7 o0

Scottish Mortgage Investment Trust PLC
Your low cost alternative for global investment

L) SETURGM1 0380
COMPANIES HOUSE 0275

Annual Report and Accounts 31 March 2005



Contents

I Company Summary

2 Year's Summary

4 Five Year Summary

6 Chairman’s Statement

& Directors and Management
10 Managers’ Review
18 Distribution of Portfolic
18 Thirty Largest Equity Holdings
19 Classification of Investments
20 list of Investments
25 Ten Year Record

The World and the Scottish Thistle
{Cirsium Vulgare}

These emblems represent both our global reach

and our Scofish origins. From an Edinburgh
base, we have invested throughout the world
since 190%.

26
31

33
34
36
37
38
39
50
51

52

Directors’ Report

Directors’ Remuneration Repart
Statement of Directors’ Responsibilities
Independent Audlitors” Repart
Statemeant of Total Return

Balance Sheet

Cash Flow Statement

Notes 1o Accounts

Nolice of Annual General Meeting
Further Shareholder Information
Analysis of Shareholders



£1,443m’

Company data at 31 March 2005
Shareholders’ funds

Total assets

£1,229m

£984m

l thefors deduction of debentures, long and short ferm borrowings.

lCompany Summary

Scottish Mortgage is a low cost global portfolio with a core UK exposure
' designed to maximise overall returns.

Policy and Objective

Scottish Mortgage's objective is to
maximise tofal return whilst also
generaling real dividend growth.

We invest internationally but with o core
of exposure 1o the UK market. Our equity
portfolio is relatively concentrated. We
look to buy and hold strong businesses
with good prospects for growth, We do
nof replicate regional indices but insfead
manage the portfolio and gearing levels
actively; our focus is on identilying
outstending global nvestments,

Benchmark

The pertfolio benchmark against which
performance is measured is 50% FTSE
AllShare Index and 50% FISE World

Ex UK Index (in sterling terms).

Management Details

Raillie Gifford & Co are appointed as
investment managers and secretaries o the
Company. The management contract can
be terminated of 12 menths’ nefice.

Capital Structure

At the year end the Company's share
capital consisled of 205,605,115
ordinary shares of 25p each which were
issued and fully paid. During the year the
Company bought back 1,700,000 shcres
for cancellation. long term gearing has
been secured by the issue of £146 million
{nominal value) of debenture stocks,

Management Fee

Baillie Giftord & Ca’s annual remuneration
is 0.32% of total assets less current
lichiliies lexcluding short term borrowings
for investmeni purposes), calculated and
payable on o quarterly basis.

Market capitalisation

COMPANY SUMMARY

ISA/PEP
ISA and PEP transter facilities are
available (see inside back cover).

AITC

The Company is a member of the
Association of Invesiment Trust Companies,
of which it was cne of the founder
members in 1932,

Notes

None of the views expressed in this
document should be construed as advice
to buy or sell o particular investment.

Investment trusts are UK public fisted
companies and as such comply with
requirements of the UK Listing Authority.
They are not authorised or regulated by the
Financial Services Authority.
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YEAR'S SUMMARY

year's Summary

l The following information illustrates how Scottish Mortgage has performed
I over the year to 31 March 2005.
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YEAR'S SUMMARY

31 March 31 March
2005 2004 % change
Total assefs [before deduction of debentures, long and short term borrowings) £1,442 5m £1,355.3m
Loans and debentures £213.1m £227.5m
Equity shareholders’ funds £1,229.4m £1,127 &m
Net asset value per ordinary share |ofter deducting debentures at par) 418.1p 381.5p 2.6
Net asset value per ordinary share {after deducting debentures at market value) 394.4p 362 8p 87
Share price 333.0p 305.0p 0.2
Benchmark 8.6
FTSE Al-Share Index 24577 2,197.0 1.9
FTSE Warld Ex UK Index (in sterling terms) 24872 2354 5.4
Dividend per ordinary share 7.35p 7 00p 50
Earnings per ordinary share 7.37p 8.05p (8.4)
Tolal expense rofio 0.52% 0.60%
Discount {after deducting debentures at par} 20.4% 20.1%
Discount {after deducting debentures at market valus)] 15.6% 15.9%
Year to Year to
31 March 2005 31 March 2004
Year's high and low High low High Low
Share price 351.0p 280.5p 318.5p 234.50
Net asset value (ufter deducting debentures at par} 42990 348.0p 392.0p 285.5p
Net asset value {after deducting debentures at market value) 406.4p 330.2p n/a n/G
Discount [cfier deducting debentures at parl 17.0% 21.2% 15.8% 20.6%
Discount {after deducting debentures at market valuel 11.6% 17.1% n/a n/a
31 March 31 March
2005 2004
Total return per ordinary share
Revenue 7.37p 8.05p
Capital 35.96p 94.86p
Total 43.33p 102.91p

Past performance is no guarantee of future performance.
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FIVE YEAR SUMMARY

! Five Year Summary

The following charts indicate how Scottish Mortgage has performed

l relative to its benchmark (applied retrospectively), its underlying net asset
value and the retail price index over the five year period to 31 March

l 2005.
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5 Year Total Return Performance
figures rebased to 100 at 31 March 2000]

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

Past performance is no guarantee of future performance,

FIVE YEAR SUMMARY

Dividend and RPI Growth
(figures rebased to 100 at 31 March 2000}

Discount to Net Asset Value

[ploted on a monthly basis)
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CHAIRMAN’S STATEMENT

highlights
e A year of continued global
economic growth and strong

growth in company profits and
dividends.

e The increasing wealth of large
developing countries will be a
major factor in markets for @
number of years to come.

lChairman’s Statement

Scottish Mortgage recorded another year of growth. Net asset value per share rose by
9.6% and the share price by 9.2% compared to an 8.6% increase in the benchmark.

This out-performance benefited from good stock selection and gearing. Global economic
growth continued and companies reported strong growth in profits and dividends. The
outlook for global equity investors for the current year remains encouraging.

Confidence in Asian and Emerging markets
faltered in the first half due 1o concerns
about the pace of Chinese growth. We
increased our positions in these markets
which turned out 1o be among the stronger
performers in the second half. Investments
in Asia Pacific and other Emerging markets,
excluding Jupan, now account for 18% of
the equity content. We remain convinced
that the growth of these developing
countries will be the major global economic
factor in markels for a number of years 1o
come, While rising inflation and the
likelihood of higher interest rates are also
factors to consider, we expect to see
sustained demand continuing to fuel overall
growth.

Dividend and Earnings

The Board is recommending a final dividend
of 5.05p, making ¢ proposed total of
7.35p for the year. This 5.0% increase is
well ghead of UK inflafion at 3.2% as
measured by the Retail Price Index. Farnings
per share decreased by B.4% o 7.37p but
still cover the dividend. Income was boosted
by a special dividend received from
Microsoft amounting to £1.2 millien, but this
benefit was offset by the prudent write off of
£71 million of recoverable lalian withholding

tax, repayment of which, from the ltalian
authorities, is now up to 10 years overdue.

To enhance the appeal of the Company o
individual sharehclders, the Board plans to
make two roughly equal dividend paymenis
in the current year, thus giving shareholders
a cash flow benefit. This is likely to be
achieved by making @ higher interim but a
lower final payment in 2005/6. | do
expect, howaver, thal we will recommend o
further real increase in the total dividend, os
has been the case for the past 23 years,

Portfolio Management — a Global
Strategy

Shares are chosen on a long term
perspective fo find individual companies, no
matter where they are listed, which will
provide our shareholders with good long
term refurns, while still taking into account
the requirement fo produce income as well
as capital appreciation. As in previous
vears, a table showing the geogrphical
attribution of performance is provided (see
page 17). In future years we will not include
this table as it can give an unrepresentative
picture of how the portfolic is actually being
run and what we are trying to achieve.

We have a global perspactive and we

Past performance is no guarantes of future parformance.
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» The outlook for corporate profits
remains encouraging.

concentrate on the averall result rather than
on each regional index. If the focus is
placed on the various geographical indices,
stock selection can be constrained and
performance can suffer. The Managers are
expected to add value through dislinctive
and commitied global stock selection. There
are currently 1G 1 equity holdings compared
to 120 iast year, 129 the year before that
and 163 five years ago.

We do not favour adopting the Manager of
Manager, or Fund of Funds, approach. This
method has baceme fashionable within the
investment trust sector recently but we see @
danger of performance dilution and @ loss
of global perspective with this madel, just as
there is in taking an indexed approach.
Transparency for shareholders is reduced
while accountability and oversight is more
complex and challenging.

Balance Sheet

In September 2004, Scottish Mortgage
became the first invesiment trust to be given
an Aca lssuer Rating by Mocdy's and it is
the only Aaa rated company in the FTSE
All-Share index. Moody's ratings are
opinions of the ability of businesses 1o
honour senior unsecured financial



obligations and contracss. In its report,
Moady's highlighted the Bocrd's sensitivity
to borrowing levels, the modest level of
geaiing, the siraightiorward capital structure,
the long record of the Trust and the length of
exparience of the Managers in the equity
morket.

During the year Scottish Mortgage made use
of its borrowings to finance equity holdings
and remains geared info the market. This has
proved beneficial over the period.

Discount, Buybacks and Marketing
During the periad, it has been disappointing
that — despite good invesiment performance
— the discount betweaen your Company's
share price and the underlying asset value
has not narrowed, but | would ask you to
note fwo points:

1. When the debentures are oriced at their
market value, which is higher than the
cost of their eventua! redemption, the
discount is significanfly lower af 15.6%
as opposed to 20.4% at par {as at
31 March 2005).

2. Scoftish Mortgage's discount has ofen
been less volatite than those of its larger
peers in the past.

While the Board has buyback powers
which have been used extensively in the
past, they were exercised on only one
occasion last vear. We are asking for
renewal of thase powers and will confinue
to use them as cppropriate opportunities
anse.

The Board has siressed 1o the Managers the
importance of working to raise awareness of
Scottish Mortgage amongst existing and
potential investors, particularly in the
infermediary and private investor market.

| consider that the Company offers long term
equity investors a very appealing
proposition, It has:

e low unning costs,

« o strong global focus,

« a long ferm parspective,

« experienced and proven Managers.

Outlook

We remain optimistic for fhe current year.
While the pace of profits growth may slow,
the Managers are confinuing to identify
companies which they consider are capable
of producing sustained long term growth,
The fact thet many large developing
countries are hecoming significantly richer

CHAIRMAN’S. STATEMENT

augurs well for the global economy as o
whole.

AGM

! hope that you will be able to attend the
Annuc! General Meeting which will be held
on Thursday, 30 June in Edinburgh as
detailed on page 50. Shareholder approval
is being sought af the meefing fo increase
the ceiling on the Chairman’s and Dirsctors’
fees. Total fees are close to the current
ceilings and consequently there is litfe scope
for increase in future years. Delails of the
proposed Resolutions are shown on

page 29.

The Managers will make a short
presentation at the meeting and there will be
an opportunily to ask questions.

Sir Donald MacKay
5 May 2005
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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 MacKay is 68 and was appeinfed
a Director of Scoltish Morigoge Investment
Trust PLC in 1999, became Chairman in
2003 and is Chairman of the Nomination
Commifiee. He is an economisi who was
Professor of Political Economy ot Aberdeen
Universify and Professor of Economics af
HeriotWatt University. He is a former
chairman of The Malcolm Group PLC and
Scoftish Enterprise and is currently a
director of Edinburgh Income and Value
Trust ple.

2 GA Ball

Geoffrey Ball is &1 and was appointed
Director of Scottish Mortgage Invesiment
Trust PLC in 1983 and is the senior
independent director. He is executive
chairman of CALA Group Utd, having led
the monagement buy out in 1999, He was
president of the House Builders Federation
of England and Wales from 2001 to

l 2003 and he was a director of

' B ANNUAL REPORT 2005

The Standard Life Assurance Company for
13 years until 2001.

3 MM Gray

Michael Gray is 57 and was appointed a
Director of Scoftish Mortgage Investiment
Trust PLC in 2004. As Chairman and Chief
Executive he led the growth of McQueen
International over o 17 year period as it
avolved from being a prinfing compeny info
a global enterprise providing a range of
suppoit services 1o lechnology companies.
On McGueen's acquisition, he became
Senior Vice-President of Sykes Enterprises
Inc., a global NASDAQ quated outsourcing
services company. He refired from Sykes in
1999 and currenily has many business,
communily, charity and sporting interests
and responsibilities. He is a former director
of Scottish Enterprise and the Scoftish
Community Foundation.

4 WG McQueen
Gorden McQueen is 58 and was appoinied
a Direcior of Scottish Mortgage Invesimeni

Trust PLC in 2001 and is Chairman of the
Audit Commities. He was an executive
director of HBOS ple, Bank of Scotland and
Halifax plc, where his chief role was Chief
Executive, Treasury. He is a director of The
Alfiance Trust PLC, The Second Alliance Trust
PLC, JP Morgan Fleming Mid Cap
Investment Trust ple and Shaftesbury PLC.

5 JPHS Scoft

John Scott is 52 and was appeinted @
Director of Scoffish Mortgage Invesiment
Trust PLC in 2001, He is ¢ former executive
director of lazard Brothers & Co., Limited.
Buring his twenty years with lazerd, he was
involved with the merchant bank’s corporate
advisory acfivities and its Asian businesses.
He is currently a director of various
companies, including Dunedin Income
Growth Investment Trust PLC, Martin Currie
Pacific Trust ple, JP Morgan Fleming,
Claverhouse Invesiment Trust plc, Xaar ple,
Miller Insurance and Schroder Jopan
Growth Fund plc.



é lord Sirafhclyde

Thomas Strathclyde s 45 and was
appointed a Director of Scottish Mertgage
lnvastment Trust PLC in 2004, He is
currently the Leader of the Opposition in
the House of Lords. His parliamentary
career o date includes exiensive ministerial
experience at the Departments of
Employment, the Envitonment, Trade ond
Industey and the Scottish Office. Pricr 1o
entering pdlitics in 1988 as a Government
Whip, lord Strathclyde worked in the City
for the insurance brokers, Bain Dawes. Lord
Strathclyde is also Chairman of tondon
based hedge fund manager Trafalgar
Capital Managemenl limited and
Director of Galena Capital Management
limited and Marketform Limited.

All Directors are members of the
Nomination and Audit Commiltzes.

Managers and Secretaries

Scottish Mortgage is managed by Baillie
Gilford & Co, an investment management
firm formed in 1927 out of the legal firm
Baillie & Gifford, WS, which had been
Manogers and Secreiaries fo the Company
since its formation in 1909

Baillie Gifford Ts one of the largest
investmeri irust monagers in the UK and
curtently manages eight investment trusts.
Baillie Gifford also manages unit trusts and
open ended investment companies,
fogether with investment porifolios on
behalf of pension funds, charities and other
institutional clients, both in the UK and
overseas. Funds under the management or
advice of Baillie Gifferd tofal over

£32 billion. Based in Edinburgh, it is one
of the leading privately owned investment
managemenit firms in the UK, with

30 partners and a staff of over 400.

DIRECTORS AND MANAGEMENT

The manager of Scotfish Mortgoge's
perfclio is James Andersen, a partner of
Baillie Gifford where he is Deputy Chief
Investment Officer and Head of the Global
Team. He is ultimately responsible for stock
selection and works closely with the other
Heads of the Investment Deparments.

The firm of Baillie Gifford & Co are
autherised and regulated by
the Financial Services Authority.

SCOTTISH MORTGAGE INVESTMENT TRUST PLC 9



MANAGERS’ REVIEW

Returns From Markets
for the year ended 31 March 2005
Geographical performance™® against
benchmark in focal currency

Managers Review

Overview

Raturns were respectable but unspeactacular in
the last twalve months. Given the dramatic
succession of bull and bear markets of recent
years modest pasitive retuns are an unusual
outcome but one which may be more
freqiuent in the future.

Qur relaiive performance was modestly
ahead of the index aided by gearing. The
geographical details of cur pedormance can
be found on page 17. As explained last
year, we treat these figures with considerable
caution. We manage the portfolio on a
global basis with a care UK expasure to
maintain our dividend viald. As the
Chairman's Statement explains, we think that
the attempt to beat regional benchmarks
leads directly to sub-optimal and unduly
diversified stock selection. From next year we
will not be giving the geographical
parformance attribution on a regular bas's.
Instead we will aim to give clear guidance as
to which stocks have added and subtracted
value.
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We have continued to reduce steadily the
number of equify holdings. The yeor sow o
reduction from 120 to 101 stocks. We
expact a small further fall in the year chead
but we are now close fo our preferred
porffolic shape. Greater concentration should
reinforce our conviction that all cur holdings
can add significant value for sharehclders
whilst still offering broad exposure to world
economic growth and adequate risk
diversification. We think that this policy
differentictes us from many other large
investment frusts,

The key theme for us remains the rising
gccnomic pawer of the emerging nations.
This is likely to be the case for the next twenty
years. Fconomic growth in China, Indiq,
Brazil and Eastern Europe was strong, once
agoin, last year, Markets in these areas
were, however, volatile as rising US interest
rates fook some toll. We regard such
setbacks as offering opportunity as we think
that major macroecenomic improvemeants in
emerging markets mean that they are ne

longer dangercusly exposed to modest rises
in American interest rates.

United Kingdom

The UK market returned 15.6% M the year o
31 March, the second successive yeor of
double digit positive returns. This represented
a decent showing compared with the other
major markets, where profit growth has been
strenger but starting valuations tended also to
be higher. Prcfit growth was similar fo the
market's rise and dividend growth continued
fo accelerate to close to 10% year on year,
which meant that valuations were broadly
unchanged over the period and remoin ot
attractive levels.

Qur own UK portfolic performed slightly
worse than the FT AllShare Index, with most
of the shortfall attributable to the decision not
to own either BP or Shell, two of the largest
UK stocks, whose longer term attractions stike
us as underwhelming, not least in comparison
with other clternatives from within the energy
sector, While we remain deeply sceptical of



1 Allied Domecq

One of Allied Domecq's appealing
brands.

2 BSkyB

We acquired a new holding in
8SkyB during the year. The

company continues fo grow ils
customer base and profitability is
improving sharply.

the long term investment case for either
zompany, recent strength in the ol price has
given both o profit boost which, in turn, led
to strong share price performance. Bevond
these tweo, the only significant disappointment
came from the hedge fund manager Man
Group, where contirued asset and profit
growth failed to convert info o rising share
price, largely because of growing scepticism
ahout the prospacts for the hedge fund
industry as @ whole on the back of dull short
term investment refurns. While holding no
sirong views on the attractions of hedge funds
as an asset class, we see no evidence 1o
suggest thot a proven manager with strong
distribution cannct continue to grow its returns
to shareholders and we added 1o our
shareholding following weakness,

Portfolio activity was somewhat higher than
usual, with & number of new purchases ond
complete sales. The overriding theme was to
reduce exposure fo companies with limited
longer term growth cpportunities and refocus
the porffolio on businesses where we

perceive greater pofential. For example, we
sold Galloher ard Scottish & Souwthern
Energy, each of which has performed well in
recognition of ts strong management record
but which both appear destined to grow at a
below average rate given the limitations of
the tobacce and ufility sectors. We believe
that BSkyB, Hays and Kingfisher, three of our
recent purchases, offer significantly greater
oppartunities for growih and profitable
investment over the next several years and we
were able o aoquire shares in each at o
point when expectations were relatively
subdued. Similarly, within the banking sector
we can now muster [ifle enthusiosm for HSBC
or HBOS and subsequently scld out, while
we are excited by the prospecis for the
smalter and more focused Standard
Chartered and Northern Reck, both of which
represent significant holdings after recent
share purchases.

This increased focus on growth and longer
term potential has shaped mast of our
frading activity over the year and has

MANAGERS’ REVIEW

contributed to a further reduction in our UK
stoke. Net soles of £21m, represent the
third consecutive year that the UK exposure
has fallen and by the end of the year UK
investments represenied 45.5% of fotal
assets, down from 47 5% nwelve months
earlier. While the UK economy has
continued to grow at a satisfactory rate with
modest inflation and a sensible preemptive
tightering of manetary policy, future growth
is unlikely to beter the longer term trend and
there are risks that activity could disappoint
even modest expeciations. Of course, the
UK stockmarket offers exposure to much
more thon just the domestic economy, buf
the recent tailwinds of o rapid increase in
consumer borrowing and expenditure now
look likely fo convert info headwinds and, af
the margin, reduce the number and scope
of domestically quoted Tnvestment
opportunities. We have tended to reduce
the UK stoke simply because we have been
able to find @ broader range of potential
investments elsewhere n the world.

SCOTTISH MORTGAGE INVESTMENT TRUST PLC 11



MANAGERS’ REVIEW

1 SAP 2 Sandvik

SAP headquarters: a rare European
high-tachnology success.
companies.

World excluding United Kingdom
We manage the infernational portfolio on a
global basis, without geographical or sectoral
consfraints, We have therefore decided thet it
Is inappropriale fo persist with our previcus
practice of reviewing the porfolio region by
region. Indeed, we think that such a focus
can have damaging consequences for
porffolio management. In the endeavour fo
meet regicnal performance targets, holdings
in companies of significant weight in local
indices, but little claim to global investment
appeal, can appear in the porffolio. Over
fime there is a remerseless trend away from
one international fund te several regional
portfolios. We do not think that this is in the
inferests of shareholders. Cur efforts 1o reverse
this process have led ta o welcome decrease
in the number of stocks that we own. Wa are
pleased that our holding sizes ore now much
more closely aligned to our conviction in
each individual stock, rather than being o
hostage to regicnd! dllocation and index
weights. We think that this should prove
beneficial in the years ahecd.
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Sandvik headquarters: one of
Europe’s oldest and best industrial

The structural rise of emerging markets
and portfolio structure

The key issue for the world markets is whether
the rise of the major developing economies of
China, Indic, Latin America and Eastern
Eurcpe continues and can offset the
inevitable, if muck delayed slow-down in
American consumption. We are relatively
confident that this will be the story of the next
decade, This belief is reinforced not enly by
the increasingly sound fiscal, monetary and
microreconomic palicies baing pursued in
these naticns buf also by their generally
impressive standards of educational
achievement. Above all, it is backed by the
impraving and frequently impressive
performance of the corporate sector. We
would not wish to own stocks in the emerging
markets simply because their local economies
are growing. This remains a constraint in
China but not in most other emerging
markets. We require evidence of strong
business models and competitive strengths in
the same manner as we try to identify in the
developed world. At the same fime we think

that the opportunities offered by the growth in
emerging markefs extends far beyend
companies listed in these locatians. From oil
and mining stocks fo manufacturers of
industrial equipment to suppliers of brend
name luxuries, the power of emerging market
demand is driving improved operating
conditions. We accept that there will be
pauses in this process ard that this may be
temporarily painful in equity markets but we
are defermined fo use such setbacks as
opportunities to add to our exposure rather
than o prompr alam. In paricular we regard
modest rises in US interest rates leading to o
selboff in emerging markets as a cassic
example of misguided and outmoded
emofion overcoming economic logic. We
would only anficipate reconsidering our
support for emerging markets if we were o
see svidence of a secular rather than cyclical
reversal in improvements in their GDP per
capita. This would seem mest likely to be
prompted by major changes of pclitical
direction ot the local or glebal level. Plainly
recent actions in Russia have the potential to



1 EOG Resources
EOG Resources drilling rig.

develop in this direction. As former
sharsholders in Yukos we have seen the
direct consequences of the abuse of political
power but we tend fo think that this is o
specific case and that global pressures
towards liberal economic and political
management remain formidable. In short, we
think that the focus of global economic and
stockmarket activity will move remorselessly to
the now developing world in the decades
ahead. We think that cur asset allocation
shouid reflect this ond that there ara individug!
stocks from these areas that thorcughly
desarve 1o be in cur porfolic,

Commodities

The most striking feature of the last year has
been the sharp rise in the price of oil.
Primarily we regard this as yet ancther
cansequence of the rise of Chinese demand.
This said we also believe that the supply of
cil is comparatively constrained. Whilst we
consider it probable that Scudi Arabia can
increase production, it requires a structurally
high il price to fund the necessary capital

2 Monsanto

Monsanto’s biotechnology crops.

expenditures. Meanwhile the Western oil
majors are struggling to find and develop
worthwhile reserves. It appears to us to be an
eventually selfdefeating process to invest in
these declining companies to gain exposure
to a prolonged period of high oil prices. We
prefer to look for ofl und gas companies with
the abilily to increase reserves and production
or those that enjoy significant 2amings
gecring to the current high prices. Some of
these can be found in North America. Oil
sands reserves have come into their own for
Suncor whilst supply constrained markets
permit sirong pricing power 0s shown by
EOG whilst ConocePhillips has the refining
position ond production pofential fo moke us
more confident than is the case for so many
infegrated oil majors. Qur search for reserve
and production growth has led us to several
emerging markets stocks. Pefrobras seems to
us o be highly appedling. It has o good
exploration record [particularly in offshore
Brazilian waters where others have failed),
improving production prospects and o
remarkably low valuation despite the

MANAGERS' REVIEW

increasing stability of the Brazilian economy:.
Qur two Ryssian holdings, Gazprem and
Lukail, offer such formidable reserves that we
believe the potential rewards hugely ourweigh
any political dangers that can be envisaged
for two such govermnment favaured giants.

Just as the oil market has been influenced by
China so have broader commodity prices
thrived on this new source of demand. VWhilst
we are wary that supply is less constrained
than it is In oil markets and unpleasantly prey
to speculative excesses we do accept that
dominani, low-cost suppliers of key raw
martgrials cre in o sfrong position for some
years fo come as weaker compefitors will find
it difficult to finance and develop economic
copacily even ot currently pravailing prices.
BHP Billiton and CYRD {Brazil copear to
hove sufficiently strong pesifions Inotably in
iron ore} and to be disciplined enough in
their pursuit of bolance between future
expansion and current shareholder reward to
deserve places in our portfolio. Anglo
American Platinum has, in contrast, been

SCOTTISH MORTGAGE INVESTMENT TRUST PLC 13



MANAGERS' REVIEW

1 Nissan Molor

Nissan Titan truck sold in
US market.

unpopular with the markets as platinum prices
have withered and rand strength has eroded
returns. We have recently added to the
hclding as we fee! the structural demand
picture for platinum remains powerful despite
these immediate anxieties.

Industry

Whilst markets have tended to focus en the
commodity impact of Chinese demand there
has been less attention paid to broader
industrial themes linked fo the rising
importance of China but also India, Eastern
Europe and latin America. With the
dynamics of global growth moving away
from American consumers towards emerging
economy industrialisation there are swathes of
previously staid manufacturing enlerprises that
can now boast improved growth opportunities
and compefitive positions strengthened by
years of industry consolidation and capifc!
redeployment. The prime exemplars of fhis
are perhaps two Swedish engineering
holdings, Atlas Copzo (a longrrun holding
added to this year) and Sandvik (purchased
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2 Mitsui OSK Lines
Mitsui OSK Lines containership.

in the last year). Bath companies have
attarined global leadership in thair respective
comgressor and carbide toc! markefs and
bath have strang mining equipment franchises
in addition. Both have been investing in
emerging markets capacily for years and
have built strong local presence and customer
links to protect themselves against domestic
competition. For BMWW and Porsche the
protection lies instead in brand strength thot
appears to be global in reach, Af a time of
nervousness about the cutomotive industry
these virtues are ever more important and
apparent.

Technology

Our technology investments have generally
not enjoyed a good year in share price
terms. We do, however, feel reasonably
confident that our individual stocks are welk
placed and that rafings are becoming
statistically attractive for the first fime in many
years. We are therefore coniemplating
purchases in areas such as internet
commerce that have previously baen

unappealing to us. Somsung is currently our
largest technology holding to which we
have been adding steadily. We remain
fascinated by the growing power of the
company in memory chips, mobile phones
and flat screen technology. Given the
cydlicality of these businesses, the notable
willingness of Samsung to invest counter
cyclically and te impose scale, eamings will
be as volatile os the share price. The
ulfimately impressive retums and low-rafing
make us patiently optimistic. Our other major
holding is the German business scftware
company SAP. This tco has been o dull
performer but confinues fo chum out
consistent annual sarmings growth,
increasing margins, and growing industry
dominance. Software is an industry that
rewards scale so we think this is a self
reinforcing trend. We would dlso draw
attention fo an increase in our holding of
Canon. This seems to us to be one of the
few Jopanese companies to offer the industry
leadership, concentration on its core business
and strong prospects to make it genuinely



1 CNOOC

CNOQC is a major Chinese player
in the exploration and production
of crude oit and natural gas.

2 Nerilsk Nickel

Norilsk Nickel, one of the world's
major integrated mining and metals
companies,

roduces 20% of the

global nickel supply.

world-class. The persistent devoting of the
company despite eamings consistently
exceading expectations strikes us as being
symptomatic of a global disillusion with
growth stocks and an undue preoccupation in
the Tokyo market with all too often illusory re-
stucturing and domestic demand recovery
stories.

Financials and consumer staples in
America

It is in the area of financials and branded
consumer goods that the US market comes
inte its own in its excellent selection of
outstanding companies. Whilst we are aware
that operating conditicns for US financials
have been benign for many years we are of
the view that the specific competifive strengths
of our investments are enduring. Moody's is a
classic example of this as the business of
rating bonds refies on reputation and market
share which are buili up cver many decades.
This is a service which is becoming ever more
essential in today's financial system. We

refain o large holding in the Califernia based
mortgage company Golden YWest. Its share
price has been slightly overshadowed this
year by concern over rising interest rates but it
remains the lowestcost and most focussed
operator and samings confinue fo rise
imprassively. The other area which we find of
consistent inferest in America is brand name
consurer goods. This year we would note
thet our purchase of Gillette has paid off
more quickly than we anticipated through bid
activity but stocks such as Alia, Wiigley and
Walgreen continue 1o play a significant role
in cur porfolio. Whilst we select our stocks
on a global basis we believe cur US
department has a record of investing in borh
financials and consumer goods that we
should exploit as a source of ideas. We
would also highlight this fo our shareholders
as so many other investment frusts have
struggled in their US siock selection. Without
such capable input from our colleagues, we
would find it impossible o invest globally
with confidence.

MANAGERS’ REVIEW

Prospects: the undervaluation of growth
Whilst the vagaries of market sentiment will
doubtless swing in unexpected directions in
the year ahead we are optimistic about the
underlying prospects for our invesiments, We
think that the oppertunities for growth offered
by the burgeening globalisation of economies
are profound and that those companies with
the strategic positioning to exploit this will be
able to generate excallent profitability. These
companies can be found in all pars of the
globe from India ic Canada to Istael and it is
our task to seek them throughout the weorld
regordless of index weight or invesiment
fashion. If the opportunities are appealing so
too is the rating that the markets currently
apply to growth stocks. The hangover from
the excesses of the lete 1990's has led to an
exaggerated suspicion of the possibilifies and
ratings of growing companies that has been
magnified by the momentum effects that
markets have become so prey fo in recent
years. We think that global growth stocks are
now highly affractive.
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MANAGERS’ REVIEW

1 Loyds of London

Lloyds of London has developed its
global reputation over three
centuries of underwriting.

2 Waste Recycling Group

Waste Recycling Group helps to
manage the growing c{:}mond for
waste disposal and recycling.

Fixed Interest

Scofiish Morigage's bond portfolio eamed
healthy retumn of $.5% in the year to

31 March. The averall econamic climate wes
helpful with inflation remaining subdued
despite strong glebal economic growth. The
Bank of England raised base rates from 4% 1o
4.75% in response fo the economy’s strength
and to block off inflationary pressures; the
US’s Federal Reserve dlso raised interest
rates, somewhat more aggressively, from 1%
to 2.75%. The Eurcpean Central Bank and
Bank of Japan, in contrast, kept interest rates
unchanged as their economies wrestled with
structurgl problems. Bond market returns
followed the rate rise pattern: best in Europe,
weckest in the US, with the UK lying
somewhere in between.

Company profitability has continued o grow
and many companies have sought fo reduce
indebtedness. One reflection of robust
corporate health is the Moody's glebal
speculative-grade default rate which declined
o 2.1% from its 2001 peak of 10.6%. This
improvement has fed o o flood of mongy info
high yield bonds and the Eurcpean high yield
market refurned 11.1% over the past welve

months in local currency terms, or 14.3%
when translated to sfering.

The Trust's bond porffolio is mainly comprised
of investment grade bonds with o smaller
allocation to higher vielding bonds with lower
credit ratings. The former tend o have steady
finances but have more sensitivity 10 inferest
rates. We leok for bonds which pay a high
interest rafe premium n comparison to their
credit risk or bonds which might ke bought
back at a premium by their issuer. A good
example is AMP, the Australian insurer. Its exit
from the UK market has both reduced
business and financial risk and left ¢
orofitable domestic business. We expect that
it will use surplus capital fo buy back bonds
and that the Trust's sterling dencminated
bonds will be a prime farget when it does so.

In high yield bends we lock for companies
which are expected to generate good cash
flow to poy down debt. The ideal cutcome is
o de-gearing through a sale of the company
or public share sale, In this yecr we realised
profits in MTU, the German asro engines
manuiacturer, as speculation grew that it
would return to the public stockmarket and in

Post performance is no guaranteee of future performance
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Eircom, the largest Irish telecom company,
followiing its successful share sale. Both
companies had reduced indebtedness
merkedly since we bought their bonds. Of
our current holdings, Debenhams is perhaps
the most fikely to buy back its bonds: its
highly successful and profitable tur-around as
a private company paving the way for a
public listing.

A final leg to the fixed income portfalio is
asset backed bonds - konds which have
their income and capital backed by security.
The Trust’s bonds' assets vary from
commercial morigages threugh bank loans o
healthcare clinics. This market segment has
nat appreciated in value fo the same extent
as others despite solid operating performance
and so we expect it to do well in the coming
year.

Qur aim is to genearate income while
investing in assets which will hold value or,
ideaily, appreciate. While world growth is
likely to moderate and US inferest rate rises
may weigh on g'obcﬁ bond markets, we
believe we can still find aftractive investments
in corporate bonds,



Performance Attribution for the year to 31 March 2005 (in sterling terms)

Computed relative 1o the benchmark (50% FISE All-Share Index and 50%
FTSE World Ex UK Index [in stering terms)] with net income reinvested.

MANAGERS' REVIEW

Contribution

Benchmark Scottish Morigage Contribution attributable 1o:
asset allocation asset allocation Performance* 1o relative Stock Assett
01.04.04 31.03.05 01.04.04 31.03.05 SM  Benchmark return selection  allocotion
Porffolio breakdown % % % % % % % % %
United Kingdom 50.0 50.0 50.5 49.0 13.7 15.6 (0.8] (0.8] -
Eurcpe ex. UK 2.8 10.7 0.7 1.2 10.0 18.6 [C.8) 10.8) -
North Amearica 30.5 30.0 26.1 251 18.2 4.8 3.4 3.0 .4
Japan 5.4 4.8 6.8 506 (3.3 (4.3) {0.2) 0.1 {0.2)
Asia Pacific ex. Japan 3.4 3.4 11.0 10.5 10.3 13.5 {©.3 {0.3) -
Other Emerging Markets 0.9 1.1 6.3 9.0 (8.8 14.6 1.3} 0.3 (1.0}
Bonds - - 7.2 &0 Q5 - .0 - o.n
Cash - - 1.0 0.2 6.8 - - - -
Debentures ond loans - - 119.6) 16.6) 6.7 - 0.8 - 0.8
Total 100.0 100.0 100.0 100.0 122 1.5 0.6 0.9 {0.2}

Past performance is no guarantee of future performance.

Saurce : HSBC/Baillie Gifford & Co

* The above retums are calculated on a total retumn basis with net income reinvested and debentures valued at par. Scoffish Morgage's figures represent the refurns
on the Company’s porfolic and the benchmark figures for each geographical area represent the retum on the appropriafe FTSE index.

Centributions cannot be added together as they are geometric; for example o calculate how a refum of 12.2%, against o benchmark return of 11.5% transkates into
a relative retun of 0.6%, divide the portfolio return of 112.2 by the benchmark return of 111.5 and subtract one.

t Asset allocation includes the contribution atiributable to currency movements.

[nvestment Changes (£'000]

Valuation ot Net acquisitions Appreciation Valuation at
31 March 2004 {disposals) {depreciation) 31 March 2005
Equities*
Unired Kingdom 565,577 {21,165) 59,874 608,288
Continental Europe 120,477 10,210 10,566 141,253
North America 294,601 (26.033) 44,499 313,067
_]Gpan 77,276 (4,810 {3,117} 69,347
Asia Pacific 124,289 {885} 7,344 130,748
Other Emerging Markets 70,982 47019 15,875 112,126
Totel equities 1,257,202 4,336 113,263 1,374,831
Bonds:
Sterling bonds 58,059 (1,177} 131 57,013
Euro bonds 20,051 (7,374) 1,081 13,758
US dailar bonds 3,184 1,489 (180) 4,493
Total investments 1,338,496 12.726) 114,325 1,450,095
Net liquid assets/{liabilities) 16,845 {24,260) 161} (7.576)
Total assets 1,355,341 (26,984 114,164 1,442,519

The figures above for tofal assets are made up of lotal net assets before deduction of debentures, long and shert ferm borrawings.

* Equities include convertibles, limited parinerships and OFICs.
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DISTRIBUTION OF PORTFOLIO AND THIRTY LARGEST EQUITY HOLDINGS

Distribution of Portfolio

Geographical 2005 {2004} Sectoral 2005 (2004)

Other Emerging Markets 7.8% (5.2%) Net Liquid (Liabilities) /Assets

Overseas Bonds 1.3% 1‘] 7%) (0'51% ” ‘S%l
UK Corporate Bonds 3.9% {4.3%)
Rescurces 16.0% 12.1%}

Asia Pacific .1% {0.2%) Information Technology

4.1% 16.1%)
Jopan 4.8% [5.7%)
UK 45.5% Financials Industrials
o 23.8% [28.0% 13.1% (9.1%)
147 .5%) %l !

North America

22.0% (21.9%; Consumer Goads

21.4% (22.1%)

Confinenial Eurcpe 10.8% (10.5%) Services and Utilities 16.9% (18.3%)

Thirty Largest Equity Holdings

Market value % of

Name Region Business £'000 total assels
Vodofone Uinited Kingdom Mobile telecommunication services 66,486 4.6
Royal Bark of Scofland United Kingdom Banking 42,555 3.0
Barclays United Kingdom Banking 36,737 2.5
GlaxoSmithKline United Kingdom Pharmaceuticals 32,751 2.3
Samsung Electronics Asia Pacific Flectonics manufacturer 31183 22
Petrabras Other Emerging Markets Qil company 31,135 2.2
British American Tobacco United Kingdom Tobacco 26,623 2.1
Golden West Financial Nerth America Savings and loans 25614 1.8
BHP Billiton Asia Pacitic Diversified resources 25,604 1.8
Aviva United Kingdom life assurance 24,282 1.7
SAP Continental Europe Business software 24,003 1.6
Atlas Copeo Continental Europe Ergineering 23,016 1.6
EOG Resources North America Gas and oil expleration and production 22,802 1.6
Suncor Energy Naorth America Oil company 21,849 1.5
Mocdy's North America Bond rating agency 20,840 1.4
MNerthemn Rock Linited Kingdom Morigage banking 20,644 1.4
Man Group United Kingdom Hedge fund manager and asset gatherer 20,610 1.4
Altricy North America Tobaeco and food 20,521 1.4
Cmnicom MNorth America Advertising agency 20,425 1.4
Diageo Uniled Kingdom Branded spirits 20,291 1.4
ConoccPhillips North America integrated ol company 19,974 1.4
Imperial Tobacca United Kingdom Tobaceo 18,752 1.4
Teva Pharmaceuticals Ciher Emerging Marksts Generic drugs manufacturer 12,561 1.4
Gazprom Other Emerging Markets Gas producar 19,417 1.3
Standard Chartered United Kingdom Banking 17,622 1.2
Wolseley United Kingdom Builders' merchant 16,886 1.2
Sandvik Continental Europe Engineering 16,557 1.1
BG Group Unfted Kingdom Oil and gos exploraticn and production 16,351 1.1
BAMW Continental Europe Automobiles 16,275 1.1
Hershey Foods North America Conlectionery 15614 1.1
739,578 51.2
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Classification of Investments

CLASSIFICATION OF INVESTMENTS

Other

Continenfal North Asia  Emerging 2005 2004
Classification K Europe America Japan Pacific Markets Total Total
Equities*: % % % % % % % %
Mining 0.9 - - - 1.8 2.1 48 2.5
Qil and gas 1.1 - 4.5 - 1.3 43 11.2 66
Resources 2.0 - 4.5 - 3.1 6.4 16.0 9.1
Chemicals 0.9 - 0.9 - - - 1.8 0.9
Construction and building matericis 25 - - 0.4 - - 2.9 2.5
Diversified incustricls - - - - - - - 0.4
Electronic and electrical equioment - 0.5 0.7 0.8 2.2 - 4.2 3.4
Engineering and machinery 0.7 2.8 - 07 - - 4.2 1.9
Industrials 4.3 3.3 1.6 1.9 22 - 13.1 2.1
Automobiles and parts - 2.0 - 0.5 0.7 - 3.2 2.7
Household goods and textiles - - 1.8 - - - 1.8 0.9
Beverages 2.4 - - - - - 2.4 2.5
Food preducers and processors - - 2.4 - - - 2.5 1.4
Healthcare and pharmaceuticals 32 - 1.0 - 0.1 1 57 8.7
Personal care and household products - 0.6 - - - - 0.6 0.5
Toboeco 3.4 - 1.4 0.3 - - 31 5.4
Consumer Goods 2.0 2.6 6.8 0.8 0.8 1.4 21.4 221
General retailers 0.9 0.4 1.6 04 - - 3.3 2.7
leisure and hotels 2.6 - 07 - - - 3.3 1.9
Media and enterfainment 1.9 - 1.4 - - - 3.3 3.0
Support services 0.9 - 0.5 - - - 1.4 27
Transport - - - 0.3 0.7 - 1.0 1.8
Telecommunication services 4.4 - - - - - 4.6 5.4
Electricity - - - - - - - 0.8
Services ond Utilities 10.9 0.4 4.2 0.7 0.7 - 16.9 18.3
Banks 8.1 - - - 1.0 - A 11.9
Insurance - - - 0.3 - - 0.3 1.1
Life assurance 24 - - - - - 2.4 2.8
Investment companies 07 1. - 0.6 - - 2.3 1.6
Rea! estate 2.1 - - - - 2.1 1.6
Speciality and cther finance K] - 39 0.3 1.3 - 74 2.0
Financials 15.2 1.2 39 1.2 2.3 - 23.8 28.0
Information technelogy hardware 0.4 67 - - - - 1.1 3.6
Sofware and computer services 0.5 1.& 0.7 0.2 - - 30 2.5
Information Technology 0.9 2.3 0.7 0.2 - - 4.1 6.1
Total Equities* 42,1 9.8 21.7 4.8 2.1 78 95.3
Toial Equities* — 2004 42.0 8.9 217 57 9.2 5.2 927
Bonds 3.9 1.0 0.3 - - - 5.2 6.0
Net liquid [Liabilities)/Asseis [C.5) - - - - - [0.5) 1.3
Total Assets 45.5 10.8 220 4.8 9.1 7.8 100.0
{before deduction of debentures, long and short fem Borowings
Total Assets - 2004 47.5 10.5 21.9 57 9.2 52 100.0
Debentyres, Long and Short Term
Borrowings (10.5) - (2.2) - 2.0) - (14.7} {16.8]
Equity Shareholders’ Funds 35.0 10.8 19.8 4.8 7.1 7.8 85.3
Equity Shareholders” Funds - 2004 36.3 0.5 18.6 5.7 6.9 5.2 83.2
Number of equity investments* 39 1 21 12 11 7 101 120

* Including converibles, limited partnerships and OEICs
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LIST OF INVESTMENTS AS AT 31 MARCH 2005

Market value
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Classificafion Name Business £'000 %
l Unifed Kingdom
Mining Rio Tinto Diversified mining 13,688 0.9
I Oil and gas BG Group Cil and gas exploration and praduction 16,351 1.1
Chemicals BOC Industrial gases supplier 12,524 09
Construction and building materials — Travis Perkins Builders' merchant 12,832
l Wimpey House builder 6,160
Wolseley Builders’ merchant 16,886
35,878 2.5
l Engineering and machinery FKI Diversified engineer 4,250
Kidde Diversified engineer 6,214
10,464 07
l Beverages Allied Domecq Branded spirits 13,834
Diagec Branded spirits 20,291
34,125 2.4
Healthcare and pharmaceuticals Alliance UniChem Pharmaceutical distributor and pharmacy operator 9,253
l GlaxoSmithKline Pharmaceuticals 32,751
Shire Pharmaceuticals Pharmaceuticals 3,687
45,691 32
l Tobacco British American Tobacco Tobacco 29,623
Imperial Tobaceo Tobacco 19,752
49,375 3.4
' General refailers Kingfisher DIY retailer 12,416 0.9
leisure and hotels Carnival Cruise ship operator 15,143
Hilton Hotel and licensed betting operator 15,050
l Willigm Hil Licensed befting operator 7175
37.368 2.5
Media cnd enlertainment Acgis Medio services 5,355
l BSkyB Satellite broadeaster 11,320
Trinity Mirror Newspaper publisher 11,216
27,891 1.¢
I Support services Capita Support services 7,144
Hays Parsonnel and recruitment services 5320
12,464 09
l Telecommunication services Vodafone Mabile telecommunication services 66,486 4.6
Banks Barclays Banking 36,737
Nethern Rock Mortgage banking 20,644
I Royal Bank of Scatland Banking 42 555
Standard Chartered Banking V7,622
117,558 8.1
l Life assurance Aviva Life assurance 24,7282
Friends Provident life assurance 10,275
34,557 2.4
' Investment companies UK Balanced Property Trust Property investment frust 10,795 0.7



LIST OF INVESTMENTS

Market value

Classification Name Business £'000 %
United Kingdom {continued)
Real estate Brifish Land Property 14,070
Hammerson Property 11,163
Shaoftesbury Property 4,942
30,175 2.1
Speciality and other finance Intermediate Capital Group Mezzanine finance provider 6,784
Man Group Hadge fund manager and asset gatherer 20610
27,394 1.9
Information technology hardware Spirent Telecom equipment 5783 0.4
Software and compuler senvices Sage Small business software 7,305 0.5
Total United Kingdom Equities 608,288 42.1
Confinental Europe
Electronic ond electrical equipment  ABB Electrical equipment ~ Switzerland 7,273 0.5
Engineering and machinery Atlas Copco Engineering — Sweden 23,616
Sondvik Engineering — Sweden 16,557
40,173 2.8
Automobiles and parts BMwY Autcmobiles — Germany 16,275
Porsche Automebiles — Germany 12,775
29,050 20
Personal! care and househeld products L'Oreal Personal care — France 8,247 0.6
General retailers Hermes Luxury geods ~ France 5,768 0.4
Investment companies Baillie Gifford Furopean
Smaller Companies fund Small company fund 14,4461
Black Sea Property Fund Bulgarian property trust 2,137
16,598 1.2
Information technology hardware Ericsson Telecommunications equipment — Sweden 10,141 0.7
Software and computer services SAP Business saftware — Germany 24,003 1.6
Total Continental European Equities 141,253 o8
North America
Oil and gas ConocoPhillips Integrated oil company 19,974
EOG Resources Gas and ail exploration and production 22,802
Suncor Energy Qil company - Canada 21,849
64,625 4.5
Chemicals Monsanto Seed and agricultural chemicals 12,630 0.9
Electronic and electrical equipmant  Rockwell Automation Indlustrial automation providers 10,041 7
Housshold gacds and textiles Gillette Cosmetics, toileteries and batteries 14,827
Mohawk Industries Carpets 11,666
26,493 1.8
Food producers and processors Hershey Foods Confectionery 15,614
Loblaw Supermarkets — Canada 13,665
William Wiigley Chewing gum 7.807
37,086 2.6
Healthcare and pharmaceuticals Wellpoint Managed care 13,931 1.0
Tebacco Altricy Tobacco and food 20,521 1.4
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LIST OF INVESTMENTS

Market value

Classification Name Business £000 %
North America [confinued)
Generdl retailers Shoppers Drug Mar Drug store — Canada 0533
Woalgreen Pharmacy chain 12,835
22,348 1.6
leisure and hotels Wendy's Restaurants 10,330 0.7
Medic and entertainment Omnicom Adverlising agency 20,425 1.4
Support services Iron Mountain Document management 7,530 0.5
Speciality and other finance Golden West Financial Savings and loans 25614
Moody's Bond rating agency 20,840
T Rowe Price Fund management 10,464
56,218 3.9
Software and computer senvices Microsoft Software producis 10,169 07
Total North American Equities 313,067 217
Japan
Construction and building maierials  Asahi Glass Specialist glass manufacturer 5,569 0.4
Electronic and electrical equipment  Canon Copiers and cameras 10,962 0.8
Engineering and machinery SMC Heavy electrical machinery 5833
Sumitomo Heavy Heavy electrical machinery 4,552
10,385 0.7
Automaebiles and parts Nissan fotor Auto manufaciurer 6,682 0.5
Tabaceo Japan Tobacco Tobacco manufacturer 4,681 0.3
General refailers Yomada Denki Consumer electronics refailer 6,256 0.4
Transport Mitsui OSK Lines Shipping 4,449 0.3
Insurance Mitsui Sumitomo [nsurance Nonrlife insurer 4,372 0.3
Investment companies *MAC lapan Active Sharsholder
Fund Limited Partnership Shareholder acfivist fund 8,659 0.6
Speciality and other finance Promise Consumer fincnce company 4,896 0.3
Software and computer services Coccess Internet service provider 2,438 0.2
Total Japanese Equities 69,349 4.8

*denotes unlisted security.
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LIST OF INVESTMENTS

Market value

Classification Name Business £000 %
Asia Pacific
Mining BHP Billiton Diversified resources - Australia 25,604 1.8
Oil and gas CNCOC Gil company - China 12,824
Petrachina Gil company — China 6,691
19515 1.3
Flectronic and elsctrical equipment  Samsung Hlectronics Elechranics manufacturer - Korea 31,181 2.2
Aufomobiles and parts Hero Honda Mators Motoreycle and scocter manufacturer — India 10,297 0.7
Healthcare and pharmaceuticals CK life Sciences Bictechnology company — Hong Kong 2121 0.1
Transport Shanghai Forte land Residential propery ~ China 3,049
Zhejiang Expressway Transpart — China 6718
9,767 0.7
Banks Australio and New Zealand
Banking Banking - Australia 13,943 1.0
Speciality and other finance Hansung Development Finance
Corperation Mortgage bank — India 10,894
Singapore Exchange Securities exchange owner/operator - Singapore 7,426
18,320 1.3
Total Asia Pacific Equities 130,748 2.1
Other Emerging Markets
Mining Angle American Flafinum Plofinum mining — South Africe 9,003
CVRD Mining company — Brazil 14612
MNorilsk Nickel Mining company - Russia 6,501
30,506 2.1
Oil and gas Gazprom Gas producer — Russia 19,417
Lukoil Qil company — Russia 11,507
Petrabras Gil company - Brozil 31,135
62,059 4.3
Heglthcare and pharmaceuticals Teva Phamaceuticals Generic drugs manufacturer ~ Israel 19,561 1.4
Total Other Emerging Markets Equities 112,126 7.8
Total Equity Investments 1,374,831 95.3
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LIST OF INVESTMENTS

Market value

Classification Narme £000 %
Fixed Interest
Stering dencminated AMP Graup Finance 6.875% 2022 2,083
AMP Group Finance 7.125% 2019 1,988
Bank of Scotland FR [SAMS) 2072 22,039
Bayerische Hypound Vereinsbank 8.625% 2005 222
British Gas 8.875% 2008 1,662
Business Management Finance FRN 2037 1,67C
Cuingorm FRN 2015 2,850
Debenhams 10.5% 2012 1,095
Delamare Finance 6.067% 2029 Q36
Dignity Finance 8.151% 2030 2,813
France Telecom 8% 2017 3,613
Hilton 7.25% 20G08 1,105
tHoyds Saciety &.875% 2025 2,059
Uoyds TSB 7.834% 2015 Perpatual 1,626
MGE. FDG. Corp. No. 6 FRN 2035 2,062
National Westminster 11.5% Perpetual 1,848
Priery Finance FRN 203 506
Swiss Re America 5.625% 2005 2,004
Tube lines Finance 8.6801% 2031 3,306
WWRG Acquisitions FRN 2011 1,526
57,013 3.9
Euro denominated Avio 9.625% 2013 770
Duchess I E2 FRN 2015 1,376
Duchess I E2 FRN 2015 1,376
EcoBat PIK 10% 2015 1,702
Europa Two 14% 2027 2,414
Heckler & Koch ©.25% 2011 750
MNorh Westerly 10.993% 2016 2,858
Nymphenburg FRN 2025 1,029
Qdyssee Financing 8.375% 2014 382
Riverdesp Group 9.25% 2011 1,101
13,758 1.0
US$ denominated Smurfit Capital 6.75% 2005 1,125
Stagecoach 8.625% 2009 801
TCW Gem VI P Zero 2016 2,567
4,493 0.3
Total Fixed Interest 75,264 52
Total Investments 1,450,095 100.5
Net Liquid Liabilities (7,576} (0.5}
Total Assets at Market Value 1,442,519 100.0

{before deduction of debentures, long and shot term borrowings)
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TEN YEAR RECORD

Capitai
Debenture
stocks, long Equity
and Equity shareholders’ Net
At Total short term shareholders’ funds asset value Share
31 March assels borrowings funds per share per share* price Discountt
£°000 £000 £'000 p p p %
1995 1,072,822 195,505 877,317 24372 244 .4 217.0 11.2
1996 1,323,010 20,871 1,113,139 308.6 309.8 268.7 13.3
1997 1,472,300 256,229 1,216,071 337.1 338.4 290.5 14.2
1998 1,877.159 303,063 1,574,096 436.4 437 .4 384.0 12.2
1990 1,868,328 222,427 1,645,301 456.3 457 .3 375.5 17.¢
2000 2,206,594 279,010 1,927,584 3691 570.2 493.5 13.5
2001 1,660,182 195,893 1,464,289 445.4 447.5 3770 15.8
2002 1,506,887 206,899 1,302,988 421.4 423.6 369.0 12,9
2003 1,051,545 207,225 844,320 783.3 283.5 234.5 17.9
2004 1,355,341 227,560 1,127,781 379.3 381.5 305.0 20.1
2005 1442,519 213,083 1,229,436 4159 418.1 3330 204
* Net asset value per ardinary share has been caleulated after deducting prior charges af par value [see nole 18, page 48],
1 Discount is the difference betwesn Scotlish Mortguge's quoted share price and its underlying net asset value.
Revenue Gearing Ratios
Awvailable Earnings per Dividend per Tetal
Year to Gross for ordinary ordinary ordinary share expense Actual Potential
3) March revenue shareholders sharet net ratio§ gearing} gearingll
£000 £000 p p %
1995 42,504 19,390 5.37 4.40 0.24 105 122
1996 48,114 21,394 593 4.65 0.29 101 19
1997 50,571 24,604 6.82 515 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
20c0 44,100 27,807 7.82%* 5.65 0.50 105 114
2001 44,075 25,212 7.57 6.00 0.51 104 113
2002 36,377 24213 7.56 6.25 Q.47 109 11
2003 33,909 22,597 7.43 6.60 0.49 13 125
2004 35,829 23,931 8.05 700 0.60 1 120
2005 35,456 21,809 7.37 7.35 0.52 10 17

i The colculotion of eamings per ordinary share is bosed on the revenue from ordinary activifies after saxotion ond the weighred average number of ordinary

shares in issue {see note 8, page 43).
§  Ralio of total operating cosls to average sharsholders’ funds.

1 Total assets (including aff debt used for investment purposes less all cash and fixed inferest securities (ex convertibles| divided by shareholders” funds.

Il Totel assets {including all debt used for investment purposes) divided by shareholders' funds.
**  Resioted for change in occounting policy to chorge expenses 50:50 between revenue ond capitol.

Cumulative Performance (taking 1995 as 100) Dividend per
Net Net asset Bechmark Share price  Earnings per ordinary Retail
At asset valve value total Share total ordinary share price
31 March  per share total returntt Benchmark returntd price returnt t share nel index
1995 100 100 100 100 100 100 100 100 100
1996 127 129 123 127 124 127 110 106 103
1697 138 143 130 138 134 139 127 117 105
1998 179 187 168 183 177 187 1712 122 109
19G9 187 199 183 204 173 187 105 125 111
2000 233 250 212 239 227 247 14& 128 114
2001 183 198 181 209 174 191 i41 136 117
2002 173 190 172 202 170 190 141 142 118
2003 17 130G 116 140 108 124 138 150 122
2004 156 180 145 180 141 167 150 159 125
2005 171 199 157 201 153 184 137 167 129
Compound annual returns
5 vyear {&.0%) {4.5%) {5.8%; (3.4%) {7.6%) {5.8%) 1.2%) 5.4% 2.5%
10 year 5.5% 7% 4.6% 7.2% 4.4% &.3% 3.2% 5.3% 2.0%

Tt Source: AITC.
11 Source: Thomsen Financiol Datastream.

Past peformance is no guarantee of future performance.
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Directors’ Report

The Directors have pleasure in submitting their
Annual Report together with the results of the
Company for the vear to 31 March 2005.

Review of Activities

Curing the year under review the Company
hos followed the normal activities of on
investment frust company. A review of the
main features of the year is contained in the
Chairman’s Statement and in the Managers'
Review on the preceding pages.

Dividends

The Board recommends a final dividend of
5.05p per ordinary share which, fogether
with the interim of 2.30p already paid,
makes a total of 7.35p for the year
compared with 7.00p for the previous year.

If approved, the recommended final dividend
on the ordinary shores will be poid on 6 July
20035 to sharehclders on the register at the
dese of business on 10 June 2005. The
exdividend date is 8 June 2005,
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Alter payment of the dividend the
accumulated revenue balance is increased
by £82,000 to £54,123,00C.

Status

The Corpany s an investment company
within the meaning of seciion 266 of the
Companies Act 1985,

The Company carries ¢n business as an
invesiment frust. In the opinion of the
Birectors, the Company conducts its affairs
50 as fo enable it o obtain approval by the
Inland Revenue as an investment trust under
section 842 of the income and Corparation
Taxes Act 1988, The Company was
approved as an investment trust for the year
ended 31 March 2004, subject to matters
that moy arise from any subsequent enguiry
by the Inland Revenue into the Company’s
tax refurn, The Company will continue fo
seek approval under section 842 of the
income and Cerporation Taxes Act 1988
each year.

Corporate Governance

The Board is committed to achieving and
demonstrating high standards of Corporate
Governance. This statement outlings how the
orinciples of The Combined Code and the
ATC Code of Cerporate Governance were
applied throughout the financial year.

The Board

The Board has averall responsibility for the
Company's offairs. It has a number of matters
reserved for its approval including strategy,
investment policy, currency hedging, gearing,
freasury mafters, dividend and corporate
governance policy. A separate meeting
devoted to strategy is held each year. Full and
timely information is provided to the Board to
enable the Board to function effectively and to
allow Directors to discharge their
respansibilities. The Board also reviews the
financial statements, investment ransactions,
revenue budgets ond performonce.

Directors and Directors’ Independence
The Board currently comprises six Directors



Directors’ Attendance at Meetings

Audit Nomination

Board Committee Committee

Number of meetings 8 3 1
Sir Donald MocKay 8 3 1
GA Ball 7 2 ]
MM Gray 8 3 1
WG MeQueen 8 3 1
The Farl of Porarlington 3 i -
JPHS Scott 8 3 1
lord Strathclyde 8 3 1

The Earl of Portarlington attended all the meetings held up to the date of his refiral.

all of whom cre nenexecutive and are
constdered by the Board to be independent
of the Managers and free of any business or
other relationship which could interfere with
the exercise of their independent judgement.
tr GA Ball who has served on the Beard
for more than nine years offers himself for re
election annually. The Board has concluded
that, notwithstanding his length of service,
Mr Ball retains independence of character
and judgement and his skills and experience
add 1o the strength of the Board. The
executive responsibility for investment
management has been delegated to the
Company's Managers and Secrstaries,
Baillie Gifford & Co, and, in the context of
Board comprised entirely of non-executive
Directors, there is no chief executive officer.
The Senior Independent Director is

Mr GA Ball.

The Directors believe that the Boord hos o
balance of skills and exparience which
enables it to provide effective strategic
leadership and proper governance of the
Company. information about the Directors,
including their relevant experience, can be
found on pages 8 and 9,

There is an agreed procedure for Directors o
seek independent professional advice if
necessary at the Company’s expense. The
Compeny alse maintains Directors” and
Officers’ Liability insurance.

Meetings

There is an annual cycle of Boord meefings
which is designed fo addrass, in a systematic
way, overall strotegy, review of investment
policy, investment performance, marketing,
revenue budgets, dividend policy and
communication with shareholders. The Board
considers that it meets sufficiently regularly 1o

discharge its duties effectively. The number of
meetings of the Board, the Audit Committee
and the Nomination Committee held during
the year and the attendance of the individual
Directors at those meetings is shown in the
teble above.

Nominglion Committee

The Nomination Committes consists of the
independent non-executive Directors and the
Chairman of the Board is Chairman of the
Committee. The Committes meets en an
annual kasis and at such other times as may
be required. The Commitiee has written terms
of reference which include reviewing the
Board, identifying and nominating new
candidates for appointment to the Board,
Board appraisal, succession planning and
fraining. The terms of reference are available
on reqguest.

Performance Evaluation

The Nomination Committee met to assess the
peformance of the Chairman, each Director,
the Board as @ whole and Tts committess,
abter inviting each Director and the Chairman

to consider and respond to o set of questions.

The appraisal of the Chairman was led by
Mr GA Ball. The performance of each
Director, the Chairman, the Board and its
Committees continues to be effective and
each Director and the Chairmon remain
committed to the Company. A review of the
Chairman’s and other Directors’ commitments
was carried out and the Nominafion
Committee is satisfied that they are capable
of devoting sufficient time to the Company.
There were no significant changes to the
Chairman’s other commitments during the
year.

DIRECTORS’ REPORT

Terms of Appoiniment and Re-elections
letters which specify the terms of
appointment, are issued to new Direciors. The
letters of appointment are available for
inspection on reguest.

Under the provisicns of the Company's
Adticles of Association, o Director appointed
during the year is required fo refire and seek
election by shareholders af the next Annual
General Meeting. Directors are required fo
submit themselvas for reelection at least once
every three years and Directors who have
served for more than nine years offer
themselves for re-election annually. The Board
is of the view that length of service will not
necessarily compromise the independence or
contribution of Directors of an investment frust
company, where continuity and experience
can odd significantly to the strength of the
Board,

The names of Directors retiring and offering
themselves for reelecticn fogether with the
reasons why the Board supporis the
reelections are set out on page 29.

induction and Training

New Directors are provided with an induction
programme which is tailored to the particular
circumstances of the appeintee. Directors
receive other relevant raining as necessary.

Remuneration

Since all the Direclors are non-executive, o
Remuneration Committee is considered
unnecessary and Directars’ fees are
considered by the Board as a whole within
the: limits approved by shareholders. The
Company's policy on remuneration is set out
in the Direcfors’ Remuneration Report on
pages 31 and 32.
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internal Conirols and Risk Management
The Directors acknowledge their responsibility
for the Company’s systern of internal controls
and for reviewing its effectiveness. The system
of internal controls s designed to manage
rather than eliminate risk and can only
provide reasonable but not absolute
assurance against material misstatement or
loss. The Directors confirm that they have
reviewed the effectiveness of the system and
they have procedures in place to ensurs
regular future reviews,

The Board confirms that there is an ongoing
process for idenfifying, evaluafing and
managing the significant risks faced by the
Company in accorcance with the guidance
“Internal Contral: Guidance tor Directars on
the Combined Code.”

The practical measures to ensure compliance
with regulation and company law, and to
provide effective and efficient operations and
investment management, have been
delegated to the Managers and Secrataries,
Baillie Gifford & Co, under the terms of the
Management Agreement. The Board
acknowledges its responsibilities to supervise
and contiol the discharge by the Managers
and Secretaries of their obligations.

Baillie Gifferd & Co. is responsible for the
design, implementation and maintenancs of
contral pelicies and procedures to safeguard
the assets of the Company and to manage its
affairs properly. This responsibility also extends
to maintaining sffective operational and
campliarce controls and risk management.

The Company's investments are segregated
from those of Baillie Gifford & Co and its
other clients through the appointment of The
Bank of New York as independent custodian
of the Company's invesments,
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The Baillie Gifford & Co heads of Businass
Risk & Infernal Audit and Regulatory Risk
provide the Board with regular reports on
Baillie Gifford & Co’s menitoring
programmes. Baillie Gifford & Co conducts
an annual review of its system of intermnal
controls which is documented within an
infernal controls report. This report Ts
independently reviewed by Baillie Gifford &
Ca's auditors and a copy is submitted 1o the
Board.

A detailed risk map is prepared which
identifies the significant risks faced by the
Company and the key controls to manage
these risks are confirmed as in place and
operating effectively.

These procedures ensure that consideration is
given regularly to the noture and exient of the
risks facing the Company and that they are
being actively monitored. Where changes in
risk have been identified during the year they
aisc provide a mechanism 1o assess whether
further action is required to manage the risks
identified. The Board confirms that these
procedures have been in place throughout the
Company's financial year, are operating
effectively and continue 1o be in place up to
the date of appreval of this Report.

Internal Audit

The Boord has reviewed tha nead for an
internal audit function and has decided that
the complicnce and infernal control systems
and the interna! audit functicn in place within
the Invesiment Managers provide sufficient
assurance that & sound system of internal
control, which safeguards shareholders’
investment and the Compony's assels, is
maintained. An internal audit function,
specific to the tust, is therefore considered
unnecessary.

Accountability and Audit

The respective respensibilities of the Directors
and the Auditors in connection with the
Financial Stotements are set out on pages

33 10 35.

The accounts have been preparec on the
going concern basis as it is the Directors’
opinion that the Company will confinue in
operational existence for the foresaecble

future.

An Audit Commitiee has been established in
compliance with the Combined Code
consisting of all directors. Ifs authorify and
duties are clearly defined within its written
terms of reference which are avallable on
request. Mr WG McQueen is chairman of
the Audit Commities, The committee’s
responsibilifies include:

* monitoring and reviewing the integrity of
the financial statements, the internal
financicl confrols and the independence,
objectivity and effectiveness of the extemal
auditors ;

* making recommendations 1o the Board in
relation to the appeirtment of the external
auditors and the remuneration and terms of
their engagement;

developing and implementing policy on the
engagement of the external auditors fo
supply nonaudit services;

* reviewing the arangements in place within
Baillie Gifford & Co whereby their staff
may, in confidence, raise concems about
possible improprieties in maters of financial
reporting or othar malters insofar as they
may affect the Company;

* reviewing the terms of the invesment
Management Agreement; and



* considering annually whether there is o
need for the Company fo have its own
infernal cudit function.

Investment Manager

An Investment Management Agreement
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 to
restrictions imposed by, the Board, The
Management Agreement Is ferminable on nof
less than 12 months’ nofice. Defarls of the fee
arrangements with Bailie Gifford & Co are
shown on page 41.

The Board considers the Company's
investment management and secretarial
arrangements for the Company on an
ongoing basis and a formal review is
conducted annually. The Board considers,
amongst others, the following topics in ifs
review: the quality of the personnel assigned
to handle the Company's affairs; the
investment process and the results achieved to
date; the administrative services pravided by
the Secretaries and the markefing efforts
undertaken by the Managers. Following the
most recent review it is the opinion of the
Directors that the continuing appointment of
Bailie Gifford & Co as Managers, on the
terms agreed, is in the interests of
shoreholders as a whole.

Relations with Shareholders

The Board places great importance on
communication with shareholders, The
Company's Managers meet regularly with
institutional shareholders and report
shareholders’ views to the Board. The
Chairman is available to meet with
shareholders «s appropriate. Shareholders

Directors’ interests

DIRECTORS' REPORT

Nature Ordinary 25p shares held ot

Name of inferest 31 March 2005 31 March 2004
Sir Donald MacKey Beneficial 2,469 2,469
GA Ball Beneficial 10,000 10,000
AMM Gray Beneficial 272 900 272,900

Non-beneficial 12,500 12,500
WG McQlueen Beneficial 1,500 1,500

Norrbeneficial 3.000 3,000
JPHS Scott Beneficial 15,464 15,464
lord Strothclyde Beneficial 3,147 3,142

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

There have been ne changes intimated in the Directors’ interests up to 4 May 2005,

wishing to communicate with any members of
the Board may do so by writing to them at
the address on the back cover. The
Company's Annual General Meeting
orovides a forum for communication with all
sharehalders and the Board announces the
leval of proxies lodged. The notice pericd for
the Annua! Ceneral Mesiing is of least ety
working days. Shareholders and potential
investors moy obtoin upo-date information on
the Company from the Managers’ website,
www.bdilliegifford.com.

Voting Policy and Sccially Responsible
Investment

The Company has given discrefionary voting
powers to the investment managers, Baillie
Gifford & Co. The Mancgers vote against
resolutions they consider may demage
shareholders’ rights or economic interests,
Baillie Gifford & Co give due weight to what
they consider to be sccially responsible
investment when making investment decisions,
buf their ovefrl'd\'ng objective is to preduce
good invastment returns for shareholders. The
Managers’ pelicy has been raviewed and

endorsed by the Board.

Compliance

Subject to the special circumstances of the
Company as an investment trust, the
Company has complied with the provisions of
The Combined Code during the financial
year except that there is no Remuneration
Committee and Directors are not appointed
for specified terms. These issues are
explained above,

The Board s also adhering to the principles
of the ATC Code in all material respects.

Directors

Sir Denald MacKay and Mr JPHS Scot rafire
by rofation at the Annual General Meeting
and will offer themselves for re-election.

Mr GA Ball, having served for more than
nine years, offers himself for re-election.

Following formal performance svaluation,
their perfermance centinues to be sffective
and each remain committed o the Company.
Their contributicn to the Board is greatly
valued and the Board recommends their
reelection to shareholders.

The Earl of Portadington refired from the
Board on 1 July 2004,

Increase in ceiling on Directors’ fees
g

Article G0 of the Company’s Articles of
Association provides thot the fees paid 1o, and
benefits in kind received by, the Chairman for
his services in such office and the fees paid
to, and benefits in kind received by, a Director
for his services in such office should not
exceed in aggregate £30,000 ard in
aggregate £20,00C per annum respectively
or such higher amounts as the Company may
from fime to time by ordinary resolution
defermine. The Chairman's current fee is
£27,000 and each Director's fee is currently
£18,000 and consequently there is litle
scope for increase within the current limits set
out in the Articles of Association. With the
extra burdens placed on Directors nowadays it
is likely thaf fees will generally confinue to rise,
Accordingly, 1t is proposed that, pursuant to
Resolutions 10 and 11, as set out in the
Notice of Annual General Mesting, the fees
paid to, and benefits in kind received by the
Chairman and < Director be increased o
£45,000 and £30,000 respectively to allow
Hlexibility in this regard.
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Substantial Holdings

No. of ordinary

Name 25p shares held % of issue
bC Thomson & Co lid 13,000,000 51
Prudential plc 10,938,100 37
legal & General Investment Management 5,092,501 3.1

The above information has been intimated to the Company as at 4 May 2005 in complionce

with section 198 of the Companies Act 1985,

Repurchase of Shares

At the Annual General Mesting held on

1 July 2004 the Company renewed its
authority to purchase shares in the market, in
respect of up o 44,566,034 crdinary shares
[equivalent to 14.99% of its then issued
share capital), such cuthority to expire ot the
conclusion of the Annual General Meeting
of the Company to be held in respect of the
year ending 2005 or 31 December 2005,
whichever is earlier, unless previcusly varied,
revoked or renewed.

Buring the year to 31 March 2005 the
Company bought back 1,700,000 ardinary
shares [nominal value £425,000), on the
londen Stock Exchange for canceliction.
The total considerafien for these sharas

wos £4,908,000. Between 1 April 2005
and the date of this report no further shares
have been bought back.

The principal reasons for such shore
buy-backs are:

(ij to enhonce net assst vaiue for
confinuing shareholders by purchasing
shares at a discount to the prevailing
net asset value;

{ii] to address any imbalance between the

supply of and the demand for Scoftish
Morlgage's shares.
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The shares in guestion were purchased at g
price (after allowing for costs| below the nef
asset value and subsequently cancelled,
thereby reducing the issued share capital (see
nofe 15 on page 471 As a result of such
purchases the net asset value of the Company
has increased by approximately 0.1%,

The Directors are seeking shareholders’
approval at the Annual General Meefing to
renew the authorily to purchase up fo
14.99% of the Comparny’s ordinary shares in
issue at the date of the passing of the
resolution, such authority fo expire at the
Annual Generdl Mesting of the Company 1o
be held in respect of the year ending 2006
or 79 December 2006, whichever is earlier.
Under the Listing Rules of the UK Listing
Authority of the Financial Services Authority,
the maximum price that may be paid on the
exercise of the authority must net exceed
105% of the average of the middle market
quotations for the shares over the 5 business
days immediately preceding the date of
purchase. The minimum price thot may be
paid will be 25p per share. Purchases of
shares will be made within guidelines
sstablished, from time to time, by the Board.
Your attention is drawn to Special Resolution
Nc. 9, in the Notice of Annual General
Mesting.

Creditor Payment Policy

It is the Company’s payment policy for the
forthcoming financial year 1o cbtain the best
terms for all business. In genercl, the
Company agrees with its suppliers the terms
on which business will take ploce and it 1s
its po]icy to abide by these ferms.

The Company had no trade creditors at

31 March 2005 or 31 March 2004.

Auditors

The auditors, KPMG Audit Ple, are willing to
continue in office and in accerdance with
section 385 and secfion 390A of the
Companies Act 1985 resoluiions conceming
their reappaintment and remuneration will be
submitied to the Annual General Meeting.

By order of the Board
BAILLE GIFFORD & Co

Managers and Secretaries
5 May 2005

Hollor < _
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Directors’ emoluments for the year (audited)

2005 2004
£ £

Directors who served during the year:
Sir Donald MacKay {assumed the Chair 3 July 20C3] 27,000 21,973
GA Ball 18,000 16,000
MM Gray lappointed 26 February 2C04) 18,000 1,534
WG McQueen 18,000 16,000
The Earl of Portarlington {refired 1 July 2004 4,537 16,000
JPHS Scott 18,000 16,000
Lord Strathclyde [appointed 26 Februany 2004) 18,000 1,534
121,537 89,041

Past Directors:

lord Sanderson of Bowdan {Chairman) {refired 3 July 2003} - 4,181
121,537 95,222

The Directors who served n the year received the above emoluments in the form of fees.

Directors’ Remuneration Report

The Beard has prepared this repor, in
accerdance with the requirements of
Schedule 7A to the Companies Act 1985,
An ordinary resclution for the approval of
this report will be put to the members at the
forthcoming Annual General Meeting.

The law requires the Company's auditors to
audit certain of the disclosures provided.
Where disclosures have been audited, they
are indicated as such. The auditors opinion is
included in their report on pages 34 and 35,

Remuneration Committee

The Company has six Directors, all of whom
are non-axecutive. There is no separate
Remuneration Committee and the Board as o
whole considers changes to Directors’ fees
from time 1o time. Baillie Gifford & Co, who
have been appointed by the Board as
Managers and Secrstaries, provide advice
and comparative infarmaticn when the Board
considers the level of Directors’ fees.

Policy on Directors’ fees

The Board's policy 1s that the remuneration of
Direciors should be set af a reasonable level
that is commensurate with the duties and
responsibilities of the role and consistent with
the requirement to aftract and retain Directors
of the appropriate quality and experience. It
should also reflect the experience of the Board
as a whole, be fair and should take account
of the level of lees paid by comparable
investment trusts. This palicy will continue for
the yeor ended 31 March 2006 and

subsequent years.

The fees for the nonrexecutive Directors are
determined within the limits set out in the
Company's Articles of Association. Article 90
of the Arficles of Association states that the
fees paid to, and benefits in kind received
by, the Chairman shall not exceed in
aggregate £30,000 per annum and those
paid to, or received by, a Director shall nct
sxceed in aggregate £20,000 per annum

or such higher amounts as the Company may
from time to time by ordinary rescution
determine, Shareholders' approval to increase
the limits {pursuant to Arficle Q0 of the Articles
of Assaciation] to £45,000 for the Chairman
and £33,000 for a Direcior will be sought at
the forthcoming Annual General Meeting (see
Resolutions 10 and 11 on page 50).
Nonexecutive Directors are not eligible for
any other remuneration apart from the
reimbursement of allowable expenses.

The Board carried out a review of the level
of Directors’ fees during the year, and
concluded that the feas should be increased
from £24,000 to £27,000 for the Chairman
and from £16,000 10 £18,000 for each
Director, The increase was effective from

1 April 2004.
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Directors’ service details

Date of Due date for

appointment re-election

Sir Donald MacKay 1 July 1999 AGM June 2005
GA Ball 17 February 1983 AGM June 2005
MM Gray 26 February 2004 AGM 2007
WG McQueen 15 February 2001 AGM 2006
JPHS Scott 31 October 2001 AGM June 2005
lord Strathclyde 26 Febmary 2004 AGM 2007

Sums paid to third parties (audited)

The Directors’ fees payable to lord Sanderson
of Bowden up 1o his refirement on 3 July
2003 were paid 1o Russell Consuliants. The
payment was for moking his services
available as a Director of the Company.

Directors’ service contracts

it is the Board's policy that none of the
Directors has a service contract. All of the
Directors have been provided with revised
appoiniment letters dated 22 April 2004 and
the terms of their appointment provide that @
Director shall refire and be subject fo re-
election at the first Annual General Meeting
after their appointment. Therzafter, Directors
are obliged to refire by rotation, and, if they
wish, to offer themselves for re-election, no
longer than every three years after that. Any
Direcior who has served on the Board for
more than nine years will submit himself for
reelection annually. There is no notice period
and no provision for compensation upon
early termination of appointment,
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Performance Graph
Scottish Mortgage's Share Price, FTSE
All-Share Index and Benchmark*

{figures have been rebased to 100 at
31 March 2000)

Past performance is no guarantes of future
performance.

Company performance

The graph opposite compares the total return
{assuming all dividends are reinvested) 1o
ordinary sharsholders compared to the tolal
shareholder return on o nofional investment
made up of shares in the component parts
of the FTSE AllShare Index. This incdex was
chosen for comparison purposes, as it is a
widaly used measure of pedormance for UK
listed companies, (Benchmark provided for
information purposes crly.]

Approval

The Dirsctors’ Remuneration Report on poges
37 and 32 was opproved by the Board of
Directors and signed on its behalf on

5 May 2005.

SIR DONALD MACKAY
Chairman

Jéé/ /ﬂﬂé/ 441-4’/(@7



Istatement of Directors
I Responsibilities in Respect of

Ithe Financial Statements

Company law requires the Directors fo
state of offairs of the Company and of the
profit or loss for that period. In preparing
required fo:

e selact suitable accounting policies and
then apply them consistently;

* make judgements and estimates that are
reasonable and prudent;

* state whether applicable accounting
stancards have been followed, subject

prepare financial statements for sach financial
year which give @ frue and fair view of the

those financial statements, the Directors are

to any material departures disclosed and
explained in the financial stafements; and

¢ prepare the financial statements on the
going concem basis unless it is
inappropricte fo presume that the
Company will continue in businass.

The Directors are responsible for keeping
proper accounting records which disclose
with reasonable cocuracy af any fime the
firancial position of the Company and to
enable them to ensure that the financial
stafements comply with the Companies Act
1985, They have general responsihility for
faking such steps as are reasonably open fo
them to safeguard the assets of the Company
and to prevent and defect fraud and other
iregularities.

STATEMENT OF DIRECTORS' RESPONSIBILITIES
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INDEPENDENT AUDITORS’ REPORT

Independent Auditors’ Report

to the members of Scottish Morigage Investment Trust PLC (the Company)

We have cudited the financial statements
on pages 36 to 49. We have also audited
the information in the Directors’ Remunerction
Report that is described as having been
audited.

This repert is made solely to

the Company's members, as a body, in
accordonce with secion 235 of the
Companies Act 1985, Our audit work has
been undertaken so that wa might state to
the Compony’s members those matters we
are required to siate to them in an auditors’
report and for no other purpose. To the
fullest extent permitted by law, we do not
accept or assume responsibility fo anyone
other than the Company and the
Compony's members as o body, for our
audit wark, for this report, or for the
opinions we have formed.
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Respective responsibilities
of Directors and Auditors

The Directors are responsible for preparing
the Annual Report and the Direciors’
Remuneration Report. As described on
page 33, this includes responsibility for
preparing the financic! statements in
accordance with applicable United
Kingdom law and accounting standards.
Qur responsibilities, as independent auditors,
are established in the United Kingdom by
statute, the Auditing Practices Board, the
Listing Rules of the Financial

Services Authority, and by our profession’s
ethical guidance.

We report fo you our opinion as fo whether
the financial statements give o true 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 also report to you if, in our
opinion, the Directers’ Report is not consistent

with the financial statements, it the Company
has not kept proper accounting records, if
we have not received cll the information ond
explanations we reguire for cur cudit, or if
information specified by law regarding
Directers’ remuneration and transactions

with the Company is not disclosed.

We review whether fhe siatement on poges
26 to 29 reflects the Company’s compliance
with the nine provisions of the 2003 FRC
Code specified for our review by the listing
Rules of the Financial Services Authority, and
we report if 1t does nol. We are not required
fo consider whether the Board's statements on
interral control cover all risks and controls, or
form an opinion on the effectiveness of the
Company's corporate govemnance procedures
or its risk and control procedures.

We read the ather information contained in
the Annual Report, including the corporate
govemanca statement and the unaudited part
of the Directors” Remuneration Report, and



consider whether it is consistent with the
audited financial statements. We consider
the implications fer our report if we bacome
oware of any opparent missiatements os
material inconsistencies with the financial
statements.

Basis of audit opinion

We conducied our audit in accordancs
with Auditing Standards issued by the
Auditing Practices Board. An cudit includes
examination, on a test basis, of evidence
rslevant to the amounts and disclosures in
the financicl 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
accounting policies are appropriate fo the
Company's circumstances, consistently
applied and odequately disclosed.

We planned and performed our audit so as
to cbiain ail the information and explanations
which we considerad necessary in order to
provide us with sufficient evidence to give
reasoncble assurance that the financial
statements and the part of the Directors’
Remunerction Report to be audited are free
from mcterial misstatement, whether caused
by fraud or other imegularty cr eror. In
forming our opinion we also evaluated the
overall edeguacy of the preseniation of
information in the financicl statements and
the part of the Directors’ Remureration Report
to be audited.

INDEPENDENT AUDITORS’ REPORT

Opinion

In cur opinion:

the financial stalements give o true and fair
view of the state of affairs of the Company
as at 31 March 2005 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 accordance
with the Companies Act 19835,

KPMG Audit Ple K6 Andek le

Chartered Accountants
Registered Auditor
Edinburgh

5 May 2005
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STATEMENT OF TOTAL RETURN (ihcorporating the revenue account®)

for the year ended 31 March 2005

for the year ended 31 March 2004

Revenue Capital Total Revenue Capital Total

Notes £°000 £'000 £000 £'000 £000 £000
Gains on investments @ - 114,325 114,325 - 285,687 285,687
Currency gains 16 - 1,534 1.534 - 5,980 5,980
Income 2 35,456 - 35,456 35,829 - 35,829
Investment managsment fee 3 {2,385] (2,385} {4,770} (2,276} {2,276 (4,552)
Other administrative expenses 4 {1,382} - (1,382) {1,404} - (1,404)
Net return before finance costs
and taxation 31,689 113,474 145,163 32,149 289,391 321,540
Finance costs of borrowings 5 [7,385) I7,385] (14,770} (7,290) {7,303) (14,593}
Return on ordinary activities
before taxation 24,304 106,089 130,393 24,859 282,088 306,947
Tax on ordinary activities (o) (2,495} 392 {2,103} 928] - (928)
Return on ordinary activities
after taxation 21,809 104,481 128,290 23,931 282,088 306,019
for the financial year atributable to equity sharsholders
Dividends in respect of equity shares 7 (21,727 - (21,727 (20,779 - {20,779}
Transfer to reserves 82 106,481 106,563 3,152 282,088 285,240
Return per ordinary share 8 7.37p 35.96p 43.33p 8.05p 94.86p 102.91p

* The revenue column of this stafement is the profit and loss account of the Company.

All revenue and capital items in this statement derive from centinuing operations.

The accompanying nofes on pages 39 to 4% are an integral part of this statement.
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at 31 March 2005

BALANCE SHEET

at 31 March 2004

Notes £'000 £'000 £'000 £'000
Fixed assets
Invastments 9 1,450,095 1,338,496
Current assets
Debtors 11 9,293 16,404
Cash and short term deposits 10 10,892 20,394
20,185 36,798
Creditors
Amounts falling due within one year 12 [59.514) 195,302)
Net current liabilities 130,329) (58,504)
Total assets less current liabilities 1,410,766 1,279,992
Creditors
Amounts falling due after more than one year 13 {181,330 [152.211)
1,229436 1,127,781
Capital and reserves
Called-up share capital 15 73,901 74,326
Capital redemption reserve 16 16,279 15,854
Capital reserve — realised 16 773,424 777,982
Capital reserve — unrealised 16 311,709 203,578
Revenue reserve 16 54,123 54,041
Equity shareholders’ funds 17 1,229,436 1,127,781
Net asset value per ordinary share 18 418.1p 381.5p
lafter deducting debentures at par)
Net asset value per ordinary share 14 394.4p 362.8p

[after deducting debentures at market valuz)

The Accounts were approved by the Board and signed on their behalf on 5 May 2005,

SIR DONALD MACKAY

Chairman / & Z,,,.,«r:/‘ /W &7

The accompanying notes on poges 39 to 4% are an infegral pert of this statement.
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CASH FLOW STATEMENT

for the year ended
31 March 2005

for the year ended
31 March 2004

Notes £'000 £000 £'000 £000
Net cash inflow from operating activities 20 30,443 31,040
Servicing of finance
Interest paid (14,766 {14,431]
Net cash outflow from servicing of finance (14,768 (14,431
Taxation
Inceme tax refunded 55 52
Owverseas fax incurred {1,079 {247)
Total tax paid 11,024) (895}
Financial investment
Acquisitions of investments {458,473 1378,635]
Disposals of investments 473,165 376,127
Realised currency loss {268 (111
Net cash inflow/(outflow) from financial
Investment 14,424 (2,619
Equity dividends paid (21,060) 119,919)
Net cash inflow/(outflow) before use of liquid
resources and financing 8,008 {6,824
Liquid resources
Acquisition of term deposirs {41,579 -
Disposal of term deposits 41,686 -
Net cash inflow from use of liquid resources 107 -
Financing
Shares purchased for cancellation {4,908} {3,184}
Bank loans repaid {72,949 {46,844]
Bank loans drawn down 60,240 73,331
Net cash (outflow)/inflow from financing (17,617) 23,303
(Decrease)/increase in cash 21 (9,502) 16,479
Reconciliation of net cash flow
to movement in net debt 21
{Decreasel/increase in cash in the pariod (2,502 16,479
Decrease/[increase] in kank loans 12,709 {26,487
Exchange movement on bank loons 1,695 6,091
Increcse in short term deposits {107} -
Exchange movement on short ferm deposits 107 -
Other norrcash changes 73 61
Movement In net debt in the year 4,975 {3,856)
Net debt at 1 April {207,166} (203,310}
Net debt at 31 March (202,191) (207,166)

The accompanying notes on pages 39 to 49 are an integral part of this statement.
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NOTES TO ACCOUNTS

Notes to Accounts
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NOTES TO ACCOUNTS

1 Principal Accounting Policies

A summary of the principal accounting
policies is set oul in paragraphs (o} 1o {h)
below. All have been applied consistently
throughout the current and preceding year.

{a} Basis of Accounting

The accounts are prepared under the
historical cost convention, modified to
include the revaluation of fixed asset
investments, and on the assumption thai
approval as an invesiment trust will
continue fo be granted. -

The accounts have been prepared in
accordance with applicable UK
accounting stondards and with the
Siatement of Recommended Praclice
‘Financial Statements of Invesiment Trust
Companies’ issued in January 2003.

(b} Investments

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

listed investments include Cpen Ended
Investment Companies {"OEICs') authorised
in the UK; these are valued at mid price
and are classified for valuation purposes
according 10 the principal geographical
area of the underlying holdings.

Unlisted investments are shown ot a
valuation defermined by the Directors
based upon latest decling prices,
stockbroker valuations, net asset values
and other information, as appropriate.

{c} Income

(il Income from equity investments is
brought into account on the date on
which the investmants are guoted
exdividend or, where no exdividend
date is quoted, when the Company’s
right to receive payment is established.
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(i) Interest from fixed interest securities is
recognised on an accruals bosis. Fixed
interast securities issued at @ signilican?
discount or premium are accounted for
on an effective yield basis.

liii} Franked income is stated net of tax
credits,

{iv) Unfranked investment income includes
the taxes deducted ot source.

v} Interest receivable on deposits is
recognised on an accrucls basis.

(vi} If scrip is taken in lieu of dividends
in cosh, 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 directly to the
cequisition or disposal of an investment,
in which case they are added fo the cost
of the investment or deducted from the sale
proceeds and where they are connecied
with the maintenance or enhoncement of
the value of investments, in which case
they are charged 50:50 1o the revenue
account and realised capital reserve,

(e} Long Term Borrowings and Finance
Costs

long term borrowings are carried in the
balance shest at the cumulative amount
of net proceeds after issue, plus accrued
finance costs atibutable to the stepped
interest debentures. The finance costs of
such borowings are allocated 50:50 to
the revenue account and reclised copital
reserve at @ constant rate on the carying
amount. lssue costs are written off ot a
consiant rate over the lite of the
borrowings. Gains and losses on the
repurchase or early sefflement of debt is
wholly charged to capital.

(f} Taxation

Delerred taxation is provided on all timing
differences, calculated ot the current tax
rete relevant to the benefit or liability.
Deferred fox assets are recognised only to
the extent that it will be more likely than
not that there will be texable profits from
which uncerlying timing differences con be
deducted.

{g) Foreign Currencies

Tronsactions invelving foreign currencies
are converted at the rate ruling at the fime
of the transaction. Assets and liabilities in
foreign currencies are translated at the
clesing rotes of exchange o the balance
sheet date. Any gain or loss arising from
a change in exchange rate subsequent o
the date of the transaction is included as
an exchange gain or loss in capital reserve
ar revenue reserve as appropriate,

(h} Capital Reserves

(it Capital Reserves Realised:
Gains and losses on realisofion of
investments and reclised exchange
differences of a capital naiure 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 reloted
VAT, and linance costs are allocated
to the realised capital reserve in
accordance with the Company's
objective of combining copital and
income growih,

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



NOTES TO ACCOUNTS

l 2 Income

2005 2004
£'000 £'000

I Income from investments
Franked investment income 17 479 17,766
UK unfranked investment incomet 3,954 4521
Owerseas dividends* 11,498 10,635
Overseas interest 2,047 1,929
34,978 35,251

Other income

Deposit interest 408 448
Underwriting commission and commitment fees 70 130
478 578
Total income 35,456 35,829

Total income comprises:
Dividends 29,793 29,493
Interest from investments 5,185 5,758
Other 478 578
35,456 35,829

Income from investments
Listed UK 19,447 21,496
Listed overseas 15,531 13,755
34,978 35,251

t Includes OEIC income.
*2005 includes a special dividend of £1,236,0C0 from Microsoft.

3 Investment Management Fee
2005 2004
Revenue Capital Total Reverue Capital Total
£'000 £'000 £000 £'000 £000 £:000
Imvestment management fee 2,190 2,190 4,380 2,042 2,042 4,084
[rrecoverable VAT thereon 195 195 390 234 234 468
2,385 2,385 4,770 2,276 2,276 4,552
Baillie Gifford & Co are employed by the Company as Managers and Secretaries under o management agresment which is terminable
on not fess than 12 months’ notice, or on shorter nofice in certain circumstances. The fee in respect of ecch quarter is 0.08% of total
assets less current liabilifies (excluding short term borrowings for investment purposes] and is subject to VAT ot the appropriate rate. The
management fee Is levied on all assefs, including holdings in collective invesment schemes [OFICs) managed by Baillie Gifford & Co;
however the OEIC’s share class held by the Company dees not aftract a management fee.
4 Other Administrative Expenses — all charged to revenue
2005 2004
£'000 £'000
General adminisirative expenses 1,244 1,294
Directors’ fees (see Directors” Remuneration Report page 21} 122 Q5
Auditors’ remuneration for audit services 16 15
1,382 1,404
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NOTES TO ACCOUNTS
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Finance Costs of Borrowings

2005 2004
Revenue Capital Total Revenue Capital Total
£'000 £:000 £000 £'000 £000 £'000
Bank loans and overdrafts
repayable within five years 428 428 856 327 340 567
Debentures repayable wholly o
partly in more than five years 6,957 6,957 13,914 8,963 6,963 13,926
7,385 7,385 14,770 7,290 7,303 14,593
Tax on Ordinary Activities
2005 2004
Revenue Capital Total Revenue Capital Total
£'000 £'000 £000 £000 £'000 £000
UK corporation tax 392 {392} - - - -
Overseas tax — current year 1,085 - 1,085 928 - 928
Ovarseas fax — adiusiment to
prier years 1,018 - 1,018 - - -
2,495 {392) 2,103 928 - 928
2005 2004
£'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 return on ordinary activities before faxation 24,304 24,859
Revenue return on ardinary octivities multiplied by the standard rate of corporation tax in the UK
of 30% (2004 - 30%) 7.291 7,458
Income not taxable (franked investment income) 15,244} {3.330]
Overseas withholding tox written off - 928
Overseas withholding tax written off cloimed as o deduction - {278]
Overseas refundable tax deemead as irrecoverable 1,018 -
Overseas refundable tox claimed as a deduction (303) -
Surplus management expenses of o revenue nature avallable for offset [265) {1,850)
Current tax charge for the year 2,495 928

Capital retims are not included in the above analysis since, as an Investment Trust, the Company’s capital gains are not taxable.

A 31 March 2005 the Company had surplus monagement expenses of £44 million {2004 — £38 million of which £880,000 wes of o
revenue nature] which have not been recognised as a deferred tox asset. This is because the Company is not expected to generate

tuxarble income in a future period in excess of the deductible expenses of that future period and, cecordingly, it is uniikely that the

Company will be able to reduce future tax liabilities through the use of existing surplus expenses,

Ordinary Dividends

2005 2004 2005 2004

£°000 £000

Inferim dividend per crdinary share (paid 26 November 2004) 2.30p 2.2Cp 6,799 6,540
Second inferim dividend per ordinary shore - 4.40p - 13,081
Proposed final dividend per crdinary share {payable 6 July 2005} 5.05p 0.40p 14,928 1,189
Adjustment to provision for 2603 final dividend - - - {31}
7.35p 7.00p 21,727 20,779
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NOTES TO ACCOUNTS

Return per Ordinary Share

2005 2004
Revenue Capital Total Revenue Cuapital Total
7.37p 35.96p 43.33p 8.05p 94.86p 102.91p

Revenue refum per ordinary share Ts based on the net revenue on ordinary aclivities after taxation of £21,809,000
(2004 - £23,931,000}, and on 296,098,814 (2004 — 297,361,946} ordinary shares, being the weighted average number of
ordinary shares in issue during the vear.

Capital refum per ordinary share is based on the net capital gain for the financial year of £106,481,000 {2004 - net capital gain of
£282,088,000), and on 296,098,814 (2004 - 207,361,546) ordinary shares, being the waighted cverage number of ordinary
shares in issue during the year.

Fixed Assets — Investments

2005 2004
£'000 £'000
Listed at market value = UK 641,564 610,211
— overseas 792,872 721,419
Unlisted 8,659 5,866
1,450,095 1,338,496
Listed Listed
in UK overseas Uniisted Total
£'000 £'000 £'000 £:000
Cost of investments held at 1 April 2004 496,447 639,096 5967 1,141,510
Unrealised oppreciation at | April 2004 113,744 82,323 899 196,986
Velue of invesiments held of 1 April 2004 510,211 721,419 6,866 1,338,496
Movements in year:
Purchases at cost 142,261 323,443 - 465,704
Sales ~ proceeds {170,646 (297,784 - {448,430)
~realised profits/(losses] on sales 34,538 {35,640} - {1,102
Incrense in unrealised appreciction 25,200 88,434 1,793 115,427
Value of investments held at 31 March 2005 641,564 799,872 8,659 1,450,095
Cost of investments held at 31 March 2005 502,600 629,115 5567 1,137,682
Unreclised appreciation at 31 March 2005 138,964 170,757 2,692 312,413
Value of investments held ot 31 March 2005 641,564 799,872 8,659 1,450,095
2005 2004
£°000 £°000
Gains/(losses) on investments
Realised losses on sales 11,102 (11,399
Increase in unrealised appreciation 115,427 297,086
114,325 285,687

Of the redlised gains/llosses) on sales during the year a net gain/{loss) of £17,523,000 was included in unrealised appreciation at the
previous year end.
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NQTES TO ACCOUNTS

9 Fixed Assets — [nvestments (continued)

During the year the Company had o holding in an Open Ended Investment Company ['OFIC’) managed by Baillie Gifford & Co, the
Company's investment manager. The share class held in the OEIC does not atiract a mancgement fee. At 31 March the Company held:

l 2005 2004
% %
C income of share C income of share
l shares held class held shares held class held
Baillie Gifford Eurcpean Smaller Companies Fund 7.910,800 959 7,910,800 959

10 Financial Assets

A tull list of the Company's investments is given on pages 20 te 24. In addition, a geographical analysis of the porffelio, an anclysis of
the investment portfolio by broad industrial or commercial sector and a list of the 30 largest equity investments by their aggregate market
value are contained in the Managers' Review Section.

Exposure to cumency risk through asset allocation is indicoted below. 2005 2004
£'000 £'000

Porffolio (currency of listing]:
Sterling 681,890 639,210
US dollar 382,237 341,810
Canadian dollar 45,047 26,409
Euro 80,826 599,372
Swedish kraner 50,314 24,769
Swiss franc 7,273 4,813
Japcnese yen 69,349 77276
Hong Kong doller 24712 62,148
Korean won 31,181 19,003
Australian dellar 39,547 21,561
Singapore dollar 7426 5,388
Indian rupea 21,191 10,857
South African rand 9,093 5,880
1,450,095 1,338,496

Cash:

UK deposits 1,856 16,609
Foreign deposits — Euro - 2,801
- US dollar 5,530 o84
- Japanese yen 2,532 -
- Swedish kroner 974 -
10,892 20,394

The cash deposits generally comprise call or short ferm money market deposits of less than one month which are repayable on demand.
The following currency amounts are included in net current assefs:

2005 2004
Sales for Other Sales for Other
Income subsequent debtars and Income subsequent debtors and
occrued setlement prepayments accrued setlement prepayments
£000 £°000 £'000 £'000 £'000 £'000
Steding 6,848 1,309 149 7,490 - 156
US dollar 307 - - 636 1,510 -
Canadian dollar 54 - - - - -
Euro 343 - b 742 4,534 1,103
Hong Kong dollar - - - 33 - -
Japanese yen 278 - - 200 - -
7,830 1,309 154 2,101 6,044 1,259
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NOTES TO ACCOUNTS
10 Financial Assets (continued)
The interest rate risk profile of the Company's financial assets at 31 March was:
2005 2004
Weighted Woeighted
Weighted average Weighted average
Market value average period Market value average period
£000 interest rate uniil maturity £000 interest rate until maturity
Fixed rate:
UK bonds 22886 7.7% 15 years 28,064 7.4% 12 years
UK bonds [perpetual) 3,474 Q.4% N/A 3,065 7% N/A
UK convertible loan stock - - - 5535 7.3% & months
European bonds Q977 10.8% 12 years 17,726 10.2% 10 years
US bonds 4,493 7.5% 8 years 3,184 7.2% 3 years
Floating rate:
UK bonds (interest rate linked
to sterling UBOR) 30,653 3.7% 49 years 26,930 2.7% &1 years
European bonds (interest rate
linked to eura 1IBOR) 3,781 7.3% 13 years 2,325 7.6% 15 years
11 Debtors
2005 2004
£'000 £'000
Due within one year:
Income accruad 7,830 9,101
Sules for subsequent settlement 1,309 6,044
UK taxation recoveratle 21 77
Other debtors and prepayments 133 1,182
9,293 16,404
12 Creditors - Amounts falling due within one year
2005 2004
£°000 £°000
ING Bank N.V. US$ loan 31,753 21,764
Naticnal Australia Bank Limited multicurency loan - 30,858
The Royal Bank of Scotland Ple multi-cutrency loan - 22,727
Purchases for subsequent setlement 9,389 2,158
Second inferim dividend - 13,081
Proposed final dividend 14,928 1,189
Other creditors and accruals 3,444 3,525
59,514 95,302

Included in other creditors is £404,000 (2004 - £335,00C) in respect of the invesiment management fee.

Borrowing facilities

A 364 day US$60 million loan facility has besn aranged with ING Bank NV,

A 3 yeor £35 million mulficurrency loan facility has been arranged during the year with National Australic Bank limited,

A £100 million short term multicurrency loan facility has been arranged with The Royal Bank of Scotland ple, expiring within 12 months.

At 31 March 2005 drawings were os follows:

NG Bank N.V.

National Australia Bank Limited
The main cavenants relafing to the above loans are:

US$60 million at an inferest rare of 3.2075% per annum.
¥5,900 million af an interest rate of 0.74% per annum. {see note 13},

[} Total borrowings shall not exceed 35% of the Company’s net asset value,

(i} The Company’s minimum net asset value shall be £/00 million.
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| 13 Creditors - amounts falling due after more than gne year

NOTES TO ACCOUNTS

2005 2004
Nominal rate Effective rate £000 £000

Debenture stocks:
£20 million 8-14% stepped interest debenture stock 202C 14.0% 12.3% 22,323 22,374
£75 million 6.875% debenture stock 2023 6.875% 65.9% 74,340 74,303
£50 million 6-12% stepped interest debenture stock 2026 12.0% 10.8% 54,800 54,859
4% % iredeemable debenture stock 675 675
Nationai Australia Bank Limitad multicumency loan 29,192 -
181,330 152,211

Debenture stocks
The debenture stocks are stated in accordance with the requirements of Financial Reporting Standard 4 'Capiral Instruments’ ('FRS4'); the
cumulctive effect is to increase the camying amount of borowings by £6,463,000 (2004 - £6,536,000).

The debenture stocks are secured by a floating charge over the assets of the Company,

14 Financial Liabilities

2005 2004
£'000 £000
The interest 1ate risk profile of the Company’s financicl liabilities ar 31 March was:
Fixed rote —yen denominated 29,192 30,858
Floating rate—US$ denominated 31,753 44,491
Fixed rate - sterling dencminated 152,138 152,211
213,083 227,560
The maturity profile of the Company’s financial licbiities at 31 March was:
In one year or less, or on demand 31,753 75,349
In two to five years 29197 -
In more than five years [weighted average period fixed 19 years| 151,443 151,536
No fixed date for repayment 575 675
213,083 227,560

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

2005 2004
Nominal Book Markef Nominal Book Market
£'000 £'000 £'000 £'000 £000 £000
8-14% stepped interest
debenture stock 2020 20,000 22,323 37,665 20,000 22,374 35,568
6.875% debenture stack 2023 75,000 74,340 87,146 75,000 74,303 81,053
6—12% stepped interest
debenture stock 2026 50,000 54,800 90,429 50,000 54,859 84,085
A'%% imedeemable debenture
stock 675 475 568 675 675 564
145,675 152,138 215,808 145,675 152,211 201,270

The fair value of the fixed rate yen loan at 31 March 2005 was £29,402,000.

All short term borrowings are stated ot market value.

Deducting prior charges at market value would have the effect of reducing the net asset value per share from 418,10 to 394.4p. Taking
the market price of the erdinary shares at 31 March 2005 of 333.0p, this would have given a discount to net asset value of 15.6% as
against 20.4% on a fradifienal tasis. At 31 March 2004 the effect would have been 1o reduce the net asset value from 381.5p to
362.8p. Taking the market price of the ordinary shares at 31 March 2004 of 305.0p, this would have given a discount to net asset
value of 15.9% as against 20.1% on a treditional basis.

Short term debtors and creditors other than short term loans have been excluded from the disclosure of finangial instruments as allowed by
FRS 13 other than for currency disclosures which include £4,991,000 of US$, £2,532,000 of japanese yen, £974,000 of Swedish
krener and £892,000 of Indian rupees (2004 - £824,000 of Euros) in respect of purchases for subsequent settlement and £325,000
of USS ond £68,000 of Jopanese yen (2004 - £254,000 of US$ and £62,000 of Japanese yen) in respact of loan interest.

Gains and losses on hedges
At 31 March 2004 and 20035 there were no unrecognised gains/losses on hedges. Realised currency gains/losses are taken Jo the
capital reserve and are not reflected in the revenue aecount unless they are of o revenue noture.
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I 15 Called-up Share Capital

NOTES TO ACCOUNTS

2005 2004
Number £°000 Number £'000
l Auvthorised ordinary shares of 250 each 360,720,000 90,180 360,720,000 90,180
Al'otted, called vp and hilly paid ordinary shares of 25p sach 295,605,115 73,901 297,305,115 74,326

I At the Annual General Meeting on 1 July 2004 the Company renewed ifs authority fo 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 2005, a tofal of
1,700,000 {2004 - 700,000) ordinary shares with a nominal value of £425,000 were bought back at o fotal cost of £4,908,000
' (2004 - £1,77%,000). At 31 March 2005 the Company had authority to buy back a futher 42,866,036 ordinary shares,

Under the provisions of the Company's Articles the share buybacks were funded from the realised cagital reserve.

l 16 Reserves

Capital
l redemption  Capital reserve  Capilal reserve Revenue
reserve - realised - ynrealised reserve
£000 £'000 £000 £'000
Ar 1 April 2004 15,854 777982 205,578 54,041
Net loss on redlisation of invesiments - 11,102} - ~
Increase in unrealised oppreciation - - 115427 ~
Bxchange differences - i161) - -
Exchange differences on multicurrency loans - 10,991 [9,2906) ~
Shares purchased for cancellation 425 {4,508 - -
Imvestment management fee - (2.385) - ~
Finance costs of barrowings - {7,385} - -
Tax relief on management fes and finance costs - 397 - -
Retained net revenue for the year - - - 82
At 31 March 2005 16,279 773,424 311,709 54,123

17 Total Shareholders’ Funds
2005 2004
£°000 £000
Total shareholders” funds are attributable as follows:

Equity shares 1,229436 1,127,781

Company. A reconciliation of the two figures is as follows:

Total sharehelders’ funds have been calculated in accordance with the provisions of FRS4. Howsver, the nat asset value per share figures
in note 18 have been calculated on the basis of shareholders” rights to reserves as specified in the Articles of Association of the

Skareholders' funds attributable to ardinary shares {as above) £1,229.436,000
MNumber of ordinary shares in issue at the year end 295,605,115
Shareholders' funds per ordinary share 415.9p
Additions /{deducticns)

— expenses of debenture issus {0.8p)
- dliocation of interest on borrowings 3.0p
Net asset value per ordinary share 418.1p
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NOTES TO ACCOUNTS

18 Net Asset Value per Ordinary Share

The net asset value per ordinary share and the net assets atiributable to the ordinary shareholders of the year end caleulated in
cccordance with the Aricles of Association were as follows:

2005 2004 2005 2004
£000 £'000
Ordinary shares 418.1p 381.5p 1,235,903 1,134,321
2005 2004
£'000 £000

The movements during the year of the assets aftributable to the ordinary shares were as toflows:
Total net assets ar 1 Agpril 1,134,321 850,921
Total recognised gains and losses for the year 128,290 306,019
Dividends appropriated in the year 21,727 {20,779
Adjustment to debentures i73) f61)
Shares purchased for cancellation 14,908) 1,779
Tetal net assets of 31 March 1,235,903 1,134,321

Nat asset value per ordinary share is based on net assets {adjusted to reflect the deduction of the debentures at par} and on
205,605,115 {2004 - 297,305,115} ordinary shares, being the number of ordinary shares in issue ot the year end. Shareholders’
funds as reporied 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 nofe 17.

19 Reconciliation of Movements in Shareholders’ Funds

2005 2004
£'000 £'000
Shareholders’ funds at 1 April 1,127,781 844,320
Taotal recognised gains and losses for the year lafler dividend payments) 106,563 285,240
Shares purchased for cancellation 14,908) 11,779
Shareholders’ funds ot 31 March 1,229,436 1,127,781

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

2005 2004
£°000 £°000

Net revenue on ordinary activities before finance costs and taxation 31,689 32,149
Invastment management fees charged to capital {2,385) (2,276}
Decraase in accrued income 1,247 830
Decrease in debtors 48 96
{Decreasel/incraase in creditors {156} 241

30,443 31,040

21 Analysis of Change in Net Debt

2004 flows changes movement 2005
£000 £°000 £000 £000 £'000

Cash at bank and in hand 20,394 (3,502} - - 10,892
Term deposits - (107) - 107 -
Loans due within one year (75,349 41,978 - 1,618 {31,753)
loans due in two fo five years - 129,269) - 77 (29,192)
Ciebenture stocks {152,217] - 73 - (152,138

(207,166} 3,100 73 1,802 (202,191)
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22 Directors’ Interest in Contracts

No Director has a contact of service with
the Company.

Curing the year no Direcior was interested
in any confact or other matter requiring
disclosure under section 232 of the
Companies Act 19835,

23 Contingencies, Guarantees
and Financial Commitments

At the year end the Company hod o
contingent liability amounting to £14 million
(2004 - £14 milfion] under a subscription
agreement relating to participating loan
notes. The obligation will expire on

31 December 2005,

24 Summary of Main
Investment Restrictions

(as incorporated within the Investment
Management Agresment between the
Company and Baillie Gifford & Col

Holding size

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

A maximum of 40% of total assets may be
invested in holdings exceeding 3% of the
value of the Company's total assets. Again,
this restriction does not apply 1o collective
inves'ment schemes, issues by way of rights
or certain government bonds.

Categories of investment

No investment shall be mode on which there
is unlimited fiabTlity.

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

schemes managed by Bailie Gifford & Co.

Transactions in futures and oplions must be
cons stent with [nland Revenue guidelines so
os to ensure maintenance of the Company's
Invesfment Trust status.

25 Derivatives and Qther
Financial Instruments

The Company operates as an investment trust
company in accordance with S842 of the
Income and Corporation Taxes Act 1988,
The international nature of the Company's

investment activifies provides opportunities
for both market appreciation and currency
gains, but leaves it exposed fo the risk of
market volatility and currency fluciuations.

In the case of an invesment trust, capital
profits from Investing acfivities and currency
gains are nof recognised in the revenue
account, but are credired directly o a
separate capital reserve which the Company
is prohibited from distributing in the form of
dividends.

Gearing

The Cempany has long term and short term
borrowings. The aim of the use of gearing is
to enhance long term retums fo sharsholders
by investing borrowed funds in equities and
other assets. Gearing is actively managed.
How and where borrowings are invested is
reviewed by the Board in consultation with
the Managers at every Board mesting. In
light of the decisions made, appropriate
adiustments o the gearing position are

then made by the Managers. Defails of
borrowings and where they are invested is
given in monthly Focisheets published on
the Managers' website,
www.bailliegifford.com.

During the year the Company was given an
Aaa lssuer Rating by Moody's. Issuer Ratings
are opinions of the akility of entifies to honour
senicr unsecured financial obligations and
contracts.

The Company's ravenue account may be
affected by fluctuations in short term inferest
rates; income from overseas investment can
be affected by currency fluctuations.

The Company's financial insktuments, which
provide finance for invesiment activities,
comprise its debenture stocks, its leng and
shart lerm borrowings, and its cash and
liquid resources. In addition to the equity
portfolic, the Company maintains investments
in UK and overseas corporate bonds as part
of its investment straregy.

The Company may, from time to time, enter
inta derivative fransactions to hedge specific
currency or Interest rate risk. No such
transactions were undercken in the year.

The Company has precisely defined guidelines
to govern the purchase or writing of options on

individual shares. No options were purchased
or written in the yeor.

Treding in financial instruments is not within
the normal activities of an investment frust,
nor is it the Company’s policy to Irade in
suck instruments. Transactions in financial

NOTES TO ACCOUNTS

insiruments generally arise as a result of
strategic investment decisions.

The Company’s Managers may not enter
into derivative transactions withcut the prior
approval of the Board, cnd dll borrowing
facilities require Board authorisation. The
Board agrees 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 rafe risk, credit risk, \iquidity risk and
foreign currency risk.

Interest Rate Risk

The Company finances its operations by
means of called up share capital, realised
capital profits, retained revenue reserves,
bank borrowings and the issue of debenture
stocks. The value of the Company’s kond
portfolio is subiect to inferest rate risk. It is not
the Company’s policy to hedge this risk.

The Company has negotiated short term
multi-currency borowing faciliies at interest
rates linked to LIBOR and may drow down
funds for periods up to 3 yaars.

The Company has issued a mix of stepped
and fixed interest debenture stocks. The
stepped inferest debenture stocks have
reached thelr final step and are deemed
fo be fixed.

Credit Risk

In addition to interest rate risk, the Company's
investments in bonds are clso subject to credit
risk. Credit risk reflects the possibility that o
borrower will not be able to meet its
obligation o make payments of inferest or
grincipal when they foll due. The Managers
analyse the credit sk of the Company's
bond investments prior to purchase and
continue to monitor developments Tn credit
quality subseguently.

Liquidity Risk

The Company's policy with regard to liquidity
is to ensure confinuity of funding. Short ferm
flexibility is achieved by overdroft facilifies.

Fareign Currency Risk

The international nature of the Company’s
investment aclivities gives rise to a curency
risk which is inherent in the performance of its
overseos investments. It is not the Company's
policy to hedge this risk on a continuing
basis, but the Company may from time to
time match specific overseas investment with
tereign currency borrowings,

The revenue account is subject to currency
fluctuation arising on overseas income. The
Company does nat hedge this currency risk.
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NOTICE OF ANNUAL GENERAL MEETING

The Annual General Meeting of the Company will

be held at the offices of Baillie Giffard & Co,

Calton Square, 1 Greenside Row, Edinburgh EH1 3AN,
on Thursday, 30 June 2005 at 4.00 pm.

If you have any queries as to how fo vole or how to
attend the meeting, please call us on 0B00 027 0133,

Baillie Gifford may record your call.

ol

Notice of Annual General Meeting

Noficz is hereby given that the ninety-sixth
Annual GeneroP/N\eeﬁng of Scoftish
Mortgage lnvestment Trust PLC will be held
within the Registered Office of the Company,
Calton Square, 1 Greenside Row, Edingurgh
EHT 3AN, on Thursday, 30 June 2005, af
4.00 pm for the following purposes:

Ordinary Business
To consider and, if thought fit, to pass the
tollowing resolutions as Ordinary Resolutions :
1. To approve the Accounts of the
Company for the year to 31 March
2005 with the Reports of the Directors
and of the Auditors thereon.

. To approve the Directors’ Remuneration
Report for the year 1o 31 March 20035.

. To declare a dividend.

. To reelect Sir Donald MacKay as @
Director.

. To reslact Mr GA Ball as a Direciar,

. To reelect Mr JPHS Scett os o Direcior.

. To recppoint KPMG Audit Plc as Auditors.

. To authorise the Directors to determine
the remuneration of the Auditors.

N

W N O n Moo

To consider and, if thought fit, to pass the
following resclution as a Special Resolution :

Q. That, in substitution for any existing
quthority under section 166 of the
Companies Act 1985 lthe 'Act’], but
without prejudice to the exercise of
any such authority prior to the date
herecf, the Company be autherised,
in accordance with section 166 of the
Act, to maoke market purchases [within
the meaning of section 163{3} of the
Actt of ordinary shares of 25P each in
the capital of 'r\ﬁe Company ('Shares’],
provided that:

[t} the moximum aggregate number of
Shares hereby authorised jo be
purchased shall be 14.99% of the
issued ordinary share capital en the
date on which this resclution is passed;
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(bl the minimum price which may be
paid for o Share shall be 25p;

lc]  the maximum price {exclusive of
expenses} which may be paid for a
Share shail be an amount equal to
105% of the average of the middle
market quotations [as derived from
the Daily Officiol list of the London
Steck Exchangel for the Shares for
the 5 business doys immediately
preceding the date of purchase; and

unless previously varied, revoked or
renewed by the Company in general
meeting, the authority hereby conferred
shall expire at the conclusion of the
Annual General Meefing of the
Compary to be held in 2006 or

29 December 2006, whichever is the
earlier, save that the Company may,
prior fo such expiry, entar into a
contract to purcﬁase Shares under such
authority which will or might be
completed or exscuted W%OH\/ or parly
after the expiration of such authority
and may make o purchase of Shares
pursuant to any such contract.

Special Business
To consider and, i thought fit, to poss the
following resolutions as Ordinary Resclutions:

10, That, the fees poid to, and benefits in
kind received by, the Chairman of the
Beard of Directors for his services in the
office of Director shall not, for the
purooses of Article Q0 of the Company's
Articles of Association, exceed Tn
aggregate £4.5,000 per annum,

17, That, the fees paid to, and benefits in
kind received by, a Director for his
servicas in the office of Director shall not,
for the purposes of Article 0 of the
Company's Adicles of Assaciction,
exceed in aggregate £30,000 per

annum.

(d)

By order of the Board

Baillie Gifford & Co
Managers and Secretaries

27 May 2005

Notes

1 A member enfiled 1o attend and vole af the
meefing is entiled to appoint one or more
proxies ‘o altend and, on @ poll, vote on
his/her behalf. A proxy need not be
member of the Company. A Form of Proxy
for the use of members is enclosed and to be
valid must be lodged with the Registrar of the
Company not less than 48 hours before the
fime set for the mesting.

2 Pursyant to Regulafion 41 of the Uncertificated
Securities Regulations 2001, the Company
specifies that only those shareholders entered
on the Register of Members of the Company as
at 4.00 pm cn 28 June 2005 or, in the event
that the meeting is adjourned, on the Register
of Members 48 hours before the fime of ony
adjourned meeting, shall be entitled to attend
or vote o the meeting in respect of the number
of ordinary shares registered in their name af
that fime. Changes te the entries on the Register
of Members afier 4.00 pm on 28 June 2005
or, in the event that the mesting is adjoumed,
in the Register of Members 48 hours befors
the lime of any odjcurned mesting, sholl be
disregarded in determining the rights of
any person to attend or vote of the meeling,
notwithstanding any provisions in any
enaciment, the Articles of Assaciation of the
Company or cther instrument fo the contrary,

3 Sharehclders paricipating in the Beillie Gifford
Investment Trust Share Plan, Children’s Savings
Plan: or the Baillie Gifford investmeni Trust
ISA/PEP who wish 1o vole and/or attend the
meeting must complete and return the enclosed
reply-paid Form of Direction.

4 No Director has o confract of service with the
Compoany.



FURTHER SHAREHOLDER INFORMATION

Further Shareholder Information

How to Invest

The Company's shares are fraded on the
london Stock Exchange. They can be
bought by placing ar 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 shares is quoted daily in

the Financiai Times and can also be
found on the Raillie Gifford website ot
www.bailliegifford.com, Trustnef at

www _trustnet.co.uk and cn other financial
websites. Company factsheets are also
available on the Baillie Gifford website
and are vpdated monthly. These are
available from Baillie Gifford on reguest.

Key Dates

Ordinary shareholders nomally receive wo
divicends in respect of ecch financial year.
An interim dividend is paid at the end of
November and a final dividend is paid in
early July. The AGM is normally held in
late June or early July.

Capital Gains Tax

For Capital Gains Tox indexation

purposes, the markei value {adjusted for the
bonus issue of 4 for 1) of an ordinary
share in the Company as at 31 March
1982 was 30.6p.

Share Register Enquiries

Computershare Investor Services PLC
maintains the share register on

behalf of the Company. In the event of
queries regarding shares registered in your
own name, please contact the Registrar cn
0870 702 GO10. By quoting the
reference number on your share certificate
you can check your holding on the
Registrar’s web site:
www-uk.computershare.com/investor.

Telephone Share Dealing Service

A telephone share dealing service has
been established with cur Registrar,
Computershare Investor Services PLC,
which provides shareholders with o way
of buying or selling Scottish Mortgage
Investment Trust PLC ordinary shares on
the London Stock Exchange. There are no
forms fo complete and the share price at
which you deal will generally be confirmed
to you whilst you are sfill on the telephone.
Plecse ensure you have your Shareholder
Reference Number (SRNY) ready when
making the call. The SRN appears

on your share certificate. For further
information about this service please
phone 0870 702 0000,

Please note that this share dealing
service is not available to shareholders
participating in the Baillie Gifford
Invesiment Trust Share Plan, Children's
Savings Plan, I1SA, PEP and Select
Pension.

This is not a recommendation o buy, sell
or hold shares in Scettish Morgage. If you
are unsure of what action to toke contfact o
financial adviser authorised under the
Financial Services and Markets Act 2000.
Please note that share values may go
down as well as up, which may result in
you receiving less than you originally
invested.

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

Where this has been received in a country
where the provision of such a service
would be contrary to local lows or
regulations, ihis should be treated as
information only.

Eiectronic Communications and
Proxy Voting

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

+ Electronic Communications If you would
like to take advantage of this service,
please visit our Regisfrar’s websiie at
www-uk.computershare.com/investor
and register. You will need your
shareholder referance number {which is
on your share certificate and tax voucher|
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Analysis of Shareholders

At 31 March 2005

At 31 March 2004

Number of Number of
shares held % shares held %
Institutions 118,877,323 40,3 120,030,427 A40.3
Intermediaries 91,072,436 308 B87.578,979 29.5
Indlividuals 58,373,673 19.7 66,966,028 22.5
Baillie Gifford Share Plans/PEP/ISA 19,437,547 66 19,867,131 6.7
Markefmakers 7,844,136 2.6 2,862,550 1.0
295,605,115 100.0 297,305,115 100.0

to hond. IF you then agree to the terms
and conditions, in future, on the day that
documents are sent to shareholders by
post, you will receive an e-mail providing
the website address link o the
documents. After you register, paper
documents will be available on request.

+ Electronic Proxy Voting You can also
refurn proxies electronically at
www-uk.computershare.com/proxy.
If you have registered for electronic
communications you will be issued
PIN number to use when refurning
proxies to the secure Registrar website
You do net need to register for electonic
communications to use electronic proxy
voling, paper proxy forms will contain
PIN number to allow you to refurn
proxies electronically.

if you have any questions about these
sefvices p|eose contaci Computershc:re

on 0870 702 0000.

CREST Proxy Voting

IF you are a user of the CREST system
including @ CREST Personal Member),

you may appoint one or more proxies o
give an instruction 1o a proxy by having an
appropriate CREST message transmitted.
To appoint @ proxy or to give an
instruction fo a proxy {whether previcusly
appeinted or otherwise) via the CREST
system, the CREST message must pe
received by the issuer’s agent (iD number
3RA30] not later than 48 hours before

the iime appointed for holding the meeting.
For this purpose, the fime of receipt will be
faken to be the fime {as defermined by the
timestamp genercied by the CREST system)
from which the issuer’s agent is able to
refieve the message. CREST Personal
Mermbers or other CREST sponsored
members should contact their CREST

52 ANNUAL REPORT 2005

sponsors for assistance with appeinting
proxies via CREST. For further information
on CREST procedures, limitations and
syslems timings, please refer to the CREST
Manual. The Company may freat as
invalid a proxy appointment sent by CREST
in the circumstances set out in Regulation
355 a) of the Uncertificaied Securities
Regulations 2001, Computershare Investor
Services PLC is authorised and regulated
by the Financial Services Authority.

Where this has besen received in a couniry
where the provision of such a service would
be contrary to local laws or regulations, this
should be ireated as information only.

Scottish Mortgage is an investment
trust, Investment trusts offer
investors the following:

¢ Pariicipation in a diversified porifolio
of shares.

 Constant supervision by experienced
professioncl managers.

* The Company is free from capilal gains
fax on capital profits redlised within its
portfolio clthough investors are still liable
for capital gains tax on profits when
selling their investmen.

These accounts have been approved by
the Directors of Scottish Morgage
Investment Trust PLC. Baillie Gifford Savings
Management Limited is the ISA Manager
of the Baillie Gifford Investment Trust ISA,
the PEP Manager of the Baillie Gifterd
(nvestment Trust PEP, the Manager of

the Baillie Gifford Investmeni Trust

Share Plan and Children’s Savings Plan
and the promoter of the Baillie Giffard
Select Pension. Alfiance Trusl Savings
Limited is the provider, tustee and
administrator of the Alliance Trust Personal
Pension Plan through which the Baillie
Gifford Select Pension is made available.

Baillie Gifford Savings Management
limited is whally owned by Baillie Giffora
& 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
hold shares in Scottish Mortgage and may
buy or sell such shares subject to Baillie
Gifford's personal account dealing rules.

Risks

Past performance is no guarantee of future
performance. The capital value of and
income distributed by an investment tust
can go down as well as up and an
invesior may not get back the amount
originally invested. The price of an
invesiment trust share will fluctuate in
accordance with supply and demand

and may not eflect the underlying net
asset valve.

Investment trusts can borow money to
make further investments, which is
commonly referred lo as gearing. The risk
is that when this money is repaid by the
trust, the value of these investments may
nat be enough to cover the borrowing
and interest costs and the frust makes a
loss. If the trust’s investments fall in value,
gearing will increase the amount of the
loss in value to investors. The more highly
the tust is geared, the greater this effect
will be.

As Scoftish Morgage invests in overseas
securities, changes in the rates of exchange
may also cause the value of your
investment 1o go down or up.

The value of 1SA and PEP tax advantages
will depend on personal circumstances.
Tax rates and reliefs may change in the
huture.



Scottish Morigage's shares are traded on
the Lendon Stock Exchange. They can be

bought through @ stockbrcker, 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 cr from £30
per month. The plan is designed 1o be o
costellective way of saving on a regular

' of lump sum basis.

Baillie Gifford’s Investment
Trust 1SA

You can invesi in a fax efficient way by
investing @ minimum of £2,000 or from

£250 per month or by ransferring an 15A
with ¢ value of at least £2,000 from your

existing manager.

Baillie Gifford's Children’s
Savings Plan

A costeffective plan tailored especially to

l meet the requirements to save for children.
You con invest a minimum of £250 or from

£30 per month.

Baillie Gifford’s Investment

Trust PEP Transfer

You can transfer an existing PEP to
access a different market or to change
your invesiment manager (minimum value

of £2,000.

Baillie Gifford Select Pension

The Baillie Gifford Select Pension, provided
by Alliance Trust Savings Limited is a
selfinvested personal pension. The
minimum confribution is £50 per month.

Further Information

Retail Investments Depardment

Baillie Gifford Savings Management Limited
Calton Square

1 Greenside Row

EDINBURGH EH1 3AN

Tel; 0800 027 0133
We may record your ¢all

Email: its@bailliegifford.com
Website: www bailliegifford.com

Fax: 0131 275 3955
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