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Company data at 31 March 2004
Total assets

£1,355m’

Shareholders’ funds
£1,128m

£907m

thefore deduction of debentures and short ferm borowings.

Company Summary

Scottish Mortgage is one of the largest investment trust companies
in the UK. Its objective is to maximise total return whilst also generating

real dividend growth.

Policy and Objective

Scoftish Morgage's obijective is fc
maximise total return whilst also
generating real dividend growth.

We invest internationaily but with a core
of exposure to the UK market. Cur equity
portfolio is relotively concentrated. We
look to buy and held strong businesses
with good prospects for growth. We do
nol replicate regional indices but instead
manage the portfolio and gearing levels
actively; our focus is on identifying
autstanding global investments.

Benchmark

The portfolio benchmark against which
performance is measured is 50% FTSE
All-Share Index and 50% FTSE World
Ex UK Index {in sterling terms).

Management Details

Baillie Gifford & Co is appointed as
investment managers and secretaries fo the
Company. The management confract can
be terminated at 12 months” nofice.

Capital Structure

At the year end the Company's share
cepital consisted of 297,305,115
odinary shares of 25p each which were
issued and fully paid. During the year the
Company bought back 700,000 shares
for cancellation. long term gearing has
been secured by the issue of £146 million
Inominal velue) of debenture siocks.

Management Fee

Baillie Gifford & Co's annual remuneration
is 0.32% of total assefs less current
liabilities (excluding short term borrowings
for investment purposes), calculated and
payaole on a quarterly basis.

Market capitalisation

COMPANY SUMMARY

ISA/PEP
ISA and PEP transfer facilities are
avaiiable {see inside back cover).

AITC

The Company is a member of the
Association of Investment Trust Companies,
of which it was one of the founder
members in 1932.

Notes

None of the views expressed in this
document should be construed as odvice
io buy or sell a particular investiment.

Investment trusts are UK public listed
companies and as such are not authorised
or regulated by the Financial Services

Authority,
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YEAR’S SUMMARY

Year's Summary

The following information illustrates how an investment in Scottish
l Mortgage has performed relative to its benchmark over the year to
31 March 2004.
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YEAR'S SUMMARY
31 March 31 March
2004 2003 % change
Total assets (before deduction of debentures, long and short term borrowings) £1,355.3m £1,051.5m
Loans and Debentures £227.5m £207.2m
Equity sharehelders' funds £1,128.8m £844.3m
Nat asset value per ordinary share [after deducting debentures at par) 381.5p 285.5p 33.6
MNet asset value per ordinary share (after deducting debentures ar market value} 362.8p 268.0p 354
Share price 305.0p 234.5p 3001
FTSE All-Share Index 2,187.0 1,735.7 26.6
FTSE Waorld Ex UK Index {in sterling terms) 235.4 191.8 227
FTSE World Index {in sterding terms) 238.1 1940 227
Benchmark compaosite index 247
Dividend per ordinary share 7.C0p 6.60p 6.1
Ecrnings per ordinory shore 8.050 7.43p 8.3
Expense ratio 0.60% 0.49%
Discount {aker deducting prior charges at par) 20.1% 17.6%
Discount {after deducting prior charges at market value) 15.9% 12.5%
Year fo Year to
31 March 2004 31 March 2003
Year's high and low High Low High Low
Shere price 318.5p 234.5p 369.0p 212.3p
Net asset value 392.0p 285.5p 423.6p 263.8p
Discount 15.8% 20.6% 11.7% 21.4%
31 March 31 March
2004 2G03
Total zeturn per ordinary share
Revenue 8.05p 7.43p
Capital 94.86p (141.690)
Total 102.91p {134.26p)

Past performance is no guaantee of future pencormcmce.

One Year Performance
(figures rebased to 100 at 31 March 2003}
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FIVE YEAR SUMMARY

! Five Year Summary

I The following charts indicate how an investment in Scottish Mortgage
l has performed relative to its benchmark (applied retrospectively), its

underlying net asset value and the retail price index over the five year
I period to 31 March 2004.
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5 Year Total Return Performance
{figures rebased to 100 at 31 March 1999}

Annual Net Asset Value and Share
Price Total Returns (relative to the
benchmark total return)

Past performance is no guarantee of future perfermance.

FIVE YEAR SUMMARY

Dividend and RPI Growth
(figures rebased to 100 of 31 March 1999)

Discount to Net Asset Value

Iplotted on a monthly basis)
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CHAIRMAN’S STATEMENT

highlights

» During the year, equity markets
generally recoverez
The benchmark rose by 24.7%, a

» Nel asset value per share rose
strongly. by 33.6%, 9 percentage points
i Keud of the benchmark,

during the year.

Chairman’s Statement

In a year when equity markets made a strong recovery, our Company significantly

outperformed its benchmark index. Net asset value per share rose by 33.6% compared
to a 24.7% increase in the benchmark (50% FTSE All-Share and 50% FTSE World Ex UK
(in sterling terms)). Qur share price rose by 30.1%.

Having paid o regular interim dividend

of 2.2p and a second interim dividend of
4.4p, the Board is recommending a final
dividend of 0.4p meking a proposed tofal
for the year of 7.0p; a 6.1% increase
compared to a 2.6% rise in inflation [RPI).

The total retumn (revenue and copital
combined) per erdinary share this year was
102.9p {2003 - (134.3p)}. In percentage
terms, the totol retum wos 36.8% while the
benchmark index total return was 28.1%.

These results reflect two enduring strengths
of Scoltish Mortgage:

o its fruly global perspective

« the active approach taken by the
Managers.

Market Background

Glokal equity markets recovered
considerably during the first three quarters of
our financial year with the pace slackening
somewhat in the final quarer. The recovery
was reflected in generally befter corporate
earnings, especially in the United States,
an improvement in the outlock for many
economies helped by low inferest rates and
the boost given 1o the global economy by
continued rapid Chinese growth, Two
striking features of the period were the
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weakness of the US dollar and the strength
of metal and commodity prices.

Investment Performance and
Activity

The good performance of our Company
relative to its benchmark can ke accounted
for by a combination of:

e the benefits from the investment of
borrowings

s the decisions faken on where to allocate
assets throughout the world {most notably
through greater exposure 1o Emerging
Markets and Asia)

the generally good choice of shares by
the Managers.

Performance attribution details can be found
with the Managers’ Overview on pages 10
and 11. Past performance is no guarantee
of future performance.

Being able to borrow funds to invest in
equities, or other assels, has been o disfinct
advantage for the frusf this year. Canrying
gearing info rising equity markets made

a good confribution to the overall
performance. As gearing can adversely
affect performance in falling markets, it is

s Exposure to Asian and Emer%lng
Markets increased considerably

important that it is acfively managed and
adjusted to sult circumstances, and this we
have done. During the year we borowed
an additional £25m [denominated first in
Swiss francs and subsequently in US dollars)
to take advantage of the prospects for equity
market recovery. Net investment of £20m
was made info equities funded largely
through sales of fixed interest holdings. As a
percentage of total assets, exposure to fixed
interest and cash fell from 9.1% to 7.3%
over the course of the year.

In geographic terms, we continued to
increass the Asian {excluding Japan] and
Emerging Markets content which rose
sharply frem 8.8% of total assets to 14.4%.
We continue o see the opparunities in
many of these rapidly expanding economies
as more atiractive over the longer term than
those availcble in the majority of developed
countries.

The Company was underweight in the
United States, relative to its benchmark,
throughout the pericd. While there was

a strong rebound in corporale profitability

in the US, the weakness of the dollar
diminished market gains in sterling terms.
Exposure to the UK market was reduced as
more attractive investment opportunities were



found overseas. However, we noie that the
UK equity market does offer an above
average yield and reasonable prospacts for
renewed dividend growh.

Balance Sheet

While more short term debt was token out,
no changes were made to the fong term
debt which, when priced at morkef value,
now accounts for a reduced 14.9%
{18.8%) of foial assets following the rise in
markets over the period. If our debentures
are valved af current market prices rather
than at par the net asset value would fall to
362.8p compared fo an unadjusted

381 .5p. We will confinue io manage the
Balance Sheet by offsefting the debt against
appropriate classes of assets and adjusting
this belance in the light of prevailing
conditions.

Repurchase of Shares

A total of 700,000 shares were bought
back at a cost of £1.8m. While we are
not convinced that there is a direct
correlation between the level of discount
and buyback activity, we will be asking
sharehelders to renew the mandate to
repurchase up lo 15% of the then
outstanding shares at the AGM. Buybacks

can benefit shareholders by enhancing
MNAV per share for continuing sharsholders.

Marketing

Large global invesimant trusts can be
excellent vehicles for long term invesiment
and savings. Scollish Morigage gives
investors exposure to a diversified global
porifolic under very experienced
management af a reasonable cost. It has a
good track record in comparison with its
large peers in the global growth sector,
especially so over the past year.

Significant resources were devoted to
markeling fo attract new investors and levels
of adlivity have been high. The Managers
are looking at ways 1o cccelerate progress in
this area and further initiatives can be
expecied in the current yecr.

Board and AGM

Fam pleased to walcome Michoe! Gray and
lord Strathclyde lo the Board. Both are
extremely experienced in their respective
fields of business and politics and | am sure
that they will make @ valuable contribution 1o
the Company in the years ahead. | would
also like to express the Board's gratitude fo
lord Portailington who is retiring af the AGM

CHAIRMAN'S STATEMENT

having served on the Board for 7 years.
During his term, | know that his balanced
viewpoint and carefully considered opinions
have heen of considerable banefit to bath
myself and my predecessor.

| have pleasure in Inviting shareholders to
the AGM which will be held on 1 July in
Edinburgh. Details are given on page 50 of
this document.

Outlook

The global economy is currently buoyant.
This has allowed stockmarkets 1o recover
from the prolonged bear market. Further
progress will depend en the confinuance of
healihy and non-ianHoncr\/ growrh in
America and China. Al present growth in
boih economies is sufficiently strong to
recssure those locking for corpercte
eamings growth but also to alert markets to
the probability of tightening in monelary
policy. Scoffish Mortgage will manage your
investments actively in the hope that we can
again reporl good resulls in 12 months'’

fime.
,./é/ /Mf Zzw%]
Sir Donald MacKa

Y
10 May 2004
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DIRECTORS AND MANAGEMENT

Directors and Management

Members of the Board come from a broad variety of backgrounds. The Board
can draw on a very extensive pool of knowledge and experience. Baillie Gifford
& Co, a leading UK investment management firm, who act as Managers and
Secretaries to the Company have done so since its formation in 1909.

Directors

1 Sir Donald MacKay

Donald MacKoy is 67 and was
appointed a Director of Scotfish
Morigage Invastment Trust PLC in 1999,
became Chairman in 2003 and is
Chairman of the Nomination Committee.
He is an economist who was Professor of
Palitical Economy at Aberdeen University
and Professor of Economics at
HeriorWait University. He is o former
chairman of The Malcolm Group PLC and
Scoftish Enterprise and is currently o
director of Edinburgh Income and Value
Trust ple.

2 GA Ball

Geoflrey Ball is 60 and was appeinled @
Director of Scofiish Morgoge Investment
Trust PLC in 1983 and is the senior
independent director. He is executive
chairman of CALA Group ltd, having led
the Management Buy Out in 1999, He
was president of the House Builders
Federation of England and Wales from
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2001 to 2003. He was a director of
The Standard Life Assurance Company for
13 years untii 2001.

3 MM Gray

Michae! Gray is 56 and was appointed o
Director of Scottish Morigage Investment
Trust PLC on 26 February 2004, As
Chairman and Chief Executive he led the
growth of McQueen Intemnationa! over a
17 year period as it evolved from being o
printing company into a global enterprise
providing a range of support services to
technology companies, On McQueen's
acquisifion, he became Senior Vice-
President of Sykes Enterprises Inc., a globai
NASDAQ quoted cutsourcing services
company. He refired from Sykes in 1999
and currently has many business,
communily, charity and sporting interests
and responsibililies. He is a director of the
Scottish Community Foundation and a
former director of Scottish Enterprise.

4 WG McQueen

Gordon McQueen is 57 and was
appointed a Director of Scottish Morigage
Investment Trust PLC in 2001 and is
Chairman of the Audit Committee, He was
an executive director of HBOS plc, Bank of
Scetland and Hdlifax ple, where his chief
role was Chief Executive, Treasury.

5 The Earl of Portarlington

George Portarlington is 65 and was
appointed a Direcior of Scottish Mortgage
Investment Trust PLC in 1997, He is o former
director of Queensland Trading and Holding
Company Limited of Brisbane and of Cold
Storage Holdings Limited of Singapore.

6 JPHS Scoft

John Scott is 51 and was appointed @
Director of Scottish Mortgage Investment
Trust PLC in 2007, He is q former executive
director of Lazard Brothers & Co. Limited.
During his twenty years with Llazard, he wos



deeply involved with the merchant bank’s
Asian aclivities. He 1s currently a direcior

of various companies, including Dunedin
Income Growth Investment Trust PLC, Martin
Currie Pacific Trust ple, Xaar ple, Miller
Insurance, Albany Venture Managers and
Schroder Japan Growth Fund ple.

7 lord Strathclyde

Thomas Strathclyde is 44 and was
appointed a Director of Scoffish Mortgage
Invesiment Trust PLC on 26 February 2004,
He is currently the leader of the Opposition
in the House of Lords. His porliamentary
career to date includes extensive ministerial
experience at the Depariments of
Employment, the Environment, Trade and
Industry and the Scottish Office. Prior to
enfering politics in 1988 as a Government
Whip, lord Strathclyde worked in the City
for the insurance brokers, Bain Dawes. Lord
Strathelyde is also Chairman of London
based hedge fund manager Trafalgar

Capital Management Limited and o Director
of Traligura Asset Management Limited.

All Directars are members of the
Nomination and Audit Committees.

Managers and Secretaries

Scotish Mortgage is managed by Buaillie
Gifford & Co, an investment management
firm formed in 1927 out of the legal firm
Baillie & Gifford, WS, which had bean
Managers and Secrataries to the Company
since ifs formation in 1909,

Baillie Gifford is one of the largest
investment frust managers in the UK and
currently manages sight investment trusts,
Baillie Gifford also manages unit frusts and
open ended investment companies,
together with investment portfolios on
behclf of pension funds, charities and other
institutional clients, both in the UK and
overseas. Funds under the management or
advice of Baillie Gifford total around

DIRECTORS AND MANAGEMENT

£28 billion. Based in Edinburgh, it is one
of the leading privately owned investment
management firms in the UK, with

27 partners and o staff of over 400. I
won both the Investment Week “investment
Trust Group of the Year” award (for the
second year running) and also the
Investment Trusts Magazine ‘Group of the
Year' award. There is no guarantee that
Baillie Gifford’s past performance will be
repeated in the future.

The manager of Scofiish Morigage's
poﬂfoho is Jomes Anderson, o partner of
Baillie Gifford. Stock selection is primorily
the responsibility of specialist teams
covering all the regions of the world.

The firm of Baillie Gifford & Co is
authorised and regulated by
ihe Financial Services Authority.

SCOTTISH MORTGAGE INVESTMENT TRUST PLC 9



MANAGERS’ OVERVIEW

Returns From Markets
for the year ended 31 March 2004
Geographical performance* against
benchmark in local currency

Managers’ Overview

It is pleasant to be able to report on a
much improved year. This comes as a relief
after the prolonged bear market but we are
particularly pleased that we have been
able 1o exceed the benchmark retuns by

a considerable margin.

Part of our success stemmed from
maintaining our gearing. It need scarcely
be said that the experience of recent years
has made us very conscious of bath the
dangers and cpportunities inherent in long
term borrowings. We have made
significant improvements in our bond
capabilities in recent years and this should:
allow us to handle our borrowing levels
more effectively cnd consistently in the
years ohead with the guidance of the
Board.

Al a geographical osset allocation level
we have confinued 1o benefit from our
rising exposure towards Asia and Emerging
Markets. We think that this reflects an

10 ANNUAL REPORT 2004

historic shift in the global economy that will
dominate the investment scene of the next
20 years. There will, of course, be
interruptions fo this process as politics,
valuations end — above all — economic
cycles play out and we will try 1o take
account of these whilst keeping the
strategic picture firmly in mind.

For the third year in a row overcll stock
seleciion has been positive. UK
pedormance confinued its consistent record
whilst the contributions from Asia and
Emerging Markets selection were
noteworhy and that from Europe a refief
after o period of poor performance. There
were no major areas of concern with both
America and Jopan performing in line with
their regional indices. We regard all these
figures with a degree of interest but it is far
more important to consider the overall stock
selection picture as we view the Trust's
portfolic on an integrated global basis.
We have, for exampls, added significantly

fo our returns by meving our oil exposure
away from the UK towards Emerging
Markets.

Cur current view is that world economic
growth will be sirong in the year cheag
ard that corporate eamings are likely to
confinue fo rise, We see some signs of
renewed dividend growth which is
refreshing. Whilst the global political scene
remains of serious concern we think that
the decisive issues in the year chead will
prove 1o be the sustainability of strong
growth with low inflation. Britain s no
exception to this issue but developments
in America and China will be critical.
We are cautiously opfimistic.



MANAGERS’ OVERVIEW

Performance Attribution for the year to 31 March 2004
Computed relative to the benchmark {50% FTSE All-Share Index and 50%
FTSE World Ex UK Index lin slerling terms}) with net income reinvested.

Performance Attribution {in sterling lerms]
Contribution

Contribution atiributable to:
Benchmark Scoftish Mortgage Performance*  to relative Stock Assett
01.04.03 31.03.04 01.0403 31.03.04 SM Benchmark return sefection  allocation
Portfolic breakdown % % % % % % % % %
LK 50.0 50.0 54.9 50.5 324 31.0 0.7 06 0.1
Europe ex. UK 9.5 9.8 10.8 16.7 423 36.9 0.5 0.4 0.1
North America 32.5 30.5 29.4 261 17.3 16.8 0.4 01 0.4
Japan 4.3 54 55 6.8 46.3 46.5 0.2 - 0.2
Asia Pacific ex. Japan 3.0 3.4 6.2 11.0 454 40.6 0.6 0.2 04
Cther Emerging Markets 07 09 4.7 6.3 759 54.0 1.7 1.0 0.7
Bonds - - 1.0 7.2 12.5 - (1.3) - (1.3}
Cash - - 0.9 1.0 12.1 - (0.4 - (0.4}
Debentures and Loans - - [23.4 {19.6) 4.1 - 4.4 - 4.4
Total 100.0 100.0 100.0 100.0 36.8 28.1 7.0 2.2 47

Past performance is no guarantee of future performance.
Souice: HSBC/Baillie Giltord & Co

* The above returns are calevlated on o tofal return basis with net income reinvested. Scottish Morigage's figures represent the returns on the Company's porffolio
and the benchmark figures for each gecgraphical area represent the refurn on the appropriate FTSE index.

Centributions cannot be added together as they are ?eometric; for example to caleulate how a refurn of 36.8%, against a benchmark return of 28.1% translates into
a relative return of 7.0%, divide the portfolio retun of 136.8 by the benchmark retum of 1281 and subtract one.

T Asset cllocation includes the confribution altributable io currency movements,

Investment Changes (£'000}

Valuation at  Net acquisitions Appreciation Valyation at
31 March 2003 {disposals) (depreciation] 31 March 2004

Equities*:
LK 470,559 {32,127} 131,145 569,577
Continenial Europe Q2,750 {8,643) 36,370 120,477
North America 252,47 2,114 40,070 204,601
Japan 47,508 7072 22,696 77276
Asia Pacific 52,992 48,877 22,420 124,289
Other Emerging Markets 40,124 2,958 27,900 70,082
956,350 20,251 280,601 1,257,202
Sterling bonds 05,797 112,009} 4,271 58,059
Furo bonds 25,248 16,229 1,032 20,051
US dollar bonds 3,353 48 {217 3,184
Tota! investments 1,050,748 2,061 285,687 1,338,496
Net liquid assets 7 16,159 {1171] 16,845
Total assets 1,051,545 18,220 285,576 1,355,341

The figures above for tolal assefs are made up of tofal net assets before deduction of debentures, long and short term borrowings.

* Equities include convertibles, warrants, limited parinerships and OBICs.
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Distribution of Portfolio

Geographical 2004 [2003)

Other Emerging Markets 5.2% (4.0%)

Asia Pacific ¢.2% [5.0%)

Japan 5.7% {4.5%)

North America
21.9% 124.3%}

Continental Europe 10.5% (1 1.8%]

DISTRIBUTION OF PORTFOLIO AND THIRTY LARGEST EQUITY HOLDINGS

Thirty Largest Equity Holdings

Sectoral 2004 (2003)

Net Liquid Assets 1.3% (0.1%)
Overseas Bonds F.7% [2.7%}

Sterling Bonds 4.3% [6.3%] Resources 9.1% (9. 1%)

Information Technology tndustrials 9.1% (6.3%

6.1% (7.2%)

UK 47.5%
{50.4%)

Financials

o
28.0% [26.7% Consumer Goods

22.1% (22 5%)

Services and Utilities 18.3% (19.1%)

Market value % of

Name Region Business £'000 total assets
tVodafone United Kingdom Mobile telecommunication services 61,058 4.5
Royal Bank of Scotland United Kingdom Bonking 41,898 3.1
GlaxoSmithKline United Kingdom Pharmaceuticals 38,250 2.8
Barclays United Kingdom Banking 32,544 2.4
HSBC United Kingdom Banking 31,292 2.3
British American Tobacco United Kingdom Tobacoo 25,987 1.9
Golden West Financial MNorth America Savings and loans 24,365 1.8
Wellpoint North America Managed care 23,203 1.7
Man Group United Kingdom Hedge fund menoger and asset gatherer 21,303 1.6
Aviva United Kingdom life assurance 20,191 1.5
Diageo Lnited Kingdom Branded spirits 19,285 1.4
Omnicom North America Advertising agency 12,038 1.4
Samsung Electronics Asia Pacific Electronics manufochurer 19,003 1.4
Moody's MNorth America Bond rating agency 18,760 1.4
Prudential United Kingdom life assurance 17,047 1.3
Aliria Morth America Tobacco and food 17,568 1.3
imperial Tobacco United Kingdom Tobacco 16,865 1.2
Nckia Confinental Europe Mobile telecommunications equipment 16,160 1.2
YWolseley United Kingdom Builders' merchant 15,792 1.2
Pfizer North America Pharmaceuticals 15,676 1.2
BHF 8illiton Asia Pacific Diversified resources 15,278 1.1
Suncor Energy North America Ol company 15,264 1.1
Allied Domecq United Kingdom Branded spirits 14,650 1.1
Atlas Copco Conlinental Europe Enginesring 14,541 1.1
HBOS United Kingdom Banking 14,509 1.1
SAP Continental Europe Business soffware 14,255 1.0
Norifsk Nickel Other Emerging Markets Mining company 13,790 1.0
Carmival United Kingdom Cruise ship operator 13,283 1.0
BMW Continental Europe Avtomnobiles 12,954 1.0
BG Group United Kingdom Cil and gas exploration and production 12,932 1.0
637,641 471

1 Includes holding partly in converible loon siock.
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CLASSIFICATION OF INVESTMENTS

Classification of Investments

Other
Continental North Asiac  Emerging 2004 2003

UK Europe America Japan Pacific Markets Total Total
Classification % % % % % % % %
Equities*:
Mining - - - - 1.1 1.4 2.5 1.8
il and gas 1.0 0.6 11 - 1.1 2.8 6.6 7.3
Resources 1.0 0.6 1.1 - 2.2 4.2 9.1 9.1
Chemicals 0.6 - - 0.3 - - 0.9 0.5
Construction and building materials 2.1 - - 0.4 - - 2.5 3.2
Diversified industrials - - - - 0.4 - 0.4 0.6
Electronic and electrical equipment - 0.4 - 1.2 1.8 - 3.4 1.3
Enginesring and machinery 0.4 1.5 - - - - 1.9 07
Industrials 3. 1.9 - 1.9 2.2 - A 6.3
Automobiles - 1.6 - 0.4 0.7 - 2.7 1.2
Household goods and textiles - - 09 - - - 09 -
Beverages 2.5 - - - - - 2.3 3.
Food producers and processors - - 1.4 - - - 1.4 1.2
Healthcare and pharmaceuticals 3.9 - 38 0.2 0.2 0.6 87 12.0
Personal care and household products - 05 - - - - 0.5 0.4
Tobacco 4.1 - 1.3 - - - 54 4.6
Consumer Goods 10.5 2.1 7.4 0.6 0.9 0.6 22.1 225
Retaiters - 04 1.9 04 - - 27 3.7
Leisure and hotels 1.5 - 0.4 - - - 19 1]
Media and entertainment 1.4 - 1.4 - 0.2 - 30 44
Suppart services 2.1 - 0.6 - - - 27 2.3
Tronsport - - - 0.5 1.3 - 1.8 0.4
Telecommunication services 4.5 - - 0.5 - 0.4 5.4 6.5
Eleciricity 0.8 - - - - - 0.8 07
Services and Ultilities 10.3 04 43 1.4 1.5 0.4 18.3 191
Banks ?.4 - 0.8 0.7 1.0 - 11.9 1.7
Insurcince 0.2 - 0.9 - - - 1.1 1.8
Life assurance 2.8 - - - - - 2.8 19
Investment companies 0.7 09 - - - - 1.6 2.5
Recl estate 0.9 - - - 0.7 - 6 0.5
Crther financial 2.1 - 56 0.9 0.4 - 2.0 8.3
Financials 16.1 0.9 7.3 1.6 2.1 - 28.0 26.7
Infarmation technology hardware 0.5 1.5 0.7 0.2 0.3 - 3.6 30
Soltwars and computer services 0.5 1.1 0.9 - - - 2.5 4.2
Information Technology 1.0 3.0 1.6 0.2 0.3 - 6.1 7.2
Tolal Equities* 42,0 8.9 21.7 5.7 9.2 52 92.7
Total Equities* — 2003 44.8 8.8 24.0 4.5 5.0 38 90.9
Bonds 4.3 1.5 0.2 - - - 6.0 9.0
Net Liquid Assets 1.2 0.1 - - - - 1.3 0.1
Totfal Assets 47.5 10.5 21.9 57 9.2 5.2 100.0
tbetore deduction of debentures and short term borowings)
Total Assets — 2003 50.4 11.8 24,3 4.5 50 4.0 100.0
Debentures, Long and Short Term
Borrowings {11.2) - (3.3) - 2.3) - {16.8) (12.7)
Equity Shareholders’ Funds 34.3 10.5 18.6 57 6.9 52 83.2
Equity Shareholders' Funds — 2003 359 11.8 24.3 [0.7) 50 4.0 80.3
Number of equity investments* 42 12 24 16 18 8 120 129

* Including convertibles, warrants, limited partnerships and OFICs.
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MANAGERS' PORTFOLIO REVIEW

1 Vodufone

The huge popularity of picture
messaging is helping grow
revenues and profits at Vodafone,
Picture courtesy of Vodafone.
Wolseley.

2 Wolseley

Wolseley has seen strong demand
in the US for its fimber products
which are widely used in residential
construction, Picture courtesy of

United Kingdom

In common with other stackmarkets around
the world, UK share prices staged a very
welcoma recovery in the year to 31 March.
We believe this rise in share prices is well-
founded. Though an imporiant element of
the recovery is the increased willingness of
investors fo own sometimes volatile assets,
there has also been an improvement in
profitability ot many companies. We are
also encouraged by the fact that, ofter o
long period of rather paltry distributions,
the average rafe of dividend increase from
UK companies has begun to accelerate.

The performance of the Company’s UK
investments was strong in absclute terms and
tolerably good when compared to the wider
UK market - the Company’s UK investments
retumed 32.4% which compares to the tofcl
return on the FTSE All-Share of 31.0%. Many
holdings saw exceptional gains in their share
prices, most notably the hedge fund manager
Man Group, the building matericls distributor
Wolseley and the cruiseline operator
Camival. It is particularly encouraging that
these share price gains have been
accompanied by operational performance
that either met or exceeded our inifial
expectations. The Company also profited
from additions to more cyclical stocks such
as the elecironics group Spirent and the
publishing company United Business Media.
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Inevitably there were parts of the porfolic
that shone less brightly. Where this was felt
o reflect a fundamental disappointment in
the business, the holding has been sold.
However, we have been rsluctant to
dispose of longrstanding investments which
have performed well operationally simply
because their share price has lagged the
market during the last 12 menths.
Vodafone, for example, delivered @ total
return half that of the market but we believe
the likely progress in its earnings will
reward handsomely the patient invesfor and
we have therefore increased the holding.
Similarly, the number of shares held in
Royal Bank of Scotland is higher now than
a year ago. The investments in tobacco
companies which, in aggregate, lagged
the market return have also been increased.

The net effect of fransactions though has
been to reduce the Company's exposure
to the UK market. Primarily, this has been
a function of views on individual stocks
and the fact that, whenever our
enthusiasm for a particular UK-domiciled
comparny waned, we did nof
automalically seek to reinvest the proceeds
of any sale into olher UK companies but
instead locked to where that money can
be most profitably invested regardless of
geographic domicile.

The clearest example of this effort is the
fransactions in the UK oil majors, BP and
Shell. Having begun the period under
review with some £34m invested in

these stocks, Scoftish Morigage no longer
has any money invested in either of the
two companies. We are not persvaded
that either company can provide the
investor with @ total return in excess of
that offered by the wider UK market.
Instead, any enthusiasm for oil exposure
has been channelled info other companies,
often domiciled in developing countries,
whose production prospects appear
stronger and whose valuations are usually
lower.

The other aspect fo the reduction in

UK exposure, though less important an
influence than stock specific views, is that
the durction ond extent of the eamings
recovery in the UK may prove less than
that in other markets. The British economy
has been relctively robust in recent years
and this means there is less scope for a
cyclica) rebound in earmings. The economy
nas also been supported by enthusiastic
orowing on the par of consumers.

The gradual tightening of monetary policy
that the Bank of England appears to have
embarked on is likely to restrain this hithero
importtant contributor fo growth.



1 MAN 2 ABB

This MAN B&W Diesel two-stroke The revolutionary AZIPOD drive
engine with a piston diameter of system s fitled to the outside of the
98 ¢m ranks among the largest hull of a ship, and can be rotated
diesel engines in the world, being through 360 degrees. It allows
constructed mainly by Asian large ships to manoeuvre in small
licensees. Pictyre courtesy of MAN.  spaces, making tugs unnecessary.

Picture courtesy of ABB.

Continental
Europe

European stocks rose sharply in the year we have alsc profited from the marked
under review. The European economy recovery in froubled shares such as
deserves very litfle credit for this as the Ericsson. In combination this has enabled
global recovery was barely perceptible in us to outperform the regional benchmark
continental data. Some of the responsibility  and 1o contribute to the overall

for this depressing state of offairs lies with performance of the Trust.

the appreciation of the Euro but it kas been

disappointing that previously relatively Looking forward to the year ahead we see
buoyant economies such as France have litle evidence that European growth is likety
succumbed to the widespread stagnation to accelerate. We therefore intend to refain
and that even Ireland has shown only our focus on companies that have the
moderate growth. The strength of European  geographical range and competitive
markets was instead a reflection of the sirangths 1o enable them to flourish

infense sensitivity of many continental globally. longstanding excmples of tis
companies to the progress of the global approach include the French hair care
rather than regional economy. For mony giant I'Creal and the luxury goods

of the more successtul companies this has company Hermes. Perhaps less predictably
allowed sales and profitability to benefit we would make similar claims for several
from the boom in Asia whilst for others European industrials, For instance, BMW
falling global interest rates and risk and Porsche both seem to us to exemplify
premiums have allowed balance sheet brand sirengths thei comfortably franscend
restructuring and an end to threatened the limitations of the German domestic
insolvency. We have concentrated on the market. Equally the manufacturing skills and
higher quality set of these companies but broad international operations of Atlas

MANAGERS” PORTFOLIO REVIEW

Copco, MAN and a revived ABB appear
to us to offer good eamings growth rofes
and low valuations. SAP has thus far
demonstiated the market leadership and
growth polentiai to show that there are
some areas of technology where Europe
can compete but the faltering efforts of
Nokia have disappointed us.

Given the unpromising economic and
political prospects we see litfle reason to
expand our European haldings. We much
prefer to focus on the small selection of
companies that appear to us fo be both
globally competitive and attractively rofed
than to build an entire portfolio of stocks
that gives broad exposure to continental
equities and economies. We hope that this
approach will again be successtul in the
year ahead.
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MANAGERS’ PORTFOLIO REVIEW

1 Wendy's

The Tim Hortons Coffee Shop chain
is owned by Wendy's Infernafional.
Picture courtesy of Wendy's.

2 Iron Mountain

An Iron Mountain driver
on his rounds. Picture
courtesy of Iron Mountain.

North America

The US economy grew rather faster than
axpected last year as tox cuts and
morigage refinancing boosted consumer
spending. The scope for further such
stimulus appears limited — the budget
deficit is approaching 5% of GOP and
interast rates are expected to rise this
year — and so we would expect fo see
some slowing in persenal consumpiion
growth in the medium term.

It is therefore encouraging that the
corporate sector is showing signs of life.
Profits have now been rebounding for

two and a half years and while executives’
language remains cautious, their actions
have become a lile bolder — there has
been a pickup in mergers and acquisitions
activity and advertising and capital
spending are rising gently.

There were a number of new purchases

during the year. lren Mountain s the
dominant record management company in
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the US and UK. After a decade of heavy
investment the business's strong and
growing cashflows should increasingly

be returned fo shareholders. T Rowe Price
is o conservalivelyrun invesiment manager
which is unusual among its listed peers

in having grown largely without making
acquisitions and which is currently taking
share in the mutual fund market. Mohawk
is the leading US producer and distributer
of floor coverings. In recent years it and o
subsidiary of Berkshire Hathaway have
consolidated the industry and now conlral
70% of the carpel market between them.
Loblaw is a wellun Canadian supermarket
chain with atiractive growth prospects,

The most notable sale was of the
semiconductor company, Analeg Devices,
Despite additions to the Company's
remaining American tech stock, Microchip,
this sale resulted in a further reduction in
the Company’s already limited exposure
1o the US technology sector, While

technology demand continues to recover,
we remain concemned about valuations :
the technology sector is trading on o large
premium fo the rest of the market,
particulorly when options are expansed.

The US market rallied strongly during the
year as optimism over the economic and
profit cyclas grew. Despite having very liitle
exposure to the most cyclical parts of the
aconomy, the Company’s North American
portfolic marginally outperdormed the
market, tharks largely to very solid profit
growth from large holdings like Golden
West Financial, Wellpoint and Mocdy's.
In aggregate the Company’s Naorth
American investments remain both
considerably more profitable and no

more expensive than the market as a whole
and we expect them o confinue 1o grow
profits faster than the market over exiended
periods. Whilst there will be further
individual stock changes in the portfolio
these characteristics should remain intact.



1 Canon

At Canen, demand for colour
photocopiers is rising. Picture
courtesy of Canon.

Japan

Japanese equities finally refurned to form
in the year under review with Tokyo
offering the best return amongst developed
market indices with a gain of 50% in focal
currency terms. This followad o fall that
had taken the main equity indices to their
lowest levels in nearly 20 years by

March 2003.

The relatively modast economic expansion
that began in 2002 continued last year,
Industrial production rose further, helped
by export demand and rising private
capital spending. Unemployment fell,
although private consumption has been
steady rather than buoyant over the last
year. In addifion, nominal GDP growth

is not yet clearly positive, as price levels
have continued to fall in cerlain arecs.
The outlook for prices is one of the more
interesting issues for Japan at the moment.
Over the past decade, and particularly in
recent years, falling prices have depressed
profitability and exacerbaied the banking

2 Asahi Glass

Asahi Glass manufactures
gloss for TV displays. Picture
courtesy of Asahi Glass,

sector's troubles. Recent trends in some
property prices and consumer prices
suggest that downward pricing pressure
has sased, although it is too early to
confidently project a sustained period
of rising prices.

The situation in the banking sector remains
pivotal. The sector’s health is improving
and perceptions have changed
dramatically over the course of the year

to the considerable benefit of our holding
in UF). The effective bailout of Resona by
the government in the spring of 2003

was critical, and the larger banks have
also made some progress in increasing
their profitability. A reduction in debt levels
at the most highly geared companies have
also contributed fo an improvernent in the
quality of the banking sector's loan
portiolios.

The remainder of the Trust’s investments
are mainly concentrated in Japanese

MANAGERS' PORTFOLIO REVIEW

companies that boast a record of
successful expansion. These include
holdings in companies with globally
competitive businesses, such as Canon
and Toyota Motor, or in thase with very
strong domestic positions, such as
consumer products manufacturer Kao.
However, changes in management style
are widespread, and provide opportunities
to invest in businesses with tatent strangths
but erratic frack records. For exomple,

we purchased a holding for the Trust in
Tokyu Corporation, a collection of
operating businesses with a private
railway company its core. The value of
these assets is being enhanced by varicus
management improvements, although the
better environment is acting as a failwind.
We will continue to lock for similar
situations, whalever path the economy
takes next.
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MANAGERS" PORTFOLIO REVIEW

1 BHP Billiton

BHP Billiton is one of three
dominant global players in
iron ore. Picture courfesy of
BHP Billiton.

2 CNOQC

CNOOC has a unique position in
the Chinese offshore il industry.
Picture courtesy of CNOGC,

Asia Pacific and
1 Other Emerging

Markets

It has been o remarkable period in the
Asia Pacific region and the other emerging
markets. For the firsi time markets have
begun to recognise the full impact of
Chinese growth. 2004 may alse turn
out to be the year in which the crippling
deflation in some Asian economies, most
notably Hong Kong, finally comes to an
end. Elsawhere declining risk premiums
and improved economic management
have cllowed India, Russic and Brazil

fo prosper.

The most notakle feature of markets
globally has been the accrual of pricing
power to producers of raw materials and
energy, as Chinese demand has surged.
Cur portiolic has benefited from this
powertul trend through holdings such

as Petrobras, Luksil, Norilsk Nicke! and
BHP Biliiton. A note of caution may be
due now, as the current high returns in
these industries are bound to atfract
substantial new supply. Neverheless, we
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think that a substantial pesition in certain
energy and commedity stocks may be
warranted for some considerakle time,

We have made some increases to our
direct Chinese investments, for instance
with new purchases of Zhejiang
Expressway and Sinotrans, the freight
forwarder. Although there is some risk

of slowing cctivity over the next year,

we believe that some of the most exciting
individual long term growth siocks are
becoming apparent as Chinese
companies develop the management
capabilities to exploit the inherent growih
of their markets. We have confinued fo be
encouraged by the growth that India is
now producing. We have replaced our
successiul holding in the State Bank with
Cil and Naturel Gas Corporation on
price grounds.

Comfortably our largest individual holding
in the region is in Samsung Electronics,

Once again this company hos exceeded
forecasts and has prospered in each of
its major business segments. We continue
to add fo our position as despite its
excellent siock price performance the
rating siill seems abnermally cheap in

a global conex!,

We will be surprised if the year ahead
offers such smooth progress as we have
recently enjoyed. A period of nerves over
Chinese economic overheating or Russian
politics is probably overdue, whilst rising
global interest rates are seldom helpful

to volatile assets in Asia ond Emerging
Markets, We intend to use any such
periods of nervousness fo add to our
exposure o these regions as we stongly
believe that the economic and corporate
opportunities available are siill highly
attractive in the years ahead.



satellite launcher. Picture courtesy
of Avio.

1 Avio

Avio is part of the Arianespace
consortium, the world’s largest

2 Messer Griesheim

Messer Griesheim, the German
industrial goses company, was
acquired by its larger, better rated
competitor Air Liquide. Picture

courtesy of Air Liquide.

Fixed Interest

The general economic and financial
climate was beneficial for Scottish
Mortgage's bond portfolio in the year
to 31 March and we are pleased o
report a 12.5% retum on the Trust's
porifolio. Growth was stronger than
anlicipated almost everywhere but the
slack in the economy and the impact of
Asian production kept « lid on inflation.
This mix of improved growth and low
inflation is perfect for corporate bonds.
I allows companies to enhance their
credit ratings without inflationary fears
huring bond markets.

Our preference through the year has

been to buy bonds with a positive
expoesure o economic recovery,

For example we have invested in
insurance companies’ bonds which have
benefited both from the recovery in equity
markets and an increased focus on risk
management after recent painful episodes.
We have also invested in o selection of

high yield bonds which have performed
very well due to institutional investors’
shift into higher yielding assets and the
sharp decline in the default rate. Our
focus on companies which are expected
to reduce indebtedness has also led 1o
several success slories. For example
BSkyB, Stagecoach, Castle Transmission
and Messer Griesheim have all either
been upgraded to investment grade or

redeemed their bonds early at & premium.

Cur expeciation is that interest rates will
continue fo rise in the next 12 menths

in the UK and US but that this is largely
reflected in bond prices. Eurcpean bonds
look less susceptible and we continue to
favour this market. However the risk is
that inflation rises more than anticipated
and we will guard against this. Higher
company profitability will likely be
sustained and there should be ample
opportunity to find companies which
are reducing indebtedness in both
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invesiment grade and high yield markets.
While we would be surprised to see the
returns of the past two years matched,
Scottish Mortgage’s bond portfolio should
continue to mest its objective of generating
income fo help offset borrowing costs while
also proving an aftractive investment in its
own right.
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LIST OF INVESTMENTS AS AT 31 MARCH 2004

Market value

Classification Name Business £'000 %
United Kingdom
Ol and gas BG Group Exploraticn and production 12,932 1.0
Chemicals BOC Industrial goses supplier 8,645 0.6
Construction ond building materials  Bellway House builder 3,184
Bovis Homes House builder 3,312
Redrow House builder 3,120
Travis Perkins Builders” merchant 3,183
Wolseley Builders” merchant 15,792
28,591 2.1
Engineering and machinery FKl Diversified engineer 5,889 0.4
Beverages Allied Domecg Branded spirits 14,650
Diagso Branded spirils 19,285
33,935 2.5
Healthcare and pharmaceuticals Allionce UniChermn Pharmaceutical wholesale distributor 11,343
ClaxcSmithKline Pharmaceuticals 38,250
Shire Pharmoceuticals Pharmacauticals 3,23¢
52,832 3.9
Tobacco British American Tobacco Tobacco 25,987
Gallaher Tokacee 12,021
Imperiat Tobacco Tobacoco 16,865
54,873 4.1
Leisure and hotels Camival Cruise ship operator 13,283
William Hill Licensed betting operaior 6,761
20,044 1.5
Media and entertainment Aegis Media services 5,093
Trinity Mirror Newspaper publisher 2112
United Business Media Diversified media company 4,95C
19,155 1.4
Support services Bunzl Supermarket support services 8,565
Capita Support services 5,928
Compass Contract calering 11,623
Premier Famell Distributor of efectronic componants 2,303
28,419 2.
Telecommunication services TYodafone Mobile telecommunication services 61,058 4.5
Electricity Scettish & Southern Energy Electricity utility 10,897 0.8
Banks Barclays Barking 32,544
HBOS Banking 14,509
HSBC Banking 31,292
Royal Bank of Scotland Banking 41,898
Standard Chartered Banking 7115
127,358 Q.4
Insurance Jardine Loyd Thompsen Insurance troker 2,105 0.2
Life ossurance Aviva Life assurance 20,191
Prudential Life assurance 17,947
38,138 2.8
Investment companies UK Balanced Property Trust Property investment trush 9,584 07

Tdenotes holding parly in converible loan stock.
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LIST OF INVESTMENTS

Market value

Classification Name Business £'000 %
United Kingdom (continued)
Real estate Hammerson Property 2,129
Shaftesbury Praperty 3,622
12,751 0.9
Other financial Infermediate Capitel Group Mezzanine finance provider 7.73C
Man Group Hedge fund manager and asset gatherer 21,303
29,033 2.1
Information technology hardware Spirent Telecom equipment 6,795 0.5
Software and compuler services Sage Small business software 5,543 0.5
Total United Kingdom Equities 569,577 42.0
Confinental Europe
Cil ond gas ENI Ol and gas - haly 8,368 0.6
Electronic and electical equipment ABB Elecrical equipment ~ Switzerland 4,813 .4
Engineering and machinery Allas Copeo Engineering — Swedan 14,541
MAN Engineering — Germany 5,235
19,776 1.5
Aulomobiles BAMW Automobiles — Germany 12,854
Porsche Automobiles — Germany @390
22,353 1.6
Personal care and househald preducts U'Oreal Persenal care - France 6,956 0.5
Retailers Hermes Luswry goods - France 5,994 0.4
Investment companies Baillie Gitford European
Smaller Companies Fund Small company fund 11,574 0.9
Information technology hardware Ericsson Telecommunications squipment — Sweden 10,228
Nokia Mabile telecommunications equipment
- Finland 16,160
26,388 19
Software and computer services SAP Business software ~ Germany 14,255 1.1
Total Continenta) European Equities 120,477 8.9
North America
il and gas Suncor Energy Ol company - Canada 15,264 1.1
Housshold goods and textiles Mohawk tndustries Carpets 11,717 0%
Food producers and processors Williom Wrigley Chewing gum 7,238
Loblaw Supermarkeis - Canada 11,144
18,382 1.4
Healthcare and pharmaceuticals Eli Lilly Pharmaceuticals 7,644
Plizer Pharmaceuticals 15,676
Wellpoint Managed care 23,203
Wyeth Pharmaceuticals 5,312
51,835 3.8
Tobaeco Altria Tebaceo and food 17.568 1.3
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LIST OF INVESTMENTS

Market value

Classification Name Business £'000 %
North America {continued)
Retailers Tiffany Jeweller 11,013
TIX Offprice clothing 5613
Walgreen Pharmacy chain 9,789
26,415 1.9
leisure and hotels Wendy's Restaurants 6,088 0.4
Media and entertainment Omnicom Advertising agency 19,038 1.4
Support services Iron Mountain Document management 7,987 0.6
Banks M&T Bank Banking 11,440 0.8
insurance Marsh & Mclennan Insurance and fund management 11,840 G.9
Other financial Freddie Mac Mortgages 11,546
Golden VWest Financial Savings and loans 24,365
Moody's Bond rafing agency 18,760
State Street Custodian bank 11,147
T Rowe Price Fund management 3,753
75,571 5.6
information technology hardware Microchip Technology Semiconducfors 9,439 0.7
Scitware and computer services Automatic Data Processing Payroll processing 11,997 0.9
Total North American Equities 294,601 0.7
Japan
Chemicals Konica Office equipment and imaging 3,860 03
Caonstruction and building materials — Asahi Glass Glass 5,855 0.4
Electronic and electrical squipment Alps Electric Electronic components 2,545
Brother Office equipment 3,016
Canon Copiers and cameras 7.781
Keyence Sensors 3,316
T 16,658 1.2
Automobiles Toyota Motor Car manufacturer 5,323 0.4
Heclthcare and pharmaceuticals Kao Household geods 321 0.2
Ratailers Yamoda Denki Consumer elechronics retailer 4,789 0.4
Transport Tokyu Rail and property 6,585 0.5
Telecommunication services NTT Telecommunications 2518
NTT DoCoMo Mobile telecommunications 3,771
6,289 0.5
Barks UH Bank 10,030 0.7
Cther financial *MAC Japan Active Sharsholder
Fund Limited Partnership Shareholder activist fund 6,866
Promise Consurer finonce 5,048
11,914 0.9
Infarmation technology hardware Rohm Specialist semiconductors 2,762 0.2
Total Japanese Equities 77,276 5.7

*denotes unlisted security.
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LIST OF INVESTMENTS

Market value

Classification Name Business £:000 %
Asia Pacific
Mining BHP Billiton Diversified resources — Ausfralia 15,278 1.1
Qil and gas CNCOC Cil and gas exploration — China 12,772
Qil & Natural Gas Corp. Cil and gas exploration and production - India 1,638
14,410 I
Diversified industrials Li & Fung Supply chain management — Hong Kong 5817 0.4
Electronic and electical equipment  Hon Hai Precision Electronics manufacturer — Tahwan 5,332
Samsung Electronics Electronics manufacturer — Korea 12,003
24,335 1.8
Automaobiles Hero Honda Motors Motorcycle and scooter manufaciurer — India 9,219 07
Healthcare and pharmaceuticals CK Ufe Sciences Biotechnology company — Hong Kong 3,266 0.2
Media and enterfainment Tom.Com Media company — Hong Kong 2,584 0.2
Transpert Shanghai Forte land Residential propery ~ China 3,237
Sinotrans logistics services provider — China 6,600
Zhejiang Expressway Transpert — China 7,228
17,065 1.3
Banks Australia and New Zealand
Banking Banking — Australia &,283
BOC Horg Kong Financial services — Hong Kong 7,260
13,543 1.0
Real estate Cheung Kong Property developer - Hong Kong 3,260
Sun Hung Kai Property Property developer — Hong Kong 3,981
2,241 0.7
Other financial Singapore Exchange Securities exchange owner/operctor
- Singapore 5,388 0.4
Information technology  hardware legend PC manufacturer - Hong Kong 4,143 03
Total Asia Pacific Equities 124,289 9.2
Other Emerging Markets
Mining Anglo American Platinum Platinum mining - Sauth Africa 5,880
MNerilsk Nickel Mining company — Russia 13,790
19,670 1.4
Cil and gas Gazprom CGas producer - Russia 8,638
Lukail Gil company - Russia 10,799
Pefrobras Oil cormpany - Brazit 21461
Yukos Oil company - Russia 2,292
37,890 2.8
Healthcare and pharmaceuticals Teva Phormaceuticals Generic drugs manufacturer ~ lsrcel 8,620 0.6
Telecommunication services Tele Norte leste Telephone service operator — Brazil 4,802 0.4
Total Other Emerging Markets Equities 70,982 5.2
Yalue of equity stocks and CEICs 1,251,667
Convertible loan stock hoving an element of equity 5,535
Total Equity Investments 1,257,202 92.7
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LIST OF INVESTMENTS

Market value

tbefore deducticn of debentures and shart term borrowings)
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Classification Name £'000 %
' Fixed Interest
Sterling denominated AMP Group Finance £.875% 2022 1,990
AMP Group Finance G/R 2019 1,964
I Bank of Scotland FR {SAMS) 2072 23,652
Baxi Heating Finance 7.875% 2014 1,598
Bayerische Hypound Vereinsbank 8.675% 2005 228
I British Gas 8.875% 2008 3,971
British Telecom 5.75% 2028 Q26
Cairngorm FRN 2016 2,078
l Dignity Finance 8.151% 2030 2,725
EGG Banking 6.875% 2021 722
France Telecom 8% 2017 3,602
Gallaher 6.625% 2009 3,387
l Hillon 7.25% 2008 1,105
Household Finance 6.125% 2010 1,081
Next 5.25% 2013 181
I Pemex Project 7.5% 2013 2,098
Scoffish Mutual Assurance 7.25% Perpetual 2,126
Standard Life Finance Ple 6.75% Perpetual 239
I Unique Pub Finance 6.464% 2032 626
Westcoast Trains 6% 2015 1,560
58,059 4.3
l Euro denominated Avio .625% 2013 2,578
Duchess # E2 FRN 2015 1,337
EcoBat Finance 10.125% 2013 1,493
l Eircom 8.25% 2013 2,256
Europa Two 14% 2027 1,672
Kronos 8.875% 2009 1,452
Messer Griesheim 10,375% 2011 3,195
I MTU Aero Engines 8.25% 2014 1,233
North Westerly 10.993% 2016 2,674
Nymphenburg FRN 20235 288
l Teksid Aluminium 11.375% 2011 1,173
20,051 1.5
I US$ denominated Smuttit Capital 6.75% 2005 2,309
Stagecoach 8.625% 2009 875
3,184 0.2
| Total Fixed Interast 81,294 6.0
l Total Investments 1,338,494 98.7
Net Liquid Assels 16,845 1.3
Total Assets at Market Value 1,355,341 100.0



TEN YEAR RECORD

Capital
Debenture
stocks, long Equity
and Equity shareholders’ Net

At Total short term shareholders’ funds asset value Share
31 March assefs borrowings funds per share per share* price Discountt

£:000 £000 £'000 p p p %
1994 1,047,750 123,542 924,208 256.2 2574 2190 14.9
1695 1,072,822 195,505 877,317 243.2 2444 217.0 11.2
1056 1,323,010 209,871 1,113,139 308.6 309.8 268.7 13.3
1997 1,472,300 256,229 1,216,071 3371 3384 290.5 14.2
1998 1,877,15¢ 303,063 1,574,096 4364 437 .4 3840 12.2
1699 1,868,328 222,427 1,645,901 456.3 457.3 3755 17.9
2000 2,206,594 279.010 1,927,584 569.1 570.2 493.5 13.5
2001 1,660,182 195,893 1,464,289 445.4 4475 377.0 15.8
2002 1,509,887 206,899 1,302,988 421.4 423.6 36%.0 12.9
2003 1,051,545 207,225 844,320 283.3 2855 234.5 17.9
2004 1,355,341 227,560 1,128,781 3793 381.5 305.0 20.1
* Net asset value per ordinary share has been calculated ofter deducting prior charges at par value {see nofe 18, page 48).
T Discount is the difference between Scottish Mortgage's quated share price and ifs underlying net asset vaiue.
Revenue Gearing Ratios

Available Earnings per Dividend per

Year to Gross for ordinary ordinary ordinary share Expense Actual Potential
31 March revenue shareholders sharet net ratio§ gearing{ gearing|l

£000 £000 P p %
1994 35,751 14,847 4.12 410 0.34 106 113
1995 42,504 13,3290 3.37 4.40 0.24 105 122
1996 48,114 21,394 3.93 4.65 0.2¢ 101 1@
1967 50,571 24,604 6.82 5.15 0.27 104 121
1998 52,184 21,685 6.01 5.35 0.37 107 119
1999 44,894 20,263 5.62 5.50 0.38 107 114
2000 44 100 27 807+ 7.82r 5.65 0.50 105 114
2001 44,075 25,212 7.57 6.00 0.51 104 113
2002 36,377 24,213 7.56 6.25 0.47 109 116
2003 33,909 22,597 7.43 6.60 0.49 113 125
2004 35,829 23,931 B.05 7.00 0.60 m 120

1t The caleulation of eamings per ordinary share is based on the revenve from ordinary activities after taxation and the weighted average number of ordinary

shares in issue [see nole 8, pags 43).
§  Rafio of total operating costs to average shareholders’ funds.
1  Total assets {including all debt used for investment purposes) less all cash and fixed inferest securities {ex convertibles) divided by shoreholders’ funds.

IE Tofal assets lincluding oll debt used for investment purposes) divided by shareholders’ funds.

**  Restated for change in accounting pelicy to charge expenses 50:50 between revenue and capital.

Cumulative Performance (taking 1994 as 100)

Dividend per
Net Net asset Bechmark Share price  Earnings per ordinary Retail
At assel volue value ot Share total ordinary share price
31 March  per share total returntt Benchmark returni price returnt T share net index
1904 100 10C 100 150 100 100 100 100 100
1905 @5 Q7 Q8 101 G9 101 130 107 104
1996 120 125 120 128 123 128 144 113 106
1997 131 139 126 139 133 141 166 126 109
1998 170 182 164 183 175 189 146 130 113
1996 178 193 178 205 171 188 136 134 115
2000 222 243 207 241 225 250 190 138 118
2001 174 192 177 211 172 193 184 144 121
2002 165 184 168 204 168 192 183 152 122
2003 111 126 113 141 107 125 180 161 126
2004 148 174 141 181 139 169 195 171 130
Compound annual returns
5 year {3.6%) {(2.0%) {4.6%) (2.4%] (4. 1%) {2.1%) 7.5% 5.0% 2.5%
10 year 4.0% 57% 3.5% 6.1% 3.4% 5.4% 6.9% 5.5% 2.7%

11 Source: AITC.
11 Source: Thomsen Financial Datastream.

Past performance is no guarantes of future performance.
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Directors’ Report

The Directors have pleasure in submitting thair
Annual Report together with the results of the
Company for the year to 31 March 2004,

Status

The Company is an investment company
within the meaning of section 266 of the
Companies Act 1985,

The Company carries en business as an
invesiment frust, It was approved by the
Inland Revenue as an investment trust under
section 842 of the income and Corporation
Taxes Act 1988 for the year ended

31 March 2003, subject to any matters
that may arise from any subsequent enquiry
by the Inland Revenue into the Company's
tox return. In the opinion of the Diractors
the Company has subsequently conducted
its affcirs so as o enable it to confinue fo
obtain such approval and it will confinue
to seek approval under section 842 of the
Income and Corporation Taxes Act 1988
each year,
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Review of Activities

During the year under review the Company
has followed the normal activities of an
investment trust company. A review of the
main features of the year is contained in the
Chairman’s Stotement and in the Managers’
Portfolic Review on the preceding pages.

Dividends

The Boord recommends a final dividend of
0.40p per ordinary share which, together
with the inferim of 2.20p and the second
interim of 4.40p already paid, makes o
total of 7.00p for the year compared with
6.6Cp for the pravious year.

If approved, the recommended final dividend
on the ordinary shares will be paid on 7 July
2004 tc shareholders on the register ot the
close of business on 11 june 2004.

After payment of the dividend the
accumulated revenue balance is increased

by £3,152,000 to £54,041,000.

Corporate Governance

In July 2003 the Financial Reperting Council
issued a revised Combined Code on
Corporate Governance (the “revised Cede”)
which is mandatory for accounting periods
beginning on or after 1 November 2003,
effective for the Company’s year end

31 March 2005. In addition, the AITC
issued a Code of Comporate Governance
fthe "AITC Code™] in August 2003,

Foliowing the publication of the revised

Code and the ATC Caode, the Bourd held

a special meeting to review fully its corporate
govemance procedures. Procedures have
been amended, where appropriate, fo ensure
that the Company should be compliant with
the revised Code for its accounfing period

to 31 March 2005.

Compliance

The Board has considered the principles
set aut in the 1998 Combined Code [the
"Code") and believes that the Company's
current practice, given the special



circumstances of an investment frust company,
is, in all material respects, consistent with the
principles of the Code. The Company has
complied throughout the year under review
with the provisions sef out in Section 1 of

the Code which are relevant to it.

The Board

The Board has overall responsibility for the
Company’s offairs. It has a number of motters
reserved for its approval including strategy,
investment policy, borrowings, treasury
matters and dividend policy. The Board also
reviews the financicl statements, investment
transactions, revenue budgets and
performance.

The number of mestings of the Board and
the Audit Commitiee during the vear and the
attendance of the individual directors ot thase
meetings is shown in the following table.

Audit

Board  Commitfee

Number of meetings 8 2
lord Sanderson of Bowden 3 1
Sir Donald MacKay 8 2
GA Ball 6 2
MM Gray 2 -
WG McQueen 7 2
The kol of Portarlington & 2
IPHS Scott 7 2
lord Strathclyde 2 -

lord Sonderson of Bowden affended all the
meefings held up to the date of his refiral and
Mr Gray and lord Strathclyde attended all
the meetings held since thelr appointment.

The Board currently comprises 7 Direciors,
all of whom are norexecutive and are
considered to be independent. Mr GA Ball
offers himself for re-election this year, having

served on the Board for more than @ years.
The Board takes the view that Mr Ball's
independencs has not been compromised
by his length of service and that he is
independent in character and judgement and
there are no relationships or circumstances
that are fikely to affect his judgement. Mr GA
Balt is the senior independent director,

During the course of the year the Board
reviewed its composition having regard to the
present and future needs of the Company and
the need for a balanced Board. Sir Donald
MacKay was appointed Chairman on 3 july
2003 follewing the refiral of lord Sanderson
of Bowden. Lord Strathclyde and AMr MM
Gray, who are very experienced in the
worlds of politics and industry respectively,
were appointed fo the Boord on 26 February
2004. lord Portarlington will retire from the
Board at the conclusion of the Annual General
Meeting on 1 July 2004.

The Directors aif have appropriate business
and financial experience to enable the Beard
fo provide effective strategic leadership and
proper governance of the Company.
Information about the Directors can be found
on pages 8 and @,

The executive responsibilities for investment
management have been delegated to the
Company's Managers and Secretaries,
Baillie Gifford & Co, and in the context of
a Board comprised entirely of nonexecutive
Directors, there is na chief executive officer.

A Nomination Committee was established in
March 2004 consisting of the whole Board.
The Chairman of the Commitiee is the
Chairman of the Board. The ferms of reference
include reviewing the Board, identifying and
nominating candidates for appointment to the

DIRECTORS' REPORT

Board, appraising the Chairman and the
Board, succession planning and traiing.
The Commities will consider the use of an
external search consultent depending an
circumstances at the appropriate fime.

Under the provisions of the Company's
Articles, o Director appointed during the
year is required fo retire and seek election
by shareholders at the next Annual General
Meeting. The Articles also require that one
third of the Directors refire by rotation and
submit themselves for re-election. The
Board has resclved further that no Director
shall serve for o period of greater than

3 consecutive years withour submitting
himself for reelection and that any Director
who has served on the Board fer more than
9 vears will submit himself for re-election
annually.

New Directors appointed to the Board
have a formal inductior meeting with the
Managers. Diractors will receive other
relevant training os necessary.

There is on ogreed procedure for Directors
to seek independent professional advice if
necassary af the Company's expense.

Remuneration

Since all the Directors are non-executive,
remuneration committee is considered
unnecessary. The Company’s policy on
remuneration is sat out in the Diraciors’
Remuneration Repart on pages 31 and 32,

Internal Centrols and Risk Management
The practical measures to ensure compliance
with regulation and company law, and to
provide effective and efficient operations and

SCOTTISH MORTGAGE INVESTMENT TRUST PLC 27



DIRECTORS’ REPORT

investment management, have been
delegated to the Managess and Secretaries,
Baillie Gifford & Co, under the terms of

the Management Agreement. The Board
acknowledges its responsibilities 1o supervise
and control the discharge by the Managers
and Secrefaries of their obligations.

Baillie Gifford & Co is responsible for the
design, implementation and maintenance of
contral palicies and procedures to safeguard
the assets of the Company and to manage
its affairs properly. This responsibility also
extends to maintcining effective operational
and comp|icnce confrols and risk
management.

The Company's investmenis are segregated
from those of Baillie Gifford & Co and ifs
other clients through the appointment of
independent custodian banks.

Baillie Gifford & Co has an established
compliance function in accordance with the
Firanciat Services Authority regulations. The
compliance function provides the Board with
a ieport on monitoring procedures at least
annually. Baillie Gifferd & Co conducts

an annual review of its system of internal
controls which is documented within an
internal controls report, This report is
independently reviewed by Baillie Gifford &
Co's auditors, A copy of the interned contrals
report is submitted 1o the Board. The

Baillie Gifford & Co heads of intemal audit
and compliance provide the Board with

regular reporis on their monitoring progiammes.

The Directors acknowledge their averall
responsibility for the Company’s system of
intemal contrals and for reviewing ifs
effectiveness. The system of internal controls is
designed to mancge rather than eliminate risk
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and can only provide reasonable but not
ubsolute ossurance against material
misstatement or loss. The Directors confirm
that they hove reviewed the elfectiveness of
the system and they have procedures in place
to review its effectiveness on o regular basis.

The Board has underaken a full review of all
aspects of the published guidance “Internal
Control: Guidance for Directors on the
Combined Code” {the Tumbull guidance)
and has estaklished an ongoing process for
identifying, evalucting and managing the
significant risks faced by the Company, in
accordance with the Turnbull
recommendations. To ensure that risk
management and intemnal controls are
considered on a egular basis and thet @
full risk and control assessment is undertaken
on an annual basis, the following processes
have been established in compliance with
the guidance:

+ internal conirols strategy has been
formalised foliowing the production of a
detailed risk map whereby significant risks
are identified and the key controls to
mancge these risks are confirmed as in
place and operating effectively;

reporting proceduras for the infernal audit
department, in respect of its risk framework
monitoring and audit programme, and the
compliance department, in respect of its
regulatory monitoring programme, are
defined and formalised within a service
level agreement; and

» regular reports on infernal contrals are
prepared by the Managers and submitted
for Board review.

These procedures ensure that consideration
is given regularly to the nature and extent of

the risks facing the Company and that they
are being ccfively monitored. VWhere
changes in risk have besn identified during
the year they aise provide o mechanism

to assess whether further action is reguired
fo manage the risks identified. The Board
confirms thot these procedures hove been
in ploce throughout the Company's financial
year, are operating effectively and continue
to be in place up to the date of approval
of this Report.

Accountability and Audit

The respective responsibilities of the Directors
and the auditors in connection with the
Financial Statements are sef out on pages 33
o 35.

The accounts have been prepared on the
going concem basis s it is the Directors’
opinion that the Company will confinue Tn
operdational existenca for the foreseeable
future,

An audit committee has been established

in complicnce with the Combined Code
consisting of the whole Board. Its cuthority
and duties are clearly defined within its
written tarms of reference. Mr WG McQuean
replaced the Chairman of the Board as
Chairman of the Audit Committee on

18 March 2004,

The Committee meets at least twice a year to
review the Company's inferim and annual
financial statements. The Commitee keeps
under review the scope and effectiveness of
the external audit and censiders on a regular
bsis the independence and cbiectivity of the
external auditors. It meets at least annually
with the external auditors and recommends 1o
the Board the level of fees for audit and
non-audit services, It also reviews regularly



the terms of the Investment Management
Agresment.

Investment Manager

An Investment Management Agresment
between the Company and Baillie Gifford &
Co sefs out the matters over which the
Managers have authority in accordance with
the policies and directions of, and subject

fo restricions imposed by, the Board. The
Management Agreement is terminable on not
less than 12 months’ notice. Details of the fee
arrangements with Baillie Gifford & Co are
shown on page 41, It is the apinion of the
Direciors that the continuing appointment of
Baillie Gifford & Co on the terms agreed is
in the interest of shareholders as a whole as
the Manogers’ experienced and well
resourced nvestment team has managed the
Company's assets in accordance with its
stated policy and objective. Addifionally, the
secretariol and administrative functions have
besn well conducred.

Relations with Shareholders

The Company’s Managers mest regularly
with sharehclders and their representatives
and report to the Board. The Chairman is
available to meet sharcholders as
appropriate. Shareholders wishing to
communicate with the Chairman, the senior
independent directer or any ofher member
of the Board may do so by writing 1o the
Company, for the ottenfion of the secrefories
af the address on the back cover. The
Company's Annual General Mesting
provides a forum for all communication with
shareholders and the Board announces the
level of proxies lodged. The notice period
for the Annual General Meeting is af least
20 waorking days.

Directors’ interests

DIRECTORS’ REPORT

Qrdinary 25p shares held at

Nature 31 March 2003

Name of interest 31 March 2004 or date of appointment
Sir Donald MacKay Beneficidl 2,469 2,460
GA Ball Beneficial 10,000 10,000
MM Gray Beneficial 272 900 271,600
Non-benéficial 12,500 12,500

WG McQueen Beneficicd 1,500 1,500
Nonheneficial 3,000 3,000

The Earl of Portarlington Beneficial 936,000 936,000
JPHS Seoft Beneficial 15,464 2,129
Lord Shofhclyde Beneficial 3,142 -

The Directors at the year end, and their interests in the Company, were as shown above.

The Company has given discretionary
voling powers o the investment managers,
Baillie Gifford & Co. The Managers vote
against resclutions they consider may
damage shareholders” rights or economic
interests. Baillie Gifford & Co give due
welight fo what they consider to be socially

responsible investment when making

investment decisions, but their averriding
objective is to produce good investment

returns for shareholders.

Directors

Mr MM Gray and Lord Strathclyde were
appointed to the Beard on 26 February

2004. Their appointments fail to be

confirmed at the Annual General Meeting.

Mr WG McQueen relires by rotation and,
being eligible, s recommended by the Board

for reslection.

Mr GA Ball, having served for more than
@ years, offers himself ana Ts recommended

by the Board for reelection.

The Eart of Portarlington will refire from the
Board at the conclusion of the Annual

General Meeting.

Llord Sanderson of Bowden refired from the

Board on 3 July 2003.

There have been no changes intimated in
the Directors’ interesis up to 7 May 2004,

Directors” and officers' liability insurance
cover is held by the Company in respect

of the Directors.

Repurchase of Shares

At the Annual General Meeting held on 3 July
2003 the Company renewed its autherity
to purchase shares in the market, in respect

of up to 44,566,036 ordinary shares
lequivalent to 14.99% of its then issued
share capital], such authority to expire ot the
conclusion of the Annual General Mesting
of the Company to be held in respect of the
year ending 2004 or 2 January 2005,
whichever is earlier, unless previously varied,
revoked or renewed.

During the year to 31 March 2004 the
Company bought back 700,000 ardirary
shares (nominal value £175,000), on the
london Stock Exchange for canceliation.
The tofal consideration for these shares
was £1,779,000. Between 1 April 2504
and the date of this report no further shares
have been bought back.

The principal reasons for such shore
buy-backs are:

(il to enhance net asset value for continuing
shareholders by purchasing shares at @
discount fo the prevailing nef asset valve;

(i} to address any imbalance between the
supply of and the demand for Scottish
Morigage's shares that reasulls in ¢
discount of the quoted market price to
the published net assef value per share,

The shares in question were purchased at o
price (affer allowing for costs) below the net
asset value and subsequently cancelled,
thereby reducing the issued share copital (see
ncte 15 on page 47). As @ result of such
purchases the net asset value of the Company
has increased by approximately 0.05%.

The Directors are seeking shargholders’
approval at the Annual General Meeting to
renew the autherity to purchase up to
14.99% of the Company’s ordinary shares in
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Substantial Holdings

Name

No. of erdinary
25p shares held % of issue

DC Thomson & Co Lid
Prudential ple
legal & General Investment Management

15,000,000 50
10,938,100 3.7
2,092,501 3.1

issue ai the date of the passing of the
resolution, such authority to expire af the
Annual General Meeting of the Company to
be held in respect of the year ending 2005

Under the Listing Rules of the UK Listing
Autherity of the Financial Services Authority,
the maximum price that may be paid on the
exercise of the authorily must not excesd
105% of the average of the middle market
quolations for the shares over the 5 businass
days immediately preceding the date of
purchase. The minimum price that may be
paid will be 25p per share. Purchases of
shares will be made within guidelines
established, from time to time, by the Board.
Your attenticn is drawn to Special Resolution
No. 10, in the Notice of Annual General
Meeting.

Creditor Payment Policy

It is the Company’s payment policy for the
forthcoming financial year to obtain the best
terms for all business. In general, the
Company agrees with iis suppliers the terms
on which business will take place and it is
its policy to abide by these terms.

The Company had no rade creditors af

31 March 2004,
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or 31 December 2005, whichever is earlier,

The above information has been infimaied 1o the Company as ot 7 May 2004 in compliance
with section 198 of the Companies Act 1985.

Auditors

The auditors, KPMG Audit Ple, are willing to
centinue in office and in accordance with
section 385 and section 390A of ihe
Companies Act 1985 resolutions conceming
sheir reappoiniment and remuneration will be
submitied 1o the Annucl General Meeting.

By order of the Board

BAILLIE GIFFORD & Co
Managers and Secrefaries
10 May 2004

‘6@»\3\\ (‘%\\‘v& S



The Board has prepared this report, in
accerdunce with the requirements of
Schedule 7A to the Companies Act 1985.
An ordinary resclution for the approval of

forthcoming Annual General Mesting,

audit cerlain of the disclosures provided.

Remuneration Commiltee
are norrexecutive. There is no separate
whole considers changes fo Directors’ fees

have been cppointed by the Board as

this report will be put to the members at the

The law requires the Company’s auditors fo
Where disclosures have been audited, they

are indicated as such. The ouditors” opinion is
included in their report on pages 34 and 35.

The Company has 7 Directors, all of whom
remuneration committee and the Board as a
from time to time. Baillie Gifford & Co, who

Managers and Secretarles, provide advice

DIRECTORS’ REMUNERATION REPORT

Directors’ emoluments for the vear (audited)

2004 2003
£ £

Directors who served during the vear:
lord Sanderson of Bowden (Chairmany [refired 3 July 2003) 6,181 22,000
Sir Donald MacKay [assumed the Chair 3 July 2003) 21,973 16,000
GA Ball 16,000 16,000
MM Gray (cppointed 26 February 2004) 1,534 -
WG N\céueen 16,000 16,000
The Farl of Portarlingfon 16,000 16,000
JPHS Scoft 16,000 16,000
lord Strathclyde [appointed 26 February 2004 1,534 -
95,222 102,000

Past Directors:

FPM Johnston {refired 4 july 2002) - 4,164
95,222 106,164

The Directors whe served in the year received the above amoluments in the form of fees.

and cemparctive information when the Board
considers the level of Directors’ fees.

Policy on Directors’ fees

The Bourd's policy is that the remuneration of
Directors should be set at a reasonable level
that is commensurate with the duties and
responsibilities of the role and consistent with
the raquirement to attract and retain Directors
of the appropricte quality and experience. It
should dlso reflect the experience of the Board
as a whole, be fair and should take account
of the level of fees paid by comparable
investment frusts. This policy will continue for
the year ended 31 March 2005 and
subsequent years.

The Tees for the nonexecutive Directors are
determinad within the limits set out in the
Company's Arficles of Association. These
state that the fees paid to the Chairman shall

Directors’ Remuneration Report

not exceed £30,000 per annum and those
caid fo o Directer shall not exceed
£20,000 per annum. Nomexecutive
Directors are not eligible for any ather
remuneration agart from the reimbursement
of allowable expenses.

The Board caried out o review of the level
of Directors’ fees during the year, and
concluded that the fees should be increased
from £22,000 to £24,000 for the Chairman
but there should be no change to the
Directors fee, currently £16,000 per annum,
The increase was effective from 1 April

2003.

Sums paid to third parties (audited)

The Directors’ fees payable to lord Sanderson
of Bowden were paid 1o Russell Consultants.
The payment was for making his services
available as a Director of the Company.
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Directors’ service details

Date of Due date for

appointment election/re-election

Sir Donald MacKay T July 1999 AGM 2005
GA Ball 17 February 1983 AGM July 2004
MM Gray 26 February 2004 AGM July 2004
WG MeQueen 15 February 2001 AGM July 2004
The Earl of Portarlington 23 Apil 1997 relites AGM July 2004
JPHS Scott 31 October 2001 AGM 2005

Lord Strathclyde

26 February 2004 AGM July 2004

Directors’ service contracts

It is the Board's policy that none of the
Directors has o service centract. The terms of
their appeiniment provide that a Director shall
refire and be subject to reelection at the first
Annual General Meeting affer their
appoiniment. Thereafter they are obliged fo
refire by rofation, and, if they wish, o offer
thermselves for re-election, no longer than
avery 3 years after that. Any Director who
has served on the Board for more than

Q years will submit himself for re-election
annually. There is no nolice period and no
provision for compensation upen early
termination of appciniment.

Company performance

The graph opposite compares the fotal retum
{assuming oll dividends cre reinvested) 1o
ordinary sharehelders compared to the totcl
sharehclder return on a notional investment
made up of shares in the component parts of
the FISE All-Share Index. This index was
chosen for comparison purpeses, as it is a
widely used measure of performancs tor UK
lisied companies. {Benchmark provided for
information purposes only.)
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Performance Graph
Scoftish Morigage’s Share Price, FISE
AllShare Index and Benchmark*

(figures have been rebased to 100 at
31 March 1999

Past performance is no guarantee of future
performance.

Approval
The Cirectors” Remuneraticn Report on pages
31 and 32 was approved by the Board of

Directors and signed on its behalf on
10 May 2004,

SIR DONALD MACKAY
Chairman

%f /M/ va/%‘?



! Statement of Directors’
I Responsibilities in Respect of
I the Financial Statements

Company law requires the Directors to

state of affairs of the Company and of the
profit or loss for that period. In preparing

requited fo:

select suitable accounting policies and
then apply them consistently;

make judgements and estimates that are
reascnable and prudent;

state whether applicable accounting
standards have been followed, subject

prepare financial stafements for each finoncial
year which give a frue and fair view of the

those financial statements, the Directors are

fo any material departures disclosed and
explained in the financial statements; and

» prepare the financial statements on the
going concem basis unless it is
inappropriate to presume that the
Company will confinue in business.

The Directors are responsible for keeping
proper acccunting records which disclose
with reasonable accuracy ot any time the
financial pasition of the Compeny and to
enable them to ansure that the financial
stafements comply with the Companies Act
1985. They have general responsibility for
taking such steps as are reasonably open o
them to safeguard the assets of the Company
and to prevent and detect froud and other
irregularities.

STATEMENT OF DIRECTORS' RESPONSIBILITIES
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Independent Auditors’ Report

to the members of Scottish Mortgage [nvestment Trust PLC (‘the Company’)

We have audited the financial siatements

on pages 36 to 49. We have also audited
the information in the Directors” Remuneration
Report that is described as having been
audited.

This report is made solely to the Company's
members, as o body, in accordance with
section 235 of the Companies Act 1985.
Our qudit work has been undertaken so
that we might stofe jo the Compeny's
members those matters we are required to
stafe to them in an ouditors’ report ond for
no other purpose. To the fullest extent
permitted by law, we do not accept or
assume responsibility io aryone other than
the Company and the Company’s members
as o body, for our audit work, for this
report, or for the cpinions we have formad.

34 ANNUAL REPORT 2004

Respective responsibilities
of Directors and Auditors

The Directors are responsible for preparing
the Annuc! Report and the Directors’
Remuneration Report. As described on

page 33, this includes responsibility for
preparing the: financial statements in
accordance with applicable United

Kingdom law and accounting standards.
Qur responsibiliies, as independent auditors,
are established in the United Kingdom by
statute, the Auditing Practices Board, the

Listing Rules of the Financial Services Autharity,

and by our profession’s ethical guidance.

We report to you our opinion as to whether
the financiol stotements give o frue and fair
view and whether the financial statements
and the part of the Directors’ Remuneration
Report to be audited have been properly
prepared in accordance with the Companies
Act 1985. We dlsc report to you if, in cur
opinion, the Directors’ Report is not consistent

with the financial statements, if the Company
has not kept proper accounting records, if
we have nor received all the information and
explanations we reguire for our audit, or it
information specified by law regarding
Direcfors’ remuneration and transactions

with the Company is not disclosed,

We review whether the statement on pages
26 1o 29 reflects the Company's cemplionce
with the seven provisions of the Combine
Code specified for our review by the Listing
Rules, and we report if it does not. We are
not required to consider whether the Board’s
statements on internal control cover all risks
and controls, or form an cpinion on the
effectiveness of the Company's corperate
goverance procedures of its risk and control
procedures,

We read the other information confained in
the Annual Repert, including the corporate
govemnance statement and the unaudited part
of the Directors' Remuneration Report, and



consider whether it is consfstent with the
audited financial statements. Ve consider
the implications for our report if we becoms
awars of any apparent misstatements or
material inconsistencies with the financial
statements.

Basis of audit opinion

We conducted our audit in accordance with
Auditing Standards issued by the Auditing
Practices Board. An audit includes
exomination, on o fest basis, of evidence
relevant fo the amounts and disclosures in
the financial statements and the part of the
Directors’ Remuneration Report to be audited.
It also includes an assessment of the
significant estimates and judgements made
by the Directors in the preparation of the

financial statements, and of whether the
accounfing policies are appropriate to the
Company's circumstances, consistenfly
applied and adequaiely disclosed.

We planned and performed our audit so as
fo obtain all the information and explanations
which we considered necessary in order fo
provide us with sufficient evidence 1o give
reasoncble assurance that the financial
statements and the part of the Directars'
Remuneration Report to be audited are free
from material misstaterent, whether caused
by fraud or other iregularity or error. In
forming our opinion we also evaluated the
overall odequocy of the presentation of
information in the financial statements and the
part of the Directors’ Remuneration Report fo

be audited.

INDEPENDENT AUDITORS' REPORT

Opinion
In our opinion:

* the financiai statements give a true and fair
view of the state of affairs of the Company
as ot 31 March 2004 and of its total
refurn for the year then ended; and

the financial statements and the part of the
Directors’ Remuneration Report to be audited
have been properly prepared in accerdance
with the Companies Act 1985,

KPMG Audit Ple
Chartered Accountants
Registered Auditor
Edinburgh

10 May 2004

e Asklt
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STATEMENT OF TOTAL RETURN (incorporating the revenue account®}

for the year ended 31 March 2004

for the year ended 31 March 2003

Revenue Capital Total Revenue Capital Toial

Notes £000 £000 £000 £'000 £'000 £060
Gains/[losses) on invastments Q - 285,687 285,687 - (421,063 {421,063
Currency gains/{losses) 16 - 5,980 5,980 - {7o1) i701)
Income 2 35,829 - 35,829 33,909 - 33,909
investment management fee 3 12,276 {2,276} {4,552 {2,053) [2,053) {4,108)
Other administrative expsnses 4 {1,404} - (1,404) {1,185) - {1,185)
Net return before finance costs
and taxation 32,149 280 391 321,540 30,671 {423,817) {393,146)
Finance costs of bormowings 5 (7,290) {7,303} {14,593) 17,119} (7,119 {14,238
Return on ordinary activities
before taxation 24,859 282 088 306,947 23,552 {430,936) (407,384)
Tax on ordinary activities o} {928) - {928} 1955) - {955)
Return on ordinary activities
after taxation 23,231 282,088 306,019 22,597 [430,236) (408,339}
for the financial year afibutable to equity shareholders
Dividends in respect of equity shares 7 {20,779 - (20,779) 119,730} - (19,730)
Transfer to/(from) reserves 3,152 282,088 285,240 2,867 (430,936 {428,069)
Return per ordinary share 8 8.05p 94.86p 102.91p 7.4% (141.69p)  (134.26p)

* The revenue column of this statement is the profit and loss aecount of the Company.

All revenue and capital items in this siatement derive from continuing operafions.

The accompanying notes on peges 39 to 49 are an integral part of this skatement.
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at 31 March 2004

BALANCE SHEET

ot 31 March 2003

Notes £000 £000 £'000 £°000
Fixed assets
Investments Q 1,338,495 1,050,748
Current assets
Debtors R 16,404 22360
Cash at bank and in hond 10 20,394 3915
36,798 26,275
Creditors
Amounts felling due within one year 12 195,302) (48,953}
Net current liabilities (58,504) (22,678
Total assets less current liabilities 1,279,992 1,028,070
Creditors
Amounts falling due after more then cre year 13 (152,211 (183,750
1,127,781 844,320
Capital and reserves
Called-up share capital 15 74,326 74,501
Capitel redemption reserve 16 15,854 15,679
Capilal reserve — redlised 16 777,982 798,814
Ccpito| reserve — unrealised 16 205,578 [95,563)
Revenue resarve 16 54,041 50,889
Equity shareholders’ funds 17 1,127,781 844,320
Net asset value per ordinary share 18 381.5p 285.5p

The Accounts were approved by the Board and signed on their behall on 10 May 2004.

SIR DONALD MACKAY
Chairman

The accompanying notes on pages 39 to 49 are an infegral part of this statement,

SCOTTISH MORTGAGE INVESTMENT TRUST PLC 37



CASH FLOW STATEMENT

for the year ended
31 March 2004

for the year ended
31 March 2003

Notes £'000 £000 £'000 £'000
Net cash inflow from operating activities 20 31,040 27,837
Servicing of finance
Interest paid (14,431} {14,287
Net cash outflow from servicing of finance (14,431) 114,287}
Taxation
Income tax refunded/{paid) 52 {48}
Overseas tax suffered (947) 9&1)
Total tax paid (895) (1,009
Financial investment
Acquisitions of invesiments 1378,635) (347 442)
Disposo\s of investments 376,127 371,734
Realised currency loss (1 {323)
Net cash (outflow)/inflow from financial
investment (2,619 23,969
Equity dividends paid 19,919} (19,460}
Net cash {outflow)/inflow before financing (6,824 17,050
Financing
Shares purchased for cancellation {3,184) (31,414
Loans repaid [46,844) -
Loans drawn down 73,331 -
Net cash inflow/(outflow) from financing 23,303 (31,414)
Increase/{decrease) in cash 21 16,479 {14,364)
Reconciliation of net cash flow
to movement in net debt 21
Increase/|decrease] in cash in the pericd 16,479 114,364)
Increase in bank loans [26,487) -
Exchange movement 6,091 {378
Cther noncash changes 61 52
Movement in net debt in the year {3,856) {14,690
Net debt at 1 April (203,310) (188,520
Net debt at 31 March (207,166) {203,310)

The accomponying notes on pages 39 to 49 ore an Integral port of this staternent.
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NOTES TO ACCOUNTS

Notes to Accounts
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NOTES TO ACCOUNTS

1 Principal Accounting Policies

A summary cf the principal accouniing
policies is set out in paragraphs [a) to {h)
below. All have been applied consistently
throughout the current and preceding year.

(a) Basis of Accounting

The accounis are prepared under the
historical cost convention, modified to
include the revaluation of fixed asset
investments, and on the assumption that
approval as an investment trust will
continue to be granted.

The accounts have been prepared in
accordance with cpplicable UK
accounting standards and with the revised
Statement of Racommended Practice
‘Financial Statements of Investment Trust
Companies’ issued in January 2003.

(b} Investmenls

listed investments are shown al middle
market value, or in the case of FTSE 100
constituents, af last traded prices issued
by the london Siock Exchange.

Listed invesiments include Open Ended
Investiment Companies ('OEICs") authorised
in the UK; these are valued ot mid price
and are classiied for valuation purposes
according to 1he principal geographical
area of the underlying holdings.

Unlisted investnents are shown at o
voluation dete mined by the Directors
based upon latest dealing prices,
stockbroker valuations, net asset values
and other info'mation, as appropriate.

(¢} Income

(i) Income from equily investmenls is
brought into account on the date on
which the invesiments are quoted
axdividend or, where no exdividend
date is quoted, when the Company's
right fo receive payment is established.
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(i) Interest from fixed interast securities is
recognised on an accruals basis. Fixed
inferest securities issued ot a significant
discount or premium are accounted for
on an effective yield basis.

(ifi} Franked income is stated net of tax
credits.

(iv] Unfranked investment income includes
the toxes deducted ot source.

(v} Interest receivable on deposits is
recognised on an accruals basis.

(i) 'f scrip is taken in lieu of dividends
in cash, the net amount of the cash
dividend declared is credited to the
revenue account.

{d) Expenses

All expenses are accounted for on an
accruals basis. Expenses are charged
through the revenue account except as
follows: where they relate direcily to the
acguisition or disposol of an invesimert,
in which case they are added to the cost
of the invastment or deducted from the sale
proceeds and where they are connected
with the maintenance or enhancement of
the value of investmants, in which case
they are charged 50:50 to the revenue
account and realised copital reserve.

(e) Long Term Borrowings and Finance
Costs

Long term borrowings are carried in the
balance sheet at the cumulative cmount
of net proceeds after issue, plus accrued
finance costs. The finance cosls of such
borrowings are allocated 50:50 to the
revenue account and reclised capifal
resarve af o consfant rate on the carrying
amount. lssue costs are written off af a
consiant rate over the life of the
borrowings. Gains and losses on the
repurchase or early selflement of debt is
wholly charged fo capital.

{f) Taxation

Defesred toxation is provided on all timing
differences, calculated at the current tax
rate relevant to the benefit or liability.
Deferred tax assets are recognised only to
the extent that it will be more likely than
not that there will be taxable prefits from
which underlying timing differences can be

deducted.

{g) Foreign Currencies

Transactions involving foreign currencies
are converied ot the rate ruling at the fime
of the transaction. Assefs and liakilities in
foreign currencies are translated at the
closing rates of exchange at the balance
sheet date. Any gain or loss arising from
a change in exchange rate subseguent fo
the date of the transaction is included as
an axchange gain or loss in capital reserve
of revenue reserve as appropricte.

(h} Capital Reserves

{ij Capital Reserves Realised:
Gains and losses on realisafion of
investments and realised exchange
differences of a capital nature are dealt
with in this reserve. Purchases of the
Company's own shares for cancellation
are also funded from this reserve. 50%
of management fees, including related
VAT, and finance costs are allocated
to the realised capital reserve in
accordonce with the Company’s
obijeclive of combining capital and
income growth.

(i} Capital Reserves Unrealised:
Unrealised appreciation represents the
amount by which assets and liabilities
valued af market value differs from their
book value and is dealt with in this
reserve.
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NOTES TO ACCOUNTS

Income
2004 2003
£'000 £'000
Income from investments
Franked investment income 17,766 19,072
UK unfranked investment incomet 4,921 3,411
Overseas dividends 10,635 7,825
Oversens inferest 1,929 2,341
35,251 32,649
Other income
Deposit interest 448 1,078
Underwriting commission 130 182
578 1,260
Total income 35,829 33,909
Total income comprises
Dividends 20,493 27,778
Interest from investments 5,758 4,871
Other 578 1,260
35,829 33,909
Income from investments
Listed UK 21,496 23,136
listed cverseas 13,755 9,513
35,251 32,649
t includes income from OFICs.
Investment Management Fee
2004 2003
Revenue Capital Total Revenue Capital Total
£'000 £000 £000 £'000 £'000 £'000
Investment management fee 2.042 2,042 4,084 1,834 1,834 3.668
Irecoverable VAT therean 234 234 468 219 219 438
2,276 2,276 4,552 2,053 2,053 4,106

Baillie Gifford & Co is employed by the Company as Managers and Secrefaries under @ management agreement which is terminable on
nct less than 12 months’ notice, or on shorter nofice in certain circumstances. The fee In respect of each quarter 1s 0.08% of total assets
less current liakilities lexcluding short term borrowings for investment purposes) and is subject to VAT at the appropriate rate. The
management fee is levied on all assets, including holdings in collective investment schemes {OEICs) managed by Baillie Gifiord & Co;
however the OFICs’ share class held by the Company does not affract @ management fee.

Other Administrative EXpenses - all charged to revenue

2004 2003
£'000 £'000
Genaral administrative expensas 1,294 1,065
Directors’ fees {see Directors’ Remuneration Report page 31) 25 106
Auditars” remuneration for cudit services 15 14
1,404 1,185
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NOTES TO ACCOUNTS

5 Finance Costs of Borrowings

Current tax charge for the vear

Capital returns are not included in the above analysis; s an Investment Trust, the Company's capital gains are rot taxable.

There is no corporation fax charge at 31 March 2004 or 31 March 2003 as the Cempany has unrelieved management expenses which
are availoble fo be coried ferward. The tox charge for 31 March 2004 ang 2003 comprises overseos withhalding foxes written off.

At 31 March 2004 the Company had surplus management expenses of £38 million {2003 - £33 million of which £7 million was of o
ravenue nature] which have not been recognised as a deferred tax asset. This is because the Company is not expected o generate

taxable income in o future period in excess of the deductible expenses of that future period and, accordingly, it is unlikely that the

Company will be able to reduce future tox liabilities through the use of existing surplus expenses.

2004 2003
Revenue Capital Total Revenue Capital Total
£'000 £000 £000 £'000 £000 £000
Bank loans and overdrafts
repayable within five years 327 340 667 151 151 302
Deberntures repayable wholly or
partly in more than five years 6,563 6,963 13,926 6,968 6,968 13,936
7.290 7,303 14,593 7,1e 7,119 14,238
6 Tax on Ordinary Activities
2004 2003
Revenue Capital Total Revenue Capital Total
£'000 £'000 £000 £000 £000 £000
Overseas faxation 978 - 928 955 - 955
2004 2003
£000 £'000
The tax charge for the year is lower than the standard rate of corporation tax in the UK [30%)
The differences are explained below:
Revenue retum on crdinary activities before taxation 24,859 23,552
Revenue refumn on ordinary activities multiplied by the standard rate of corporation fax in the UK
of 30% (2003 - 30%) 7.458 7 066
income not faxable (franked investment income) {5,330) {5,722
Overseas withholding tax claimed as o deduction {278 1287
Overseas withhalding tax writien off 928 255
Capitalised expenses {2,874) 12,752
Excess expenses in period not provided for as an asset 1,024 1,695
928 955
v

Ordinary Dividends

2004 2003 2004 2003

£000 £'000

Interim dividend per erdinary share {paid 28 November 2003) 2.20p 2.10p 6,540 6,36
Second interim dividend per ordinary share {paid 1 April 2004) 4.40p - 13,081 -
Proposed finct dividend per ordinary share [payable 7 July 2004) 0.40p 4.50p 1,189 13,410
Adjustment to provision for 2003,/2002 final dividend - - {31) 149}
7.00p 6.60p 20,779 19,730
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Return per Ordinary Share

NOTES TO ACCOUNTS

2003
Revenue Total Revenue Capital Totdl
8.05p 102.91p 7.43p (141.6%p) {134.26p)

Revenue refurn per ordinary share is based on the nef revenue on ordinary activities after taxafion of £23,931,000
{2003 - £22,597.000), and on 297,361,946 {2003 — 304,134,148] ordinary shares, being the weighted average number of

ordinary shares in fssue during the year.

Capitl return per ordinary share 1s based on the net capital gain for the financial year of £282,088,000 (2003 — net capital loss of
£430,936,000), and on 297,361,946 (2003 - 304,134,148) odinary shares, being the weighted average number of ordinary

shares in issue during the year.

Fixed Assets — Investments

2004 2003
£'000 £000
Listed at market value ~ UK 610,211 532,041
- overseqas 721,419 513,760
Unlisted 6,866 4,917
1,338,496 1,050,748
Listed Listed
in UK oversedas Unlisted Total
£'000 £000 £'000 £000
Cost of invastments held at 1 April 2003 548,243 566,638 5,967 1,150,848
Unrealised depreciation at 1 April 2003 116,202 i82,848) (1,050) {100,100}
Value of investments held ot 1 Agril 2003 532,041 513,790 4917 1,050,748
Mcvements in year:
Purchases at cost 108,761 264,428 - 373,189
Sales— proceeds {164,333} (206,793} - (371,128)
—realised profits/{losses) on sales 3,778 (15177} - {11,399}
Increase in unrealised cppreciation 125,966 165,171 1,949 297,086
Value of investments held at 31 March 2004 610,211 721,419 6,866 1,338,496
Cost of investments held at 31 March 2004 496,447 439,096 5,967 1,141,510
Unrealised appreciation ot 31 March 2004 113,764 82,323 899 196,984
Value of investments held at 31 March 2004 610,211 721,419 6,866 1,338,496
2004 2003
£'000 £'000
Guains/(losses} on investments
Redlised losses on sales {11,399 189,.334)
Bock cost of investments written cff - (11,348
lncrease/|decrease) in unrealised appreciation 297086 {320,361)
285,687 (421,063)
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NOTES TO ACCOUNTS

9 Fixed Assets — Investments (continued)

During the vear the Company had holdings in Open Ended Invesment Companies [“OEICs') managed by Baillie Gifford & Co, the
Company’s investment manager. The share class held in these OEICs does not attract a management fes. At 31 March the Company held:

2004 2003
% %
C income of share C income of share
shares held class held shares held class held
Baiflie Gifford European Smaller Companies Fund 7,210,800 959 7,910,800 G4.9
Baillie Gittord Latin American Fund - - 15,000,000 80.0

10 Financial Assets

A full lisf of the Company’s invesiments is given on pages 20 fo 24. In addition a geogrophical analysis of the gortfolio, an analysis of
the investment portfolio by broad indusirial or commercial sector, and a list of the 30 largest equity investments by their cggregote market

value are contained in the Managers’ Review Section,

Exposure to currency risk through asset aflocation s indicated below.

2004 2003
£'000 £'000

Portfolio [currency of listing]) :
Sterling 639,210 556,951
US dollar 368,219 268,045
Euro 90,372 87212
Swedish kroner 24,769 ©,241
Swiss franc 4813 11,322
Japanese yen 77276 47,508
Hong Kong dollar 62,148 14,131
Korean won 19,003 10,788
Australian dollar 21,561 12,271
Singopore dollar 5,388 3,135
Indian rupae 10,857 9,244
South African rand 5,880 -
1,338,496 1,050,748

Cash:

UK deposits 16,600 3,907
Foreign deposits — Euro 2.801 -
- US dollar 084 -
- Japanese yen - 8
20,394 3,95

The cosh deposits generally comprise call or short ferm money market deposits of less than one month.

Short term debtors and crediters have been excluded from the disclosure of financial instrumenis.

Included within the analysis provided on pages 20 to 24 is the Company’s holding in wamants which confer the right to convert into
equity shares. An analysis of the currency expesure and maturity profile of these warrants at 31 March is provided below.

2004 2003
Weighted Weighted
average average
Market value period Market value period
£'000 until maturity £'000 until maturity
Warrants:
Eure - - 1,151 12 months
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NOTES TO ACCOUNTS
l 10 Financial Assets (continued)
Tre inferest rate risk profite of the Company’s financial assets ot 31 March was:
2004 2003
Weighted Waeighted
Weighted average Weighted average
Market value average pericd Market value average period
I £'000 interest rate until maturity £°000 inferest rate until maturity
Fixed rate:
UK bonds 28,064 7.4% 12 years 38,009 7.6% 12 vears
l UK bonds {perpetucl) 3,065 7.1% N/A 1,615 7.3% N/A
UK convertible loan stock 5535 7.3% & months 4,726 7.3% 2 years
Europeon bonds 17,726 10.2% 10 years 16,714 8.3% 7 years
I US bonds 3,184 7.2% 3 years 3,353 7.3% 4 years
Floating rate:
UK bonds (inferest rate linked
l to sterling UBOR) 26,930 2.7% 61 years 26,173 3.0% 62 yeors
European tonds (interest rate
linked 1o euro LIBCR) 2,325 7.6% 15 years 2,734 8.3% 22 years
l 11 Debtors
2004 2003
l £000 £'000
Due within one year:
Income accrued 3,101 Q.211
Sales for subsequent settlement 6,044 11,043
Taxation recoverable 77 130
Other debtors and prepayments 1,182 1,276
l 16,404 22,360
12 Creditors - amounts falling due within one year
' 2004 2003
£°000 £'000
ING Bank NLV. US$ loan 21,764 -
l ING Bank N.V. yen ican - 23,475
National Australia Bank Limited multi-currency loan 30,858 -
The Royal Bank of Scofland Ple multi-currency loan 22,727 -
Purchases for subsequent seffiement 2,158 7,604
Second inferim dividend 13,081 -
Proposed final dividend 1,189 13,410
Other creditors and accruals 3,525 4,464
l 95,302 48,953
Included in other creditors s £335,000 (2003 — £91,000) in respect of the investment management fee.
l Borrowing facilities
A US$40 million loan facility has been armanged with ING Bank N.V.
A £35 million multircurrency loan facility has been aranged with Naticnal Austratia Bank Umited.
l A £100 million short term multircurrency loan facility has been crrangad with The Royal Bank of Scotiand Pie, expiring within 12 months.
At 31 March 2004 drawings were as follows:
ING Bank NLV. US$40 million at an interest rate of 1.78% per annum.
l MNational Australia Bank Llimited ¥5,900 million at an interest rate of 0.65% per annum.
The Royal Bank of Scotland Plc US$41.8 million at an interest rate of 1.64% per annum.
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NOTES TO ACCOUNTS

13 Creditors - amounts falling due after more than one year

2004 2003
Nominal rate Effective rate £°000 £'000

Debenture stocks:
£20 million 8-14% stepped interest debenture stiock 2020 14.0% 12.3% 22,374 22,419
£75 million 6.875% debenture stock 2023 6.875% 59% 74,303 74,265
£50 million 6-12% stepped interest debenture stock 2026 12.0% 10.8% 54,859 54,913
A% irredeemable debenture stack 675 675
National Australia Bank Limited multicurrency locn {see note 12) - 31,478
152,211 183,750

Debenture stocks
The debenture stocks are stated in accordance with the requirements of Financial Reperting Standard 4 ‘Capital Investments’ {'FRS4); the

cumulative effect is to increase the carrying amount of borrowings by £6.5 million {2003 - £6.6 million).
The debenture stocks are secured by a floating charge over the assets of the Company.

14 Financial Liabilities

2004 2003
£000 £°000
The inferest rate risk profile of the Company's financial liobilities ot 31 March was:
Floating rate—yen denominated 30,858 54,953
Floating rate—US$ derominated 44,491 -
Fixed rate —sterling denominated 152,217 152,272
227,560 207,225
The maturity profile of the Company's financial liabilifies ot 31 March was:
In one year or less, or on demand 75,349 23,475
In more than one year, but less than five years - 31,478
In more than five years [weighted average period fixed 20 years) 151,536 151,597
Ne fixed date for repayment 675 675
227,560 207,225

Fair value of financial liabilities
The debenture stock issues are included in the accounts in accordance with FRS4. A comparison with the closing mid market value is as follows :

2004 2003
Nominal Book Market Nominal Baok Market
£000 £000 £000 £'000 £000 £000
8-14% stepped interest
debenture stock 2020 20,000 22,374 35,568 20,000 22,419 35,576
6.875% debenture stock 2023 75,000 74,303 81,053 75,000 74,265 79,485
6=12% stepped interest
debenture stock 2026 50,000 54,859 84,085 50,000 54,913 82,300
4% iredeemable debenture
stock 675 675 564 675 675 575
145,675 152,211 201,270 145,675 152,272 197,936

All short term borrowings are stated at market value.

Deducting prior charges at market value would have the effect of reducing net asset value per share from 381 5p to 362.8p. Taking the
market price of the ordinary shares ot 31 March 2004 of 305 .0p, this would have given a discount to net asset value of 15.9% as
against 20.1% on & traditional basis. At 31 March 2003 the effect would have been to reduce net asset value from 285.5p tc 268.0p.
Taking the market price of the ordinary shares at 31 March 2003 of 234.5p, this would have given o discount to net asset value of
12.5% as against 17.9% on a taditional basis.

Short term debtors and creditors other than short term loans have been excluded from the disclosure of financial instruments.

Gains and losses on hedges
At 31 March 2004 there were no unrecognised gains/losses on hedges. Realised currency gains/losses are taken to the copital reserve
and are not reflected in the revenue account unless they are of o revenue nature.
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15 Called-up Share Capital

2004 2003
Number £'000 Number £'000

Authorised ordinary shares of 25p each 360,720,000 90,180 360,720,000 90,180
Alletted, calledup and fully paid ordinary shares of 25p each 297,305,115 74,326 298,005,115 74,501

At the Annual General Meeting on 3 July 2003 the Company renewed its autharity to purchase shares in the market, in respect of
44,566,036 ordinary shares {equivalent to 14.99% of its issued share capital at that date]. In the year to 31 March 2004 a total of
700,000 (2003 - 11,179,573) ordinary shares with a neminal value of £175,000 were bought back at a total cost of £1,779,000
(2003 - £30,599,000). At 31 March 2004 the Compary had authority fo buy back a further 44,566,036 ordinary shares.

Under the provisions of the Company’s Aticles the share buy-backs were funded from the reatised capital reserve.

16 Reserves
Capital
redemption  Capital reserve  Capital reserve Revenue
reserve - realised - unrealised reserve
£'000 £'000 £000 £'000
At Apri| 2003 15,679 798,814 [95,563) 50,889
Net loss on realisation of investments - (11,399) - -
Increase in unredlised appreciation - - 297 086 -
Exchange differences - i - _
Exchange differences on multicurrency loans - 2,036 4,055 -
Shares purchased for cancellation 175 1,779 - -
Investment management fee - 12,276 - -
Retained net revenue for the year - - 3,152
At 31 March 2004 15,854 777,982 205,578 54,041
17 Total Shareholders’ Funds
2004 2003
£000 £°000
Total shareholders’ funds are atiributable as foliows:
Equity shares 1,127,781 844,320

Tofal shareholders’ funds have been calcufated in accordance with the provisions of FRS4. However, the net asset value per share figures
in note 18 have been calculated on the basis of sharehclders rights to reserves as specified in the Articles of Association of the
Company. A recenciliation of the twe figures is as follows:

Sharehalders’ funds attributable to ordinary shares [os above) £1,127.781,000
Number of ordinary shares in issue ot the year end 207,305,115

Shareholders’ funds per ordinary share 379.3p
Additions/[deductions}

- expenses of debenture issue {0.8p)
— aflocation of interest on borrowings 3.0p

Net assef value per ordinary share 381.5p
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NOTES TO ACCOUNTS

18 Net Asset Value per Ordinary Share

The net asset value per ordinary share and the net asset value attributeble fo the ordinary shareholders at the yeor end colculoted in
accordance with the Articles of Asscciation were as follows:

2004 2003 2004 2003
£'000 £'000

Ordinory shares 381.5p 285.5p 1,134,321 850,921

2004 2003
£000 £000

The movements during the year of the assets attributable to the ordinary shares were as follows:
Total net assefs af 1 April 850,921 1,309,641

Dividends appropriated in the year [20,77G) {19,730
Adjustment to debentures 61 (52!
Shares purchased for cancellation (1,779 (30,599

Total net assets ar 31 March 1,134,321 850,921

Net asset value per ordinary share is based on net assefs [adjusted to reflect the deduction of the debentures at par} and on
297,305,115 (2003 - 298,005,115) ordinary shares, being the number of ordinary shares in issue at the year end. Shareholders’
funds as reported on the face of the balance sheet has been computed in accordance with the provisions of FRS4. A reconciliation of the
two sets of figures under these two conventions is given in note 17.

19 Reconciliation of Movements in Shareholders’ Funds

2004 2003
£'000 £000

Sharehelders’ funds at 1 April 844,320 1,302,988
Tofal recognised gains and (losses) for the year (after dividend payments} 285,240 {428,069
Shares purchased for cancellation (1.779) {30,599

l Total recognised goins and {losses) for the year 306,019 {408,339

Shareholders’ funds at 31 March 1,127,781 844,320

20 Reconciliation of Net Revenue before Finance Costs and
Taxatton to Net Cash Inflow from Operating Activities

2004 2003
£000 £'000

Net revenue on ordinary acfivities before finance costs and faxation 32,149 30,671
Investment management fees charged to capital {2,276} (2,053}
Decrease/{increase} in accrued income 830 (868}
Decrease/{increase) in dabtors ) 124}
Increase in creditors 241 11

31,040 27,837

21 Analysis of Change in Net Debt

At 1 April Cash  Other noncash Exchange At 31 March
2003 flows changes movement 2004

Cash at bank and in hand 3915 16,479 - - 20,394
loans due within one year (23,475) (26,487) 131,478 5,091 (75,349}
loans due in more than one year (31,478) - 31,478 - -
Debenture stocks (152,272 - o) - {152,211}

(203,310} {10,008} 61 6,091 (207,166)
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22 Directors’ Interest in Contracts

No Director has a contract of service with
the Company.

During the year no Director was interested
in any contract or other mater recuiring
disclosure under section 232 of the
Companies Act 1985.

23 Contingencies, Guarantees
and Financial Commitments

At the year end the Company had a
contingent liability amounting to £14 million
(2003 — £ 14 million} under a subscription
agreement relating to parficipating loan
notes. The obligation will expire on

31 December 2005.

24 Summary of Main
Investment Restrictions

las incorporated within the investment
mancgemant agreement between the
Company and Baillie Gifford & Co)

Holding size

At the time of investment, o maximum of
8% of total assets may be invested in any
ene holding. This restriction does not apply
to investment in collective investment
schemes, issues by way of rights or certain
government bonds.

A maximum of 40% of tofal asseis may be
invested in holdings exceeding 3% of the
vaive of the Company’s tofal assefs. Again,
this restriction does not apply to collective
investrent schemes, issuss oy way of rights
or cettain government bonds.

Categories of investment

Mo investment shall be made on which there
is unlimited liability.

The Managers must seek permission of the
Board to invest in collective investment

schemes managed by Baillie Gifford & Co.

Trensactions in futures and opfions must be
consistent with Infand Revenue guidelines so
as to ensure maintenance of the Company's
Investment Trust sfatus.

25 Derivatives and Other
Financial Instruments

The Company operates as an investment frust
company in accordance with 5842 of the
income and Corporation Taxes Act 1988.
The international nature of the Company’s

investment acfivities provides opportunities
for both merket appreciation and curtency
gains, but leaves it exposed fo the risk of
market volatility and currency fluctuations.

In the case of an investment frust, capital
profits from investing activities and currency
gains ara not recognised in the revenue
account, but are credited directly to @
separate capital reserve which the Company
is prohibited from distributing in the form of
dividends.

Gearing

The Company has long term and short term
borrowings. The aim of the use of gearing is
to enhance long ferm returns o shareholders
by investing borowed funds in equities and
other assets. Gearing is actively manoged.
How and where borrowings are invested is
reviewed by the Boord in consultation with
the Managers at every Board meeting. In
light of the decisions made, appropriate
adjustments fo the gearing position are

then made by the Managers. Details of
borrowings and where they are invasted is
given in menthly Facisheets published on
the Managers’ website,
www.bailliegifford.com

The Company’s revenue account may be
affected by fluctuations in short term interest
rates : income from overseas investment can
be affected by currency fluctuations.

The Company's financial instruments, which
provide finance for investment activities,
comprise its debenture stocks, its long and
shott term borrowings, and its cash and
liquid resources. In addition fo the equity
portfolio, the Company mainigins investments
in UK and overseas corperate bonds as part
of its investment strotegy.

The Company may, from fime fo time, enter
into derivative fransactions to hedge specific
currency or inferest rate risk. No such
fransactions were undertaken in the pericd
under review,

The Company has precisely defined
guidelines 1o govern the purchase or writing
of opticns on individual shares. No options
were purchased or written in the year under
review,

Trading n financial instruments is nat within
the normal activities of an investment trust,
nor is if the Company’s policy fo trade in
such instruments. Transactions in financial
instruments gererailly arise as o result of
strategic investment decisions.

NOTES TO ACCOUNTS

The Company's Managers may not enter
into derivative transactions without the prior
approval of the Board, and ali borrowing
facilities require Board authorisation. The
Board agress policies for managing risk
with the Company’s Managers. The main
risks arising from the Company’s financial
instruments are market risk {as noted above),
interest rate risk, credit risk, liquidity risk and
foreign currency fisk.

Interest Rate Risk

The Company finanees its operations by
means of realised capital profits, retained
revenue reserves, bank borrowings and the
issue of debenture stocks. The value of the
Company's bond portfclio is subject to
interest rate risk. It is not the Company's
policy to hedge this risk.

The Company has negotiated short term
multi-currency borrowing facilities at inferest
rates linkect to LIBOR and may draw down
funds for a period of up to 12 months.

The Company has issved a mix of stepped
and fixed interest debenture siocks. The
stepped interest debenture stocks have
reached their final step and are deemed
to be fixed.

Credit Risk

In additicn to inferest rate risk, the Company's
Invastments in bonds are also subject to credit
risk. Credit risk reflects the possibility that @
borrower will not be able to meet its
obligation to make payments of interest or
principal when they fall due. The Managers
analyse the credit risk of the Company’s
bond invesiments prior fo purchase and
continug to monitor developments in credit
quality subsequently.

Liquidity Risk

The Company's policy with regard to liguidity
is to ensure confinuity of funding. Short term
Hexibility is achieved by overdraf: faciliies,

Foreign Currency Risk

The infernational nature of the Company’s
investment activities gives rise to a curency
risk which is inherent in the performance of iis
overseas investments. |t is not the Company’s
policy fo hedge this risk on o continuing
basis, but the Company may from time to
time match specific overseas investment with
foraign currency borrowings,

The revenue account is subject to currency
Huctustion arising on overseas income. The
Company does not hedge this currency risk.
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NOTICE OF ANNUAY GENERAL MEETING

Notice of Annual Genera

Notice is hersby given that the ninetyfilth
Annual General Meeting of Scottish
Mortgage Investment Trust PLC will be held

within the Registered Office of the Company,
Calton Square, 1 Greenside Row, Edinburgh

EH1 3AN, on Thursday, 1 July 2004, at
4.00 pm for the following purposes:

Ordinary Business

1.

b oW

e

To approva the Accounts of the
Company for the year o 31 March
2004 with the Reporis of the Directors
and of the Auditors thereon.

. To approve the Directors’ Remuneration

Reporf.

. To declare o dividend.

. To elect Mr MM Gray as a Director.

. To elect Lord Strathclyde as a Director.
. To reelect Mr WG McQueen as a

Director.

. To reelect My GA Ball as a Director.
. To reappoint KPMG Audit Ple as Auditors.

. To authorise the Directors to determine

tha remuneration of the Audiiors.

To consider and, if thought fit, fo pass the
following resolution as a Special Resolution:

10.

That, in substitution for any existing
authority under section 166 of the
Companies Act 1985 (the "Act’), but
withcut prejudice fo the exercise of any
such authority prior to the date herect,
the Company be authorised, in
accordance with section 166 of the
Companies Act 1985 {the ‘Adl’}, to
make market purchases (within the
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meaning of section 163(3} of the Acti of
ordinary shares of 25p sach in the
copital of the Company {"Shares'),
provided that;

{a the maximum aggregate number of
Shares hereby authorised fo be
purchased shall be 14.99% of the
issued ordinary share capital on the
date on which this resolution is
passed;

{bl the minimum price which may be
paid for a Share shall be 25p;

{c) the maximum price {exclusive of
expenses) which may be paid for o
Share shall be an amount squal to
105% of the average of the middle
market quotations |as derived from the
Daily Official List of the londen Stock
Exchange) for the Shares for the
5 business days immediately
preceding the dafe of purchase; and

id) unless previously varied, revoked or
renawed. by the Company in general
mesting, the authority hereby
conferred shall expire af the
conclusion of the Annucl General
Meeting of the Company 1o be held
in 2005 or 31 December 2005,
whichever is the ecilier, save that the
Company may, prior o such expiry,
enter info a contract to purchase
Shares under such authority which will
or might be completed ar executed
wholly ar parly ofter the expiration of
such authority and may moke a
purchclse of Shares pursuant to any
such contract,

The Annual Genercl Meeling of the Company will

be held at the new offices of Baillie Gifford & Co,
Calton Square, 1 Greenside Row, Edinburgh EHT 3AN,
on Thursday, 1 July 2004 ot 4.00 pm.

If you have any queries as to how 1o vote or how to
attend the meeting, please call us on 0800 027 0133,

Meeting

By order of the Board

Baillie Gifford & Co% e C’\Rﬁ"\ s

Managers and Secretaries
28 May 2004

Notes

T A member entitied to aftend and vote af the
meeting is enfifled to appeint one or more
proxies to aftend and, on ¢ poll, vote on his/
her behalf. A proxy need not be a member of
the Comparny. A Form of Proxy for the use of
members is enclosed.

2 Pursuant to Regulation 41 of the Uncertificaled
Securities Regulations 2001, the Company
specifies that only those shareholders entered on
the Register of AMembers of the Company as at
6.00 pm on 29 June 2004 or, in the event that
the meefing is adjoumned, on the Register of
Members 48 hours before the time of any
adjouned meeting, shall be enfilled 1o atrend or
vole ot the meeting in respect of the number of
ordinary shares registered in their name at that
fime. Changes to the enfries on the Register of
Members after 6.00 pm on 29 June 2004 or,
in the event that the mesfing is adiourned, in the
Register of Members 48 hours before the fime
of any adjoumed mesfing, shall be disregarded
in determining the rights of any person tc attend
or vole at the meefing, notwithstanding any
provisions in any enaclment, the arficles of
association of the Company or other instument
to the contrary.

3 Shareholders porticipating in the Baillie Gifford
Investment Trust Share Plan, Children’s Savings
Plan of the Baillie Gifford Invesiment Trust 1A/
PEP who wish to vole and/or atlend the
meeting must complete and return the enclosed
reply-paid Form of Direction.

4 No Director has @ contract of service with the
Company.



FURTHER SHAREHOLDER INFORMATION

Further Shareholder Information

How to Invest

The Company's shares cre iraded on the
london Stock Exchange. They can be
bought by placing an order with @
stockbroker, by asking a professional
adviser to do so, or through the Baillie
Gifford savings vehicles [see inside back
cover for details).

Sources of Further Information
on the Company

The price of shores is quoted daily in

the Financial Times and can also be
found on the Baillie Gifford website ot
www.bailliegifford.com, Trustaet at
www.trustnet.co.uk and on other financial
websites. Company factsheets are also
available on the Baillie Gifford websiie
and are updated monthly. These are
available from Boillie Gifford on request.

Key Dates

Ordinary shareholders normally receive two
dividends in respect of each financial year.
An interim dividend is paid at the end of
November and ¢ final dividend is paid in
early July. The AGM is normally held in
early fuly.

Capital Gains Tax

For Capital Gains Tax indexation
purposes, the market value {adjusted for the
bonus issue of 4 for 1) of an ordinary

share in the Company as at 31 March
1982 was 30.4p,

Share Register Enquiries

Computershare Investor Servicas PLC
mainlains the share register on behalf of the
Company. In the event of queries regording
shares registered in your own name, please
contact the Registrars on 0870 702 0010.
By quoting the reference number on your
share certificate you can check your
helding on the Registrars’ web site:
www-uk.computershare.com/investor.

Telephone Share Dealing Service

A telephone share dealing service has
been established with our Registrar,
Computershare Invesior Services PLC,
which provides shareholders with a way
of buying or selling Scottish Morgage
Investment Trust PLC ordinary shares on

the London Stock Exchange. There are no
forms o complete and the share price at
which you deal will generally be confirmed
to you whilst you are still on the telephone.
Please ensure you have your Shareholder
Reference Number [SRN] ready when
making the call. The SRN appears

on your share cerifficate. For furher
information about this service plaase
phone 0870 702 0000.

Please nofe that this share dealing service
is not available to shareholders

participating in the Baillie Gifford
invesiment Trust Share Flan, Children's
Savings Plan, 1SA and PEP.

This is not a recommendation to buy, sell
or hold shares in Scottish Mortgage. If you
are unsure of what action to take contact a
financial adviser authorised under the
Finoncial Services and Markets Act 2000.
Please note that share values may go
down as welt as up, which may result in
you receiving less than what you originally
invested.

Computershare Investor Services PLC is
authorised and regulated by the Financial
Services Authority.

Electronic Communications and
Proxy Voting

If you hold stock in your own name you
can choose fo receive communications
from the Compony, and vote, in electonic
format. This method reduces costs, is
environmentally friendly and, for many, is
convenient loo. The paragraphs below
explain how you can use these services.

* Electronic Communications if you would
fike to take advantage of this service,
please visit our Registrar’s website at
www-uk.computershare.com/investor
and register. You will need your
shareholder reference number jwhich is
on your share certificate and tox voucher)
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FURTHER SHAREHOLDER INFORMATION

Analysis of Shareholders

At 31 March 2004

At 31 March 2003

Number % Number %

Institutions 119,787,855 403 119,212,623 40.0
Intermediaries 87,828,979 29.5 83,011,649 28.5
Individuals 66,966,028 225 70,707032 23.7
Baillie Gifford Share Flan/PEF/ISA 19,859,703 6.7 19,553,382 6.6
Marketmakers 2,862,550 1.0 3,520,429 1.2
297,305,115 100.0 298,005,115 100.0

to hand. If you then agree fo the terms
and conditions, in future, on the day that
documents are sent to shareholders by
post, you will receive an exmail providing
the website address link to the
documents. After you register, paper
documents will be available on reguest.

Electronic Proxy Voting You can also
return proxies electronically ot
www-uk.computershare.com/proxy.

If you have registered for electronic
communications you will be issued @
PIN number 1o use when refuzning
proxies fo the secure Registrar website.
You do not need fo register for electronic
communications fo use elecironic proxy
voting, paper proxy forms will conlain a
PIN number to allow you to refurn
proxies electronically.

If you have any questions about these
services please contact Computershare

on 0870 702 C000.

CREST Proxy Voting

if you are a user of the CREST system
{including o CREST Personal Member],

you may appoint one or more proxies of
give an instruction to a proxy by having an
appropriate CREST message transmitted.
To appoint a proxy or to give an
instruction to a proxy [whether previously
appointed or otherwise) via the CREST
system, the CREST message must be
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received by the issuer's agent (ID number
3RASC} not later than 48 hours before

the time appointed for holding the meeting.
For this purpese, the time of receipl will be
taken to be the time [as defermined by the
timesiamp generated by the CREST system|
from which the issuer’s agent is able to
refrieve the message. CREST Personal
Members or other CREST sponsored
members should contact their CREST
sponsors for assistance with appointing
proxies via CREST. For further information
on CREST procedures, limitations and
systems timings, please refer to the CREST
Manual. The Company may freat as
invalid @ proxy appeintment sent by CREST
in the circumstances set out in Regulction
35(5)la) of the Uncertificated Securities
Regulations 200 1. Computershare Investor
Services PLC is authorised and regulated
by the Financial Services Authority.

Whera this has been received in a
counlry where the provision of such @
service would be contrary to local laws
or regulations, this should be treated as
information only.

Scottish Mortgage is an investment
trust. Investment trusts offer
investors the following:
* Participation in a diversified porffolio

of shares,

» Constant supervision by experienced
professional managers.

+ The Trust is free from capital gains tax on
capital profiis realisec within its portfolio.

These accounts have been approved by
the Directors of Scoifish Mortgage
Invesiment Trust PLC. Baillie Gifford Savings
Management Limited is the ISA Manager
of the Baillie Gifford Investment Trust ISA,
the PEP Manager of the Baillie Gifford
Investment Trust PEP and the Manager of
the Baillie Gifford Investment Trust

Share Plan and Children’s Savings Plan.
Baillie Gifford Savings Management
Limited is whelly owned by 8aillie Gifford
& Co. Both are authorised and regulated
by the Financial Services Authority. Baillie
Gifford only provides information about its
products and does not provide investment
advice. The staff of Baillie Gifford may
have positions in Scottish Mortgage and
may buy, sell or offer to make a purchase
or sale of such securities from time o lime.
The value of ISA and PEP tax advantages
will depend on persenal circumsiances.
Past performance is no guarantee of future
performance. The capital value of and
income distributed by an investment trust
can go down as well as up and an
invesfor may not gef back the amount
ariginally invested. The price of an
investment trust share will fluctuate in
accordance with supply and demand
and may not reflect the underlying net
asset value.



Scottish Morigage's shares are traded on
the london Stock Exchange. They can be
bought through a stockbroker, by asking o
professional adviser to do so, or through
the: Baillie Gifford savings vehicles — see
below,

Baillie Gifford’s Investment

Trust Share Plan

You can invest from £250 or frem £30
per month. The plan is designed to be
costeffective way of saving on a regular
or lump sum basis.

Baillie Gifford’s Investment

Trust ISA

You can invest in a fax efficient way by
investing a minimum of £2,000 or from
£250 per month or by transfering an ISA
with a value of at least £2,000 from your
existing manager.

Baillie Gifford’s Children’s

Savings Plan

A costeffective plan tailored especially to
meet the requirements 1o save for children.

You can invest a minimum of £250 or from

£30 per month.

Baillie Gifford’s Investment

Trust PEP Transfer

You can fransfer an existing PEP to
access o different market or to change
your investment manager {minimum value

of £2,000].

Further Information

Retail Investments Department

Baillie Gifford Savings Management
Limited

Callon Square

1 Greenside Row
EDINBURGH EHT 3AN

Tel: Q800 027 G133
We may record your cail

E-mail: its@bailliegifford.com
Wehbsite : www bailliegifford.com

Fax: 0131 275 3955
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