
As mentioned above, conditions were ideal for a
stock-picker as we traded more actively to take
advantage of volatile share prices, we benefited from
five takeovers and we were able to capitalise on
the sell-off in energy. Stock selection was good in
energy, consumer discretionary, producer durables
and technology. '

Twenty five hotdings each contributed 0.5% or
more to the cut-performance achieved versus the
benchmark {in comparison, only ten contributed
a negative 0.5% or more). Amongst those out-
performers, five were as a result of takeovers:
Centennial Communications {a communications
service company with operations in Puerto Rico
and US suburbs) received a bid from AT&T at a
substantial premium; Foundation Coal Holdings
(a mining company} agreed to a bid from Alpha
Natural Resources; Longs Drug Stores (a Californian
retail chain} was acquired by CVS; Cherokee
International was bought by Lineage Power, a
private-equity controlled power supply producer;
and Intervoice (a provider of interactive voice
response systems) was acquired by Convergys (a
retationship management company).

The five largest contributors to performance were
Centennial Communications (a takeover), Career
Education, Big 5 Sporting Goods, Beacon Roofing
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Supply and Crawford & Co. Career Education,
based in Hoffman Estates, llingis, is a provider of
post secondary education. This sector suffered
a collapse in 2004 when it was hit by a series
of scandals, growth stopped and profitability
collapsed. We bought the shares last year as a
turnaround when new management were appointed:
their efforts are now beginning to pay off and profits .
are recovering. Big 5 Sporting Goods is a retail
chain based in El Segundo, California. We owned
it because of the insensitivity of sporting goods to
the economy and the company's free cash flow
generation. However, California was particularly hard
hit by the housing stlump and the shares suffered
last year. This stock featured as one of the worst
contributors last year and our faith in management
paid off when the shares rallied on good cost control
and improving sales trends. Beacon Roofing Supply,
based in Peabody, Massachusetts, is a regional
distributor of roofing products. We bought the
shares three years ago as a housing recovery stock
given the company’s high proportion of replacement
sales but this year the stock advanced strongly as
high oil priceé fed into inflation in roofing products
{which are made from asphalt} boosting the
profitability of this distributor. We sold the position.
Crawford & Co is an insurance claims adjuster
based in Atlanta Georgia, which we bought as a
turnaround in 2007 and this is the second time in a
row that it has been a top contributor.

Other areas where stocks made strong
contributions included consumer (Aaron's, America’s
Car-Mart, Conn's and Jarden), energy-related
(Bucyrus International and McDermott International),
insurance (AMERIGRCUP, Brown & Brown and HCC
Insurance Holdings), and housing-related (Simpson
Manufacturing and Toll Brothers).

On the negative side, the worst contributions to
performance came from ATP Qil & Gas, Caraustar
Industries, Actuant, American Capital and Cousins
Properties. ATP Qil & Gas is an offshore oil and
gas acquisition and development company based
in Houston, Texas. lts plans to develop fields in the
deep shelf of the Gulf of Mexico and North Sea were
thrown off course by the credit crisis, its high level
of debt and falling energy prices. The company was
forced o sell asseis, reducing the potential upside




properties at the top of the market, and its land bank

Industrial classification of the investment portfolio
: P around Atlanta should stand it in good stead, so we

as at 30 June 2009

and we sold. Caraustar Industries is the leading
manufacturer of uncoated recycled board, based in
Austell, Georgia, which we bought because of the
opportunity to rationalize industry capacity, as had
already occurred in the coated beard sector. This
did not work as the company was forced to make
repeated rounds of cost cuts as conditions spiralled
down and was hamstrung by the need to refinance
debt this year. The investment was a disaster, we
sald, and the company subseqguently went into
Chapter 11. Actuant is a niche manufacturer of
industrial components, such as hydraulics, based
in Butler, Wisconsin, with a good record of acquiring
and improving businesses. The shargs were hit
by the severity of the recession {especially where
it affected for example car or recreational vehicle
markets) and its previously manageable levels of
debt became a problem. The shares are depressed
but we believe that management is exceptional and
we have added to the holding. American Capital
is based in Bethesda, Maryland, and is a leading
mezzanine lender, Its shares collapsed when its
ability to borrow was undermined by the credit
crunch. Credit losses continued to worsen and we
sold. Although this holding suffered a substantial
capital loss, we received a similar amount
in dividends since its purchase. Finally, Cousins
Properties, the Atlanta-based property development
real estate investment trust, was afiected by the
recession and cut its dividend. The company has
a long record of investing astutely and then selling
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have added to the holding.

Portfolio review

We responded to the bursting of the bubble in energy
by adding to energy-related shares beginning iate
last autumn; we also took advantage of the market
weakness to buy metals-related shares, given
depressed commodity prices in this area. We have
taken the view that US consumers will be chastened
in their spending habits for the foreseeable future,
hence we are favouring manufacturers and have
bought new holdings in producer durables. The
new Administration's goal of broadening healthcare
coverage will, we believe, weigh heavily on the
sector, and we are underweight. Finally we became
more defensive as the market rallied; we added to
insurance holdings.

Following the falt in energy prices last year, we
became much maore positive on the sector. This is
subject to long-term cycles in capital spending and
aiter 20 years of underinvestment until earlier this
decade, the industry lacks sufficient supply 1o satisfy
future market demands. This means that energy
prices are likely to rise. We bought nine new positions
in the following areas: exploration and production,
energy service, coal, solar power and electric
utility construction services. Examples of these are
Continental Resources {which has the leading position
in the biggest US unconventional cil play), Helmerich &
Payne (a premium land driller), Foundation Coal (which
has now been taken over) and GT Solar (a supplier of
wafer manufactunng equipment). We have taken profits
in the sector already and sold GT Solar having made a
quick retum.

We. bought four metals-related stocks: not

only were metal-prices depressed but steel

manufacturers” utllisation rates had fallen to around
50% in the US, with considerable potential for
recovery. We bought metallurgical coal producer,
Walter Energy, steel mill services provider,
Harsco, specialized alloy manufacturer, Allegheny
Technolegies and advanced materials producer,
Brush Engineered, the leading US berylium supplier.

We sold seven consumer stocks {not including
Longs, which was bid for), in the belief that the




Manager's Review (continued)

outlook for consumer spending will be anaemic at
best. A repeat of the run-up in house prices which
began in the early 90s is unlikely. This will depress
consumers' sense of well-being and limit spending
sprees based on home-equity financing. We sold
Aaron’s {previously Aaron Rents) which had done
well as this rent-to-own retailer benefited from trading
down by consumers. We also sofd Lamar Advertising,
a billboard advertiser. Its shares bounced as worries
about its levels of debt eased. Its business, however,
has proved to be more cyclical than expected and
future growth opportunities are more limited so we
sold, given our view that the shares were fairly valued.
We also disposed of Fred's, Jarden and Cox Radio
into strength but sofd Dotlar Thrifty and MarineMax,
which were unsuccessful.

Unlike the consumer area, there are several areas
within manufacturing that offer good prospects, for
example, commercial and nuclear power, defence
and infrastructure as well as manufaciurers who
may benefit directly or indirectly from growth in Asia.
We bought CommScope, a manufacturer oi cables
whose shares were hit by the recession: this is a well
run company which will benefit from investment in
communication and in Asia. We also bought GATX,
a rail truck lessor; the business generates strong
cash flow and we were able to buy the shares close
to book value. Other new purchases were Astec
Industries and Curtiss-Wright.

We have retained our position in agriculture-related
stocks, such as The Andersons (diversified agri-
business) and Sanderson Farms (chickens) but have
taken profits this year as the shares recovered.

We remain underweight in healthcare on the belief
that if the new Administration succeeds in expanding
coverage, this will have to be paid for by curtailing
existing Medicare payments to healthcare providers.
The Administration’s focus on the envircnment
and energy efficiency prompted us to buy the
government [T consultant ICF [nternational, which
focuses on this area.

In financials we sold unsuccessful investments
in mezzanine finance. These business lenders
provide the unsecured debt typically required in a
management buy-out in order to achieve the degree
of leverage that is needed. Although losses are
higher than in bank fending, the lenders leverage is

F&C US Smaller Companias PLC

much lower than that of banks. Despite their lower
leverage, these lenders' ability to borrow was called
into question by the credit crunch. In addition credit
losses grew. We added to the shares at low levels
but when they bounced in spring, we sold them. In
one case, the holding was small and there was limited
upside {Apollo Investments) and, in another, losses
were worsening and the risks mulliplying (American
Capital). We added and held on to CapitalSource
(which lends on a secured basis) because of the
quality of their management and the steps they had
taken to shore up their balance sheet.

As the market rally progressed we became
more cautious and so we added to our holdings in
insurance and bought two new ones: WR Berkley
and Markel., Both are disciplined underwriters
operating in niche lines and we were able to buy
the shares close to book value. These stocks
particularly suit our investment style: by avoiding
underwriting losses, the companies are able to grow
book value consistently, which offers us reasonable
returns with limited risk.

. Outlook

It is likely to be a tough road to recovery for the
US econoemy and when it comes, the recovery
will probably look different from recent ones. In
particular, we do not expect consumer spending
to grow as rapidly as in the past. Fortunately,
the US has a vital manufacturing sector (despite
headlines about its domestic car manufacturers)
and a large resource base. We are taking a slightly
more cautious approach, given that equities have
already recovered in part, with a higher level of
cash and greater commitment to insurance stocks
while retaining a heavy weighting to energy and
manufacturing.

We shall continue to apply the Company’s risk
averse investment approach, which has provided
shareholders with goed tong-term returns.

Robert Siddles
F&C Management Limited
30 September 2009




Twenty Largest Equity Holdings

30June 30June Company

2009

2008

Description

Stock

% of total

Exchange investments

Value
30 June
2009
£'000s

Value
30 June

£'000s

1

Atlantic Tele-Network

A holding company for communication sanica businesses
in the IUSA, Caribbean and Guyana. Management focuses
on making acquisitions at attractive prices and maintans a
conservative balance sheet.

NASDAQ

2.1%

1,197

34

Career Education

A provider of post secondary education in North America.
New management aims to turn the business around
following problems earlier this decade.

NASDAC

2.0%

1,187

830

Amedisys

Amedisys is a leading provider of home nursing senices,
The company exploits its superior efficiency (based on
scale and investment in IT) to gain share in a fragmented
industry. It usas its free cash flow to supplemeant growth
with acquisitions.

NASDAQ

2.0%

1,159

1,087

47

CapitalSource

The cormpany lends to smal and meciurm-sized businessas,
Management are experienced in this sector and have been
imaginative in obtaining new sources of fnancing during the
cradit crisis.

NYSE

1.9%

1,125

701

10

SBA Communications

SBA Communications owns and leases wiraless
communication towers, The industry is appealing because
of high barriers tg entry, recurring cash flow and increasing
demand for wirsless. The company shoutd banefit from
rapidly rising free cash flow and a successhul acquisition
stratagy.

NASDAQ

1.9%

1,098

1,051

GATX

GATX is a specialised tender whose main businass is rail
truck laasing. This is attractive bocause of the strong cash
flow which it generates.

NYSE

1.8%

1,079

Alleghany

Alleghany is a specialist commercial insurer that operates
in several niche fnes. The company has a long history of
astute investments: the Kirby family still hold a substantial
stake - Fred Kirby was a co-founder of Woctwarth in
the 18th century - and brought in cutside managemaent
recently to focus on insurance.

NYSE

1.8%

1,076

985

Markel

Markel is a specialist commercial underwriter which focuses
on niche markets. It f1as a strong underwriting record and
is unusual in committing a significant proportion of its
investrnent portfobo o equities,

NYSE

1.8%

1,061

21

Conn's

Conn's is a retaller of home appliances and consumar
alactronic goods based in Texas. It has the industry’s best
margins and most consistent same store sales growih.
The success is based cn its approach of combining a high
lavel of sarvice with heavy use of cradit.

NASDAQ

1.8%

1,032

gi5

10

America's Car-Mart

Armerica's Car-Mart is a leading "ty hers, pay here” used
car dealer. Its emphasis on service and its ability to offer
financing are its edge. it is benafiting from trading down by
consurners. Insiders own around 20% of the comparty.

NASDAQ

1.8%

1,025

1,396
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Twenty Largest Equity Holdings
(continued)

30 June 30 Juns Company

2009

2008

Description

Stock % of total
Exchange investments

Value
30 June
2009
£'000s

Value
30 June
2008
£'000s

n

19

Roper Industries

Roper is a diversified industrial company that provides
engingered products and services to gtobal niche
markets, including water, energy, radio frequency and
ressarch/medical applications.

NYSE 1.7%

Q97

925

12

31

HCC Insurance Holdings

HCC Insurance is a specialisagd property and casualty insurer
that operates in niche markats. It has a good underwriting
racord and managermant use its strong cash flow to invest in
new niches which have recovery potential.

NYSE 1.7%

995

867

13

Service Corporation International

The company operates funaral homes, cemeteries and
cromatoria as wall as selling prearranged funeral services.
The business generates strong cash flow but has been
depressed by the impact of low birth rates during the Graat
Depression, the impact of which should amaliorate over time.

v

NYSE 1.7%

990

14

Universal Truckload Services

Universal Truckload Servicas is a transportation services
company that operates a network of sales agents and
owner-operators. It uses its strong cash fiow to grow by
acquisition. Managemsnt ownership is very high.

NASDAQ 1.7%

979

1,138

15

Prestige Brands

Prestige Brands markets niche household and healthcare
products. It cut-sources manufacturing and this approach
means frea cash flow is strong. New managernent plan to
boost growth.

NYSE 1.7%

er6

1,088

16

Brush Engineered Materials

The company produces high-performance engineered
matarials. n the case of beryllium, an ultra lightweight
metal, it is the only integrated producer in the US. It has
been able to exploit its know-how to diversify into other
niche advanced materials.

NYSE 1.7%

973

17

44

Bottomline Technologies

The company provides software that automates electronic
payments for companies, especially in areas such as
accounts payable. After struggfing to leverags its costs,
salas growth is now leading Lo improved profitability.

NASDAQ 1.7%

g7

740

18

60

Cardinal Financial

A bark based in the suburbs of Washington, DC, one of the
country’s wealthiest regions. It has experienced a very low faval
of lesses becausa of its strong credit culture and cormmunity
bark focus. Thers is plenity of scope to expand profitability.

NASDAQ 1.7%

97G

524

19

Kirby

Kirby is the teading operator of inland tank barges, which
carry liquid chemicals, petroleurn products, biack il and
agricuttural chemicals. Growth of new supply tends to be
maodast, which helps pricing. The company uses s cash
flow ta acquire existing fleets of barges.

NYSE 1.7%

966

20

WR Berkley
This is a specialist property casualty insurar with a strong
undenwriting record. The founder, Bill Barkley, owns 15%
of the company.

NYSE 1.6%

962

The value of the twenty largest equity holdings represents £20.8 million (2008: £21.3 million) and 35.8% (2008: 39.2%} of the Company’s
total investmants,
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List of Investmenfs

30 June 2009 30 June 2009
United States Stock Value United States Stock Value
Listed investments Exchange Holding £'000s  Listed investments Exchange Holding £'000s

AUTOS & TRANSPORTATION MATERIALS & PROCESSING
Genesse & Wyorning “A” NYSE 58,244 935  Airgas NYSE 35171 864
Horizon Lines NYSE 389,083 912 Allegheny Technologies NYSE 38,323 812
Kirty NYSE 50,060 | 966  Brush Engineered Materials ~ NYSE 95,961 973
Universal Truckload McDermott International NYSE 71371 878
Services NASDAQ 103,042 . 979.  Sanderson Farms NASDAQ 27975 764
3.792 Simpson Manufacturing NYSE 64919 852
’ The Anderscns NASDAC 49,412 898
CONSUMER DISCRETIONARY 6,041
America's Car-Mart NASDAQ 82,316 1,025
Big 5 Sporting Goods NASDAGQ 133,233 895 OTHER ENERGY
Career Education NASDAQ 78,530 1,187  Contingntal Resources NYSE 55,955 941
Conn's NASDAGQ 135973 1,032  Denbury Resources NYSE 85,226 781
CRA International NASDAQ 56,199 947  FMC Technologies NYSE 28,075 641
ICF International NASDAQ 55,117 923  Foster Wheeler NASDAQ 62,240 8g7
Mac-Gray NYSE 102,509 824  Foundation Coal Heldings NYSE 50,497 862
Maobawk Industries NYSE 34,484 746 Global Industries NASDACQ 205,166 706
Senvice Corporation GT Solar International NASDACG 176,710 572
International NYSE 298,649 890  Helmerich & Payne NYSE 41,454 776
8569 Prige International NYSE 58,166 883
! Walter Energy NYSE 40,450 890
FINANCIAL SERVICES 7,928
Alflaghary NYSE 6,578 1,076
American Equity Investment PRODUCER DURABLES
Life Holding NYSE 263,821 894  ACCO Brands NYSE 414,770 710
Brown & Brown NYSE 78,365 946  Actuant “A” NYSE 114,692 852
CapitalSource NYSE 379,820 1,125  Astec Industries NASDAQ 48,499 874
Cardinal Financial NASDAQ 203,935 970  Baldocr Electric NYSE 61,455 887
Cousins Properties NYSE 158,222 821 Bucyrus International NASDAQ 55,456 981
Crawford & Company “B” NYSE 306,688 884  CommScope NYSE 60,273 259
FirstCity Financial NASDAQ 148,477 392  Curtiss-Wright NYSE 49,061 885
GATX NYSE 69,219 1,078  Harsco NYSE 55,884 960
HCC Insurance Holdings NYSE 68,330 895  Roper Industries NYSE 36,282 ea7
Infinity Property & Casualty NASDAQ 36,752 814  SBA Communications NASDAQ 73,774 1,008
Markel NYSE 6,237 1,061 9.184
United Community Banks NASDAQ 165,818 603 ;
WR Berkley NYSE 73,996 962
12.632 TECHNOLOGY
i ACI Worldwide NASDAQ 94,014 797
Avocent NASDAQ 83,034 703
HEALTHCARE Bottomline Technologies  NASDAQ 177,454 971
Amedisys NASDAQ 57,792 1,158  SRA International "A” NYSE 76,832 818
Community Health Systems  NYSE 58,800 am 3,289
Five Star Quality Care AMEX 553,743 639 !
Harvard Bioscience NASDAQ 396,376 946
Prestige Brands NYSE 261,478 976  UTILITIES
4621 Atlantic Tele-Network NASDAQ 50,170 1,197
' Premiere Global Services NYSE 128,609 848
2,045
TOTAL INVESTMENTS 58,101

The number of companies in the portfalio is 65 {2008: 67).
There are no convertible securities in the portfolic.
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Management and Advisers

The management company

F&C US Smalter Companies PLC {"the Company”)
is managed by F&C Management Limited (“F&C" or
the “Manager”), a wholly owned subsidiary of F&C
Asset Management plc. The Manager is authorised
and regulated by the Financial Services Authority.
F&C is appointed under a management agreement
with the Company setting out its responsibilities
for investment management, administration and
marketing.

Robert Siddles

Fund Manager and Head of US Smaller
Companies, responsible for the overall portfolio
management and investment performance
of the Company since 2001. He has 23 years of
experience as a US equity fund manager.

Mike Woodward

Head of investment trusts at F&C and responsible
for F&C's relationship with the Company. He joined
F&C in 2006.

Debbie Fish

Carries out the company secretarial duties of the
Company on behalf of the Manager. She joined F&C
in 2004.

F&C US Smaller Companies PLC

Secretary and registered office

F&C Management Limited, Exchange House,
Primrose Street, London EC2A 2NY

Telephone: 020 7628 8000 :
Facsimile: 020 7628 8188
Website: www.fandcussmallers.com
Email; info@fandc.com

Registered in England and Wales

Independent auditors
PricewaterhouseCoopers LLP, Hay's Galleria,
1 Hay's Lane, London SE1 2RD

Bankers and custodian
JPMorgan Chase

Registrars

Computershare Investor Services PLC,

PO Box 82, The Pavitions, Bridgwater Road,
Bristol B399 7NH

Telephone: 0870 889 4089
Facsimile: 0870 703 6142
Solicitors

Chartes Russell LLP, 5 Fleet Place,
London EC4AM 7RD

Stockbrokers
JPMorgan Cazenove Limited, 20 Moorgate,
London EC2R 6DA




Directors

Gordon Grender Chairman

A Director of the Company since its inception in
1993, he became Chairman in October 1998. He
has been actively involved in fund management
in North American stock markets since 1974. He
has been the investment adviser to GAM North
American Growth Fund since its inception in 1885
and is a director of GAM International Management
Limited. Age 65.

Normman Bachop Senior Independent Director
Appointed to the Board in February 1999, and as
Senior independent Director on 14 June 2007. He
was with Mercury Asset Management PLC and its
predecessor companies for 30 years, 21 of which
were spent managing US equities. Age 62.

Peter Barton

Appointed to the Board in February 1998, he is
Chairman of the Audit and Management Engagement
Committee. He is a solicitor, investrment banker and
a deputy lieutenant of Greater London. He has many
years' experience in the finance sector including
nine years with Lehman Brothers International
and four years with Robert Fleming & Co Limited
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following a caresr of over 20 years as a corporate
lawyer. Ha is chairrnan of Howard de Walden Estates
Ltd, The Guinness Parinership, Bramdean Asset
Management LLP and Chetsminster Group Ltd, a
director of easyGroup Holdingé Ltd and a member of
Oxford University audit and scrutiny committee and
Royal Commission for the Exhibition of 1B51 Finance
Committee. Age 72.

Clive Parritt

Appointed to the Board in January 2007. He is a
chartered accountant with over 30 years' experience
of providing strategic, financial and commercial
advice to medium sized businesses. Until February
2001 he was chairman of Baker Tilly, having been
its national managing partner for ten years until June
1996. He is vice prasident of the Institute of Chartered
Accountants in England and Wales and chairman of
DiGiCo Europe Limited and BG Consulting Group
Limited. He is also a director of London & Associated
Properties plc and Baronsmead AlM VCT plc and
chairman of Baronsmead VCT 2 plc. He specialises in
corporate finance and has previously chaired or been
a director of a number of investment trusts, VCTs and
media businesses. Age 66.

All the Directors are members of the Audit and
Management Engagement Commitiee.
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Directors’ Report and Business Review

The Directors present their Report, Business Review
and the financial statements of FRC US Smaller
Companies PLC (“the Company”) for the year ended
30 June 2009. The financial statements are set out
onpages 28 to 43. -

Results and dividends

The Company’s net asset value (“NAV") per share
increased by 8.7% in the year ended 30 June
2009, compared to a fall of 10.9% in the sterling
adjusted Russell 2000 [ndex (“the benchmark”}.
The Manager's Review on pages 4 to 6, which
forms part of this Business Review, describes the
background to this performance.

The net assets of the Company as at 30 Juns 2009
were £60.6 million. The Company has a revenue
reserve deficit and no dividend is recommended for
payment on the ordinary shares.

Principal activity and status

The Company is an investment company as defined
by Section 833 of the Companies Act 2006 (“the
Act"). As such, it analyses its income between
revenue, which is available for distribution by way
of dividends, and capital, which it is prohibited from
distributing other than by way of share buybacks.
The Company is subject to the UK Listing Authority's
Listing Rules, UK company law, financial reporting
standards, taxation law and its own articles of
association, amendments to which must be
approved by shareholders via a special resolution.

Duration of the Company

fn accordance with the articles of association, a
continuation vote is proposed at every third annual
general meeting ("AGM"}. The next such vote will be
at the AGM in 2011.

Investment trust taxation status

The Company is liable to corporation tax on its nat
revenue profits but is exempt from corperation tax
on capital gains, provided it complies at all times
with section 842 of the Income and Corporation
Taxes Act 1988 (“section 8427"). Such compliance,
which includes investing no more than 15% of the
total portfolio in any one investment, deriving its
income wholly or mainly from shares and securities

F&C US Smaller Companies PLC

and retaining no more than 15% of such income,
qualifies the Company as an investment trust. This
status is granted annually in retrospect by HM
Revenue and Customs subject to there being no
subseqguent enquiry under corporation tax self-
assessment. The Company has qualified as an
investment trust in respect of all relevant years up
o and including the year ended 30 June 2008 and
continues to conduct its affairs in compliance with
section 842.

Accounting and going concern

The financial statements, starting on page 28,
comply with current UK financial reporting
standards, supplemented by the statement of
recommended practice for investment trust
companies issued in January 2009 ("SORP”). The
significant accounting policies of the Company are
set out in nole 2 on the accounts. The ungualified
auditors’ opinion on the financial statements
appears on page 27. The Company's objective and
policy, which is described below and is subject to
a process of regular Board monitoring, is designed
to ensure that the Company is invested mainly in
readily realisable, liquid, listed securities and that
the level of borrowings is restricted. The Company
retains title to all assets held by its custodian. Cash
is held only with banks approved and regularly
reviewed by a committee of the Manager.

Note 21 on the accounts sets out the financial
risk profile of the Company and indicates the effect
on the assets and liabilities of falls (and rises} in: the
value of securities; the rates of exchange of the US
dollar against sterling; and the changes in market
rates of interest.

The Directors believe that, in light of the controls
and review processes in place, the Company has
adequate resources to continue to operate, within
its stated objectives and policy, for the foreseeable
future. Accordingly, the accounts are drawn up on
the basis that the Company is a going concern.

investment objective and policy

The Company's investment objective is to
achieve long-term capital growth by investing in
a diversified portfolio of quoted US smaller and
medium sized companies. The Board believes that




this sector is a diverse and dynamic part of the
North American market and continues to provide
opportunities for capital growth over the long
term. At the same time it considers the structure
of the Company as a UK listed investment trust,
with a fixed capital and an independent Board of
Directors, to be well suited to investors seeking
longer term returns from this sector.

The Board recognises that by its nature the US
smaller companias sector can be a risky asset class
in which to invest. The sector is highly diversified
with a great many companies from which to
choose. Many companies are relatively immature,
whether financially or operationally or in terms of
management or market position, and highly geared
to growth and are particularly vulnerable to market
and other changes. Against this background, the
Company has adopted a disciplined and relatively
conservative investment style that focuses on
companies with a sirong franchise, free cash flow
and insider ownership by management and whose
shares are considered by the Manager to be cheap
at the time of investment. Whilst shares in these
companies will not always be the best performing,
the Directors believe that this is an excellent
appreach to long-term investment in this sector and
one which has produced good results since the
Company was launched in 1993.

The Company’s objective is achieved through
diversification of holdings, being at least 50 in
number across a variety of econcmic/industrial
sectors. A full list of investments by sector is
included on page 9 of this report.

No more than 10% of the total assets of the
Company may be invested in other listed investment
companies (including investment trusts) except in
such other investment companies which themselves
have stated that they will invest no more than
15% of their total assets in other listed investment
companies, in which case the limit is 15%.

The Company can borrow money s$o long as the
level of borrowings does not exceed the lower of £10
million or an amount equal to the adjusted capitat
reserves as set out in the Company’s articles of
association. The Company is not currently geared.

The Manager's compliance with the limits set out
in the investment policy is monitored by the Board.
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Capital structure and buyback policy

As at 30 June 2009 there were 20,707,135 ordinary
shares of 25p each in issue. All ordinary shares
rank equally for dividends and distributions and
carry one vote each. Details of the capital structure
can be found in note 12 on the accounts. To the
extent that they exist, the revenue profits of the
Company {including accumulated revenue reserves)
are available for distribution by way of dividends to
the holders of the ordinary shares. Upen a winding-
up, after meeting the liabilities of the Company,
the surplus assets would be paid to the holders of
ordinary shares and distributed to shareholders pro
rata to their holdings of ordinary shares.

Subject to annual shareholder approval, the
Company may purchase its own shares at a
discount to NAV per share. The Company’s shares
have traded at a discount o NAV per share through
the year, the level of which varies according 1o
factors such as market sentiment and supply and
demand, and has ranged from a high of 23.1% fo
a tow of 3.0% over the year. In order to manage
potential discount volatility, the Board has a policy
of buying back shares when it considers it to be
appropriate with a view to limiting the share price
discount to NAV per share in the longer term to
around 10%. Shares will only be purchased
when the Board considers this will enhance
shareholder value. At the annual general mesting
held on 20 November 2008, shareholders gave
the Board authority to buy back up to 3,108,920
shares. The Company repurchased 79,500 shares
during the year, representing 0.4% of the issued
share capital at 30 June 2C08, at prices ranging
from 224p to 285.75p per share. No shares have
been repurchased between the year end and
30 September 2009, The Board closely monitors the
discount, the historic levels of which are shown in
the table on page 44. The discount at 30 June 2009
was 13.4%.

Principal risks and their management

The Company's assets consist mainly of listed
equities and its principal risks are therefore market
related. The Corporate Governance Statement
includes a summary of the risk management
arrangements on pages 24 and 25. By means of

13



14

Directors Report and Business Review

(continued)

the procedures set out in that summary, and in
accordance with the Internal Control: Guidance
for Directors on the Coembined Code published
by the Working Party for the Institute of Chartered
Accountants in England and Wales, the Board has
established an ongoing process for identifying,
evaluating and managing the significant risks faced
by the Company and has reguiarly reviewed the
effectiveness of the internal control systems for the
period, This process has been in place throughout
the year under review, and to the date hereof, and
will continue to be regularty reviewed by the Board
on an ongoing basis.

The specific key risks faced by the Company,
together with our mitigation approach, include
the following:

+ Market - the Company's investmenis consist of
quoted equity securities and it is therefore exposed
to movements in the price of individual securities
and the market generally. The large number
of investments held and the sector diversity of
the portfolic enable the Company to spread
its risks with regard to individual companies
and sectors, but a significant fall in US equity
markets could have an adverse impact gn the
value of the Company's investment portfolio.
The Board reccgnises that by its nature the US
smaller companies sector can be a risky asset

- class 10 invest in and has adopted a disciplined
and relatively conservative investment style that it
considers appropriate to long-term investment in
this sector.

* Investment strategy - inappropriate investment
strategy or ineffective implementation of
this strategy could result in poor returns for
shareholders and a widenfng of the discount
of the share price to the NAV per share. The
Board periodically reviews the investment
strategy and regularly monitors the Company’s
investment portfolio and the investment selection,
performance and operations of the Manager.

* Currency — the Company's investments
are denominated in US dollars but are valued
in sterling in accordance with the Company's
accounting policies. Any weakening of the
US doliar against sterling will adversely affact
performance of those assets when measured in
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sterling. Although the Board has the authority to
hedge currency risk, it does not routinely do so.

Gearing - borrowing money for investment
("gearing”) increases the negative impact on
the Company's asset value if the value of those
investments subsequently falts, Although the
Company is authorised to borrow money in
accordance with its investment policy, as set out
on pages 12 and 13, it does not generally do so.

Investment management resources - the quality
of the management team employed by F&C is a
crucial factor in delivering good performance and
loss by the Manager of key staff could adversely
affect investment returns. The Manager has
training and development programmes in place

for its employees and develops its recruitment and
remuneration packages in order to retain key staff.
Regulation — failure to comply with applicable
legal and regulatory requirements could result
in the Company losing its listing and/or being

subject o corporation tax on its capital gains. The
Board reviews regular reports from the Manager
on the controls in place to ensure compliance
by the Company with rules and regulations. The
Board also receives regular investment valuations
and income forecasts as part of its monitoring of
compliance with the provisions of section 842.
Financial control - inadequate financial controls
could result in misappropriation of assets, loss
of income and debtor receipts and inaccurate
reporting of NAVs. The Board regularly reviews
the Manager’s reports on its internal controls and
procedures and subjects the books and records
of the Company to an annual audit. The financial
risks are set out in more detail in note 21 on the
accounts on pages 40 to 43.

Counterparties - the Company is exposed 1o
potential failures by counterparties to deliver
securities for which it has paid or to pay ior
securities which it has delivered. Further details
are included on page 43.

The Board

The Board of non-executive Directors, whose
appointment is approved by shareholders, is
charged with ensuring that the Company complies
with its objectives and the various rules and




regulations. Further information on the role and
powers of the Board is contained in the Corporate
Governance Statement on pages 21 and 22,

Directors
Information on the individual Directors of the
Company, all of whom are resident in the UK and
have held office through the year under review, is set
out on page 11.

There were no contracts of significance to which
the Company was a party and in which a Director is,
or was, materially interested during the year.

Directors’ remuneration and shareholdings

The Directors' Remuneration Report, which can be
found on page 20, provides detailed information on
the remuneration of the Directors. Shareholders will
be asked to approve the Directors’ Remuneration
Report at the AGM. The Directors' remuneration is
not conditicral upon the resolution being passed.

It is compulsery for all Directors to hold shares
in the Company. The beneficial interests of the
Directors in the ordinary shares of the Company
were as follows:

Directors’ interests

at 30 June 2009 2008
Mr G D Grender 18,000 18,000
Mr N M Bachop 10,000 10,000
MrMP S Barton 5,000 5,000
Mr C A Parritt 7,000 7,000

There have been no changes in any of the
Directors’ interests in shares detailed above since
the Company’s year end.

Nc Director held any interest, beneficial or
otherwise, in the issued shares of the Company
other than stated above.

Directors’ re-election

It is the Company's policy for all Directors to stand
for re-election annually. Each of the Directors has
made a relevant and significant contribution to your
Company and the Board therefore recommends that
vou vote in favour of their re-election.
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Director indemnification and insurance

On 13 December 20086, the Company entered into
a deed poll providing the Directors with indemnities
against liability to third parties arising in connection with
any negligence, default, breach of duty or breach of
trust by the Directors {such indemnities being qualifying
third party indemnities and providing for the funding
of defence costs, in each case as permitted under
the Act). No such indemnity is provided in relation to
a liability incurred by a Director to the Company in
respect of proceedings in which he is convicted or a
liakility to pay a fine is imposed in criminal procesdings
or by a regulatory authority. Any funding provided to
a Director who is not exonerated must be repaid. The
deed poll is available for inspection at the Company's
registered office during normal business hours and at
the AGM. The Company has insurance in place which
indemnifies the Directors against certain liabilities
arising in carrying out their duties.

Investment management and administration

In common with most investment trusts, the
Company does not have any employees and the
Board has appointed F&C Management Limited
{*F&C" or “the Manager") 10 manage the investment
portfolic on a day-to-day basis. F&C also carries out
administrative, accounting, secretarial and marketing
activities on behalf of the Company.

This appointment is governed by a management
agreemeni, which is terminable upon six months'
notice given by either party. Further information on
the management agreement is set out in note 4 on
the accounts.

Investment selection and monitoring is undertaken
by ihe fund manager Robert Siddles, who
specialises in US smaller companies, with support
from F&C analysts and research teams. Assessing
the quality of management through meetings with
potential and existing investee companies is a key
input into the investment process. Exiensive work
is also done on analysing potential investments for
their market positioning and competitive advantage,
financial strength and cash iftow characteristics.
Various valuation benchmarks are used to
assess the potential attractiveness of investment
opportunities and to set price targets for the
individual stocks.
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(continued)

The Board befieves that individual fund managers
holding shares in companies that they manage
is a positive indicator of their conviction to those
companies. The fund manager, Mr Siddles, held
10,650 shares in the Company as at 30 June 2009,

The Manager undertakes investor relations and
marketing for the Company and offers a range of
savings plans through which the Company's shares
can be held.

The Manager is a subsidiary of F&C Asset
Management plc ("FCAM"), a large European
investment group.

JPMorgan Chase is appointed to act as
custodian of the Company’s assets. Operational
matters with the custodian are carried out by the
Manager in accordance with the provisions of the
management agreement.

Responsible ownership

The Manager’s stated belief is that good governance
creates value and therefore it takes a particular
interest in corporate governance and sustainable
business practices. This includes the integration of
environmental, social and governance issues into
its investment decisions. It votes all of its shares
across all global markets whengver possible and
engages with companies on corporate governance
matters to encourage good practice. This includes
engagement on significant social and environmental
issues where these may impact shareholder value.

Management fee

A quarterly management fee equal to 0.20% of
the funds under management is payable in arrears
to the Manager in respect of the management,
administration and anciltary services provided to
the Company. In addition, the Manager is eligible
for a performance-related fee, charged through
the capital account, of 5% of any annual out-
performance by the NAV per share of *target
performance”, defined as a margin of 2% over the
Russell 2000 Index (both converted to steding). A
performance fee of £416,000 was payable for the
year under review (2008: nif).

Creditor payment policy

The Company’s principal supplier is the Manager,
the payment terms for which are set out in note
4 on the accounts. Other suppliers are paid in
accordance with individually agreed payment terms.
At 30 June 2009, the Company’s outstanding trade
creditors were equivalent to three days’ payment to
suppliers (2008: three days}.

Key performance indicators

The Board uses the following key performance

indicators {"KPIs") to help assess progress against

the Company’s objectives:

s NAV per share compared to benchmark return in
sterling.

¢ Share price return compared to benchmark retum
in sterling.

* Share price discount to NAV.

The following tables, the Ten Year Record cn
pages 44 and 45 and the Manager’s Review on
pages 4 to 6 show how the Company has
performed against these KP!s.

Performance
1 Year 3 Years 5 Years
Company NAV per share 8.7 81 197
return %
Company share price 33 118 171
return %
Benchmark return® % -109 -21.2 -54

* Benchmark - Russell 2000 Index starling adjusted.
Source: FRC Management Limitec and Datastreamn

Discount

At 30 June %
2009 13.4
2008 8.8
2007 10.6
2006 9.7
2005 11.0

Source: FAC Management Limitad

Investment performance is measured primarily
against the Russell 2000 Index, adjusted 1o
sterting, which measures the performance of
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2000 US smaller companies with capitaiisations
ranging between approximately US$125 million and
US$3.3 billion.

Manager’'s evaluation and re-appointment

The review of the Manager’'s performance is an
ongoing duty and responsibility of the Board
which is carried out at every Board meeting,
with a formal annual evaluation taking place
in September each year. This evaluation takes
into consideration the Company's investment
record over short and long-term periods and
the performance, competence and resources of
the Manager, both as a management company
and with regard to the fund management team
led by Robert Siddles. Following the 2009
evaluation, the Board is satisfied with thellong-
term performance of the Company and with the
way it is currently managed. On the basis of this
review, and that carried out by the Audit and
Managemeni Engagement Committee in respect
of other services provided by, and the contractual
arrangements with, the Manager, it is the Board’s
opinion that the continuing appointment of the
Manager on the terms agreed is in the best
interests of shareholders as a whole.

Outlook

The outlook for the Company is reported in the
Chairman's Statement on page 3 and in the
Manager's Review on page 6.

Voting rights
At 28 September 2009 the Company had 20,707,135
ordinary shares in issue with a total of 20,707,135
voting rights. As at that date the Company had
received notification of the following holding of voting
rights in accordance with the FSA's Disclosure and
Transparency Rules:

%
21.09

Foreign & Colonial Investment Trust PLC

The percentage is calculated by applying the holding natifiec to the
Company to the aggregate voting rights in raspect of the issuad
ordinary share capitzal as at 28 Septembar 2008,

The Manager holds approximately 18% of the
Company's share capital on behalf of non-
discretionary clients through its savings plans. It
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is intended that the nominee company holding
these shares will vote the shares held on behalf
of planholders who have not returned thsir voting
directions in proportion to the directions of those
who have. Implementation of this arrangement is
subject to a minimum threshold of 5% of the shares
held in the savings plans being voted. A maximum
limit of 9,800 shares that any one individual investor
can vote, being approximately 5% of the minimum
threshold, will also apply. Any shares voted by an
investor in excess of the maximum fimit will remain
valid, but will not form part of the proportional voting
basis. Planholders have the right to exclude their
shares from the proportional voting arrangemant.

Individual savings accounts (“ISAs"}

The Company's shares are qualifying investments
for 1I8As and the Board intends that the Company
will continue to conduct its affairs so as to satisfy the
requirements to remain so.

Independent auditors

So far as each Director is aware, there is no relevant
audit information of which the Company’s auditors
are unaware. The Directors believe that they have
each taken all the steps that they ought to have
taken as Directors in order o make themselves
aware of any reievant audit information and
to establish that the auditors are aware of this
information.

PricewaterhouseCoopers LLP have indicated
their willingness to continue in office as auditors to
the Company and resolutions to re-appoint them
and to authorise the Directors to determine their
remuneration will be proposed at the AGM.

Annual general meeting

The AGM will be held on Wednesday 18 November
2009 at i2.30 p.m. at Exchange House, Primrose
Street, London EC2. The Notice of Annual General
Meeting (“the Notice™ appears on pages 46 to 50,
which includes a map of the venue. Robert Siddles
will give a presentation covering progress in the
year to date and his views on the market for the
rest of the year. There will be an cpportunity to ask
questions during the AGM and shareholders will
be able to meet the Directors and Mr Siddles more
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informally over refreshments foliowing the mesting.
In addition to the ordinary business of the meeting,
the resolutions numbered 9 to 12 are proposed as
special business and are explained below.

Authority to allot shares (resolution 9)

Resolution 9 is similar in content to the authority and
power given to the Directors at previous AGMs. By
law, directors are not permitted to allot new shares
(or to grant rights over shares) unless authorised to
do so by shareholders. In addition, directors require
specific authority from shareholders before allotting
new shares (or granting rights over shares) for cash
without first offering them to existing shareholders
in proportion to their holdings. Resolution 9 gives
the Directors, for the period until the conclusion of
the AGM in 201G, the necessary authority to allot
securities up to an aggregate nominal amount of
£258,839 (1,035,356 ordinary shares). This is

"equivalent to approximately 5% of the issued ordinary.

share capital of the Company at 28 September 2009.
It also ernpowers the Directors to allot such securities
for cash, otherwise than to existing shareholders on
a pro-rata basis. This authority and power provides
the Directors with a degree of flexibility to increase the
assets of the Company by the issue of new shares
should any favourable opportunities arise to the
advantage of shareholders. ]

The Dirgctors will, if necessary, use this
authority to satisfy demand from participants in
the various F&C savings plans when they believe
it is advantageous to plan participants and the
Company's shareholders to do so.

Under no circumstances would the Directors use
the authority and power to dilute the interests of
existing shareholders by issuing shares at a price
which is less than the NAV attributable to the shares
at the time of issue.

Authority for the Company to purchase its own
shares (resolution 10)

Resolution 10 authorises the Company to purchase
up to a maximum of 3,103,999 ordinary shares
(equivalent to approximately 14.99% of the issued
share capital) at a minimum price of 25p per share and
a maximum price per share (exclusive of expenses)
in the market of 5% above the average of the middie
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market quotations for an ordinary share (as derived
from the Londeon Stock Exchange Daily Official List)
for the five business days immediately before the
date of purchase. The Directors intend to continue
using this authority with the objective of enhancing
shareholder value. Purchases would only be made,
within guidelines established from time to time by the
Board, through the market for cash at prices below the
prevailing NAV per ordinary share which would have
the effect of increasing the NAV per ordinary share for
the remaining shareholders. Any ordinary shares that
are purchased would be cancelled.

The authority will continue until the expiry
of 18 months from the date of the passing of the
resolution unless it is varied, revoked or renewed
prior to that by the Company in general meeting
by special resolution. The Board intends to seek a
renewal of such authority at subsequent AGMs.

Amendments to the articles of association
(resolution 11)

The Board is seeking to amend the articles of
association of the Company in order to reflect further
provisions of the Act which are coming into force
on 1 QOctober 2009 and certain provisions of the
Companies (Shareholders’ Rights) Regulations 2009
which came into force on 3 August 2008.

An explanation of the main changes as a result
of the amendments to the articles of association
is set out in Appendix 1 to the Notice of Annual
Genera! Meeting, which appears on pages 49 and
50. A copy of the amended articles of associaticn
will be available for inspection at Charles Russell
LLP, 5 Fleet Place, London EC4M 7RD and at the
registered oifice of the Company from the date of
this notice until the conclusion of the AGM and on
the date of the AGM at the meeting 15 minutas prior
to the start until the conclusion of the meeting.

Notice period for meetings (resolution 12}

The Act provides that all general meetings (other
than AGMs} can be convenad on 14 days' notice
where under the Companies Act 1985 21 days’
notice was required for a general meeting to
consider a special resolution. Your Board is of the
view that it is in the Company's interests to have a
shorter notice period which complies with these new




provisions of the Act. Therefore one of the proposed
amendments to the articles this year is to allow all
general meetings {other than an AGM) to be called
on 14 clear days’ notice.

However, one of the requirements of the
Companies (Shareholders’ Rights) Regulations
2009 (implemented in August 2009) is that all
general meetings must be held on 21 clear days'
notice, unless shareholders agree to a shorter
notice period. The passing of Resolution 12 would
constitute shareholders’ agreement for the purposes
of the Companies {Shareholders’ Rights} Regulations
2009 (which agreement is required annually) and
would therefore preserve the Company's ability to
call general meetings (other than an AGM) on 14
clear days’ notice, should Resolution 11 be passed.
The Board intends to seek a renewal of such
authority at subsequent AGMs.

Form of proxy
Ragistered shareholders will find enclosed a form of
proxy for use at the AGM. Please complete, sign and
return the form of proxy, either in the envelope provided
or by electronic means as indicated on the form of
proxy, as soon as possible in accordance with the
instructions whether or not you intend to be present at
the AGM. This will not preclude you from attending the
AGM and voting in person if you wish to do so.

A proxy appointiment should in any event be
submitted so as to be received not later than 48
hours before the time appointed for holding the AGM.

Form of direction and proportional voting

If you are an investor in any of the F&C savings
plans, you will find enclosed a form of direction
for use at the AGM. The Manager operates a
proportional voting arrangement for the F&C
savings plans. Under this arrangement, the nominee
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company, which holds approximately 19% of the
share capital on behalf of these investors, will vote
the shares held on behalf of planholders who have
not returned their voting directions in proportion to
those who have. This arrangement will apply at the
2009 AGM, subject to a minimum threshold of 5%
of the shares held in the FAC savings plans being
voted. A maximum limit of 8,800 shares that any one
individual investor can vote, being approximately 5%
of the relevant minimum threshold, will also apply.
Any individual voting directions received in excess of
the maximum limit will remain valid, but will not form
part of the proportional voting basis. Planholders
may exclude their shares from the proportional
voting arrangements if they wish.

All voting directions should be made as socn as
possible in accordance with the instructions given
on the form of diraction and, in any event, not later
than 96 hours before the time appointed for holding
the AGM so that the nominee company can submit
a form of proxy before the 48 hour pericd begins.

Recommendation

Your Board considers that the resclutions 1o be
proposed at the AGM are in the best interests of the
Company and are most likely to promote the success
of the Company for the benefit of its members as a
whole. The Directors recommend that shareholders
voie in favour of each resolution, as the Directors
intend to do in respect of their own beneficial haldings.

s

By order of the Board
F&C Management Limited
Secretary

30 September 2009
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Directors’ Remuneration Report

The Company's articles of association limit the
aggregate fees payable to the Board of Directors
to a total of £100,000 per annum, Within that limit,
it is the responsibility of the Board as a whole to
determine the level of Directors' fees having regard
to the level of fees payable to non-executive directors
in the industry generally, the role that individual
Directors fulfil in respect of Board and committee
responsibilities and the time committed to the
Company’s affairs. The Board is composed solely
of non-executive Directors, none of whom has a
service contract with the Company, and therefore no
remuneration comrittee has been appointed.

The Chairman receives a fee of £20,000 per annum
and the remaining Directors receive a fee of £12,000
per annum. [n addition, the Chairman of the Audit
angd Management Engagement Committee (“Audit
Committee”), Mr Barton, receives a fee of £5,000
per annum and the other members of the Audit
Cornmittee each receive a fee of £2,500 per annum.

The amounts paid to each Director, which were
for services to the Company solely in the capacity of
non-executive Directors and have no performance
related element, are set out in the table below.

Fees for services to the Company

Year ended

2009 2008
Director £ g
Mr G D Grender 22,500 22,500

{Chaimman and highest paid Director)
Mr N M Bachop
Mr M P S Barton

14,500 14,500

{Chairman of the Audit and Management 17,000 17,000
Engagement Committes )

Mr C A Parritt 14,500 14,500
Totals 68,500 68,500

F&C US Smaller Cormpanies PLC

Reference to the information in the table, which
has been audited, can be found in the Independent
Auditors’ Report on page 27.

No Director past or present has any entitlement
to pensions and the Company has not awarded any
share options or long-term performance incentives
to any of the Directors.

Sharehoiders will be asked to approve this
Directors' Remuneration Report at the annual
general meeting {resolution 2).

Total shareholder return

{Rebased to 100 at 30 Juna 2004)
150 n

140

130
120

110
o/

0

80 Source: Datas!
2004 S 2005 2006 2007 2008 2009
- F&C US Smaller Companies PLC share price
wame  Russell 2000 Index” {sterling adjusted)

* As the Manager's performance is measurad against the Russell 2000
Index, this benchmark has been shown.

e

By order of the Board
F&C Management Limited
Secretary

30 September 2009




Corporate Governance Statement

Introduction )
The Company is committed to high standards of
corporate governance. The Board has considered
the principles and recommendations of the 2009
Association of Investment Companies ("AlIC") Code
of Corporate Governance (the "AIC Code") by
reference to the AIC Corporate Governance Guide
for Investment Companies (the "AIC Guide”). The
AlIC Code, as explained by the AIC Guide, addresses
ali the principles set cut in Section 1 of the 2008
Combined Code of Corporate Governance (the
“Combined Code™), as well as setting out additional
principles and recommendations on issues that are of
specific relevance to the Company.*

The Board believes that the Company has
compiied with the recommendations of the AIC
Code during the year under review and up 1o the
date of this report and thereby the provisions of the
Combined Code that are relevant to the Company.

The Board

The Board is responsible for the effective
stewardship of the Company's affairs and a formal
schedule of matters reserved for the decision of the
Board has been adopted. It has responsibility for afl
corporate strategic issues, corporate governance
matters, dividend policy, share buyback policy, risk
and control assessment, menitoring investment
performance and approving marketing budgets.
It is responsible for the review and approval of
annual and half-yearly reports, interim management
statements and other public documents. The
Company dees not have a chief executive as day-to-
day management of the Company's affairs has been
delegated o the Manager.

In order to enable them to discharge their
responsibilities, alt Directors have full and timely
access to relevant information. The Board meets at
least five times a year and at each meeting reviews
the Company’s management information, which
includes reports on investrment performance and
strategic matters and financial analyses. It monitors
compliance with the Company’s objectives and
is responsible for setting the asset allocation,
investment and gearing ranges within which the
* Copies of the AIC Codse, the AIC Guide and tha Combined

Code may be found on tha respective crganisations’ websites:
www.theaic.co.uk and www.frc.org.uk.

Report and Accounts 2009

Manager has discretion to act. Key reprasentatives
of the Manager attend each Board meeting. Board
meetings are also held on an ad-hoc basis to
consider particular issues as they arise.

The table below sets out the number of Board
and committee meetings held during the year under
review and the number of meetings attended by
each Director. Al Directors attended the annual
general meeting (“AGM"} in November 2008.

Directors’ attendance

Audit and Management
Board Engagement Committee

Number of meetings 5 2
Mr G D Grender 5 2
Mr N M Bachop 5 2
Mr M P S Barton 5 2
Mr C A Parriti 5 2

Acommittee of the Board, formed by Mr Barton and Mr Parritt, met
on one ocgasion during the year to approve the Company's interim
management statement.

Each Director has a signed letter of appointment
to formalise in writing the terms of his engagement
as a non-executive Director, copies of which are
available on request and at the Comparny’s AGM.

The Beard regularly reviews its structure,
size, composition, experience, diversity and skill
ranges and considers succession planning and
tenure policy and believes that it currently has a
reasonable balance of skills and experience. The
Board recognises the value of progressiva refreshing
of, and succession planning for, company boards.
Accordingly, each Director's appointment is reviewed
prior to submission for re-election, which includes
consideration of the independence of each Director.

The Board has a policy whereby all Directors are
required to stand for re-election annually.

In order to review the effectiveness of the Board,
its committees and the individual Directors, the
Board carries cut a process of formal annual self
appraisal. This encompasses gualitative measures
of performance in respect of the Board and the
Audit and Management Engagement Committee,
incorporating the completion of an evaluation
questionnaire and interviews with the Chairman. The
appraisal of the Chairman follows the same process

pal




Corporate Governance Statement

(continued)

and is carried out by the Board as a whole under
the leadership of the Senior Independent Director,
Mr Bachop. The Board considers that the appraisal
process is a constructive means of evaluating the
contribution of individual Directors and identifying
ways to improve the functioning and performance
of the Board and commitiees and building on and
improving collective strengths, including assessing
any training needs. The Board does not consider
that the use of external consultants to conduct
this evaluation is likely to provide any meaningful
advantage over the process that has been adopted,
but the option of doing so will be kept under review.

Directors are able to seek independent professional
advice or training at the Company's expense in
relation to their duties. No such professional advice
was taken by Directors during the year under review.
The Board has direct access to the company
secretarial advice and services of the Manager
which, through its nominated representative, is
responsible for ensuring that Board and commitiee
procedures are followed and applicable regulations
are complied with. The proceedings at all Board and
other meetings are fully recorded through a process
that allows any Director’s concerns to be recorded in
the minutes. The Board has the power to appoint or
remove the Secretary in accordance with the terms
of the management agreement.

Appointments of new Directors will be made on
a formal basis with the Chairman agreeing a job
specification and other relevant selection criteria
and the method of recruitment, selection and
appointment with his colleagues. The potential
Director will meet with the Board prior to formal
appointment.

All new appointments are subject to confirmation
by shareholders and institutional sharehclders are
given the opportunity to meet any newly appointed
Director ii they wish.

An induction process is in place for new
appointees, who meet the Manager, the Secretary
and other key employees of the Manager and are
given a briefing on the workings and processes of
the Company, including the receipt of a Directors’
handbook and key documentation.

F&G US Smaller Companies PLC

Independence of Directors

The Board regularly reviews the independence of
its members in accordance with current guidelines.
In line with the AIC Code, the Board feels that
length of service does not necessarily compromise
the independence or contribution of directors of
investment trust companies, where experience and
continuity can be a significant strength. No limit on
the overall length of service of any of the Directors,
including the Chairman, has been imposed.
The Board believes that its four non-executive
Directors, including Mr Bachop, Mr Barton and
Mr Grender who have served for over nine years,
arg independent in character and judgement, with
no relationships or circumstances relating to the
Company or the Manager likely to alter this position.

Conflicts of interest

It is now a statutory requirement that a company
director must avoid a situation in which he has, or
can have, a direct or indirect interest that conflicts,
or possibly may conflict, with the interests of the
company (a “situational conflict”). While it remains the
responsibility of each individual Director to avoid an
unauthorised conflict situation arising, the Company
has implemented procedures to enable it to assess
situational conflicts and take action where necessary.

Directors are given guidance on the Company's
procedure and must disclose any other
directorships they hold and holdings in any of the
Company’s investments and identify the interesis
of any person closely connected to them in order to
consider whether a situational conflict could arise
out of those interests.

A Director wishing to seek authorisation must
submit a formal request to the Board, which is then
responsible for deciding whether or not to authorise
the situational conflict. The factors to be considered
will include whether the situational conflict could
prevent the Director from properly performing his
duties; whether the situational conflict has, or could
have, any impact on the Company, for example, in
financial or public relations terms and whether the
situational conflict could be regarded as de minimis
and unlikely to affect the judgement and/or actions
of the Director in question.




Where the Board authorises a conilict, terms will
usually be attached. These will include the Director
absenting himself from meetings where the subject of
the conflict is discussed and natifying the Secretary,
who keeps a register of conflicts, as soon as the facts
of the matter change. A Director interested in a matter
must also abstain from voting on it

The Board implemented authorisation procedures
in November 2008, during which no situational
conflicts were identified or authorised cther than the
formal authorisation of the Directors’ other existing
directorships and their holdings in some of the
investee companies, none of which were material.
There have been no instances of a Director being
required to absent himself from a discussion or
abstain from voting because of a conflict of interest
in the year under review.

Going forward, the Board will annually review any
situational conflicts which have been authorised,
together with any updates that have been provided
by the refevant Director. Provided that there has been
no material change in circumstance and the Board
is of the view that the situational conflict has not
affected the individual in his role as a Director of the
Company, it will usually not make any change to the
terms of the authorisation. Where the Board is notified
that the facts have changed materially, it will review
the change and consider whether the authorisation
should be renewed, varied or withdrawn.

Aside from situational conflicts, the Directors
must also comply with the statutory rules requiring
company directors to declare any interest in an
actual or proposed transaction or arrangement with
the Company.

Board committees

The Board has established an Audit and
Management Engagement Commitiee, details
of which are below. The terms of reference of
this Committee are available on the website
www.fandcussmallers.com and on request.

The Company has no executive Directors and
no employees and consequently does not have
a remuneration commitiee. The Direciors’
Remuneration Report, which can be found on
page 20, provides information on the remuneration
arrangements for the Directors of the Company.
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As the Board is formed entirely of independent
non-executive Directors and is small in size, it
operates without a nomination committee.

Audit and Management Engagement Committee
The primary responsibilities of the Audit and
Management Engagement Commitiee (“Audit
Committee”), which meets at least twice each
year, are to review the integrity and contents of the
Company’s financial statements and the accounting
policies included therein; to consider compliance
with regulatery and financial reporting requirements;
to review the Company’s internal control and risk
management sysiems; 1o review annually the
need for the Company to have its own internal
audit function; to consider the independence and
objectivity of the auditors and the effectiveness of
the audit process; and to make recommendations
to the Board in relation to the reappointment and
remuneration of the auditors. The Board retains
ultimate responsibility for the annual and hali-yearly
accounts and other significant financial information
that is published. )

The Audit Committee has direct access to the
auditors, PricewaterhouseCoopers LLP (“PwC"), who
have been the Company’s auditors since inception
in 1993, Representatives of PwC attend Audit
Committee meetings to report on the audit of the
Company and its review of the annual report. The
Audit Committee also meets the auditors without the
Manager being present at least once a year.

The Manager and the Company use diiferent
audit firms. Taking this into account, and given
the nature of services provided and confirmation
from PwC that they have complied with all relevant
independence standards, the Company’s auditors
are deemed to be independent. All non-audit work
to be undertaken by PwC is approved by the Audit
Committee in advance. During the year under
review the fee for all non-audit work, which was in
relation to taxation advice, was £1,650 exclusive of
irrecoverable VAT, The Audit Committee considers
that the provision of these services is cost effective
and does not impair the independence of PwC.

The appointment of the auditors is not regularly
put to tender, but periormance is reviewed annually.
The Audit Committeg, in conjunction with the
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(continued)

Manager, has reviewed the work carried out by
PwC in the year under review, including its audit
of the annual financial statements. On the basis
of PwC’s experience in auditing the affairs of the
Cornpany, the standing and experience of the audit
partner, the nature and level of service provided
and confirmation of the auditors’ independence,
the Audit Committee recommended the continuing
appointment of the auditors to the Board, which
agreed that PwC should continug as the Company’s
auditors and that no tender was necessary.

The Audit Committee has direct access to the
senior representatives of the Manager’s audit, risk
and compliance department and to its group audit
committee and reports its findings to the Board. It
receives and reviews the Report referred to below
under “Internal controls and management of risk”.

Following a recommendation from the Audit
Committee, the Board conciuded that there
is currently no need for the Company to have its
own internal audit function. All of the Company's
management functions are delegated to the
Manager, and the Board mgcnitors the controls
in place through the Manager's audit, risk and
compliance department.

The Audit Committee carries out an annual review
of the performance of the Manager, including a
review of the management agreement, the level
and structure of fees payable and the length of
notice period.

The Audit Committee has reviewed, and is satisfied
with, the “whistleblowing” policy that has been put in
place by the Manager under which its staff may,
in confidence, raise concerns about any possible
improprieties in matters of financial reporting
or other matters, including those relating to the
Company. The necessary arrangements are in place
for proportionate and independent investigation of
such matters and for appropriate follow-up action.

The Audit Committes is currently composed of
the iull Board, each member of which is deemed
to be independent, and is chaired by Mr Barton.
It is considered that there is a range of recent and
relevant financial experience amongst the members
of the Audit Committee.
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Internal controls and management of risk

The Board has overall responsibility for the
Company's systems of internal controls, for
reviewing their effectiveness and ensuring that risk
management and control processes are embedded
in the day-to-day operations of the Company.
These controls aim to ensure that the assets of
the Company are safeguarded, proper accounting
records are maintained and the financial information
used within the business and for publication is
reliable. Contral of the risks identified, covering
financial, operational, reputational, compliance
and overall risk management, is exercised by the
Board through regular reports provided by the
Manager on investment performance, performance
attribution, caompliance with agreed investment
restrictions, financial analyses, revenue estimates
and other management issues. A control report
is prepared by the Manager's audit, risk and
compliance department that provides details of any
material internal control failure. The control report
incorporates a key risk table that identifies the risks
to which the Company is exposed and the controls
in place to mitigate them, including risks that are
not directly the responsibility of the Manager. The
Company's principal risks are set out on pages 13
and 14 with additional information given in note 21
on the accounts.

The systems of internal controls are designed
to manage rather than eliminate risk of failure 1o
achieve business objectives and can only provide
reasonable, but not absolute, assurance against
material mis-statement, ioss or fraud.

The Board has carried out a risk and controi
assessment including a review of the Manager's
risk managemant infrastructure and the report on
policies and procedures in operation and tests for
the period 1 January to 31 December 2008 (the
“Report™) that has been prepared by the Manager
ior its investment trust clients to the standards of the
Institute of Chartered Accountants in England and
Wales Technical Release AAF (01/086). Containing
a report from independent external accountants,
the Report sets out the Manager's control policies
and procedures with respect to the management of
its clients' investments. The effectiveness of these




controls is monitored by the Manager's group audit
committee which receives regular reports from the
Manager's audit, risk and compliance department.
Procedures are in place to capture and evaluate
failings and weaknesses and ensure that action will
be taken to remedy any significant issues identified
from this monitoring, which would be reported to
the Board. No significant failings or weaknesses in
respect of the Company were identified in the year
under review.

Relations with shareholders
Communication with shareholders is given a high
priority. In addition to the annual and half-yearly
reports that are available to shareholders, monthly
fact sheets and general information are also
available on the www .fandcussmallers.com website.
At least one shareholder meeting is held each year
to allow shareholders to vote on the appointment
of Directors and the auditors, share issues and
buybacks and any other special business. All
shareholders are encouraged to attend the AGM,
at which a presentation is made by the Manager
and where there is an opportunity to question the
Chairman, the Board and the Manager. Proxy voting
figures are announced to shareholders at the AGM
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and are reported on the website, All beneficial
shareholders in the F&C savings plans have the right
to attend, speak and vote at general meetings. The
nominee company votes the shares held on behalf
of planholders who have not returned their voting
directions in propertion to the directions of those
who have, as detailed on page 19.

A regular dialogue is maintained with the
Company’s institutional sharehclders and private
client asset managers through the Manager, which
regularly reports to the Board on any such contact,
the views of shareholders and any changes to the
composition of the share register. The Chairman
and the Senior Independent Director are available to
meet with major shareholders, although no meetings
were held in the year under review.

Shareholders wishing to communicate with the
Chaimnan, the Senior Independent Director or other
members of the Board may do so by writing to
the Secretary at the registered office address as
detailed on page 10.

The Board receives regular reports from
the Manager on the views and attitudes of
shareholders in the Company, the level and nature
of any complaints received from investors and its
arrangements for “Treating Customers Fairly”.
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Statement of Directors’ Responsibilities
N Respect of the Financial Statements

As required by company law, the Directors are
responsible for the preparation of the annual report
and financial statermments which give a true and
fair view of the state of affairs of the Company as
at 30 June 2009 and of the results for the year
then ended. In preparing the financial statements,
suitable accounting policies have been used and
applied consistently and reasonable and prudent
judgements and estimates have been made. The
Directors are also responsible for ensuring that
adequate accounting records are maintained and
have a general responsibility for taking such steps as
are reasonably open to them to safeguard the assets
of the Company and to prevent and detect fraud and
other irregularities.

The financial statements are published on the
www fandcussmallers.com website, which is
maintained by the Company's Manager, F&C
Management Limited (“F&C"). The content and
integrity of the website maintained by F&C or any of
its subsidiaries is, so far as it relates to the Company,
the responsibility of F&C. The work carried out
by the auditors does not involve consideration of
the maintenance and integrity of this website and,
accordingly, the auditors accept no responsibility
for any changes that have occurred to the financial
statements since they were injtially presented on
the website. Overseas visitors to the website need

F&C US Smaller Companies PLC

to be aware that legislation in the United Kingdom
governing the preparation and dissemination of the
financial statements may differ from legislation in
their jurisdiction.

In accordance with Chapter 4 of the Disclosure
and Transparency Rules, the Directors confirm that
to the best of their knowledge:
¢ the financial statemments have been prepared
in accordance with applicable UK accounting
standards, on a going concern basis, and give a
true and fair view of the assets, liabilities, financial
position and return of the Company;
the annual report includes a fair review of the
important events that have occurred during the
financial year and their impact on the financial

statements;
the principal risks section of the Directors' Report

and Business Review describes the principal risks
and uncertainties for the forthcoming financial
year; and

the financial statements and the Directors’ Report
and Business Review include details on related

party transactions.

On behalf of the Board
Gordon Grender
Chairman

30 September 2009




Independent Auditors’ Report

Independent Auditors’ Report to the mernbers of
F&C US Smaller Companies PLC
We have audited the financial statements of F&C US

Smaller Companies PLC for the year ended 30 June 2009
which comprise the Income Staterment, the Reconciiation
of Movemnents in Shareholders’ Funds, the Balance Sheet,
the Cash Flow Statement and the related notes. The
financial reporting framework that has been applied in
their preparaticn is applicable law and United Kingdom
Accounting Standards (United Kingdem Generally
Accepted Accounting Practice).

Respective responsibilities of Directors
and auditors
As explained more fully in the Statement of Directors’

Responsibilities in Respect of the Financial Statements
sat out on page 26, the Directors are responsible for
the preparation of the financial statements and for
being satisfied that they give a true and fair view. Our
responsibility is to audit the financial statements in
accordance with applicable law and internaticnal
Standards on Auditing (UK and Ireland). Those standards
require us to comply with the Auditing Practices Board's
Ethical Standards for Auditors.

This report, including the opinions, has been prepared
for and only for the Company's members as a body in
accordance with sections 485 to 497 of the Companies
_Act 2006 and for no other purpose. We do not, in giving
these opinions, accept or assume responsibility for any
other purpose or to any other person to whom this report
is shown or into whose hands it may come save where
expressly agreed by our pricr consent in writing.

Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts
and disclosures in the financial statements sufficient to
give reasonable assurance that the financial statements
are free from material mis-statement, whether caused by
fraud or error. This includes an assessmeant of: whether
the accounting policies are appropriate 10 the Company's
circumstances and have been consistently applied and
adequately disclosed; the reasonableness of significant
accounting estimatas made by the Direciors; and the
overall presentation of the financial statements.

Opinion on financial statements

In our opinion the financial statements:

* give a true and fair view of the state of the Company's
affairs as at 30 June 2009 and of its net return and cash
flows for the year then ended;
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» have been property prepared in accordance with United
Kingdom Genarally Accepted Accounting Practice; and

+ have been prepared in accordance with the
requirements of the Companies Act 2006.

Opinion on other matters prescribed by

the Companies Act 2006

In our opinion:

s the part of the Directors’ Remuneration Report to be
audited has bean properly prepared in accordance with
the Companies Act 20086;

the information given in the Gorporate Governance
Statement with respect to Rules 7.2.5 and 7.2.6 of
the Disclosure and Transparency Rules issued by the
Financial Services Authority is consistent with the

financial statements; and

» the information given in the Directors’ Report and
Business Review for the financial year for which the
financial statements are prepared is consistent with the
financial staterments.

Matters on which we are required to report
by exception

We have nothing to report in respect of the following:

Under the Companies Act 2006 we are required to report

to you if, in our opinion:

» adequate accounting records have not been kept, ar
returns adequate for our audit have not been received
from branches not visited by us; or

+ the financial statements and the part of the Directors’
Remuneration Report to be audited are not in
agreement with the accounting records and returns; or

certain disclosures of Directors’ remuneration specified
by law are not made; or
« we have not received all tha information and

explanations we reguire for our audit.

Under the Listing Rules we are raquired to review:

s the Directors’ staternent, set out on page 12, in relation to
going concern; and

* the parts of the Corporate Governance Statement relating

to the company’s compliance with the nine provisions of

e 2008 Combined g£bde specified for our review.

P, S. Purewal (Senior Statutory Auditor)

for and on behalf of PricewaterhouseCoopers LLP
Chartered Accountants & Statutory Auditors
London

30 September 2009
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Ravenus notes

INncome Statement

% for the year ended 30 June 2009 2008
g Revenue Capital Total Revenue Capital 'Total
i} £000s £'000s £000s £'000s £'000s £'000s
8 Gains/{losses) on investments - 4,631 4,631 - (14,730) (14,730)
18 Foreign exchange gains/{losses) - 605 605 - (19) (19)
Income 837 - 837 836 - 836
Management fee (474) - 474) {485) - {485)
4 Performance fee - (416} (416) - - -
16 Other expenses (232) 4) (236) {209) {6) (215)
Net return before finance costs and taxation 131 4,816 4,947 142 (14,755} (14,613)
Finance costs - - - - - -
Net ret.urn on ordinary activities before 131 4816 4,947 142 (14,755) (14,613)
taxation
Taxation on ordinary activities (124) - (129) {102 - (102)
Net return attributable to equity 7 4,816 4,823 40 (14,755) (14,715)
shareholders
7 Return per share — pence 0.03 23.22 23.25 0.19 (69.15) (68.96)

The total column of this statement is the proft and loss account of the Company.

All revenue an'd capitalitems in the above staternent derive from continuing operations,
A statament of totaf recognised gains and lessas is not required as all gains and losses of the Compary hava been reflectad in tha above statement.
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Reconciliation of Movements in
Shareholders’ Funds

for the year ended Share Non- Capital Total equity
30 June 2009 Share premium distibnable redemption  Capital Revenue shareholders’
capital account reserve reserve reserves reserve funds
£'000s £'000s £'000s £'000s £000s £000s £'000s

Balance at 30 June 2008 5,197 2,468 841 8,155 40,400 (1,079) 55,982
Movements during the year

ended 30 June 2009
Shares purchased and

cancelled by the Company (20) - - 20 (198) - (198)
Net return attributable to

equity shareholders - - - - 4816 7 4,823
Balance at 30 June 2009 5177 2,468 841 8,175 45018 (1,072) 60,607
for the year ended
30 June 2008
Balance at 30 June 2007 5,444 2,468 841 7,908 57635 (1,119 73,177
Moverments during the year

ended 30 June 2008
Shares purchased and

cancelled by the Company {247 - - 247  (2,480) - {2,480)
Net return attributable to

equity shareholders - N N - (14.759) 40 (14,718}
Batance at 30 June 2008 5,197 2,468 841 8,155 40,400 (1,079) 55,982
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Balance Sheet

a
a
=}
z

at 30 June 2009 2008
£°000s £'000s £'000s £'000s
Fixed assets
8 Listed investments 58,101 54,413
Current assets
¢ Debtors 250 50
Cash at bank and shori-term deposits 3,182 1,720
3,432 1,770
1t Creditors: amounts falling due within one year {926) (201)
Net current assets 2,506 1,568
11 Net assets 60,607 55,882
Capital and reserves
12 Share capital 5177 5,197
13 Share premium account 2,468 2,468
14 Non-distributable reserve a4 841
15 Capital redemption reserve 8,175 8,155
6 Capital reserves 45,018 40,400
16 Revenue reserve (1,072) (1,079)
55,430 50,785
Total shareholders’ funds 60,607 55,982
292.69 269.32

17 Net asset value per share - pence

Approved by the Board on 30 September 2009
and signed on its behalf by:

(" (oo 7]

Gordon Grender, Chairman

30 F&C US Smaller Companies PLC
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Cash Flow Statement

for the year ended 30 June 2009 2008
£'000s £'000s £000s £'000s

Operating activities

Investment income received 658 661

Interest received 16 59

Other income received 12 -

Fee paid to management company (466} (519}

Fees paid to Directors (69} (70)

Other payments (162) (132)

Net cash outflow from operating activities {11) {1}

Financial investment

Purchases of investments (42,781) (29,798}

Sales of investments 43,852 31,933

Other capital charges and credits (4) @)

Net cash inflow from financial investment 1,067 2,128

Net cash inflow before use of liquid resources and financing 1,056 2127

Management of liquid resources

increase in short-term deposits (1,531) (1,714}

Financing

Shares purchased and cancelted (198) (2,555)

Cash outflow from financing {198} (2,555)

Decrease in cash (673} (2,142}
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Notes on the Accounts

1. GENERAL INFORMATION

F&C US Smaller Companies PLC is an investment company incorporated in the United Kingdom with a listing on the London
Stock Exchange. The Company registration number is 02781968 and the registered office is Exchange House, Primrose Street,
Londan, EC2A 2NY, England.

The Compary conducts its affairs so as to qualify as an investment trust under the provisions of Section 842 of the Income and
Caorporation Taxes Act 1888 {*Section 842”). Approval of the Company under Section 842 has been received (subject to there
being no subsequent enquiry} in respect of the year ended 30 June 2008 and all previous applicable financial years. Such approval
exempts the Company from UK corporation tax on gains realised in the relevant year on its portfolio of fixed assst investments.

2. SIGNIFICANT ACCOUNTING POLICIES

(a) Basis of accounting

The accounts of the Company have been prepared under the historical cost convention, modified to include fixed asset
invesiments at fair value and in accordance with the Companies Act 2008, Accounting Standards applicable in the United
Kingdom and with the Revised Statement of Recommended Practice "Financial Statements of Investment Trust Companies™
(“SORP") issued in January 2009.

The functional and reporting currency of the Company is pounds sterling because that is the currency of the primary
economic environment in which the Company operates.

There have been no significant changes 1o the accounting policies during the year ended 30 June 2009.

In accordance with the SCRP, the Income Statement has been analysed between a revenue account {dealing with items of
a revenue nature) and a capital account (relating to items of a capital nature). Revenue returns include, but are not limited to,
dividend income and operating expenses and tax. Net revenue returns are allocated via the ravenue account to the ravenus
reserve, out of which dividend payments may be made. Capital returns include, but are not limited to, profits and losses on
the disposal and revaluation of fixed asset investments and currency profits and losses on cash and borrowings. Net capital
returns may not be distributed by way of dividend and are allocated via the capital account to the capital reserves. Dividends
payable to equity shareholdars are shown in the Reconciliation of Movement in Shareholders' Funds.

{b) Principal accounting policies
The policies set out below have been appiied consistently throughout the year.

) Fixed asset investments
As an investment trust, the Company measures its fixed asset investments at “fair value through prafit or loss” and
treats all transactions on the disposal and revaluation of investments as transactions on the capital account. Purchases
are recognised on the relevant trade date, inclusive of expenses which are incidental to their acquisition. Sales are a'so
recognised on the trade date, after deducting expenses incidental to the sales.
Quoted investments are valued at bid value at the close of business on the relevant date on the exchange on which
the investment is quoted. Investments which are not quoted or which are not frequenily traded are stated at Directors’
best estimate of fair value. In arriving at their estimate, the Directors make use of recognised valuation technigues and
may take account of recent arms’ iength transactions in the same or similar investment instruments. Where no reliable
fair value can be estimated, investments are carried at cost or, where subsequently revalued, at their previous canying
armount less any provision for impairment.

(i} Foreign currency
Monetary assets, monetary liabilities and equity investrments denominated in a foreign currency are expressed in sterling at
rates of exchange ruling at the batance sheet date. Purchases and sales of investment securities, dividend income, interest
income and expenses are translated at the rates of exchange prevailing at the respective dates of such transactions.

_Foreign exchange profits and losses on fixed asset investments are included within the changes in fair value in the capital
account. Fareign exchange profits and losses on other currency balances are separately credited or charged to the capital
account except where they relate to revenue items when they are credited or charged io ihe revenue acoount.
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2. SIGNIFICANT ACCOUNTING POLICIES {CONTINUED)

{il) Income
Income from equity shares is brought into the revenue account {except whers, in the opinion of the Directors, its nature
indicates it should be recognised as within the capitaf account) on the ex-dividend date or, where no ex-dividend date is
quoted, when the Company's right to receive payment is established.
Dividends are accounted for in accordance with Financial Reporting Standard 16 "Current Taxation™ on the basis of income
actually receivable, without adjustment for the tax credit attaching to the dividends. Dividends from overseas companies are
shown gross of withholding tax.
Where the Company has elected to receive its dividends in the formn of additional shares rather than in cash {scrip dividends),
the amount of the cash divigend foregone is recognised as income. Any excess in the value of the shares received over the
amount of the cash dividend foregone is recognised in the Capital account.

{iv)] Expenses, including finance charges
Expenses, including finance charges, are charged to the revenue account of the Income Statement, except as noted below:
- expenses incidental to the acquisition or disposal of fixed asset investments are included within the cost of the
investments or deductad from the disposal proceeds of investments and are thus charged to capital reserve — arising on
investments sold via the capital account; and
- performance fees insofar as they relate to capital performance are allocated to capital reserva - arising on
investments sold.
All expanses are accounted for on an accruals basis. Finance charges are accrued using the effective interest rate method.
(v} Taxation

Deferred tax is provided in accordance with Financial Reporting Standard 19 “Deferred Tax” on all timing differences that
have onginated bui not reversed by the balance sheet date, based on the tax rates that are expected to apply in the
period when the [ability is settled or the asset realised. Deferred tax assets are only recognised if it is considered mare
likely than not that there will be suitable profits from which ihe future reversal of timing differences can be deducted. In
line with the recommendations of the SORP, the allocation method used to calculate the tax relief on expanses charged
to capital is the “marging” basis. Under this basis, if taxable income is capable of being offset entirely by expenses
charged through ihe revenue account, then no tax relief is transferred to the capital account.

{vi

=i

Capital rademption reserve
The nominal value of ordinary share capital purchased and cancelled is transferred out of called-up share capital and into
the capital redemption reserve.

{viiy Capital reserves
Capital reserve — arising on investments sold

The following are accounted for in this reserve:

- gains and losses on the disposal of fixed asset investments;

— realised foreign exchange differences of a capital nature;

- performance fee payable to the Manager;

- costs of professional advice, including related imecoverable VAT, relating 1o the capital structure of the Company;
- other capital charges and credits charged or credited to this account in accordance with the above policies; and
- the costs of purchasing ordinary share capital.

Capital reserve — arising on invastments held

The following are accounted for in this reserve:

- increases and decreases in the valuation of fixed asset investments held at the year end; and

- unrealised foreign exchange differences of a capital nature.
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Notes on.the Accounts (continued)

3. INCOME

2009 2008
£'000s £'000s
Overseas dividends 764 760
Overseas scrip dividends 45 20
Interest on cash and short-term deposits 16 56
Cther income 12 -
Total incorme 837 836

4. MANAGEMENT FEES
2009 2008
Revenue Capital Total Revenue Capital Total
£'000s £'000s £'000s £'000s £'000s £'000s
Management fee - basic 474 - 474 485 - 485
Performance fee - 416 416 - - -
474 415 890 485 - 485

The Manager provides investment management, marketing and general administrative services to the Company for a
quarterly management fee payable in arrears equal to 0.20% of the funds under managernent.

The Manager is also eligible for a performance-related management fee, charged through the capital account, of 5% of any
annual out-performance by the net asset value ("NAV™) per share of “target performance”, definad as a margin of 2% over
the Russell 2000 Index (in both cases converted to sterling). If ine NAV per ordinary share performance {adjusted (o exclude
the relavant performance-related fee) exceeds the target, the performance-related fee is payable on the excess. If the NAV
per ordinary share underperiorms the Russell 2000 Index by 2% or more, the under-performance will be carried forward

and no further performance-related fee will be payable until the NAY per ordinary share has both recavered the accumulated
under-performance and exceedsad the target performanca for the year. The maximum performance-refated fee which may be
payable in respect of any year is 0.7% of gross assets.

The management agreement may be terminated upon six moenths” notice given by either party.

5. OTHER EXPENSES

2009 2008
£'000s £'000s

Auditors' remuneration:
for audit services 24 23
for taxation services 2 2

Directors' emoluments:

fees for services to the Company (see Directors’ Rermuneration Report on page 20) 69 69
Directors’ and Officers’ iability insurance 10 5]
Printing and postage 26 24
Private investor plan and marketing expenses 50 44
Sundry expenses 51 41

232 209

All expenses are stated gross of irrecoverable VAT, where applicable.
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6. TAXATION ON ORDINARY ACTIVITIES

(a) Analysis of tax charge for the year

2009 2008
Revenue Capital Total Revenue Capital Total
£'000s £'000s £'000s £'000s £'000s £'000s

Current tax charge (all overseas) on ordin:
activities {note 6 {b)) : 124 - 124 102 - 102

{b) Factors affecting the current tax charge for the year

2009 2008
Revenue Capital Total Revenue Capital Total
£'000s £'000s £'000s £'000s £'000s £'000s
Return on ordinary activities before tax 13 4,816 4,947 142 (14,785)  {14,613)
Return on ordinary activities muitiplied by the 37 1,348 1,385 42 {4,353) 4,311)
effective rate of corporation tax in the UK of
28.0% (2008: 28.5%)
Movement in taxable income accruals 14 - 14 1 - 1
Expenses not deductible for tax purposes 7 - 7 B - <]
Expenses utilised from prior years {45) - (45) (43) - 43}
Overseas taxation in excess of double tax relief 124 - 124 102 - 102
" Overseas income not subject to carporation tax {13) - (13) 8) - (6)
Expenses not utiised in the year - 116 116 - - -
Capital returns* - (1,464} {1,464) - 4,353 4,353
Current tax charge (note 6 {a)) 124 - 124 102 - 102

“These capitat returns are not subject to corporation tax within an investmant trust company.
The deferred tax asset of £395,000 in respect of unutiised expenses and eligible unrelieved foreign tax at 30 June 2009
(2008: £270,000) has not been recognised as it is unlikely that this will be utilised.

7. RETURN PER ORDINARY SHARE

Revenue return
The revenue return per share is based con the net revenue return atinibutable to equity shareholders of £7,000 profit
{2008: £40,000 profit).

Capital return
The capital return per share is based on the net capital return attributable to equity shareholders of £4,816,000 profit
(2008: £14,755,000 loss).

Weighted average ordinary shares in issue
Both the revenue and capital returns are based on a weighted average of ordinary shares inissue during the year of 20,737,606
(2008: 21,338,447).
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Notes on the Accounts (continued)

8. INVESTMENTS

Total
£'000s
Cost at 30 June 2008 66,216
Losses at 30 June 2008 {11,803)
Valuation at 30 June 2008 54,413
Movementis in the year:
Purchases at cost 43,127
Sales proceeds (44,070)
Gaing on investrments sold in year 1,340
Gaing at investments held at year end 3,291
Valuation at 30 June 2009 58,101
Cost at 30 June 2009 61,260
Losses at 30 June 2009 {3,159)
Valuation at 30 Jung 2009 58,101
A list of investments is set out on page 9.
Gains/{losses) on investments
2009 2008
£'000s £'000s
(Losses)/gains based on historical cost (4,013) 8,254
Amounts recognised in previous years 5,353 (8,055)
Gaing an investments sold in year based on carrying vatue at previous balance sheet date 1,340 199
Gains/(fosses) on investments held at 30 June 3,291 {14,929)
Total gains/{losses) on investments 4,631 {14,730)
9. DEBTORS
2009 2008
£'000s £°000s
Investment debtors 218 -
Prepayments and accrued income of a revenue nature 32 50
250 50
10. CREDITORS: AMOUNTS FALLING DUE WITHIN ONE YEAR
2009 2008
£°000s £'000s
Bank overdrait — unsacured 38 39
Irvestment creditors 301 -
Payable to the Manager 536 112
Accrued expenses 51 50
926 201
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11. INDUSTRIAL CLASSIFICATION (NET ASSETS)

2009 2008
% %
Investments
Financial services 20.8 19.7
Producer durables 15.2 13.6
Consumer discretionary 141 19.8
COther energy 131 5.0
Materials & processing 10.0 8.0
Healthcare 7.6 6.4
Autos & transportation 6.3 6.4
Technology 5.4 8.9
Utilities 3.4 3.8
Consumer staples - 46
Total investments 95.9 97.2
Net current assets 4.1 28
Net assets 100 100
12. SHARE CAPITAL
Authorised Issued and fully paid
Nominal Norminal
Equity share capital Number £'000s Nurnber £'000s
Ordinary shares of 25p each
Balance at 30 June 2008 75,000,000 18,750 20,786,635 5,197
Transfer to capital redemption reserve - - {79,500) (20)
Balance at 30 June 2009 75,000,000 18,750 20,707,135 5177

During the year 79,500 ordinary shares were purchased and cancelled at a total cost of £198,000. No shares have been

repurchased since the year end. At 28 September 2009, there were 20,707,135 shares in issue.

13. SHARE PREMIUM ACCOUNT

2009 2008

£'000s £'000s

Balance brought forward and carried forward 2,468 2,468
14. NON-DISTRIBUTABLE RESERVE

2009 2008

£'000s £'000s

Balance brought forward and carried forward 841 841
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Notes on the Accounts (continued)

15. CAPITAL REDEMPTION RESERVE

2009 2008
£'000s £'000s
Balance at 30 June 8,155 7,808
Transferred from equity share capital 20 247
Balance at 30 June 8,175 8,155
16. OTHER RESERVES
Capital Capital
reserve reserve
arisingon  ansing on Capita!
investments  investments reserves Reverue
sold held - total reserve
£'000s £'000s £'000s £'000s
Moverments in the year
Gains on investrments sold in the year 1,340 - 1,340 -
Transfers on investments sold in the year {5,353) 5,353 - -
Foreign exchange gains 605 - 605 -
Performance fee {416} - {416) -
Other expenses {4) - {4) -
Decrease in unrealised depreciation - 3,251 3.291 -
Revenua return - - - 7
Net return attributable to equity shareholders (3.828) B,644 4,816 7
Cost of shares purchased and cancelled {198) - {198) -
4,026) 8,644 4618 7
Balance at 30 June 2008 52,203 {11,803) 40,400 (1,079)
Balance at 30 June 2009 48177 {3,159) 45,018 (1,072)

Included within the capital reserve movement for the year are £108,000 of transaction costs on purchases of investments
(2008: £89,000), and £127,000 of transaction costs on sales of investments (2008: £85,000) and £34,000 of distributions
recagnised as capital (2008: £nil).

17. NET ASSET VALUE PER ORDINARY SHARE
Net asset value per ordinary share is based on net agsets of £60,607,000 (2008: £55,982,000) and on 20,707,135
{2008: 20,786,635) ordinary shares in issue at 30 June 2009,
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18. RECONCILIATION OF RETURN BEFORE FINANCE COSTS AND TAXATION TO NET CASH INFLOW FROM

OPERATING ACTIVITIES

2009 2008
£°000s £'000s
Total return before finance costs and taxation 4,947 (14,613)
Adjust for returns from non-operating activities
{Gains)losses on investments {4,631} 14,730
Fareign exchange {gains)losses charged to capital {605) 19
Cther expenses charged to capital 4 2]
Return from operating activities {285) 142
Adjust for non cash flow items
Decrease in accrued income 16 1
Decrease/(increase} in other debiors 2 2)
Increase/{decreasa) in creditors 420 {20)
Scrip dividends {45} {20)
Overseas taxation (119} (102)
Net cash outflow from operating activities a1 (1)
19. RECONCILIATION OF NET CASH FLOW MOVEMENT TO MOVEMENT IN NET FUNDS
2009 2008
£'000s £'000s
Decrease in cash (673) {2,142)
Increase in short-term depaosits 1,531 1,714
Movermnent in net funds resulting from cash flows 858 (428)
Foreign exchange movement 605 (19)
Movement in net funds 1,463 (447)
Net funds brought forward 1,681 2,128
Net funds carried forward 3,144 1,681
Foreign
Balance at exchange  Balance at
30 June 2008 Cash flow movement 30 June 2009
Represented by: ) £'000s £000s £°000s £'000s
Cash at bank/(bank overdraft) {39) (673) 674 {38)
Short-term deposits 1,720 1,531 {69) 3,182
1,681 858 605 3,144

20. RELATED PARTY TRANSACTIONS

The following are considered related parties: the Board of Directors (the “Board®) and F&C Management Limited (*F&C™).
There are no transactions with the Board other tham: aggregated remuneration for services as Directors as disclosed in

tnhe Directors’ Remuneration Report on page 20 and as set out in note 5 on the accounts; and the beneficial interests of
the Direciors in the ordinary shares of the Company as disclosed on page 15. There are no outstanding balances with the
Board at the year end. Transactions between the Company and F&C are detailed in note 4 on management fees and the

outstanding balance is detailed in note 10.
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Notes on the Accounts (continued)

21. FINANCIAL RISK MANAGEMENT

‘The Company is an investment company, listed on the London Stock Exchange, and conducts its affairs so as to qualify
in the United Kingdom {UK] as an investment trust under the provisions of Section 842, In so qualifying, the Company is
exempted in the UK from corporation tax on capital gains on its portfolio of investments,

The Company invests in quoted US smaller and medium sized companies in arder to secure long-term capiial growth.

In pursuing this cbjective, the Company is exposed to financial risks which coutd resul in a reduction of the value of the

net assets. These financial risks are principally refated to the market (currency movements, interest rate changes and
security price movements), liquidity and credit. The Board, together with the Manager, is responsible for the Company’s risk
management, as set out in detail in the Directors’ Report and Business Review. The Directors’ policies and processes for
managing the financial risks are set out in (a), {b) and (c) below.

The accounting policies which govesn the reporied balance sheet carrying vatues of the undertying financial assets and
liabilties, as well as the related income and expenditure, are set out in note 2 of the accounts. The policies are in compliance
with UK Accounting Standards and best practice, and include the valuation of fixed asset investments at fair value. The

Company does not make use of hedge accounting rules.

{a) Market risks

The fair value of equity securities held in the Comparny's partfolio fluctuates with changes in market prices. Prices are
themselves affectec by movernents in currencies and interest rates and by other financial issues, including the market
perception of future risks. The Board sets policies for managing these risks within the Company's objective and meets regulary
ta review full, timely and relevant information on investment performance and financial results. The Manager assessas exposure
to market risks when making each investment decision and monitors ongeoing market risk within the portfolio.

The Company’s other assets and liabilities may be denominated in US dollars and sterling and may alsc be exposed to
interest rate risks. The Manager and the Board regutarly monitor these risks. The Company dees not normally hold significant
cash balances. Although the Company is authorised to borrow money, it is not the Board's general policy to do so.
Consequently, no borrowings were entered into during the year.

Income earned in foreign currencies is converted to sterling on receipt.
Currency exposure

The principal cusrency to which the Company was exposed during the year was the US dollar, as all investments are quoted
in that currency.

The exchange rales applying against sterling at 30 June and the average rates during the ysar ended 30 June were as follows:

2009 2008

Average for Average for

At 30 June the year At 30 June the year

US dollar 1.6468 1.6311 1.9902 2.0092
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21. FINANCIAL RISK MANAGEMENT (CONTINUED)

Based on the financiat assets and liabilities held and the exchange rates applying &t the balance sheet date, a waakening or
sirengthening of sterling against the principal currency, US dollar, by 10% would have the following approximate eifect on
returns attributable to equity shareholders and on the NAV per share:

Weakening of sterling by 10% against the US dollar 2009 2008
Net revenue return attributable to equity shareholders — £'000s 33 132
Net capital return attributable to equity sharehclders - £'000s 6,802 8,241
Net total return attributable 10 equity shareholders - £'000s 6,835 6,373
NAV per shase - pence 33.0 30.7
Strengthening of sterling by 10% against the US dollar 2009 2008
Net revenue return attributable to equity shareholders — £'000s (90} (114)
Net capital return attributable to equity sharehotders - £'000s (5,571) (5,108)
Net iotal return attributable to equity shareholders - £'000s (5,661} (5,220
NAV per share - pence {27.3) (25.1)

These analyses are presented in sterling and are reprasentative of the Company's activities although the level of the
Company's exposure to the US doflar fiuctuates in accordance with the investment and risk management processes.

The fair values of the Company's assets and liabitities at 30 June by currency are shown below:

Cash at bank

Short-term and short-term Short-term Net

Investments debtors depaosits creditors exposure

2009 £'000s £'000s £'000s £'000s £'000s

Sterling - 14 - (589) (575}

US dallar 58,101 236 3,182 ° (337} 61,182

Total 58,101 250 3,182 (926} 60,607
Cash at bank

Short-term  and short-terrn Short-term Net

Investments debtors deposits creditors expasure

2008 £000s £'000s £'000s £'000s £'000s

Sterling - 17 1 {162) {144)

US dollar 54,413 33 1,719 39) 56,126

Total 54,413 50 1,720 {201) 55,982

Interest rate exposure
The exposure of the financial assets and liabilities to interest rate movements at 30 June was:
Within 2009 Within 2008

oneyear Nettotai oneyear Nettotal
£'000s £'000s £'000s £'000s

Exposure to floating rates — cash and bank overdraft 3,144 3,144 1,681 1,681
Net exposure 3,144 3,144 1,681 1,681
Minimum net exposure during the year 437 437 195 195
Maximum net expaosure during the year 3,416 3,418 3,064 3.064.3

Exposures vary throughout the year as a consequence of changes in the make-up of the net assets of the Company arising
out of the investment and risk management processes.
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Notes on the Accounts (continued)

21. FINANCIAL RISK MANAGEMENT {CONTINUED)
Interest received on cash balances is at rufing market rates. No borrowings were eniered into during the current or prior year.
There were no holdings in fixed interest investment securities during the year or at the year end (2008: same}.

Based on the financial assets and liabilitigs held and the interest rates ruling at each balance sheet date, a decrease or
increase in interest rates of 2% would have no material effect on the Income Statement revenue and capital returns after tax
or on the NAV per share.

Other market price risk exposures

The Company doas not usually enter into derivative transacticns in managing its exposure to US market risks. The portfolio
of investments, valued at £58,101,000 at 30 June 2009 {2008: £54,413,000) is therefore exposed to market price changes.
The Manager assesses these exposures at the time of making each investment decision. The Board reviews overall
exposures at each meeting against indices and other relevant information. An analysis ¢f the perifolio, held entirely in US
dollars, by major industrial sector is set out in note 11 of the accounts.

Based on the portfolic of investments held at each balance sheet date, and assuming other factors remain constant, a
decrease or increase in the fair value of the portiolio, in sterling terms, by 20% would have had the following approximate
effects on the net capital return attributable to equity shareholders and on the NAV per share:

2009 2008

Increase Decrease Increase Decrease

in value in value in value in value
£°000s £'000s £'000s £'000s !

Capital return 11,620 {11,620) 10,883  (10,883)
NAV per share — pence 56.1 (56.1) 52.4 (52.4) '

{b) Liguidity risk exposure

Tne Company is required to raise funds to meet cormmitments associated with financial instruments and share buybacks.

These funds may be raised either through the realisation of assets or through a temporary bank overdraft. The Company is

authorised to borrow money but it is not the Board's general policy to do so. The risk of the Company not having sufficient

liquidity at any time is not considered by the Board to be significant, given: the number of quoted investments held in the

Company’s portfolic (65 at 30 June 2009); the liquid nature of the portfolio of investments; and the industrial diversity of the

portiolio (see note 11). Cash balances are held with reputable banks, usually on overnight deposit. The Company does not ‘
normally invest in derivative products. The Manager reviews liquidity at the time of making each investment decision. The |
Board reviews liquidity exposure at each meeting.

The contractual maturities of the financial liabilities at each Balance Sheet date, based on the earfiest date on which payment

can be reguired, were as follows:

Three
mornths
or less Total
£'000s £'000s
2009
Current liabilities — other creditors 926 926
2008
Current liabilities — other creditors 20 201
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21. FINANCIAL RISK MANAGEMENT (CONTINUED)

{c) Credit risk and counterparty exposure

The Company is exposed to potential faifure by counterparties to deliver securities for which the Company has paid, or to
pay for securities which the Company has delivered. Such transactions must be settled on the basis of delivery against
payment (except where local market conditions do not permit).

Responsibility for the approval, limit setting and monitoring of counterparties is delegated to the Manager and a list of
approved counterparties is periodicalty reviewed by the Board. Counterparties are selected based on a combination of
criteria, including credit rating, balance sheet strangth and membership of a relevant regulatory body. The rate of default in
the past has bean negligible. Cash and deposits are held with reputable banks.

The Company has an ongoing contract with its custodian for the provision of custody services. The contract is reviewed
regularty. Details of securities held in custody on behalf of the Company are received and reconciled monthly.

To the extent that FAC carries cut management and administrative duties {or causes similar duties to be carried out by third
parties) on the Company's behali, the Company is exposed to counterparty risk. The Board assesses this risk continuousty
through regular meetings with the management of F&C {including the fund manager} and with F&C's internal audit function.
In reaching its conclusions, the Board also reviews F&C's parent group’s annual audit and assurance faculty report.

The Company had no credit-rated bonds or similar securities or derivatives in its portfolio at the year end {2008: none) and
doas not normally inviest in them. None of the Company's financial liabilities are past their due date or impaired.

(d} Fair values of financia! assets and liabilities
The assets and liabilities of the Company are, in the opinion of the Directors, reflected in the Balance Sheet at fair valus, or at

a reasonable approximation thereof.

The Company does not hold any unguoted investments.

(e) Capital risk management

The objective of the Company is-stated as being to invest in quoted US smaller and medium sized cormpanies in order

to secure fong-term capital growth. In pursuing this leng-term objective, the Board has a responsibility for ensuring the
Company's ability to continue as a going concern. It must therefore maintain an optimal capital structure through varying
market conditions. This involves the ability to: issue and buy back share capital within limits set by the shareholders in
general meeting; borrow monies in the short and long term; and, to the extent that it is able to do so under company law,
pay dividends to shareholders out of current year revenue earnings as well as out of brought forward revenus reserves.

Changes to ordinary share capital are set out in note 12 on the accounts.

22. POST BALANCE SHEET MOVEMENT [N NET ASSETS
The net asset value per share as at close of business on 25 September 2009 was 353.10p (30 June 2009: 292.69p).
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Ten Year Record

Assets
at 30 June
£'000s 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009
Total assets 115,955 80,946 86,743 74,590 53,265 ©B4,763 71,350 75,464 - 73177 55982 60,607
Loans - - - - - - - - - - -
Net assets 115,055 80,946 86,743 74,580 53,265 64,763 71,350 75,464 73,177 55982 60,607
Net asset value {*NAV”)
at 30 June
pence 1999 2000 2001 2002 2003 2004 2005~ 2006 2007 2008 2009
NAV per share 230.3 2434 2671 2273 2001 2445 286.0 3185 3361 2603 2927
NAV per share — diluted 2178 2284 2402 21B4 T T T t t t 1
NAV return on 100p - 5 years (per AIC) 1201
NAV return on 100p — 10 years (per AiC) 134.7
Share price
at 30 June

1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009
Middle market price per shae — ([pence) 183.3 2000 2225 2070 1820 2165 2635 2875 3005 2455 253.5
Discount to NAV (%) 15.8 124 107 5.2 4.0 1.5 11.0° 97 10.6 8.8 13.4
Share price high (pence) 1895 2158 2325 2540 2060 2310 2635 3283 3063 3406 3020
Share price low (pence) ng0 1640 1925 1680 1425 1905 1835 2595 20605 2182 1790
Share price total return on 100p — & years {per AIC) (pence) 171
Share price total return on t00p — 10 years {per AIC) (pence} 138.3
Revenue
for the year ended 30 June

1999 2000 2001 2002 2003 2004 2005* 2006 2007 2008 2008
Avallable for ordinary shares - £°000s @ (319} (357} (322) {143) {61) 222 164 94 40 7
Return per share {pence} 00 (088} {109 (099 {049 {0.23) 0.88 0.69 0.41 0.19 0.03
Dividends per share - - - - - - - - - - -
Performance
{rebased at 100 at 30 June 1999)

: 1999 2000 2001 2002 2003 2004 2005* 2006 2007 2008 2009

NAV per share# 1000 1028 1148 1010 927 1134 1374 1476 1558 1248 1357
Middle market price per share 000 10941 1214 N30 1048 1181 1438 1569 164.0 1340 1383
Russell 2000 index (sterling adjusted) 100.0 177 1256 1045 936 1923 1229 1349 1431 1184 1063
RPI 100.0 1033 1053 1064 1095 1128 1164 1199 1252 1308 1289

* Restated to reflact change in accounting policy,

1 Thare is no dilution. Tha warrants were exercised during the year ended 30 June 2003.

# Using NAV per shara - diluted where appliczble.
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Costs of running the Company (total expense ratio)

for the year ended 30 June

%

1999 2000 2001 2002 2003 2004 20057 2006 2007 2008 2009

Expressed as a percentage of

average net assets:
Total operating costs

0.94 1.02 0.97 0.99 1,15 1.08 1.1 1.05 1.08 1.16 1.83

Qperating costs excluding

performance fee 0.94 1.02 087 . 099 1.16 1.08 1.11 1.05 1.09 1.16 115
Liquidity
at 30 June
% 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009
Net liquidity 7.0 3.0 1.1 1.9 2.4 2.1 241 3.3 25 3.0 5.1

" Restated to reflect change in accounting policy.

Definitions
Operating costs

Net liquidity

Total assets

NAY

RPI

Average net assets
NAV return

Share price total return
Al

All costs charged to revenue and capital, excluding related taxation relief, interest costs, taxation, the cosis of i
purchase of share capital and the costs of buying and selling of investments.

Cash less loans, overdrafts and investment creditors plus investment debtors at balance sheet value as a
percentage of net assets.

Total assets less current liabilities (excluding loans).

Net asset value.

Ali-items retail price index.

Average of net assets at end of each quarter.

Return on net assets per share.

Return to the investor on mid-market prices assuming that all dividends paid to shareholders were reinvested.
Association of Investment Companies.

Report ard Accounts 2000 45




Notice of Annual General Mesting

Notice is hereby given that the sixteenth annual
general meeting of the Company will be held at
Exchange House, Primrose Street, London
EC2A 2NY on Wednesday 18 November 2009 at
12.30 p.m. for the following purposes:

Ordinary business

1.

NO U s LN

To receive and adopt the Directors’ report and
accounts for the year ended 30 June 2008.

To approve the Directors’ Remuneration Report.
To re-elect Mr N M Bachop as a Director,

To re-elect Mr M P S Barton as a Director.

To re-elect Mr G D Grender as a Director.

To re-etect Mr C A Parritt as a Director.

To re-appoint PricewaterhouseCoopers LLP as
auditors to the Company.

To authorise the Directors to determine the
remuneration of the auditors,

Special business
To consider and, if thought fit, pass the following
resolution as a special resolution:

9.

THAT:
(@) the Directors be and they are hereby:

(i generally and unconditionally authorised,
in accordance with section 551 of the
Companies Act 2006 {the “Act"), to
exercise all the powers of the Company
under section 551 to allot shares in the
Company and t¢ grant rights to subscribe
for or to convert any security into shares
in the Company {together heing “relevant
securities”} up to an aggregate nominal
amount of £258,839 during the period
commengcing on the date of the passing
of this resolution and expiring at the
conclusion of the annual general meeting
of the Company in 2010, and

{i) empowered, pursuvant to section 571 of
the Act, to allot equity securities {within
the meaning of section 560 of the Act)
pursuant to the authority referred to in
paragraph (a){i} of this resolution as if
section 561(1) of the Act did not apply to
any such aliotment,

but so that this authority and power shall

enable the Company to make offers or
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agreements which would or might require
relevant securities or equity securities to be
allotted after the expiry of this authority and
power and notwithstanding such expiry the
Directars may allot retevant securities and/or
equity securities in pursuance of such offers
or agreements;
all authorities and powers previously
conferred under section 80 or section 95
of the Companies Act 1985 be and they
are hereby revoked, provided that such
revocation shall not have retrospective effect;
and
(c} words and expressions defined in or for the
purpeses of Part Il of the Act shall bear the
same meanings in this resolution.

(b]

-

To consider and, if thought fit, pass the following
resolution as a special resolution:
10. THAT the Company be and is hereby generally

and unconditicnally authorised in accordance
with section 701 of the Companies Act 2006
{the “Act”) to make market purchases (within the
meaning of section 693 of the Act) of ordinary
shares of 25p each in the capital of the Company
{“ordinary shares”™) on such terms and in such
manner as the Directors may from time to time
determine, provided that;
@ the maximum number of ordinary shares
hereby authorised to be purchased shall be
3,103,999;

(b} the minimurn price which may be paid for an

—-—

ordinary share shall be 25p;

(¢} the maximum price which may be paid for an
ordinary share is the higher of (i) an amount
equal to 105% of the average of the middle
market gquotations for an ordinary share {as
derived from the London Stock Exchange
Daily Official List) for the five business days
immediately preceding the date on which the
ordinary share is contracted to be purchased
ar {ii) an amount equal to the higher of the
price of the last independent trade of an
ordinary share and the highest current
independent bid for an ordinary share on the
London Stock Exchange Daily Official List at
the time the purchase is carried out;




{d) the minimum and maximum prices per
ordinary share referred 1o in sub-paragraphs
{b} and {c) of this resolution are in each case
exclusive of any expenses payable by the
Company,

{e} the authority hereby conferred shall expire on
the date which is 18 months after the passing
of this resolution, unless such authority is
varied, revoked or renewed prior to such
time by the Company in general meeting by
special resolution; and

(f) the Company may make a contract to
purchase ordinary shares under the authority
hereby conferred prior to the expiry of such
authority which will or may be completed or
executed wholly or partly after the expiry of
such authority.

To consider and, if thought fit, pass the following
resolution as a special resolution:
11. THAT:

(@) the articles of association of the Company
be and are hereby amended by deleting
all the provisions of the memorandum of
assaciation of the Company which, by virtue

of section 28 of the Companies Act 2006, are -

to be treated as provisions of the articles of
association of the Company,; and

the articfes of association of the Company
be and are hereby amended in the manner
described in Appendix 1 to the Notice of
Annual General Meeting.

(b

.

To consider and, if thought fit, pass the following

resolution as a special resolution:

12. THAT a general meeting other than an annuat
general meeting may be called on not less than
14 ¢lear days' notice.

By order of the Board Registered office:
F&C Management Limited Exchange House
Secretary Primrose Street

30 September 2009 London EC2A 2NY
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Location of meeting

Notes

Pursuant to regulation 41 of the Uncertificated Securities Regulations
2001, only shareholders registered on the ragister of marmbars of the
Company at 11 p.m. on 16 November 2008 {the “specified time”) shall
be entitled 1o atiend and vots or be representad at the mesting in
respact of the sharas registerad in their name at that ime. Changes
to entries on the registar of members after the specitied tima shall be
disregarded in determining the rights of any person to attend and vote
at the masting.

If the meeting is adjourned 1o a time not mors than 48 hours aftsr
the time appticable io the eriginal maeting, the specified time
will also apply for the purpose of detarmining the entitlement of
members to attend and vota (and for the purpose of dstermining
the number of votas they may cast) at the adjourned masting. If,
however, the maeting is adjourned for a longer period then, to be
50 sniitled, members must be entered on the Company’s register
of membars at 11 p.m. on tha day which is two days befora the day
of the adjourned meeting, o, if the Company gives notice of the
adjourned meseting, &t any time spacified in that notice.

A mamber entitled to sitend, speak and vote at the mesting may
appoint one or more proxies to attend, speak and vote instead
of him/her. A proxy need not be a member of the Company. The
proxy form includes details on how to appoint more than one
proxy. You may nct appoint more than one proxy to exercise rights
attachad o any one share. If the Chairman, as a result of any
proxy appeintments, is given discration as to how the votas the
subject of thosa proxies are cast and the voting rights in respect
of those discretionary proxias, when added to the intarests in
the Company's securities already held by the Chairman, rasult in
tha Chairman holding such numbar of voting rights that he has
a notifiabla cbligation under the Disclosure and Transparency
Rules, the Chairman will make the necassary nolifications to the
Company and the Financial Services Authority, As a rasult, any
person holding 3% or mora of tha voting rights in tha Company
who grants the Chairman a discretionary proxy in respect of
some or all of those voling rights and so would otherwise have
a notification obfigation under the Disclosure and Transparancy
Rules, need not make a separate notification to the Company and
the Financial Servicas Autharity. Any such person holding 3% or
mara of tha voting rights in the Company who appairits a person
other than the Chairman as his proxy will need tc ensure that both
he and such third party complies with their respactive disclosure
obligaticns undar the Disclosure and Transparency Rules.

informaticn regarding tha mesting, including the information
required by Section 3t1A of the Companies Act 2006 is available
from www.fandcussmallers.com.

As at 28 September 2008, tha latest practicable data prior to
publication of this documant, the Company had 20,707,135
ordinary shares in issue with a total of 20,707,135 voting rights. No
shargs are held in treasury.
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Notice of Annual General Meeting

continued

A member of the Campany is entitled to attend and vote at the
masting. On a vote on a show of hands avary mamber attanding
in persen (or by corporate representative) is entitled to one vote
and where a poll is callad, every member attending in person is
entitled to have one vote for every share of any class of which he
is the hoider,

To be valid, & form of proxy for use at the mesting and the power
of attorngy or othér authority (it any) under which it is signed, or a
notarizlly certified or office copy of such power or authority, must
be deposited with the Company's registrars, Computarshara
lnvastor Services PLC, The Pavilions, Bridgwater Road, Bristol
BS99 6ZY. Alternatively, the form of proxy may be raturned by
electronic means using the CREST Service as datailed below, In
sither case the form of proxy must be returned not less than 48
hours before the time appointed for the holding of the mesting (any
part of a day which is a non-working day shall not ba included in
calculating tha 48 hour pariod). You may nct use any elactronic
addrass provided either in this notice ar any related documanis
(including the form of proxy) to communicate with the Company for
any purpose other than those expressly stated.

Te appoint ona or more proxies or to give an instruction to a
proxy (whether previously appointed ar otherwise} via the CREST
systam, CREST maessages must be raceived by the Company's
agent (ID number 3RAS50) by the deadline stated above. For
this purpose, the time of receipt will be taken to be the tima {as
determined by the timestamp generated by the CREST system}
from which the issuer’s agent is able to reirieve the message.
The Compary may treat as invalid a proxy appeintment sant by
CREST in the circumstances set out in Regutation 35(5)(d) of the
Uncertificated Securities Regulations 2001. CREST members whe
wish to appoint a proxy or proxies through the CREST electronic
proxy appointment service may do so by using the procedures
described in the CREST Manual and by logging on o the website
www.aurcclear.com/CREST. CREST parsonal membaers or other
CREST sponsored members, and those CREST members who
have appointed a voling service provider(s), should refer to their
CREST spensor or voting service provider{s), who will be able to
take the appropriate action on their behalf. In ordsr for a proxy
appointmant or instruction made using the CREST service to
be valid, the appropriate CREST message (2 "CREST Proxy
Instruction®) must be properly authenticated in accerdanca with
Euroclear UK & Ireland Limited’s specifications, and must contain
the information required for such instruction, as described in the
CREST Manual. CREST mambers and, where applicabla, their
CREST spensors, or vating sarvice providars should note that
Euroclear UK & Ireland Limited does not make available special
proceduras in CREST for any particular message. Normal systam
timings and limitations will, tharefcre, apply in relation to the
input of CREST Proxy Instructions. It is the responsibility of tha
CREST member concerned 1o take {or, if the CREST membear
is a CREST personal member, or sponsored member, or has
appointed a voting service pravider(s), to procure that his CREST
sponsar or voting service provider(s) iake(s)} such action as shall
Do necassary to ensure that a message is transmitted by means
of the CREST system by any particular time. In this connection,
CREST members and, where gpplicable, their CREST spansors
or voting system providars are referrad, in particular, to those
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sactions of the CAREST Manual concerning practical limitations of
tha CREST system and timings,

Investors halding shares in the Company through the F&C savings
ptans should ensure that forms of direction are raturned to
Computershare |nvastor Services PLC not later than 96 hours
bafore the time appointed for holding the mesting.

The right to appoint a proxy does not apply to persons whose
shares are held on their behalf by another person and who have
bean nominated 10 recaeive communications from the Company
in accordance with saction 147 of the Companias Act 2006
"nominated persons”). Nominated persons may have a right under
an agraement with tha registerad shareholger who holds tha
shares on their behalf 10 be appointed {or {0 have someone alse
appointed} as a proxy. Altemativaly, if nominated persons do not
have such a right, or do not wish o exercisa it, they may hava a
right under such an agreement to give instructions to tha parson
helding the shares as ic the exercise of voting rights.

The register of Directors’ holdings, Directars’ terms of appeintment
lattars and a deed poll in relation to Directers’ indemnities are
available for inspection at the registered cffice of the Company
during normal busingss hours an any weekday and will be
available at the place of the meating from 15 minutes pricr to the
commancemant of the maeting until the conclusion thereof. No
Ciractor hag any contract of service with the Cempany.

A copy of the articles of association of the Company as proposed
to be adoptad with affect from the passing of resolution 11 will
be avallable for inspection at Charles Russall LLP, 5 Flaet Placa,
London EC4M 7RD and al the registered office of the Company
from the date of this notice until the conclusion of the annual
general meating and on the date of the annual gsnaral mesting at
the annual general meating 15 minutes pricr to the start untit the
conclusion of the maeting.

Under saction 3194 of the Companias Act 2006, the Company
must answar any question that a member may ask relating 1o the
business baing dealt with at the meeting unless: (i} answering the
quastion would intarfare unduly with the praparation for the meeting
or involve tha disclosure of confidantial information; {ii} the answer
has already been given on a websita in the form of an answer o a
question; or (i} it is undesirable in the interests of the Company or
the good order of the mesting that the gusestion be answerad.

The members ot the Company mesting the qualification criteria
set aut below may require the Company tc publish, on its websita,
a statement setling ouf any matter relating ¢ the audit of the
Company’s accounts, including the Independent Auditors' Report
and the conduct of the audit.

The qualification criteria for the preceding paragraph are that
tha Company has recaived such requasts from either mambers
reprasenting at least 5% of the tctal voting rights of all the
members who have a relevant right to vote or at lsast 100
members who have a ralevant right to vote and held sharas in the
Company on which thers has been paid up an average sum per
member of at least £100.




Appendix 1: Explanatory notes of principal changes to
the Company’s articles of association

1 The Company's objects

The provisions regulating the operations of the
Company are currently set out in the Company's
memorandum and articles of association. The
Company’s memorandum contains, among other
things, the objects clause which sets out the scope
of the activities the Company is authorised to
undertake. This is drafted to give a wide scope.

The Companies Act 2006 {the "Act”) significantly
reduces the constitutional significance of a
company's memorandum. The Act provides
that a memorandum will recerd only the names
of subscribers and the number of shares each
subscriber has agreed to take in the company.
Under the Act the objects clause and all cther
provisions which are currently contained in a
company's memorandum will, on 1 October 2009,
be deemed to be contained in a company's articles
of association but the company can remove these
provisions by special resolution.

Further the Act states that unless a company's
articles provide otherwise, a company's objects
arg unrestricted. This abolishes the need for
companies to have objects clauses. For this reason
the Company is proposing to remove its objects
clause tegether with all other provisions of its
memerandum which, by virtue of the Act, are to be
treated as forming part of the Company's articles
of association as of 1 October 2009. Resolution
11{a) confirms the removal of these provisions
for the Company. As the effect of this resolution
will be to remove the statement currently in the
Company's memorandum of association regarding
limited liability, the amended articles also contain
an express statement regarding the limited liability
of the shareholders.

2 Change of name

Currently, a company can only change its name by
special resolution. Under the Act a company will be
able to change its name by other means provided
for by its articles. Whilst there are no current plans
to do so, the amended articles enable the Company
to pass an ordinary resolution to change the
Company’s name.
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3 Proxy voting

The Act, as amended by the Companies
{Shareholders' Rights) Regulations 2009 (the
“Regulations”), clarifies, to a great extent, the
position concerning the rights of proxies when voting
on a show of hands. There are two elements: a
proxy appointed for the same meeting by more than
one member; and a member who appoints more
than one proxy, each one appeinted in respect of
different shares within the same holding.

If a proxy is appointed, in relation to the same
meeting, by more than one member and all the
shareholders whe have appointed him instruct him to
vote in the same way, he is only able to vote conce, ‘for’
or ‘against’ as applicable. If, however, these members
give different instructions to the proxy {so one or more
‘for' and one or more ‘against’ on a resolution being
voted on a show of hands) the proxy is able to reflect
both types of instruction and have up to one vote
‘for' and one vote ‘against’ on a show of hands. He is
therefore able to put his hand up twice, once ‘for’ and
once ‘against’.

This scenaric is the only stated exception in the
Act as amended to the general rule that the proxy
has one vote on a show of hands. There has been
some debate about how this exception should be
interpreted if the proxy also has discretionary votes
{i.e. if all the concrete instructions are one way {'for’
or ‘against’), whether the proxy could have a second
vote the other way if he wishes to use the discretions
he has been given to vote the other way} and the
amended articles confirm that a proxy appointed
by more than one member is not resiricted by the
concrete instructions he has received from casting
a second vote the other way under discretionary
autherity given by other members if he chooses to
do so.

If a member appoints more than one proxy
in respect of different shares within the same
shareholding, each appointed proxy has one vote on
a show of hands. This enables nominee shareholders,
should they choose, to appoint the underlying
beneficial owners as proxies in respect of those
shares in which they have an interast, and the latter
can vote at the relevant company meeting on a show
of hands {as well as cn a poll).
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Appendix 1 (continued)

4 Proxies to vote in accordance with instructions
A proxy is already required to vote in accordance
with any voting directions provided by the appointing
shareholder but this has now been included in the
Act at section 324A, which states that a proxy must
vole in accordance with any instructions given by
the member by whom the proxy is appointed. A
provision has been added to the amended articles
to confirm that there is no obligation on the
Company to check whether proxies (or corporate
representativas} are voting in accordance with
instructions and that the vote is not invalidated
should instructions not be followed.

§ Authorised share capital and unissued shares
The Act abglishes the requirement for a company to
have an authorised share capital and the Amended
Articles reflect this. Directors will still be limited as
to the number of shares they can at any time allot
because allotment authority continues to be required
under the Act, save in respect of employee share
schemes.

6 Adjournments

Under the Act, if a general meeting is adjourned
because the necessary quorum is not present at
the meeting, the adjourned meeting must be held
at least 10 clear days after the date of the original
meeting and the amended articles have been
amended to reflect this change.

7 Record dates

The Act as amended introduces a new requirement
for a company to determine a record date for voting
at general meetings. The voting record date must be
determined by reference to the register of members
not more than 48 hours before the time for holding
the meeting, ignoring any part of any day that is not
a working day. The amended articles have been
amended to reflect the ability to disregard any part
of a non-working day in the calculation of the 48
hour period.

F&C US Smaller Companies PLC

8 Chairman’s casting vote

Since the Regulations came into force on 3 August
2009, the chairman of a listed company cannot have
a casting vote where there is an equality of votes on
an ordinary resolution at a general meeting and so
this provision has been deleted from the amended
articles.

9 Redeemable shares

At present if a company wishes to issue redeemable
shares, it must include in its articles the terms and
manner of redemption. The Act enables directors to
determine such matters instead provided they are
s0 authorised by the articles. The amended articles
contain such an authorisation. The Company has
no plans to issue redeemable shares but if it did so
the Directors would need shareholders’ authority o
issue new shares in the usual way.

10 General

Generally the opportunity has been taken to bring
clearer language into the amended articles and
to update the references to the Companies Act
1985 to refer to the replacement provisions of the
Act. In some areas the language of the amendead
articles has been confarmed with that used in the
model articles for public companies produced by the
Department for Business, Innovation and Skills.

A copy of the articles of association of the
Company as proposed to be adopted with effect
from the passing of resolution 11 will be available
for inspection at Charles Russell LLF, 5 Fleet Place,
Londen EC4M 7RD and at the registered office of
the Company from the date of this notice until the
conclusion of the annual general meeting and on
the date of the annual general meeting at the annual
general meeting 15 minutes prior to the start until the
conclusion of the meeting.




Information for Shareholders

Net asset value and share price

The Company's net asset value per share is released
daily, on the working day following the calculation
date, to the London Stock Exchange.

The current share price of FAC US Smalter
Companies PLC is shown in the investment trust or
investment companies section of the stock market
page in most leading newspapers, usually under
“F&C US Smaller Cos".

Performance information

Information on the Company's performance is
provided in the half-yearly and final reports which
are sent to shareholders in February and October
respectively.

More up-to-date performance information is available
on the internet at www.fandcussmallers.com. This
website also provides a monthly update on the
Company's largest holdings with comments from
the Manager.

Report anct Accounts 2009

UK capital gains tax (“CGT")

An approved investment trust does not pay tax on
capital gains. UK resident individuals may realise net
capital gains of up to £10,100 in the tax year ending
5 April 2010 without incurring any tax liability.

Taper relief and indexation allowances were
aholished with effect from 6 April 2008 in favour of a
single rate of charge to CGT of 18%.

Shareholders in doubt as to their CGT position
should consult their professional advisers.

Association of Investment Companies (*AIC")
F&C US Smaller Companies PLC is a member of the
AIC, which publishes monthly statistical information
in respect of member companies. The publication
also has details of the investment plans available. For
further details, please contact the AIC on 020 7282
5555, or visit the website www.theaic.co.uk.
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How 10 Invest

Cur Manager, F&C, runs a number of savings
products which have been set up to provide cost
effective and flexible ways to invest. Details of these
products are listed below. You can buy F&C US
Smaller Companies PLC shares using a bank or
stockbroker or through a telephone dealing service.
The shares can also be bought online; the F&C
website at www.fandc.com has a link to Sefftrade,
one of Europe’s biggest online stockbrokers.

Gains arising from assets held in an Individual
Savings Account and Child Trust Fund are exempt
from tax. Interest and dividends received on assets
in these savings products are free of income tax, and
there are income tax savings for higher rate taxpayers.

Private Investor Plan (“PIP")

It only costs 0.2% (plus 0.5% government stamp
duty) to invest in F&C US Smaller Companies PLC
via this simple savings plan and there are no ongoing
charges. You can invest from £50 each month via a
direct debit {(£25 on behalf of a child) or from £500 as
a lump sum, The minimum for top-up investments is
£250. Investrents in the PIP can be made online.

Pension Savings Plan (“PSP")

You can maximise your tax benefits and save for
your retirement using this low cost personal pension
plan. There is only a 0.5% management fee and this
is capped at £500. Contributions can be made via a
minimum £1,000 ump sum or by a monthly minimum
direct debit of £50. The minimum top-up is £500. Now
that personal pensions are no longer restricted to those
with eamings of their own, almost everyone under the
age of 75 is eligible. This means that you can invest on
behalf of non-working spouses or partners and children.

Child Trust Fund ("CTF"}

Parents can invest the Government voucher issued
to all children born since 1 September 2002 in a
CTF. There are no initial or annual plan charges
and there is only 0.5% government stamp duty on
any purchases. Parents and grandparents {or cther
relatives or friends) can add contributions totalling

£1,200 a year. You can invest from £25 each month
via direct debit or from £100 for lump sums once
you have invested your voucher.

Individual Savings Account (“1SA")

Individuals can invest up to £7,200 each year in
F&C’s Stocks and Shares ISA. The limit is to be
raised to £10,200 per annum, for individuals over 50
years old, with effect from 6 October 2009 and for
all other individuals with effect from 6 April 2010.

The minimum monthly direct debit is £50, minimum
lump sum investment is £500 and the minmum top-up
is £250. Investments in the ISA can be made online.

ISA investments can also be phased over three or
six months. This is especially useful near the end of
the tax year when the option for monthly investment
is no longer viable.

In addition to the 0.2% dealing charge, F&C
charges £60 + VAT a year ISA plan charge to cover
any ISAs held, no matter how many tax years' 1SAs
have been taken out with them, or how many ISAs
have been transferred to them.

Contact details

For further deiails on the savings plans and application
forms, please contact investor Services on

0800 136 420 info@fandc.com

or broker support on

08457 992 299 adviser.enquiries@fandc.com
(UK calls charged at the local rate)

Fax 0131 243 1315

You can also find more information on the website:
www.fandc.com

If you wish to write to us, the address is:

Investor Services Team, F&C Management Limited,
80 George Street, Edinburgh EH2 3BU

If you have trouble reading small
print, please let us know. We can
provide literature in alternative
formats, for example, large print
or on audiotape. Please call 0845
600 3030 for more details.

Patential investors are raminded that the value of invastments and the income from them rmay go down as well as up and investors may
not raceiva back the full amount invested. Tax bensfits may vary as a rasult of statutory changes and their value will depend on individual

circumstancas.

The infarmation on this page has been issued and approved by F&C Management Limited, authorised and raguitated in the UK by the

Financial Sarvices Authority.
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