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Scottish Mortgage Investment Trust
PLC is a low cost investment trust
that aims to maximise total returns
from a focused and actively managed
portfolio of equities. It invests
globally, with a core exposure to the
UK, looking for strong businesses
with above-average returns.

Benchmark
The porticlic benchmark ogainst which performance is measured is 50% FTSE AllShare Index and
50% FTSE World Ex UK Index (in sterling terms).

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

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

THIS DOCUMENT 15 IMPORTANT AND REQUIRES YOUR IMMEDIATE ATTENTION. ¥ you are in any
doubt as fo the action you should take you should consult your stockbroker, bank manager, soliciter,
accountant or other independent financial advisor authorised under the Financial Services and Markets
Act 2000 immediately.

If you have sold or otherwise transferred all of your ordinary shares in Scoltish Morigage Invesiment Trust
PLC, please forward this document and the accompanying form of proxy as soen as possible io the
purchaser or fransferee or to the stockbroker, bark or other agent through whom the sale or transfer was
or is being effected for delivery to the purchaser or transferee.



MESSAGE FROM THE CHAIRMAN AND FINANCIAL HIGHLIGHTS

Message from the Chairman

Three years ago your Board, along with the Managers, reviewed
investment strategy. The result of this scrutiny was to reduce the
number of holdings and to take a more global approach which,
above all, focused upon companies rather than geographic asset
allocation. | am happy to say that this approach has borne fruit,
as demonstrated this year by a 46% increase in net asset value, a
57% increase in the share price and a 15.6% increase in the
dividend.

Financial Highlights

Share Price +56.6% NAV +46.5%
Benchmark* +26.3%

Past performance is no guarantee of fulure performance.
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ONE YEAR SUMMARY

One Year Summary

31 March 31 March
2006 2005 % change
Total assets [before deduction of debentures, fong and short term berrowings) £1,985.2m £1,455.7m7
loens and debentures £231.8m £213.1m
Equity shareholders” funds £1,753.4m £1,242.6mt
Net assef value per ordinary share [after deducting debentures at market value) 584.1p 398 8pt 44,5
Net asset value per ordinary share [after deducting debentures at par &10.9p 422.6pt 44.6
Share price 521.5p 333.0p 56.6
Benchmark 26.3
FTSE All-Share Index 3,048.0 2,457.7 24.0
F1SE Warld £x UK Index {in sierling terms) 319.3 248.2 28.7
Dividends paid and proposed per ordinary share 8.50p 7.35p 15.6
Ecrmings per ordinary shore 8.82p 7.37p 197
Total expense ratio 0.52% 0.52%
Discount (after deducting debentures at market value) 10.7% 16.5%
Year to Yaar to
31 March 2006 31 March 2005

Year's high and low High Low High Low
Share price 521.5p 321.3p 351.0p 280.5p
Net usset value per share {after deducting debentores ot market volue) 584.1p 376.2p 406.4p 330.2p
Net asset value per share {after deducting debentures at par) 610.9p 401 0p 429.9p 348.0p
Discount (after deducting debentures at market value) 8.6% 16.5% 11.6% 17.1%
Average sector discount {ATC Global Growth Sectord 7.4% V7% 10.5% 15.3%

31 March 31 March

2006 2005

Total return per ordinary share
Revenue 8.82p 7.37p
Capital 185.58p 36.58pt
Total 194.40p 43.95p1

t Restated, see notes 1 and 2 on pages 38 and 39.
T Mid market price.
Past performance is no guarantes of fulure performance.
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FIVE YEAR SUMMARY

Five Year Summary

The following charts indicate how Scottish Mortgage has performed relative to its benchmark,
its underlying net asset value and the retail price index over the five year period to 31 March
2006,

Past performance is no guaraniee of future performance.
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CHAIRMAN'S STATEMENT

Market Background

Stock markets were strong during the year
largely on the back of good rasults from a
broad renge of companies. The rises in
market values should be seen in the context
of a continuation of the recovery peried: it is
only now that old peaks are being reached
in many markets. While interest rates have
risen in some countries, they are genarally
still relatively low. Rising inflaticn does not
oppear lo be an issue of major concem av
the momant and economic growth at present
is partly fuelled by the increose in wealth
and octivity in large countries, such os
China and India, whose economies are
growing rapidly.

Investment Approach

A benign global economic background will
help the Managers to achieve the
shareholders' requirement for growth.
However, deliberations about the progress
of econormies will not create value for
sharehalders, this depends on the
Managers” ability to choose companies
which will flaurish over the longer term.

It was with this view in mind that our
investment approach has evolved over the
past three years. To reiterate, we have
encovraged the Managers fo:

1. Take a global view. The country where
o comparty is lisled on a stock exchange
is of secondary imperiance compared
with where it actuclly carries out its
business, Customers and businesses are
becoming more and more global in their
reach. |t is important not fo limit
investment thinking and decisions by
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Chairman’s Statement

Scottish Mortgage has returned outstanding results this year. The share price rose by 57%
ending the year at an all time high while net asset value per share rose by 46%.

By comparison, the benchmark index (50% FTSE All-Share Index and 50% FTSE World Ex UK
in sterling terms) rose by 26%. These results reflect the continuing success of the truly global
stock selection approach embraced enthusiastically by the Managers three years ago.

allocating funds to countries and not fo
companies,

2. Have the courage of their convictions,
The choice and size of the investments
should mirror the Managers' view of the
companies’ prospects not their position in
any index. Scoitish Mortgage is an
aclive fund and not a passive index
fracker. The portfolio has progressively
become more concentrated and there
are now 86 equity holdings as opposed
to 129 three years ageo. The floor is
likely to be around 70 to 80 companies.

3. Think long term. The Board expects
haldings to be bought and held and not
fo be troded frenetically. An aspiration is
to have a typical holding pericd of f
least five years but preferably even
longer.

Three Year Performance
The three vear record is worthy of
examination as if is over this period that the
global approach has been honed. The table
below shows the performance of Scoftish
Mortgage shares against its Berchmark and
the average of other glebal funds over one
and three years, .
Total Return™ 1o
31 Mareh 2006

1 year 3 years
Scotiish Mortgage share price 60%  138%
Benchmark 0% 85%
AlTC Gicbal Growth Averaget 41%  110%

IMA Global Growth Averaget  32%  85%

Past peiformance is no guarontee of future
performance.

However, in its regular assessments, the
Board is now focusing to a greater extent
on the three 1o five yeor performance
record. This is in line with the long term
investment horizon adopted.

Dividend and Earnings

Eamnings per share were stronger than
anticipated, rising to a figure of 8.82p per
share {2004,/2005 - 7 .37pl. The
Company has benetited from substantial
dividend growth from overseas equifies,
particularly from those investments in the
emerging markets. As a result, a final
dividend of 4,.65p has been
recommended which, il approved, will
make for o fokal of 8.50p, an increase of
15.6% compared to the previous year.
During the year the inflation rate was 2.4%
as measured by the Retail Price Index. [t is
the Boord's infention o continue fo
increase the dividend at a rale in excess of
inflation. Revenue reserves stand ot around
20p per share and, it required, these will
be used to smoath the rate of growth
should there be an earnings shortfall in
tuture years.

* Totol 1etum includes both copitel growth ond
income feinvested.

1 AITC is the Asseciation of Investment Trust
Compenies and shown here is the averoge of
other investment rusts in the same AITC sector as
Scoltish Morgage.

1 IMA is the Association of Investment Managers
and these figures shown ara for open ended
funds {unit frusts and Cpen Ended lavestment
Companies [OFICs)) in a simiker sector.



Discount, Buyback Policy and
Treasury Shares

The discount narmowed from 16.5% to
10.7% . The Board is very canscicus of the
foct that It is the share price performance
that is of primary inferest o investars and we
hove outlined our appreach to the discount
policy in the Business Review on page 22,

The Board believes that performance is the
key driver of discounts over the long term.
The Directors realise that discount volatility
is not in the interests of most shareholders
and that the threat of such volatility could
be a deferrent fo attracting new
shareholders. While a discount target is
not being set, as has been done by other
large trusts, the consideration of fulure
buybacks will be made with reference to
Scaitish Morigage's discount relative to
those of its peer group. The Directors also
believe that the superior performance and
distinctive approach justifies a narrower
discount than at present.

During the year, o otal of 7,530,000
shares were bought back of a tetal cost of
£30.26m which increased net asset value
per share by 0.44%. It is a source of some
frustration that during this period of good
performance greater demand for the
Company's shares has not been
encountered, thus necessitating the need to
buy back shares. The Managers are aware
of this frustraiion and are devoling
considerable thought and rescurces fo the
marketing of Scoftish Mortgege. Details of
various marketing initiatives are shown on
the inside back cover.

The Board is seeking powers af the AGM
to be able to take into treasury any
shares that have been bought back for
subsequent reissue but only at a premium
to net asset value. This ensures that the
interests of existing sharehalders will not

be diluted.

Balance Sheet

During the year berrowings have been
deployed 1o good effect as markets have
risen. The Company has short term
borrowings of ¥5.9bn (£ equivalent
£29m} and €73m (£ equivalent £51m)
in place. The latter reploces o $60m
facility that has been repaid. Details of the
debeniures are given on pages 43 and
48, The level of gearing inte equity
markets at 112% or 12% of shareholders’
funds* is nat excessive and will be
odjusted as circumstances dictate,

Costs

| am happy to report that the Tolal Expense
Ratio [TER) remains ot 0.52%. An
advantage of funds of the size of Scoffish
Morigage is the dilution of costs and our
low TER (in comparison to other investment
srusts and open ended funds| is a further
considerable atiraction for shareholders
and polential investors. The beneficial
effect of lower cosis on compounded
returns over long periods of time can be
considerable.

* With the debentures veluad at their market
price.

CHAIRMAN'S STATEMENT

Board and AGM

The AGM will ke held on Wednesday

28 June 2006 in Edinburgh. Details are
given on pages 51 and 52 of this
document. | do hope you will come and
meel the Board. The Managers will make o
short presentation and there will be an
opperiunity far quastions.

Outlook

The Managers give a very lucid view of
the outlook on pages 8 to 13 which the
Board shares and which | recommend 1o
you. | am happy to repert that they are
finding no shorcge of suitable investment
opperiunities at the mement which is @
positive indicator.

The Board is very pleased with the
Managers exceptional performcnce over
the past three years which is the result of a
combination of hard wark and sound
thinking. Achieving sustainable long term
growth through direct investment in equities
on a global basis, remains our highest
ptiorily. | consider that Scoftish Mortgege is
vary well placed to deliver these returns 1o
shareholders over fime.

diwrts herc s,

Sir Donald MacKay
10 May 2006
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DIRECTORS AND MANAGERS

Directors and Managers

Members of the Board come from a broad variety of backgrounds. The Board can
draw on a very extensive pool of knowledge and experience. Bailiie 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

Sir Donald MacKay, the Chairman, is an
economist with an exiensive record in
advising governments, organisations and
companies, Sir Doncld is 69 and was
aprainted o Director in 1999 and became
Chairman in 2003, He is also Chairman of
the Nomination Commitiee. He was
Professor of Political Economy at Aberdeen
University and Professor of Economics at
HeriotWatt University. He is a former
chairman of The Malcolm Group PLC and
Scattish Entesprise ond is currently o director
of Edinburgh New Income Trust ple.

2 GA Ball

Geoffrey Ball, the senior independent
director, is a long-standing director who
also has considerable indusirial experience
in the house building sector. Gecffrey is
62 and was appointed a Director in 1983.
He is executive chairman of Cala Group
ltd, having led the management buy out in
1999. He was president of the House
Builders Federation of England ond Wales
from 2001 to 2003 and he was o director
of The Standard Life Assurance Company
for 13 years until 2001.
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3 MM Gray

Michael Gray, 58, joined the Board in
2004 gfter a successful career in printing
and fechnology industries where he
gained valuable global business
experience. As chaiman and chief
executive he led the growth of McQueen
Internctiona) over @ 17 vear period as it
evolved from being o printing company
info a global enterprise providing a range
of suppot services 1o technology
companies. On McQueen’s cequisition, he
became senior vice president of Sykes
Enterprises Inc., a global NASDAQ quoted
outsourcing services company. He retired
from Sykes in 1999 and currently has
many business, communily, charity and
sporting interests and responsibilities
including being a member of the Advisary
Board of the Scoftish Insfitute of Sport
Foundation. He is o former director of
Scottish Enterprise and the Scoffish
Community Foundation.

4 WG McQueen

Gordon McQueen, the Chairman of the
Audit Committee, brings to the Board first
class financial and banking expertise.
Gordon is 5¢ and was appointed a
Director in 2007. He was an execulive
director of HBOS ple, Bank of Scofland and
Halifax ple, where his main role was chief
executive, Treasury. He is a director of The
Alliance Trust FLC, The Second Allionce
Teust PLC, JP Morgon Mid Cap Invesiment
Trust plc and Shaftesbury PLC.

5 JPHS Scoit

John Scott is a former infernational
investment banker who maintains a number
of interests in the investment trust sector.
John is 53 and was appointed a Director in
2001, He is & former executive director of
lozard Brothers & Co., Limited. During his
twerly years with Lazard, he was involved
with the merchant bank's corporate advisory
activiies and its Asian businesses. He is
currently a directar of various companies,
including Martin Currie Pacific Trust ple, [P
Morgan Fleming Claverhouse invesiment Trust
plc, Xaar pic, Miller Insurance Services and
Schroder Japan Growth Fund ple. In addition,
ne is chairman of Dunedin Income Growth
Investment Trust PLC and Endace Llimited.

é Lord Strathclyde

Thomas Strathclyde, currently Leader of
the Opposition in the House of Lords, has
considerable political experience. Tom is
46 ond was appointed o Director in 2004,
His parliomentary coreer to date inciudes
extensive ministerial experience cf the
Departments of Employment, the Environment,
Trade and Industry and the Scottish Office.
Prior to entering poliics in 1988 as o
Govemment Whip, lord Skothclyde worked
in the City for the insurance brokers, Bain
Dawes. Lord Strathclyde is also chairman

of london based hedge fund manager
Trafalgar Capital Management and a disector
of Gelena Capital Management Limited and
Marketform Limited, He is also the president
of the Quoted Companies Alliance.



Managers and Secretaries

Scottish Mortgage is managed by Baillie
Gifford & Co, an investment management
firm formed in 1927 out of the legal firm
Baillie & Gifford, WS, which had been
Managers and Secrefaries to the Company
since its formation in 1909.

Baillie Gifford & Co are one of the
largest investment tryst managers in the
UK and currently manage eight investment
frusts. Baillie Gifford clso manage unit
trusts and open ended investment
companies, together with investment
partfolios on behalf of pension funds,
charities and other institufional clients

[

both in the UK and overseas. Funds under
the management or advice of Baillie
Gifford total over £47 billion. Based in
Edinburgh, it is one of the leading
privately owned investment manogement
firms in the UK, with 29 partners and a
staff of around 450,

The manager of Scattish Mortgage's
porifolio is Jomes Anderson, a partner of
Baillie Gifford where ha is Chief
Investment Officer and Head of the
Global Team, He is uliimalely responsible
for stock selection and works closely with
the other Heads of the Investment
Departments.

DIRECTORS AND MANAGERS

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

Management Details

Baillie Gifford & Co are appointed as
invastment managers cnd secretaries to the
Compeny. The management contract can
be terminated at 12 months’ notice.

Management Fee

Baillie Gifford & Co’s annual remuneration
is 0.32% cof total assets less current
liabilities (excluding short term borrowings
for investment purposes), calculated and
payable on a quarterly basis.
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MANAGERS REVIEW

Managers’ Review

The Year in Review

Retums have been sirong in the last year.
Global equity markets have risen steadily. Our
own performance has been good. As
proposed last year we have ceased to
provide geographical details of our
performance. We provide overall figures for
the frust and individual stock results far our top
30 holdings. We have nothing to hide but we
are ever more convinced that providing short
term regionat performance deta is damaging
to the application of common sense and
intelligence in und management. The
tendency o be held in thrall by index weights
and the daily noise of volatility interferes with
both the commitment to searching out stocks
that offer superior longterm refurrs and the
ability to be courageous in purchasing stocks
when they are out of favaur. Three years is the
absolute minimum cver which skill rather than
randomness can be assessed and we fry very
hard 1o apply this standard of judgement to
our own efforls, Since we started crticulating
this philosophy three years ago the results
have been encouraging but we refterate that
this is the bare minimum for any serious
judgement cf our obiliies. We will endeavour
1o remember that over confidence is a
besetting sin of fund maragers.

There has been anather substaniial falf in the
number of equity holdings from 101 to 86.
We would be surprised if this process of
concentration goes much further although
there may still be scope for o small shrinkage
in the number of UK listed stocks in order to
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express our stock preference with more
conviction but litle extra risk. We now have
just five Japanese holdings as cpposed 1o 12
a year ago. Some readers may find it
provocative that this has happened of a
moment when the lapenese economy had
finally shown signs of vitality and when many
managers are oplimistic about prospects for
the Tokyo market. We are corfident that the
economy had revived at least temperarily but
we are scepfical whether this translates into @
stack market offering many companies with
clear and powerful competifive advantages.
Of those that did offer such atractions the
rumber of bargains in @ global context has
sharply diminished. We would cite our sale
of the longheld and still admirable refailer
Yamade Denki as falling into this categary.

As longterm investors we believe that the
possibilities open to us have seldom been
greater. We have fitlle ability to predict the
directicn of markets over the next yecr and
find some amusement in the confidence with
which others offer such forecasts. Yet
precisely by trying 1o put aside some of the
habits of fund management as comemonly
practiced todoy we have the scope to add
significant value for our sharehclders over
lengthy periods of time. More and more
manogers, oided and obetted by the rise cf
hedge funds, the influence of the investment
banks, and the unintended consequences of
il-considered regulation have abandoned the
effart to invest in individual companies and
instead speculate as to the direction of

markets, countries, sectors and sfocks over the
next three months. This leaves those less
obsessed by the volafility of indices with ever
greater opportunities.

We invest globally, We think this is the most
rational approcch in a world in which the
impact of globalisation is o truism. We find it
puzzting that so many investors still think in
terms of national or regional stock allocations
when both companies and countries are so
inextricably beund in a multinational web.
We are scepfical of the theoretical or
practical rationales for thinking in terms of
national market multiples or risk premiums.
Our sole concession is that we take our
commitment to real dividend growth seriously.
This means that our UK expasure {though
declining) is greater than it would otherwise
be but here too we do our best to incorporate
the global context in assessing opportunities.

Although we consider all forecasts with
caution we think the path of least resistance
in the next decade leads to ever greater
globalisation and the associated rise of what
are conveniently, if questionably, known as
"emerging markets.” The impaci of the
profound changes being seen in Ching,
india, Eastern Europe and Latin America is
likely to become the dominant backdrop to
investment decisions. This does not mean that
the economies of these markets will
continually prosper and still fess that their
stock markets will always flourish but it doss
mean that we should consider how each of




our stocks fits inta this global transtormation.
Equally, historic relationships and assumed
correlations will frequently break down
throughout the world as this iokes place. The
risk models that many rely too heavily upen
will prebobly be a hindrance rather than
help.

We are growth stack invesiors. This has been
unpopular for the last five years. Whilst this
has been fusirating it hes meant that we are
now in the pleasant position of being able to
fird many companies with strong secular
growth opporiunities trading af ratings that
are undemanding relative to both the broader
market and their own history. It may require
patience fo benefit from this situation but that
s precisely what our investment frust ought to
be able to offer.

The Portfolio

In this section fwehe months age we
discussed the rise of emerging markels, their
commodity and industrial impacts, the
attractions of disciplined technology investing,
the virlues of selected US financials and
consumer staples and the undervaluation of
growih. All these themes remain central fo our
thinking cbout equity opportuniiies for the
years chead.

How We Think about Investment in
Emerging Markets

Whilst we have already touched on the rise
of the emerging ecanomies some more
specilic words may be of interest. We apply

the same investment standards to companies
headquartered in emerging markets as we do
to those in developed maikets. We do not
purchase them simply because they are
based in emerging markets but because they
have the comgetitiva positians, growth
opportunities and valuction atfractions that
would appeal to us anywhere in the werld.
That these characteristics can frequently be
found in emerging markets stocks hardly
seems surprising to us given the human
capital, educational progress, technological
prowess and resource endowment that many
of these countries offer. That valuations have
been so atiractive shaws to cur mind just how
far the memory of past ecancmic crises,
investor adherence to index weights and
unwarranted sceplicism about the importance
of profitable growth has become. If the long-
predicted downtum in the global economy
triggered by inadequate US savings and
consequent indebtedness does occur then
naturally emerging markets will tremble but
the real risk and damage will be done in
America [and other mature economies) as
their problems extend beyond losses in
profitability to serfous balance sheet
quendaries. Af o time of crisis it is balance
sheets thot dominate investor mentaliies. From
General Motors fo the US government the
debiors are predominately in Ametica — not
emerging markefs. In shart from both o risk
and an opporunity standpoint we think
emerging markefs are betfer placed than the
developed world. To us when we can find
individual stocks that mest our criteric: the

MANAGERS’ REVIEW

natural response is still to be prepared to add
to our expesure. YWe are puzzled at the
limited exposure so many investors maintain,
We would very much like to understand
where else they think the growih opportunities
in the global markets are going to come from
in the next twenly years.

None of this means that there will not be
setbacks inspired either by economic and
political setbacks or stock evervaluation. The
country that we worry most about ot present
is Poland where the combination of populist
polifics and economic imbalances seems the
waorst attempt to revinvent the toxic mixtures
that led o the emerging market crises of the
past. We have ne exposure o this economy.
Frem a valuation perspective we regret that
the two Indian stocks that we have owned,
Haro Honda and HDFC, have risen to ratings
that are nrow more demanding than we
waould prefer. Given that valugtion is at best
an inexact science we have cut back rather
than sold our holdings but this represents the
first time that we have found this necessary in
companies for which we siill retain much
admirafion.

Commodities

Many of our most profitshle investments over
the last year have been in naturc! resources.
We did ot start with ¢ particularly notable
exposure 1o this subsequently fashionable
area but we were fortunate encugh to have
owned a selecfion of companies that have
been powerful beneficiaries of rising

SCOTTISH MORTGAGE INVESTMENT TRUST PLC 09




MANAGERS' REVIEW

commedity prices. In fact we are quite
surprised just how much we have benefited
from our preference for rescurce rich rather
than index heavy stocks. Most notably
Petrobras and Gazprom have risen to be aur
two largest holdings. Whilst we would be
surprised if their perfformance of the last
twelve months can be replicated in the year
chead we remain comfertable with the size
of the holdings. Petrabras is chle to expand
praduction and reserves in a manner that is
the envy of the traditional majors at a still
undemanding rating. Gazprom continues to
be a controversial but successful invesiment.
Over the last yeer it has ever more clearly
demenstrated the awesome power of its
resource base ond pipeling infrastructure
whilst making surprisingly significant efforts 1o
see that shareholders are the beneficiaries of
this dominance. We sfill have no desire to
own the shares of the British, American or
European ol majars. We think the last vear
has only emphosised the paucity of their
reserves and the difficulties they face in
rebuilding them. We are somewhat agnastic
about the likely course of oil prices but we
would be surprised if crude fell below the
approximately $40 level which would start to
undermine the longterm case for our
heldings.

Broader commadity prices have also been
driven higher by the combination of persistent
Chinese demand and improved OECD
econamic aclivity. Whilst this has been of
benefit to our partfolic we are becaming
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concerned that even a modest slowing of
global growth could affect pricing as supply
gradually increases. We are therefors
redoubling our search fer companies that
have a sulficiently secure compelifive position
to ride out @ potential downturn. We are
more confident that this is most evidently so
amongst the focused emerging market quoted
stacks rather than the diversified giants. We
particularly admire the sirong market position
and iron ore reserve base of CYRD and have
been building up this holding at the expense
of the BHP Billiien pesition. We have been
rewarded for last yeor's patience with Anglo
American Platinum by a refum fo market
favour of this metal and, latterly, by takeover
speculation that has prompted us to reduce
our holding.

Industrials

One of the challenges for us as growth
invesfers is rying to move towards companies
and sectors that have outstanding prospects
for the future rather than to become unduly
attracted by what has grown in the past. This
has been critical in thinking about the broad
industrial field. The scope for profitable
grawth has been transtermed by opportunities
in emerging markels. This is becoming @
generally accepred orthodoxy now but was
an unusual hypothesis only twe years ago.
We continue fo think thas there are appealing
investments o be made but the greater
recognition of the virtues of many of the
stocks in our porffolic makes us determined to
be ever more selective. We have remained

anthusiasiic supporters of the Swedish
engineering duo Aflas Copce and Sandvik.
In beth cases the last year has seen their
mining equipment divisions come Into better
focus and it is typical of the disciplined and
patient capital allocation of these two
companies that such octivities were supported
and expanded in fimes when many less
resilient managements would have despaired
of sesing adequate returns. We have,
however, sold ABB as we felt that the rise in
the share price was sufficient to make our
questions over their sustainable competitive
advantages more relevant. Thus far this has
proven a premature decision.

We are sill owners of three automobile
stocks. Porsche, BMW and Nissan all
appear fo be amongst the few winners in this
tough industry. The twe Germaon companies
centinue fo explalt their brand strength and
the global appetite for luxury product, whilst
Nissan's low cost manufecturing, product
strength and tough management have
produced a model turmaround. If we have a
concem over any of these compenies it is
probably ot Porsche where we are vet to be
entirely persuaded of the virtues of building a
stoke in Volkswagen but we are wary of
second guessing @ management with such o
formidable record.

Technology

last year we commented on the generally
subdued share performance of our technology
investments. This year there has been some




improvement in prices but we still feel that the
excellent business perfarmance of many
dominant companies is only being grudgingly
ocknowledged by markets, Some of this
scepficism is just the general reluctance to
embrace growth stocks that we have dlready
commented on but there also seems to be a
specific set of anxieties over technalogy that
probably owes much to @ reaction against
the fonggone but emotionally draining days
of the internet bubble. We have therefore
added to our existing holdings and made
niew invesiments which excite us for the fulure
despite the downbeat market maod.

We have increcsed our holdings in Samsung
Electronics, SAP and Canon, These three
stocks have little in common by geography or
technology but all of them possess dominant
globual leadership and demaonstrate an
admircble willingness to reinvest in their core
businesses and an assecicted refusal to
pander 1o shorterm eamings guidance
obsession of the markets. We would be
disappointed not fo own these stacks for
years fo come.

We have bought holdings in eBay and
Amazon.com. These purchases are the key
reason that our US exposure has risen in the
course of the year. Neither has helped owr
performance as yet but we continue to view
share price weckness as an opportunity 1o
add ‘0 our holdings. We are particularly
affracted by the outstanding network driven
competitive advantoges and returns that eBay

enjoys, We regard both continued invesiment
in its global footprint and the purchase of
Skype os sensible despite their dompening
impact on shorHarm eamings.

Financial, Consumer Staples and
now Housing in America

LIS equities hove continued to underperform
global indices over the last year. Despite this
the US stocks that we own have once again
added valye for our shareholdars. We think
that the discipline of simply picking equities
that we belisve 1o be inttinsically and
individually atiractive rather than making o
decision to alloccte a set percentage of
ossets to North America has helped us 1o
invest sensibly. We must again pay fribute fo
the calibre of advice and decisions in our US
deparment which has long refused to behave
os index sensitive traders in favour of
remaining dedicated stock pickers with
porticular skills in ossessing consumer sioples
and financials. A notable example of this has
been our successful holding in Moody's, the
credit rating agency, with a franchise that we
cannot find elsswhere in the world and ¢
simplicity of business model that is unusual in
the complex world of unwieldy financicl
conglomerates. Only valuation has made us
trim aur holding in recent menths.

We have added to our holding of Hershey.
Whilst we consider it implausible that its
chocolate will interest global appetites it is
clear that it remains a brand with powerful
mind-share in its American heartland with

MANAGERS' REVIEW

strong profilabilitly and consistent grawth
prospects, We sold our successiul investment
in Wendy's as the value of ifs ownership of
Tim Horlon's had become more apparent lo
the market, We replaced it with a stake in
Brown-Forman, the maker of jack Daniels and
Southem Comfort, as the power of ifs focused
marketing expertise continues fo drive
pleasing sales growth,

We are intrigued by how many people
throughout the world appear to be wernied
about the stability of the US housing marker.
Whilst these anxiefies may have some
economic basis whai seems much clearer is
that US house-building equities already
discount a great deal of bod news. Given the
demographic tailwirds, pime property
scarcity, increasing scale advantages, solid
balance sheets and near bock value ratings
we think that this is becoming an area of
considerchie inferest. Returns are higher and
valuations substantially lower than for UK
builders. At present we have purchased
Ryland, which appears to us io be one of the
best run and more conservative companies
and we may increase our exposure in the
year ahead.

The UK Market

The UK market retumed 28.0% in the year to
31 March, the third successive year of
double digit positive returns. Although
domestic growth wos subdued, the market
offers significant exposure to the sirong global
econcmy which allowed profits ond
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dividends o continue to rise at a healthy ate,
while the abundance of cheap credit
confributed fo a boom in takeovers and
corporate restucturing which pushed share
valuations higher.

Cur UK portfolio modestly beat the FT All
Share Indax despite a relatively low exposure
to the resource industries, where we find the
most appealing invesiment opportunities
outside the UK stock market. We odded to
our position in Ric Tinto, atracted by the
combination of low cost long life reserves
wifh a consistent and lengferm managemant
approach but we have continued to shun the
UK listed il majors BP and Reyal Dutch Shell,
both of which wete poar perdormers aver the
period. Uncerperformance and a steady rise
in expectations for future oil prices and profits
have combined to reduce the prospective
veluations on both companies but for the time
being we continue lo identify better
investment opportunities in overseas markets.
Towards the end of the period we also sold
our preferred UK energy company BG,
tollowing a suige ir the share price and
valuation, in part fuelled by takeaver
speculation,

Elsewhere we benelited from a sirong
recavery in the share price of the hedge
fund monager Man Group and also from
Standard Chartered and MNorthem Rock, all
of which had seen substantial purchases in
the previous year, although our continued
confidence in the investment appeal cf
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Rayal Bank of Scottand has vet fo be
repaid. The UK property sector has alsa
been a highly profitable ares for the fund
over recent vears, with a recovery in renfs
and falling yields iranslating info very strong
share price performance thanks to high
financial gearing end the narowing of
discounts. Most of these drivers now lock to
be slowing and with future retums lkely to
be much more modest we have begun fo
reduce exposure. Disappointments included
Vodatone, where we made significant
reductions in the face of deteriorating
prospects, mainly diiven by felling prices.
We remain hopeful that the UK consumer's
appetite for DIY will recover and are
refaining our so far unsuccesshul investments
in Kingfisher {owner of B&G) and Travis
Perkins [owner of Wickas), while we have
taken advantage of weakness in Royal Bank
of Scotland, Reed Elsevier and Carmival to
add to our already significant positions.

Porfclio activity was higher than usual, with
net sales of approaching £60m, leading to a
fall ir the number of UK investmants and a
further decline in the proportion of assets
invested damestically, The two largest scles
were BG and the reduction of Vodalone but
others included Allied Domecq and BOC,
beth of which received bids from European
companies; the media companies BSkyB and
Teinity Mirror, which are bath experiencing
increased compefiion enabled by new
technolegies; and the life insurers Aviva and
Friends Provident. We conlinue to focus our

portfolio on companies where we have @
high degree of confidence in sustoinable
longer term growth and rising profitability and
we bought new heldings in Yell, Schroders
and inchcape, all of which have made a
positive conribution 1o date.

UK economic growth was sluggish in 2005
and we expect more of the same geing
forward, with high levels of consumer and
public debt dampening domestic demand.
While the stock market cffers exposure 1o
much mere than just the domestic economy,
some of cur recent favourites have seen @
significant rerating and row look less
appealing. Unless we can identify a range of
new buying ideas, the UK stake may continue
to shrink simply because we are able fo find
a broader range of potential investments
elsewhere in the world.

Fixed Interest

Scottish Margoge's bond porfolic eamed o
return of 9.6% in the year to 31 March.
World economic growth has generally been
higher than expected, the United States
economy has grown enly slightly less than in
2004 while Europe and Japan are showing
signs of sustainable economic recovery,
impaortanty for bond markets, consumer price
inflation has remained very subdued despite
higher oil prices. in many respects the most
disappoinfing economic performance has
been that of the United Kingdom where
growth has been lower than expected and
infletion higher.



The response of both the United States and
Eurepean cenfral banks has been fo raise
shorterm interest rates from their ynusually low
levels. The Fed ruised rates eight fimes fo
reach a level of 4.75% while the ECB raised
rates from 2% lo 2.5% in two steps. Againsi
the global rend, the Bank of England cut its
base borrowing rate to 4.5% in August in the
face of weokening consumer spending.

US ten yecr government bond yields rose by
0.4% and eurc govemment bonds by 0.2%.
As a result returns were meagre in both
matkets — 1.9% and 2.7% respeciively. Gilts
did much better, ten year bonds retuming
6.9% as yields fel! by 0.3%. As well as the
weaker economy, sterling bonds benefited
frem strong buying by pension lunds owing to
regulatory changes. Scottish Morlgage's
bond portiolio benefited from strengthening
cunrencies — the US dollar appreciated by
8.9% cnd the euro by 1.4%.

The Trust's fixed interest portfolic consists of
bonds issued by various companies in
sterling, evros and US dollars. !t has shrunk in
size from £75 million to £66 million over the
past twelve months due to shifts in the Trust's
asset cllocation. The biggest change in the
perifalio was the sale of cur longstanding
investment in Bark of Scoland Shared
Appreciation Mertgage bonds which hod
done well from past growth in house prices.
Some of the proceeds have been reinvested
in a range of corperate bonds, particularly
higher vielding securities.

With little anticipation of falling government
bond yields, the focus is firmly finding
company's whose bonds wilt benefit from
improved creditworthiness. While strong
corporate eamings are aiding this quest,
there has been o clear trend towards
companies taking a more 'shareholder
frierdly’ approach. In concrete terms this
means higher dividend payments, large share
buy-backs and more debtfinanced
investment; each of these factors can lead 1o
a company’s bonds performing poorly. So
while corporate bonds perdarmed slightly
better than govemment bonds in aggregate,
this masked a highly veriable patiern of
returns of stock level.

We have found an unusual number of
opportunities recently in the insurance
industry. The increased oversight of financial
regulators has considerably reduced the risks
of malleasance or poor balance sheet
discipling and, in paricular, UK life insurance
companies now bear considerably fess
exposure fo the equity market. 2005's
extraordinarily high losses following the
Caribbeon huricane season illustrated the
strength of loyd's and the major reinsurance
companies’ reserves. We have, therefore,
bought bonds issved by Loyd's of Llandon

and Talonx, the owner of Hannover Re.

The economic environment and genarally
improved investor seniiment have been
peneficial for the high vield bond market. The
default rate for highly-indebted companies

MANAGERS' REVIEW

remained extremely low for the third year in
succession, The European high yield market
refurned 6.6% in 2005, easily eclipsing
refums on govemment bonds and investment
grade bonds. 48% of the Trusi’s bond
portfolio is high yield, up fom 2% in 2005,
and high yield was a major contributor to
performance this year.

The outlook is for moderate retums from
investment grade bonds. In the absence of an
economic stowdown, high vield bonds will
probably do rather better. In all cases, with
corporate activity an increasingly volatile
factor, we expect our stock-picking abilities to

need to be at the fore.

Portfolio Outlook

Whilst three years of steady recovery in
equities may have made investors somewhat
complacent we still tind scope for cautious
optimism. Fundamentally we are still finding
too many companies with high quality
earnings streams and appealing growth
prospects selling of reasorable valuations 1o
want fo raise cosh or even reduce our modest
gearing. A setback is always pessible and
there are sufficient political and economic
anxiefies to provide the rationalisation for any
such correction but at present we would see
such o development as fikely to provide
opportunities for new purchases and
additions rather than as a cause for longterm
concemn. Demonsirating our ability to identify
these opportunities will be the decisive task in
the years chead.
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THIRTY LARGEST EQUITY HOLDINGS

Thirty Largest Equity Holdings and Equity Performance as at 31 March 2006

Market value

31 March Performancet

Market volue 2005 % of tolal Abschie Relative
Name Business £°000 £000 assefs % %
Petobras Gil company £9,950 31,127 15 136.08 81.99
Gazprom Gas producer 65,338 16,412 33 198.56 130.14
Royal Bank of Scotland Banking 52,444 42 555 2.6 15.73 110.79)
Samsung Elecironics Electronics manulacturer 52,063 31,119 2.4 43.85 10.89
SAP Business software 48,269 24,030 2.4 46.87 13.22
Barclays Banking 45,701 36,737 23 2987 011
Allas Copco Engineering 44,919 23,581 2.3 108.34 &0.60
British American Teboeco Tobacco 44,259 29,607 2.2 54.76 19.29
eBay Infernet trading company 41,058 - 2. {1.35)* (16.12)*
GlaxoSmithKline Pharmaceuticals 40,635 32,751 20 2802 (1.32)
OCmnicom Advertising agency 38,395 20,411 1.9 KR {20.28)
Man Group Hedge fund manager ond asset gatherer 36,975 20,580 1.9 84.08 41.89
EQG Resources Gas and cil exploration and production 36,693 22,783 1.8 631.28 24.32
Rio Tinto Diversified mining 35,064 13,664 i.8 7745 36.79
Wolseley Bullders’ merchant 34,0019 14,888 1.7 29.32 10.32)
Canon Prinlers, copiers and cameras 33,876 10,962 1.7 35.70 4.61
CVRD lron ore mining 32,085 14,895 1.6 83.14 41.17
Golden West Financial Savings and loans 31,306 25,588 1.6 22.71 15.41)
Northam Rock Moertgage banking 30,784 20,637 1.6 54.42 19.03
Sandvik Engineering 30,208 16,557 1.5 57.23 21.20
Camival Cruise ship operator 28,945 15,138 1.5 {1.43)* [24.02)*
The Hershey Company Confectionery 28,427 15,609 1.4 15.00) (26.77)
Teva Pharmaceuticals Generic drugs manufacturer 28,301 19,554 T4 45.67 12.29
Mocdy's Bond rafing agency 27,351 20,819 1.4 @3.76 49.36
Standard Chaitered Banking 26,506 17,612 1.3 54.56 12.14
Reed Clsevier Publisher 25975 - 13 10.83* {16.86)*
ConocoPhillips Infegrated oil company 25,480 19,962 1.3 30.02 0.22
Vodefone Mobile telecommunication services 25,252 66,486 1.3 (11.28) 131.67)
Parsche Automebiles 25,139 12,808 13 43.60 10.69
Microsoft Software products 25117 10,165 1.3 23.81 {4.56)

1,111,194 652,029 55.9

Source: Baillie Gifford & Ca/Statfro.
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Past performance is no guarantee of future performance.
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INVESTMENT CHANGES AND DISTRIBUTION OF PORTFOLIO

investment Changes (£'000)

Valuation at
31 March 2005  Net acquisitions Appreciation Valuation at
Restatedt {disposals} (depreciation) 31 March 2006
Equities*:
United Kingdom 607,623 {58,253 146,052 695,422
Cantinenia! Evrope 141,227 15,027} 72,122 208,322
North America 312,804 82,626 Q0,620 486,050
Japen 69,349 (20,429) 29,038 77,958
Asia Pacific 130,474 {29,806) 73,174 173,842
Emerging Markets 112,034 {4,294) 141,233 248,973
Total equities 1,373,511 135,183) 552,239 1,850,567
Bonds:
Sterling bonds 56,660 {22,840) 523 34,343
Euro bonds 13,694 5,869 Q38 20,501
US dallar bonds 4,487 6,356 a26 11,169
Total bonds 74,841 {10,615} 1,787 66,013
Total investments 1,448,352 {45,798} 554,026 1,056,580
Net [iquid assets 7.352 21,263 133) 28,5872
Total assets 1,455,704 {24,535) 553,993 1,985,162

The figures cbove for iotal assets are made up of total net assets before deduction of debentures, long and short term berrowings.

* Equities include CEICs, unit trusts and limited partnerships.
t See notes 1 and 2 on pages 38 and 39.
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CLASSIFICATION OF INVESTMENTS

Classification of Investments

Continental Neorth Asia  Emerging 2006 2005
Classification UK Europs America Japan Pacific Markets Tolal Totalt
Equities*: Yo % % % % % % Yo
Qil and Gas - - 3.1 - 0.5 79 11.5 1.1
Oil and gas producers - - 3.1 - 0.5 7.9 1.5 (AN
Basic Materials 1.8 - 0.9 - 0.9 33 69 6.6
Chemicals - - 0.9 - - - 0.9 1.8
Mining 1.8 - - - 09 3.3 - 6.0 4.8
Industrials 3.3 3.8 0.9 2.2 3.2 - 13.4 12.9¢
Censtruction and materials - - - - - - - 0.4
Electronic and electrical equipment - - 0.9 1.7 2.6 - 52 4.1
Industricl engineering - 38 - - - - 38 4.2
Industricl transportation - - - 0.5 0.6 - 1.1 08
Support services 3.3 - - - - - 33 34
Consumar Goods 49 2.3 53 0.6 0.8 - 13.9 15.9
Automobiles and parts - 23 - 0.6 0.8 - 37 3.2
Beverages 1.2 - 0.9 - - - 2.1 2.3
Food producers - - 1.9 - - - 1.9 2.5
Household goods 1.0 - 1.6 - - - 2.6 2.2
Personal goods - - - - - - - 0.6
Tobaceo 27 - 0.8 - - - 3.6 5.
Health Care 2.3 - 1.0 - - 1.4 47 4.9
Health care equipment and services - - 1.0 - - - 1.0 1.0
Pharmaceuticals and biotechnology 2.3 - - - - 1.4 37 39
Consumer Services 7.4 0.5 7.0 - - - 14.9 10.4
Foed and drug refailers 1.0 - 1.8 - - - 2.8 22
Generdl retailers oXe) 0.5 33 - - - A7 1.6
Media 27 - 1.9 - - - 4.6 3.3
Travel and leisure 2.8 - - - - - 28 33
Telecommunications 1.3 - - - - - 1.3 4.6
Mobile telecommunications 1.3 - - - - - 1.3 4.4
Financials 13.5 1.0 4.4 1.1 3.4 - 23.4 239
Barks 7.8 - - - 1.1 - 8.9 9.1
Nonrifs insurance - - 0.7 0.6 - ~ 1.3 0.3
lite assurance - - - - - - - 2.4
Real estate 1.9 - - - 0.6 - 2.5 2.3
General financial 3.1 - 37 0.5 14 - 9.0 7.4
Investment companies .7 1.0 - - - - 1.7 2.4
Technology 0.5 2.9 1.9 - - - 53 4.1
Software and computer services 0.5 2.4 1.3 - - - 4.2 3.0
Technology hardware and equipment - 0.5 0.6 - - - 1.1 1.1
Total Equities* 35.0 10.5 245 3.9 8.8 12.6 953
Total Equities* — 2005 417 Q7 21.5 48 Q.0 77 94.4
Bonds 1.7 1.0 0.6 - - - 33 3.1
Net Liquid Assets .9 0.1 0.4 - - - 1.4 0.5
Total Assets 37.6 11.6 25.5 3.9 8.8 126 100.0
{before deductian of debentures, long and short term borrowings)
Total Assets — 2005 46.1 10.6 21.8 438 2.0 77 100,0
Debentures, Long and Short Term
Borrowings (7.7} [2.6) - - {1.4) - {11.7) (14.6}
Equity Shareholders’ Funds 29.9 9.0 255 3.9 7.4 12.6 88.3
Equity Shareholders’ Funds — 2005 357 10.6 19.6 4.8 7.0 77 85.4
Number of equity investments* 33 9 22 5 9 8 86 101

* Including OEICs, unit Irusts end limited partrerships,
t Restated, see notes 1 and 2 on pages 38 and 39, also FTSE sectors reclassified Jonuary 2006.
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LIST OF INVESTMENTS AS AT 31 MARCH 2006

Market value % of total
Classification Name Business £'000 assets
United Kingdom
Mining Rio Tinio Diversitied mining 35,064 1.8
Support services Copita Support services 8,731
Hays Personnel and recruitment services 10,546
Travis Perkins Builders' merchant 12,763
Wolseley Builders' merchant 34619
66,659 33
Beverages Diogeo Branded spirits 24,643 1.2
Household goods Wimpey House builder 19,582 1.0
Tobacco British Americon Tobacco Tebacco 44,259
Imperial Tobaceo Tobecco 8,530
52,789 2.7
Pharmaceuticals and GloxoSmithKline Pharmaceuticals 40,635
bictechnology Shire Pharmaceuticals Pharmaceuticals 5,383
46,018 2.3
Food and drug relailers Alliance UniChem Pharmocautical distibuter and pharmacy operator 19,712 1.0
General retailers Inchcape Motor distributor 8,473
Kingfisher DIY retailer 14,288
18,761 0.9
Media Aegis Media services 5,733
Reed Elsevier Publisher 25,975
Yell Group Direciories 21,236
52,944 2.7
Travel and leisure Carnival Cruise ship operator 28,945
Ladbrokes Licensed betting operator 19,450
William Hill Licensed befting operater 7,806
56,201 2.8
Mobile telecommunications Vodafone Mobile telecommunication services 25,252 1.3
Banks Barclays Banking 45,701
Northem Rock Maortgage banking 30,784
Royal Bank of Scofland Banking 52,444
Standard Chartered Banking 26,506
155,435 7.8
Real estate British Land Property 13,651
Hammersen Property 16,620
Shaftesbury Property 7,364
37,635 1.e
General financict Intermediate Capital Group Mezzanine finance provider 9,056
Man Group Hedge fund manager and asset gotherer 36,975
Schroders General financial 15,444
61,475 31
investment companies UK Balanced Property Trust Property investment tryst 13,260 0.7
Software and computer services Sage Small business software 9,992 0.5
Total United Kingdom Equities 695,422 5.0
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LIST OF INVESTMENTS

Market value % of total
Classification Name Business £'000 assels
Continental Europe
Industric| engineering Allas Copeo Engineering - Sweden 44919
Sandvik Engineering - Sweden 30,268
75,187 38
Automobiles and parts BAMW Automobiles ~ Germany 21,365
Porsche Automobiles — Germany 25,139
46,504 2.3
General retailers Hermes Luxury goods — France 9,120 0.5
Investment companies Baillie Gifford Eurapean
Smaller Compaonies Fund Small company fund 16,281
Black Sea Property Fund Bulgarian property tust 2,525
18,806 1.0
Software and computer services SAP Business sofware — Germany 48,249 24
Technology hardware and equipment Ericsson Telecommunications equipment — Sweden 10,436 0.5
Tetal Continental European Equities 208,322 10.5
North America
Oil and gas producers ConocoPhillips Integrated oil company 25,480
EQOG Resources Gas and oil exploration and production 36,693
62,173 3.1
Chemicals Monscnio Seed and agricultural chemicals 18,075 0.9
Electronic and electrical equipment  Rockwell Automation Industrial cutomation providers 18,653 0.9
Beverages BrownForman Wines and spirits producer 16,860 09
Food producers The Hershey Company Confectionery 28,427
William Wrigley Chewing gum 8,302
36,729 1.9
Household goods Mohawk Industries Carpefs 12,160
Ryland House builder 19,993
32,153 1.4
Tobacco Altrier Tobacco and foed 18,378 0.9
Healthcare equipment and services  Wellpeint Managed care 18,743 1.0
Food and drug retaiters Shoppers Drug Mart Drug store — Canada 21,962
Walgreen Pharmacy chain 13,573
35,535 1.8
General retailers Amozon.com Online refailer 23,971
eBay Internet trading company 41,058
65,029 3.3
Media Cmnicom Adverfising agency 38,395 1.9
MNon-life insurance Progressive Ohic Property and casually insurance 14,395 0.7
General financial Golden West Financial Savings and loans 31,306
Moody's Bond raling agency 27,351
T Rowe Price Fund management 15,024
73,681 3.7
Software and computer services Microsoft Software products 25117 1.3
Technology hardware and equipment Linear Tech " Unear infegrated circuils 12,134 0.6
Total North American Equilies 486,050 24.5
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LIST OF INVESTMENTS

Market value % of total
Classification Name Business £'000 assets
Japan
Electronic and electrical equipment  Canon Prinlers, copiers and cameras 33,876 1.7
Industial transportation Mitsui OSK Lines Shipping 9,844 0.5
Automobiles and paorts Nissan Motor Car manufocturer 11,988 0.6
Nonife insurance Mitsui Sumitomo Insurance Nonife insurer 11,461 C.6
General financial *Mac Japen 2 Unit Trust Unit trust fund 10,789 0.5
Total Jopanese Equities 77,958 kR
Asia Pacific
Qil and gas producers CNOOC Qil and gas production - Chine 10,816 0.5
Mining BHP Billiton Diversified resources — Australia 17,760 0.9
Electronic ond electrical equipment  Somsung Electronics Electronics manufacturer — Kerea 52,063 2.6
Industrial kansportation Zhejiang Expressway Transport — China 11,532 0.6
Automchiles and parts Hero Honda Mators Molorcycle and scocter manufacturer — India 15,169 0.8
Banks Australia and New Zealand
Banking Banking — Australia 22,243 1.1
Real estate Shanghai Forte Land Residential property — China 11,079 0.6
General finoncial Hansung Development Finance
Corporation Mortgage berk — India 17,552
Singapore Exchange Securilies exchange owner/cperator — Singapore 15,628
33,180 1.7
Total Asia Pacific Equities 173,842 8.8
Emerging Markets
il and gaos producers Gazprom Gas producer — Russia 65,338
Lukoil Qil company - Russia 20,455
Petrobras Qil company — Brozil 69,950
155,743 7.9
Miring Anglo American Platinum Platinum mining — Seuth Afica 12,142
Norilsk Nickel Mining company — Russia 14,943
*Palyus Gold Mining company — Russia 5,759
CVRD Iron ore mining — Brazil 32,085
64,929 3.3
Pharmaceuticals and bictechnology  Teva Pharmaceuticals Generic drugs manufacturer — Israel 28,301 1.4
Total Emerging Markets Equities 248,973 12.6
Total Equity Investments 1,890,567 95.3

“denotes unlisted security.
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l LIST OF INVESTMENTS
Market value % of total
l Classification Name £:000 assets
Fixed Interest
Sterling denominated AMP Group Finance 6.875% 2022 2,122
I AMP Group Finance 7.125% 201 1,980
BAA 5.75% 2031 2,752
Business Morigage Finance FRN 2037 1,670
Cairngorm Limited Class E FRN 2016 3,180
l Delamare Finance 6.067% 2029 996
Dignity Finance 8.151% 2030 2977
Caimler Chrysler 5.375% 2007 2,004
l Eurotunnel 8.15% 2026 1,522
France Telecom 8% 2017 2,420
Loyds Society 6.875% 2025 2,110
Resolution &.5864% Perpetucl 2016 1,280
I Safeway 6.125% 2018 2,056
Scottish Mutual 7.25% Perpetual 2021 3,341
Tube Lines Fingnce 8.6801% 2031 1,522
l Tube lines Finance 11.1776% 2031 1,711
34,343 1.7
Euro denominaled CME 8.25% 2012 1,554
l Duchess | D2 FRN 2015 1,395
Duchess 1 EZ FRN 2015 1,449
EcoBot PIK 10% 2013 3,043
Euro Max IV Income Notes 2,791
I Europa Two 14% 2027 1,762
Fresenius Finance 5% 2013 1,03¢
Nymphenburg FRN 2025 1,079
l Skye CLO Income Nates 2019 2,323
Talanx 4 5% 2025 1,873
Woed Steet CLO Income MNotes 2021 2,093
l 20,501 1.0
US$ denominated ChA CGM 7.25% 2013 1,897
Ford Motor Company 7.25% 2008 3,139
l Old Mutual 8% Perpetual 2008 2,408
Stagecoach 8.625% 2009 829
TCW Gem Vil Income Notes 2016 2,796
I 11,169 0.6
Total Fixed Interest 66,013 3.3
l Total Investments 1,956,580 98.6
Net Liquid Assets 28,582 1.4
Total Assets at Market Value 1,985,162 100.0
I |before deduction of debentures, long ond short term borrowings)
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TEN YEAR RECORD

Capital
Debenture
stocks, long Equity Net Net
and Equity shareholders’  asset value  asset value
At Totaf short term  sharehalders’ funds  per share*  per share* Share Discountt Discountt
31 March assels  borrowings funds per share [market) {book) price {market} [book}
£'000 £'000 £'000 p p p p % %
1986 1,323,010 209,871 1,113,139 308.6 309.8 2687 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
1999 1,868,328 222,427 1,645,901 4563 4349 457.3 3755 13.7 7.9
2000 2,206,594 279010 1,927 584 5691 5492 570.2 4935 101 125
2001 1,660,182 195,803 1,464,289 445 4 430.9 447 5 377.0 12.5 15.8
2002 1,503,887 206,899 1,302,988 4214 4004 . 4236 369.0 2.9 12.9
2003 1,051,545 207,225 844,320 283.3 2680 - 2855 2345 12.5 179
2004 1,355,341 227,560 1,127,781 379.3 362.8 381.5 305.0 159 201
20058 1,455,704 213083 1,242.421 420 .4 3eR 8 422.4 3330 163 21.2
2006 1,985,162 231,809 1,753,353 608.6 584.1 610.9 5215 10.7 14.6

* Net asset value per ordinary share has been calculated after deducting prior charges at either bock value or market value [see rote 23, page 48).
1 Discount is the difference between Scoftish Morigage’s quoted share price and ils underlying net asset value ot either book value or market wolue,
§ Restated, see notes | and 2 on pages 38 and 39.

Revenue , Dividend paid Gearing Ratios
Available Revenve and proposed Total

Yeor fo Gross for ordinary earnings per per ordinary expense Actual Potential
31 March revenue shareholders ordinary sharef share net ratio§§ gearingy gearinglf

£000 £'000 p p %
1996 48,114 21,394 593 4.05 0.29 101 119
1607 50,571 24,604 6.82 5.15 0.27 104 12]
1998 52,184 21,685 6.01 5.35 0.37 107 119
1900 44,894 20,263 5.62 5.50 (.38 107 lid
2000 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 24,213 7.56 6.25 0.47 109 116
2003 33,909 22,597 743 6.60 0.49 T3 125
2004 35,829 23,231 8.05 7.00 0.60 il 120
2005 35,456 21,809 7.37 7.35 0.52 110 117
2006 41,456 25,738 8.82 8.50 0.52 108 113

f  The caleulation of eamings per ordinary share is based on the revenue from ordinary activities after taxotion and the weighted average number of ordinary
shares in issue (see note 9, page 41).

8§ Ratio of total operating costs ta average sharehelders’ funds.

1 Total assets lincluding alf debt used for investment purpases) less all cash and fixed interest securities lex convertibles) divided by shareholders’ funds.

It Total assets {including cll debt used for invesiment purposes) divided by shareholders” funds.

** Restated for change in accounting policy 1o charge expenses 50:50 between revenue and copital.

Cumulative Performance (taking 1996 as 100}

Revenue Dividend paid

Net asset Net asset Benchmark Share price  earnings per and proposed Retail
At value per value total total Share total ordinary  per ordinary price
31 March share (book) return [book)tt Benchmark returnt price returntt share share net index
1996 100 100 100 100 100 100 100 100 100
1997 109 [RE 106 109 108 111 115 111 103
1998 141 147 137 145 143 149 101 115 106
190G 148 15¢ 149 16i 140 150 Q5 118 1G8
2000 184 196 173 189 184 198 132 122 [
2001 144 156 148 165 140 154 128 129 114
2002 137 150 140 160 137 153 127 134 (]
2003 Q2 103 Q5 117 87 100 125 142 119
2004 123 143 118 142 113 135 136 151 122
2005 136 157 128 159 124 149 124 158 126
2006 197 232 162 206 194 238 149 183 129
Compound annual returns
5 year 6.4% 8.4% 1.8% 4.5% 6.7% Q.2% 3.1% 7.2% 2.5%
10 year 7.0% §.8% 4.9% 7.5% 65.9% Q1% 4.0% 6.2% 2.6%

11 Source: AITC,
11 Source: Thomson Financial Datastream.

The figures prior to 2005 have not been restated for the changes in accounting policies defailed in notes 1 and 2 on pages 38 and 39.
Past performance is no guarantee of future performance.
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Directors’ Report

The Directors have pleasure in submiting
their Annual Report together with the results
of the Company for the year 1o

31 March 2006.

Business Review

Obijective

Scottish Morigage carries on business as an
Investment Trust. The invesiment objective is to
maximise total retumn, whilst clso generating
real dividend growth, from a focused ond
actively managed global portfolio. The equity
portfolic is relatively concentrated and
invastments are chosen on their longerm merits
rather than with reference to geographical
asset allocation or the compaesition of an index.

Investment Strategy

Scottish Mortgage is positioned as a truly

active fund and does not attempt to rack its

benchmark index. Investments are chosen for

inclusion within the equity portfolio by looking

clasely ot the merits of individual companies,

The investment approach focuses on three

points:

» Taking a global perspeciive;

* Maintaining a relatively concentratad equity
portfolio;

* Having a longterm invesiment horizon.

Further details of investment strategy can be

found in the Chairman’s Staternent on

page 4 and the Managers’ Review on
pages 8 o 13.

Gearing
Borrowings are invested in equity markets
when it is considered that investment grounds
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merit the Company toking o geared position
to equities. Gearing tevels, and the extent of
equity gearing, both in absclute terms and
relative 1o the peer group, are discussed by
the Board and Managers ot every Board
meeling. The portion of borrowings which is
not invested in equities may be invested in
fixed interest securities.

Discount

The Board recognises that it is in the lang
term inferests of shareholders fo reduce
discount volatility and believes that the
prime driver of discounts aver the fonger
term is performance. The Board does not
intend to issue o precise discount target af
which shares will be bought back as it
believes that the announcement of specific
targets is likely to hinder rather than help the
successhul execution of o buyback policy.
Future buybacks will be considered by
reference fo the Company's discount relative
fo its peers.

During the year the Company bought back a
total of 7,530,000 sharss for canceliation,
increasing net assel value per share by
0.44%,

Performance

At sach Board meeting, the Directors
consider a number of performance measures
to assess the Company's success in achieving
its objectives.

The key performance indicators (KPis) used to
measure the progress and perfermance of the
Company cver time are established indusiry
measures and are as follows:

* The movernent in net asset value per
ordinary share [after decucting debentures
at market value);

* The movement in the share price;

* The movement of net asset value and share
price perfformance compared to the
Benchmark;

# The discount [after dedudling debentures at
morket value) ;

# The tofal expense ratio;
* Eamings per share;

» Dividend per share.

The one and five year records of the KPls are
shown on pages 2, 3 and 21.

In addition io the above, the Board
considers peser group comparative
performance. A range of comparator groups
are used including: a group of the five
largest AITC Global Growth investment trusts
[large Trust Peer Group), a universe of
global growth trusis as defined by
Winterflood Securities, the AITC Global
Growth Secior and the larger Standard

and Poor's universe of Global Growth Trusss.
The Company's net asset value and share
price total retumn performance compared to
the Large Trust Peer Group and the AITC
Globai Growih Sector is shown in the
following table. The Board also reviews the
obsolute and relative discount. At 31 March
2006 the discount was 10.7% compared o
7.8% for the weighted average of the AITC
Global Growth Secror.



Net Asset Value and Share Price Total
Returnt Performance

One Five

Year  Years

% %

Net Asset Value T 477 48.6
Benchmark 207 245
Large Tsust Peer Group 344 284

weighted average net assef value

AITC Globat Growth Sector  36.6  34.5
welighted average net csset value

Share Price 60.1 53.¢
Large Trust Peer Group 390 30.2
weighted average share price

AITC Global Growth Sector 409 38.0
weighted average share price

Source: AITC /Fundamental Daia

T Tolal return includes both capital growth
and income reinvested.

1 Net asset value tofal refumn after deduciing
debentures at par.

Current and future development

A review of the main features of the year is
contained in the Chairman’s Statement and
the Manager's Review on pages 4 to 5
and 8 to 13 respectively. The Board’s main
focus is on the investmant refurmn and
approach. Aftention is paid 1o the infegrity
and success of the investment opproach and
on factors which may have an impact on
this approach. Due regard is paid to the
marketing and promotion of the Company,
including effective communication with
shareholders and other external parties. The
Board is updated regularly on wider
investment frust sector issues. Detailed
papers are presented fo the Board at the
Annual Strategy Mesling where a wide

Directors’ Attendance at Meetings

DIRECTORS' REPORT

Audit Nomination

Board Committee Committee

Number of meetings 7 2 2
Sir Donald MacKay 7 2 2
GA Ball 7 2 2
MM Gray 5 2 1
WG McQueen 7 2 Y
JPHS Scott & 2 1
lerd Strathclyde é 2 2

discussion fakes place on development and
strategic direction. The Company's brekers,
LIRS, present to the Board on an annudl
basis and cover the topics of seclor
developments, percepfion of the Company
and relevant sirategic Tssues.

Principal Risks and Uncertainties

The principal risks facing the Company relate
to the Campany's investment aclivifies and
nclude market risk, interest rate risk, credit
risk, liquidity risk, foreign cumrency risk and
loss of nvestment trust status. An explanation
of these risks and how they are managed are
contained in note 23 fo the accounts on
page 46.

Financials

in the year under review, the Company has
had to comply with @ number of new
Financial Reporling Standards which were
intreduced as par of the UK convergence
programme with Intemational Financial
Reporting Standards. The main changes to
the Company’s financial statements resulting
from these new Standards are that
investments ase now valued at bid prices
rather than mid, income from fixed interest
securities is caleulated using the effective
interest method and dividends declared after
the period end are na longer treated as a
liability at the period end. These changes
are expleined in more detail in note 1 on
page 38.

The Compary has additional long term
finence in the format of long dated bonds.
There are four debentures in issue, all are
listed and quated on the London Stock
Exchange and details are given on pages 43
and 48, In addition, shorter term bank
borrowings and loan facilities are in place
which are also shown on pages 43 and 48,

The financial highlights for the year under
review are os follows: the net asset value per
share increased by 46.5% during the year,
compared to an increase in the benchmark of
26.3%, dividends increased by 15.6% to
8.50p per share and the discount namowed
from 16.5% to 10.7%.

Dividends

The Board recommends a final dividend of
4.65p per ardinary share which, logether
with the interim of 3.85p clready paid,
makes a total of 8.50p for the year
compared with 7.35p for the previous
year.

IF approved, the recommended final
dividerd an the ordinary shares will be paid
an 5 July 2006 to sharehalders on the
register at the close of business on @ June
2006. The exdividend date is 7 June
2006.

Status
The Company is an investment company
within the meaning of section 266 of the

Companies Act 1985.

The Company carries on business as an
investment frust. In the opinion of the
Cirectors, the Company conducts Tts affairs
so as o enchle it 1o obtain approval by the
Inlend Revenue as an investment trust under
section 842 of the Income and Corporation
Taxes Act 1988. The Company was
approved as an investment trust for the year
ended 31 March 2005, subject to matters
that may arise from any subseauent enquiry
by the Inland Revenue into the Company's
tax retum. The Company will confinue to
seek approval under section 842 of the
Income and Corporation Taxes Act 1988
each year.
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Directors’ interests

Nature Ordinary 25p shares held at

Name of intarest 31 March 2006 31 March 2005
Sir Donald MacKay Beneficial 2,469 2,469
GA Ball Beneticial 10,000 10,000
MM Gray Beneficial 272,900 272,600

Non-beneficial 12,500 12,500
WG McQueen Benaficial 1,500 1,500

Non-bensficial 3,000 3,000
JPHS Scott Beneficial 30,566 15,464
Lord Strathclyde Beneficial 3,142 3,142

The Directors af the year end, and thelr interests in the Company, were as shown above.

There have been no changes infimated in the Directars’ interests up to @ May 2006.

Corporate Governance

The Board is commitied to achieving and
demanstrating high standards of Corporate
Govemnance. This stalement cutlines how the
principles of the Combined Code on
Corporate Govemance ({the “Combined
Cede’| were applied throughout the financial
year.

Compliance

The Company has complied throughout the
year under review with the provisians of the
Combined Code except that no limit has
bean imposed on the overall length of service
of Direciors.

The Directors recognise the value of
progressive refreshing of, and succession
planning for, company Boards and the Board
composition is reviewed annually. However,
the Board is of the view that length of service
will not necessarily compromise the
independence or contribution of Directars of
an investment frust company, where continuity
and experience can add significantly to the
sirength of the Board. Consequently, no limit
has been impased on the overall length of
service, All Directors are however reguired to
refire and, if appropricte sesk re-election, of
least every three years. Directors who have
more: than ning years' service submit
themselves for re-efection annually,

The Board is clso adhering to the principles
of the AITC Code in all material respects.

The Board

The Beard has overall responsibility for the
Company's cffairs. It has a number of matters
reserved for its approval including strategy,
investment policy, currency hedging, gearing,
trecsury matters, dividend and corporate
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governance policy. A separate meeting
devoted fo strategy is held each year. The
Beard also reviews the financial statements,
investment fransactions, revenue budgets and
performance. Full and timely infarmation is
provided 1o the Board to enable the Board to
function effectively and to aliow Directors to
discharge their responsibilities.

The Board currently comprises six Directors,
all of whom are non-executive. The executive
responsibility for investment management has
been delegated to the Company's Managers
and Secretaries, Baillie Gifford & Co, and, in
the context of a Board comprised entirely of
norrexecutive Directors, there is no chief
executive officer. The Senior Independent
Director is Mr GA Ball.

The Directars believe that the Board has a
balance of skills and experience that enable it
to provide effsctive stralegic leadership and
proper governance of the Company.
Information about the Directors, including their
relevant experience, can be found on

page &.

There is an agreed procedure for Direclors lo
seek independent professional advice, it
necessary, at the Company’s expense. The
Company also maintains Directors” and
Coficers’ Liability insurance.

Independence of Directors

All the Directars are considered by the Board
to be indeperdens of the Managers and free
of any business or other relationship that
could interfere with the exercise of their
independent judgement,

Mr GA Ball, who has served on the Board
for more than nine years, offers himself for
reelection annually. The Board subscribes to

the view expressed in the AITC Code that
fongrserving Directors shauld not be prevented
from being considered as independent.
Following a formal performance evaluation,
the Board has concluded that,
notwithstanding s length of service, Mr Ball
refains independence of choracter and
judgement and his skills and experience add
to the strength of the Board,

Meetings

There is an annual cycle of Board meetings
which Ts designed to address, in a systematic
way, overall strategy, review of investment
pelicy, investment perdformance, marketing,
revenue budgefs, dividend policy and
communication with sharehclders. The Board
considers that it meets sufficiently regularly fo
discharge its duties effectively. The table
above shows the aftendance record for the
Board and Committee Meetings held during
the year.

Nomination Committee

The Nomination Committes consists of the
independent nomrexecutive Directors and
the Chairman of the Board is Chairman of
the Committee. The Commitiee meets on an
annual basis and at such cther times cs
may be required. The Committee has
witten terms of reference which incdlude
raviewing the Board, identifying and
nomirgtiing new candidates for
appointment o the Board, Boord

appraisal, succession planning and
fraining. Appointment of new Directors are
considered by the Nomination Commitiee
tgking into account the need to maintain a
balanced Board. The terms of reference are
available on the Managers’ website:
www.bailliegifford.com.




Performance Evaluation

The Nomination Committee met to assess the
performance of the Chairman, each Director,
the Board as a whole and its committees,
after inviting each Director and the Chairman
io consider and respond to o sef of questions.
The appraisal of the Chairman was led by
Mr GA Ball.

The appraisals considered amongst, other
criteria, the balance of skilis of the Board, the
contribufion of individual Directers and the
overall effecfiveness of the Board and its
Committees. Following this process it was
concludedt that the performance of each
Directer, the Chairman, the Board and its
Committees continues fo be effective and
each Director and the Chairman remain
committed jo the Company.

A review of the Chairman’s ond other
Directors’ commitments was caried out and
the Nomination Committee is satisfied that
they are capable of devoting sufficient time ta
the Company. There weare no significont
changes to the Chairman’s other commitments
during the year,

Terms of Appointment and Re-elections
Letters which specify the terms of
appointment, are issued fo new Directors.
The letters of appointment are available for
inspection on request.

Under the provisions of the Company's
Asticles of Association, a Director
appointed during the year is required o
retire and seek election by shareholders at
the next Annual General Meeting. Directors
are required to submit themselves for re-
election af least ance every three years and
Directors who have served for meore than
nine vears offer themselves for re-election
annually.

Substantial Holdings

DIRECTORS REPORT

No. of ordinary

Name 25p shares held % of issue
BC Thomson & Co ltd 15,000,000 5.2
Prudential ple 14,938,100 38
legal & General Invesiment Manogement 2,783,613 34

The above information has been inlimated 1o the Company as at @ May 2006 in compliance

with section 198 of the Companies Act 1985,

The names of Directors retiring and offering
themselves for re-election together with the
reascns why the Board suppor's the
reelections are set out on page 27.

Induction and Training

New Directors are provided with an
induction programme which s tailored to
the particular circumstances of the
oppointee. Direclors receive cther relevant
training as necessary,

Remuneration

Since all the Direclors are non-executive, the
provisions of the Combined Code in respect
of Directors’ remuneration are not refevant to
the Company except to the extent that they
relate specifically to non-executive directors.
Consequenfly there is no requirement for a
separate remuneralion committes. Directors’
fees cre considered by the Board as o whole
within the limits approved by shareholders.
The Company's policy an remuneratian is set
out in the Directors” Remuneration Report on
pages 2% and 3C.

Internal Controls and Risk Management
The Direclors acknowledge their responsibility
for the Company's system of internal confrols
and for reviewing its effectiveness. The system
of internal contols is designed fo manage
rather than eliminate risk and can anly
provide reasoncble but not absolute
assurance against material misstatement or
loss. The Directors confirm that they have
reviewad the effectiveness of the system and
they have procedures in ploce to mview ifs
effectiveness on a regular basis.

The Boord confirms thal a process is applied
for identifying, evaluating and mancging the
significant risks faced by the Company in
accordance with the guidance "Infernal

Control: Guidance for Directors on the

Combined Caods”.

The practical measures to ensure compliance
with regulction and company low, ond fo
provide effective and efficient cperations and
investment management, hove been
delegated to the Managers and Secretaries,
Baillie Gifford & Co, under the terms of the
Management Agreement. The Board
acknewledges its responsibilities to supervise
and confrol the discharge by the Managers
and Secretaries of their obligations.

Baillie Gifford & Co are responsible far the
design, implementation and maintenance of
control policies and procedures 1o safeguard
the assets of the Company and to menage ifs
affairs properly. This responsibility also
extends fo maintining effective operational
and comglianee contrels and risk
manrggement.

The Baillie Gifford & Co heads of Business
Risk & Internal Audit and Regulatory Risk
pravide the Board with regular reports en
Baillie Gifford & Co's monitoring
programmes. The reporting procedures for
these deparments are defined and formalised
within a service level agreement. Baillie
Gilford & Co conduet an annual review of
their system of interaal controls which is
documented within an internal controls report
(FRAGZ 1. This report is independently
reviewed by Baillie Gifford & Co's auditors
and a copy is submitted 1o the Board.

The Company's invesiments are segregated
from those of Baillie Gifford & Ca and theit
other dients through the appointment of The
Bank of New York as independent custodian
of the Company's invesiments.

A defailed risk map is prepared which
identifies the significant risks faced by the
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Company and the key conircls employed to
minimise these risks.

These procedures ensure that consideration is
given regukarly to the nature and extent of the
risks facing the Company and that they are
being actively manitored. Whete changes in
risk have been identified during the vear they
also provide o mechanism to assess whether
further action is required fo manage the risks
identiied. The Board confirms that these
procedures have beer in place throughout the
Company'’s financial year and contfinve to be
in place up 1o the date of approval of this
Report.

Internal Audit

The Board has reviewed the need for an
internal audit function and has decided that
the complionce and internal contral systems in
place within the Investment Managers provide
sufficient assurance that a sound sysiem of
internal control, which safeguards
shareholders’ investment and the Compony's
assets, is maintained. An internal qudit
funciion, specific to the trust, is therefore
considered unnecessary.

Accountability and Audit
The respective responsibilities of the Directors
and the Auditors in connection with the

Financial Statements are set out on pages 31
ta 33.

The accounts have been prepared on the
going concem basis as it is the Directors’
cpinion that the Company will continue in
operational existence for the foreseeable
future.

An Audit Commitiee has been established in
compliance with the Combined Cade
consisting of all directors. Its authority and
duties are clearly defined within s writien
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terms of reference which are available on the
Managers’ website. Mr WG McQueen s
chairman of the Audit Commitiee. The
Committee’s responsibilities which were
discharged during the vear include:

* monitoring and reviewing the integrity of
the interim and annual financial statements
and the infernal financial controls;

*» moking recommendations to the Board in
relation 1o the appoinment of the exiemal
auditers and approving the remuneration
and terms of their engagement;

developing and implementing policy on the
engagement of the external auditors 1o
supply roncudit services;

reviewing and monitoring the
independence, cbiectivity and effectiveness
of the externa) quditors ;

* raviewing the amangements in place within
Baillie Gifford & Co whereby their staff
may, in canfidence, raise cancemns about
possible impropristies in matiers of finoncial
reporting or other maters insofar as they
may affect the Company;

reviawing the terms of the [nvesiment
Managerent Agreement; and

considering annually whether there is o
need for the Company o have its own
internaf audit function.

The Audit Commitiee considers the
experience and tenure of the audit director
and staff and the nature and level of services
provided. The Committee receives
confirmation frem the auditors that they have
complied with the relevant UK professional
and regu|c:tory requirements on
independence. Non audit fees for the year to
21 March 2006 were £4,750 ond related
to the cerification of results for the debanture

trustees and the credit rating issuer. The
Commitiee does not believe that this has
impaired the cuditors” independence. In
accordence with the professional rules on
indepandence the current audit director will
be replaced with a new audit director next
year.

Relations with Shareholders

The Boord places grect importance on
communication with shareholders. The
Company's Managers meet regularly with
institutional shareholders and report
sharehalders’ views 1o the Board, The
Chairman is available to meet with
shareholders as appropricte. Shareholders
wishing to communicate with any members of
the Board may do so by wriing to them at
the address on the back caver.

The Company’s Annual General Meeting
provides a forum far communication with all
shereholders. The Board announces the level
of proxies lodged, including votes withheid,
and the information is also published on the
Managers' website. The notice pericd for the
Annual General Meeting is at least twenty
working days.

Shareholders and potential investors may
obtain uptodate information on the
Company from the Managers’ website.

Voting Policy and Socially Responsible
Investment

The Company has given discretionary voting
powers 1o the investment managers, Baillie
Gifford & Co. The Managers vote against
resclutions they consider may damcge
shareholders' rights or econamic interests.
Baillie Gifford & Co give due weight to what
they consider to be socially responsible
invesiment when making irvestment decisions,
but their overriding objective is to produce




good investmant refurns for shareholders. The
Managers' policy has been reviewed and
endorsed by she Board.

Investment Managers

An Investment Management Agreement
between the Company and Baillie Gifford &
Co set oui the motters 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 terminable on not
less than 12 months' notice. Details of the fee
arrangements with Boillie Gifford & Co ore
shown en page 40.

The Board considers the Company’s
invesiment management and secretarial
arrangements for the Company on a regular
basis and a formal review is conducted
annually. The Board considers, amongst
others, the following lopics in it review: the
quality of the personnel assigned to handle
the Company's affairs; success of the
investment sirategy; investment performcmce ;
the administrative services provided by the
Secretaries and the marketing efforts
underiaken by the Managers. Faliowing the
maost recent review it is the opinion of the
Directors that the confinuing appoiniment of
Baillie Giftord & Co as Managers, on the
terms agreed, is in the interests of sharsholders
as o whole. Investment performance over the
period urder review has been excellent and
the Managers and Secrefaries also continue
to maintain high stardards in the provision of
ancillary services.

Directors

Mr MM Groy and Mr WG McQueen refire
by rofation af the Annual General Meeting
and will offer themselves for reelection,

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

Following formal performance evaluation,
their perfermance confinues o be effective
and each remain committed to the Company.
Their contiibutien to the Board is grectly
valued ard the Board recommends their
reeleciion to shareholders.

Disclosure of Information to
Auditors

The Directors who held office at the date of
approval of this Dirscters” Report confirm that,
so far as they are each aware, there is no
relevant audit information of which the
Company's auditors are unaware; and each
Director has taken cll the steps that he ought
to have token as a Director to make himself
aware of any relevant audit information and
io establish that the Company auditors are
aware of that information.

Authority to Allot Shares and
Disapply Pre-emption Rights
Resolution 10, which is being proposed as
a special resolution and will therefore not
be passed unless 75% of those voting are
in favour, seeks to give the Directors

power to sell ordinary shares held in
irecsury (see below! for cash up lo o
maximum of £7,145,628 in aggregate
[representing 10% of the Tssued ordinary
share capital of the Company as at

9 May 2006} without fiest being required
to offer such shares to existing shareholders
in cccordance with the statutory
preremption procedure,

This power will last uniil the Annual General
Meeting of the Company 1o be held in 2007
or on 27 December 2007, whichever is
earlier,
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The Compenies [Acquisition of Own Shares)
{Treasury Shares| Regulations 2003 (as
amended) [“Treasury Shares Regulations”}
came info force on 1 December 2003. The
Treasury Shares Regulations give flexibility
conceming what the Company can de with
any of ifs ordinary shares which it may
buyback. The Company may now haold such
shates "'in freasury” and then sell them at o
|ater date for cash rather than simply cancelling
them. The Treasury Shares Regulations reguire
such sale to be on ¢ preemptive, pro raiq,
basis o existing shareholders untess
sharehalders agree by special resolution to
disapply their preemption rights. Accordingly,
special resolution 10 will give the Diractors
power fo sell ordinary shares held in reasury
on d non preemplive basis, subject always to
the limitations noted above. [Treasury shares
are explained in more detail under the heading
“Purchase of Shares” below). The Directors
consider that the power proposed 1o be
granted by Resolution 10 is advantogeous
should the shares trade at a premium to net
asset value and natural liquidity is unable to
meet demand. The Directors do not intend to
use this power to sell shares on a non pre-
empfive basis at a discount to nel asset value.

The Directors believe that gronfing the power
to sell treasury shares in the above
circumstances Js in the best interests of
shareholders as a whole and recommend that
shareholders vote in favour of the resolution.

Purchase of Shares

At the Annual General Meeting held on

30 June 2005 the Company renewed its
avthority te purchase shares in the market, in
1espect of up to 44,066,869 odinary shares
{equivalent to 14.99% of its then issued
share capital), such authority to expire ot the

SCOTTISH MORTGAGE INVESTMENT TRUST PLC 27




DIRECTORS REPORT

cenclusion of the Annual General Meeting
of the Company to be held in respect of the
year ending 2006 or 29 December 2006,
whichever is earlier, unless previously varied,
revoked or renawed.

Curing the year to 31 March 2006 the
Company bought back 7,530,000 ordinary
shares [nominal value £1,882,500), an the
london Stock Exchange for cancellation,

The total cansideration for these shares

was £30,260,547. Between 1 April 2006
and the date of this report the Company has
bought back a further 2,250,000 shares for
concellation at a cost of £11,756,746.

The principal recsons for such share

buybacks are:

{i} to enhance net asset value for confinuing
shareholders by purchasing shares at a
discount to the prevailing net asset value;

{iil to manage imbalances between the
supply of and the demand for the
Company's shares which exacerbates any
discount of the quoted market price fo the
published net asset value per share.

The shares in question were purchased at a
price {after allowing for costs) below the net
asset value and subsequently carcelled,
thereby reducing the issued share capital (see
note 14 on page 44). As a result of such
purchases the net asset value of the Company
has increased by approximately 0.44%.

Resolution @, which is being proposed as a
speciat resclution, will authorise the Company
to make market purchases of its own ordinary
shares. In the past, own shares bought back
by the Company pursuant to such cuthority
had to be cancelled. With the new Treasury
Shares Regulations the Company may, in
addition, hold boughtback shares “in
freasury’” and then:
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(o] sell such shares [or any of them) for cash
{or its equivalent under the Treasury
Shares Regulations); or

(b} cancel such shares [or any of them}.

All buy-backs up to the 10% issued share
capital limit imposed by the Treasury Share
Regulations wilt initially be held in treasury
{while shares bought back in excess of that
limit will be cancelted as before). Shares will
only be resold from treasury at [or at @
premium o] the net asset value per ordinary
share.

Teeasury shares do nat recaive distibutions
and the Company will not be entitled to
exercise the voting rights attaching to them.

The Directors are seeking shareholders’
approval at the Anaual General Meeting to
renew the authority lo purchase up to 14.99%
of the Company’s ordinary shares in issue ot
the date of the passing of the resolution, such
authorily to expire at the Annual General
Meeting of the Company to be held in respect
of the year ending 20C7 or 27 December
2007, whichever is earlier. Any such shares
purchased shall either be cancelled or held in
treasury. Under the Listing Rules of the UK
Listing Autherity of the Financicl Services
Authority, the maximum price [exclusive of
expenses| that may be paid on the exercise of
the autharity shall be an amount equal to the
higher of {a} 105% of the average cf the
miciclle market quotations fas derived from the
Daily Official List of the london Stock
Exchangel for the shares over the 5 business
days immediately preceding the dete of
purchase anct [b] the higher of the price of the
last independent frade and the highest current
independent bid as stipulated by Aicle 5(1)
of Commissicn Regulation (EC) 22 December
2003 implementing the Market Abuse
Directive as regards exemptions for buy-back

programmes and stabilisation of financial
insiruments (No 2273/2003). The minimum
price {again exclusive of expenses| that may
be paid will be 25p per share. Purchases of
shares will be made within guidelines
established, from time to time, by the Board.
The Company does not have any warrants or
opfions in issue. Your aftention is drawn to
Special Resolution No. 9, in the Notice of
Annual General Meeting.

This authority, if conferred, will anly be
exercised il to do se weuld result in an
increase in net asset value per ordinary share
for the remaining shareholders and if it is in
the best interests of shareholders generally.

Recommendation

The Board unanimously recommends you to
vote in favour of the resolutions to be
proposed af the Annual General Mesting.

Creditor Payment Policy

It is the Company's payment policy for the
forthcoming financial year fo obtain the best
terms for all business. In generdl, the
Company agrees with its suppliers the ferms
on which business will ioke place and it is its
pelicy to abide by these terms. The Company
hed no trade creditors at 31 March 2006 or
31 March 2005,

Auditors

The auditors, KPMG Audit Ple, are willing 1o
continue in office and in accordance with
section 385 and section 390A of the
Companies Act 1985 resclutions conceming
their reappointment and remuneration will be
submitied to the Annual General Meefing.

By order of the Board

BAILLE GIFFORD & Co
Managers and Secretaries
10 May 2006
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The Board has prepared this report, in
accordance with the requirements of
Schedule 7A to the Companies Act 1985,
An ordinary resolution for the approval of
this report will be put to the members at the
fosthcoming Annual General Mesting.

The law requires the Company's auditars to
audit certain of the disclosures provided.
Where disclosures have been audited, they
are indicafed as such. The auditors’ apinion is
included in their report an pages 32 and 33.

Remuneration Committee

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

Policy on Directors’ fees

The Board's policy is that the remuneration of
Directors should be set at o reasonable level
that is commensurate with the duties and
responsibilities of the role and consistent with
the requirement fo attract and retain Directors
of the appropriate quality and experience,

It should also reflect the experience of the
Board os a whole, be fair and should take
account of the level of fees paid by
comparable investment trusts. This policy will
continue for the year ended 31 March 2007
and subsequent years.

DIRECTORS' REMUNERATION REPORT

Directors’ Remuneration Report

Directors’ emoluments for the year (audited)

2006 2005
£ £

Directors who served during the year:
Sir Dorald MacKay {Chairman) 27,000 27,000
GA Ball 18,000 18,000
MM Gra 18,000 18,000
WG McQueen 18,000 18,000
JPHS Scott 18/000 18,000
tord Strathclyde 18,000 18,000
117,000 117,000

Past Directors:

The Earl of Portarlington (retired T July 2004) - 4,537
117,000 121,537

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

The fees for the non-executive Direclors are
determined within the limits set out in the
Company's Articles of Association.
Shareholders’ approved an increase of the
aggregate limits Jpursuant to Article 90 of the
Articles of Association] at the Annual General
Meeting held on 30 June 2005, Aricle Q0
of the Articles of Association aow states that
the fees paid to, and benefits in kind received
by, the Chairman shall not exceed in
aggregate £45,000 per annum ond those
paid to, or received by, a Director shall not
exceed in aggregate £30,0C0 per annum aor
such higher amounts os the Company may
from time to fime by crdinary resolution
determine. Non-executive Directors are not
eligible for any other remuneration apart from
the reimbursement of allowable expenses.

The Board caried out a review of the level
of Directors’ fees during the year, and
concluded that the fees should remain
unchanged at £27,000 for the Chairman
and £18,000 for each Director.
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Directors’ service details

Date of Dve date for

appointment re-election

Sir Denald MacKay 1 July 1999 AGM 2007
GA Ball 17 February 1983 AGM June 2006
MM Groy 26 February 2004 AGM June 2006
WG McQueen 15 Febmuary 2001 AGM June 2006
JPHS Scott 371 Qclober 2001 AGM 2007
tord Strathclyde 26 February 2004 AGM 2007

Directors’ service contracts

It is the Board's policy that none of the
Directors has o service coniract. All of the
Directors have been provided with revised
oppointment letiers doted 22 April 2004 ond
the terms of their appointment provide thet o
Director shall retire and be subject 1o re-
election ai the first Anaual Generaf Meeting
after their appainiment. Thereafter, Direciars
are obliged o refire by rotation and, if they
wish, to offer themselves for reelection, no
longer than every thiee years after that. Any
Director who has served on the Board for
more than nine years will submit himself for
re-election annually. There is no notice period
and no provision for compensation upon
early termination of appointment.
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Performance Graph
Scoftish Mortgage's Share Price, FTSE

All-Share Index and Benchmark*

(figures have been rebased to 100 af
31 March 2001)

* Al figures are tofal retum {assuming all
dividends are reinvested).

T Benchmark: 50% FISE AlkShare Index and
50% FTSE Woild Ex UK Index [in sterling
terms).

Past performance 1s no guarantaee of future
performance.

Company performance

The graph opposite compares the iotal retan
{assuming all dividends are reinvested) to
ordinary shareholders compared o the totel
sharehclder return on @ nofional investment
made up of shares in the component parts
of the FTSE All-Share Index. This index was
chosen for comparisen purposes, as itis o
widely used measurs of pedermance for UK
listed companies. {Benchmark provided for
information purposes only).

Approval

The Directors’ Remuneration Report on pages
2% and 30 was approved by the Board of
Directors and signed on its behalf on

10 May 2006.

SIR DONALD MACKAY
Chairman

s



STATEMENT QF DIRECTORS RESPONSIBILITIES

Statement of Directors’ Responsibilities
In Respect of the Annual Report
and the Financial Statements

The Directors are responsible for preparing
the Annual Report and the financial statements
in accordance with applicable law and
Teguiations.

Company law requires the Directors fo
prepare financial statfements for each
financial year. Under that law they have
elecied to prepare the financial siaterments
in accordance with UK Accounting

Standards.

The financial statements are required by
law 1o give o irue and fair view of the
state of affairs of the Company and of the
profit or loss of the Company for fhat

pericd.

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

select suitable accounting policies and
then apply them censistenthy;

make judgements and estimates that are
reasonable and prudent;

»

state whether applicable UK accounting
standards have been followed, subject

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

prepare the financial statements on the
going concern basis unless it is
incppropriate to presume that the
Company will continue in business.

The Directors are responsible for keeping
proper accounting records that disclose with
reasonable accuracy at any time the financial
position of the Company and erable them to
ensure that the financial statements comply
with the Companies Act 1985, They have
general responsibility for taking such steps as
are reasonably open to them to scfeguard the
assets of the Compoany and to prevert and
detect fraud and other iregularities.

Under applicable low and regulations, the
directors are also responsible for preparing a
Direciors' Repert, Directars” Remuneration
Report and Corporate Govemance Statement
that comply with that law end these
regulations.
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INDEPENDENT AUDITORS REPORT

Independent Auditors’ Report

to the members of Scottish Mortgage Investment Trust PLC (‘the Company)

We have audited the financial statements of
Scottish Morigage Investment Trust PLC for the
year ended 31 March 2006 which comprise
the Income Statement, Balance Sheet,
Reconciliation of Movements in Shareholders’
Funds, the Cash Flow Statement and the
refated notes. These financial statements have
been prepared under the accourting poficies
set out therein. We have also audited the
information in the Directors’ Remuneration
Repart that is described as having been
audited.

This report is mode solely to the Company's
members, as a body, in accordance with
section 235 of the Companies Act 1985,
Our audit work hos been undertaken so that
we might state to the Company’s members
those matters we are required fo state to them
in an auditor’s report and tor no other
purpase. To the fullest extent permitted by
law, we do not accept or assume
respensibility to anyone other than the
Company and the Company's members as g
body, for our audit work, for this report, or for
the opinions we have formed.

Respective Responsibilities

of Directors and Auditors

The Directors’ responsibilities for preparing the
Annual Report, the Directors’ Remuneration
Report and the financial statements in
accordance with applicable law and UK
Accounting Stardards (UK Generally
Accepted Accounting Practice] are set out in
the Statement of Directors’ Responsibilities on
page 31.
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Cur responsibility is to cudit the financicl
statements and the part of the Directors’
Remuneration Report fo be audited in
accordance with relevant legal and
regulaiery requirements and International
Stendards on Auditing (UK and Ireland).

We report to you our opinion as fo whether
the finarcial statements give a tue and fair
view and whether the financial statements
and the part of the Direciors’ Remuneration
Repart to be audited have been properly
prepared in accordance with the Companies
Act 1985, We also report to you whather in
our opinicn the information given in the
Directors” Report is consistent with the
finencial staternents. The information given in
the Directors' Report includes the specific
information presented in the Chairman's
Staterment, the Mancgers’ Review and the
Tan Year Record thar is cross referenced from
the Business Review section of the Directors’
Report. We also report to you if, in our
opinion, the Company has not kept proper
accounting records, if we have not received
alt the informetion and explanarions we
require for our audit, or if information
specified by law regarding Directors’
remuneration and other fransactions is not

disclosed.

We review whether the Corporate
Govemnance Statement reflects the Company's
compliance with the nine provisions of the
2003 FRC Combined Code specified for our
review by the listing Rules of the Financial
Services Authority, and we report if it does
nat. We are nof required to consider whether
the Board's statements on internal control

cover all risks and contrals, ot form an
opinien on the effectiveness of the
Company’s corporate governance procedures
of its risk and control procedures.

We read the other information contained in
the Annual Report and consider whether it 1s
consistent with the audired financial
statements. We consider the implications for
our report if we become aware of any
apparent missigtements or material
inconsistencies with the financial statements.
Cur respensibilities do not extend to any
other information,

Basis of Audit Opinion

We conducted aur audit in gccordance with
International Standards on Auditing {UK and
Ireland] issued by the Audifing Practices Board.
An audit indudes excmination, on a test basis,
of evidence relevant to the amounis and
disclosures in the financial statements and the
part of the Directors' Remuneration Report to be
audited. |t alse includes an assessment of the
significant estimates and judgments made by
the directars in the preparation of the financial
statements, and of whether the accounting
policies are appropriate to the company's
circumstances, consistently applied and
adequately disclosed.

We planned and performed our audit so as
to obtain all the informetion ond explanations
which we considered necassary in order fo
provide us with sufficient evidence o give
reasoncble assurance that the financial
staterments and the part of the Directors’
Remuneration Report to be audited are free




from material misstatemens, whether coused
by froud or other irregularity or arror, In
forming our opinion wé also evaluated the
overall adequocy of the presentation of
infarmation in the financicl statements and the
part of the Directors’ Remuneration Report to

be cudited.

Opinion
In our opinion:

» the finarcial statements give a frue and fair
view, in accordance with UK Generally
Accepied Accounting Practice, of the state
of the Company’s affairs as at 31 March
2006 and of its returr for the year then
ended;

the financial statements and the part of the
Directors’ Remuneration Report 1o be
audited have been properly prepared in
accordance with the Companies Act
1985; ard

the information given in the Directors’
Report is consistent with the financial

KRG Adik .

KPMG Audit Plc
Chartered Accountants
Registered Auditor
Edinburgh

10 May 2006

INDEPENDENT AUDITORS REPORT
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INCOME STATEMENT*

for the year ended 31 March 2006

for the year ended 31 March 2005

Revenue Capital Total Revenue Capital Total
Restated Restatedt
Notes £'000 £'000 £'000 £000 £'000 £000
Gains cn investments 10 - 554,074 554,074 - 116,181 114,181
Currency {losses)/gains 15 ~ {4,098 (4,098) - 1,534 1,534
lncome 3 41,456 - 41,456 35,456 - 35,456
Investment management fee 4 (3,062 (3,062) (6,124) {2,385) (2,385) {4,770)
Crher administrative expenses 5 1.714) - 1,713 11,382) - 11,382
Net return before finance costs
and taxation 36,680 544,914 583,594 31,089 115,330 147,19
Finance costs of borowings & (7,722 7,722 {15,444} {7,385} (7,385 {14,770}
Return on ordinary activities
before taxation 28,958 539,102 568,150 24,304 107,945 132,249
Tox on ordi.nory activities 7 13,220) 2,057 {1,163) 12,4G5) 392 {2,103
Return on ordinary activities
after taxation 25738 541,249 566,987 21,809 108,337 130,146
Return per ordinary share 9 8.82p 185.58p 194.40p 7.37p 36.58p 43.95p

1 Various changes in accounting poficies, as described in notes 1 and 2 on pages 38 and 39, have had the cumulative effect of

increasing reported net assefs by £13,185,000 for the yeor ended 31 March 2005.

* The tofal column of this statement is the profit and loss account of the Company.

All revenue and copitol itlems in this siatement dafive from confinuing operafions.

The accompanying noles on pages 38 to 48 are an integral part of this statement.

A Statement of Total Recognised Gains and Losses is not required as all gains and losses of the Company have been reflected in the

cbove sialement.
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at 31 March 2006

BALANCE SHEET

at 31 March 2005

Restatedt
Nates £'000 £'000 £'000 £000
Fixed assets
Investments held at fair value 10 1,956,580 1,448,352
Current assets
Debtors 17 Q922 2,293
Cash and short term depasits 23 22,650 10,892
32,572 20,185
Creditors
Amounts falling due within one year 12 (54,918} {44,586}
Net current liabilities (22,346) (24,401}
Total assets less current liabilities 1,934,234 1,423,951
Creditors
Amounts falfing due after more than one year 13 {180,881 181,230}
1,753,353 1,242,621
Capital and reserves
Called-up share capital 14 72,019 73,901
Capital redemption reserve 15 18,161 16,279
Capital reserve - realised 15 892,063 773,424
Capital reserve — unreclised 15 702,315 309,966
Revenue reserve 15 68,795 69,051
Equity shareholders’ funds 16 1,753,353 1,242,621
Net asset value per ordinary share 23 584.1p 398.8p
lafter deducting debentures at market value
Net asset value per ordinary share 7 610.9p A22.6p

[after deducting debentures at par]

The Accounts were approved by the Board and signed on their behalf on 10 May 2006.

SIR DONALD MACKAY

Chairman
)M

t5ee nofes 1 and 2 on pages 38 and 39.

The accompanying netes on pages 38 fo 48 are an integral part of this statement.
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RECONCILIATION OF MOVEMENTS IN SHAREHOLDERS' FUNDS

Capital Capital Capital Total
Share redemption reserve reserve Revenue  shareholders’
capital reserve -redlised -~ unrealised reserve tunds
Notes £'000 £°000 £'000 £'000 £000 £7000
Sharsholders’ funds at 1 April 2005
as previously reported 73,901 16,279 773,424 311,709 54,123 1,229,436
Prior yeor odivstments:
Revaluation of invesiments at bid prices 1 - - - {1,743) - (1,743)
Reversal of provision of final dividend 1 - - - - 14,928 14,928
Shareholders’ funds at 1 April 2005
restated 73,901 16,279 773,424 309 266 69,051 1,242,621
Return on ordinary activifies after
taxation 15 - - 148,900 392,349 25,738 566,987
Shares purchased for cancellation 14 11,882) 1,882 130,261) - - 130,261)
Dividends paid during the year 8 - - - - {25,994) {25,994)
Shareholders’ funds at 31 March 2006 72,019 18,161 892,063 702,315 68,795 1,753,353
Capital Capital Capital Total
Share redemplion reserve reserve Revenue  shareholders’
capital reserve —realised  ~ unrealised reserve funds
Notes £000 £'000 £'000 £'000 £°000 £000
Shareholders’ funds at 1 April 2004
as previously reported 74,326 15,854 777,982 205,578 54041 1,127,781
Priar year adjusiments :
Revaluation of invesiments at bid prices ~ - - {3,569 - {3,59%}
Reversal of provision of linal dividend - - - - 1,189 1,189
Shareholders' funds at 1 April 2004
restated 74,326 15,854 777,982 201,979 55,230 1,125,371
Return on ordinary activities after
toxation - - 350 107,987 21,809 130,146
Shares purchased for cancellation 14 {425) 425 {4,908} - - {4,908
Dividends paid during the year 8 - - - - {7,988 {7.988}
Shareholders’ funds ot 31 March 2005 73,901 16,279 773,424 309,966 69,051 1,242,621

The accompanying notes on pages 38 {o 48 are an integral part of this statement.
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CASH FLOW STATEMENT

for the year ended for the year ended
31 March 2006 31 March 2005

Nates £'000 £°000 £000 £'000
Net cash inflow from operating activities 18 32,386 30,443
Servicing of finance
Interest paid [15,654) {14,766)
Net cash outflow from servicing of finance {15,654 {14,766
Taxation :
Income tax {paid)/refunded i 55
Overseas tax incurred (1,149 {1,079
Total tax paid (1,150 [1.024]
Financial investment
Acquisitions of investments [465,922) (458,473)
Disposals of investments 503,640 473,165
Realised currency loss 1393) {268)
Net cash inflow from financial
investment 37,325 14,424
Equity dividends paid [25,994] (21,069
Net cash inflow before use of liquid
rescurces and financing 26,913 8,008
Liquid resources
Acquisifion of term deposits [258,518] {41,579
Disposal of term depesits 258,877 41,686
Net cash inflow from use of liquid resources 359 , 107
Financing
Shares purchased for cancellafion {30,261} {4,908)
Bark foans repuid {34,674) (72,949
Bank loans drawn down 49,421 60,240
Net cash outflow from financing {15,514 17.617)
Increasef(decrease) in cash 19 11,758 {9,502}
Reconciliation of net cash flow
to movement in net debt 19
Increase/(decrease] in cash in the period 11,758 (2,507
{Increase)/decrease in bank loans {14,747} 12,709
Exchange movement on bank Yoans 14,064 1,695
Increase in short term deposits 1359 (107)
Exchange movement on short term deposits 359 107
Gther norrcash changes . 85 73
Movement in net debt in the year 16,568 4,975
Net debt at 1 April [202,191) (207, 166)
Net debt at 31 March {209,159) {202,191)

The accompanying notes on pages 38 to 48 are an integral part of this statement.
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NOTES TO ACCOQUNTS

1 Principal Accounting Policies

A number af new UK Financicl Reportin
Standards have been intreduced with wiich
the Company must comply this year. These
stondards are part of the EJK convergence
programme with Interational Accounting
Standards and as such have required most
UK listed! companies to restate prior year
figures fo reflect the new accountin
treatment. The financial statements Ear the
year lo 31 March 2004 have been
prepared on the basis of the accounting

olicies set out in the Company’s Annual
Eincmciol Statements at 31 March 2005
except as detailed below:

e investments have been valued at fair
value through profit or loss in accordance
with FRS 22 'lﬁnonciul Instruments :
Measurement'. The effect is to move from
a mid to a bid basis of voluation,
resulting in a reduction in the value of
investments and unrealised capital
reserves of £2,341,000 (2005 - -
1,743 000);

® in compliance with FRS 21 “Events after
the Balance Sheet Date’, dividends
declared after the pericd end are no
longer treated os a liability ot the period
enc? The sHect is to reduce creditors and
increase revenue reserves by
£13,395,000 (2005 - £14,928,000);

e income from fixed inferest securities has
been caloulated using the effective interest
rate method. The net effect of this change
in the year to 31 March 2006 s fo
increase unrealised capial reserves by
£31,000, increase realised capital
reserves by £17,000 ard seduce
revenue reserves by £48,000
respectively. Comparciive figures have
not been resiated as the effect on prior
periods is immatericl;

® the implementation of FRS 25 and the
revision of the Statement of
Recommended Practice ‘Financial
Statements of Investment Trust
Companies’ (SORP) in 2005 has
resulled in changes in the presentation
of total returns. Previously dividend
distributions in respect ot a year were
disclosed on the face of the Statement
of Total Return and the revenue column
of that statement wos desmed 1o be the
wfit and loss account of the Company.

e now present an Income Statement

which does nct show on its face the
distribution in respect of equity shares
and, whilst it still shows information an
capital and revenue retums, it is the fotal
column which is regarded as the profit
and loss aocount z?rhe Company.
Cividerd distributions are now shown in
the Reconciliation of Movemenis in
Shareholders” Funds and in the Notes to
Accounts.

The overall effect of these changes in
shareholders’ funds and reserves is detailed in
note 2.
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(a) Basis of Accounting

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

The accounts have been prepared in
accordance with uppiicogle UK

accounting standards and with the Statement
of Recommended Practice ‘Financial
Statements of [nvestment Trust Companies’
issued in 2003, revised 2005.

In order fo reflect better the activities of the
frust and In accordance with guidance issued
by the AITC, supplementary information
which analyses the profit and loss account
between items of a revenue and capital
nature has been presented in the Income
Staterment.

Financial assels and financial liabifities are
recognised in the Company's balance sheet
when it becomes a party 1o the contraciual
provisions of the instrument.

(b} Investments

Listed investments are volued ot fair value
through profit or loss, The fair value of listed
invesirnents is bid value, or in the case of
FTSE 100 constituents, at last treded prices
issued by the london Stock Exchange.

Listed investments include Open Ended
Investment Companies ['OEICs") authorised in
the UK; these are valued at mid price and
are classified for valuation purpsses
according to the principal gecgraphical crea
of the Ungeﬂying oldings.

The fair value of unlisted investments uses
valuation techniques, determined by the
Directors, based upan lotest dealing prices,
stockbroker valuations, nat asset values
and other information, as appropriate.

{c} Income

[l Income from equity invesiments is brought
into account on the date on which the
invesimenls are quoted ex-dividend or,
where no exdividend date is quated,
when the Company's right to receive
payment is established.

i) Interest from fixed interest securities is
recognised on an effective inferest rafe

basis.

fiii) Franked income is stated net of tax
credits.,

{iv) Unfranked investment income includes the
laxes deducted af sourca.

iv) Inferest receivable on deposits is
recognised on an accruals basis.

[vi) IF scrip is token in liew of dividends
in cash, the net amount of the cash
dividend declared is credited to the

revenue account.

{d) Expenses

All expenses are accounted for on an
accruals basis. Expenses are charged
through the revenue account except as

follows: where they relate direcily 1o the
acquisiticn or disposal of an investment,

in which case they are added 1o the cost
of the investment or deducted from the sale
proceeds and where they are connected
with the maintenance or enhancement of
the value of investments, in which case
they ore chorged 50:50 1o the revenue
account and realised capital reserve,

(e} Long Term Borrowings and Finance
Costs

Long term borowings are carried in the
balance sheet at the cumulative amount

of net proceeds after issue, plus accrued
finance casts atiributable ic the stepped
interest debentures. The finance costs of
such borrowings are dllocated 50:50 to the
revenue account end reclised capital
reserve at a constant rate on the carrying
amount. Issue costs are writlen off at a
constant rate over the life of the borowings.
Gains and losses on the repurchase or early
sefflement of debt is whally charged 1o
capifal.

{f Taxation

e tax effect of different items of income and
expenditure is allacated between revenue
and capital on the same basis as the
particular item to which it relates, under the
marginal method, using the Company's
effective tax rate for the accounting period.

Delerred toxation is provided on all timing
differences, coloulated af the current fax rate
relevant fo the benefit or liability. Deferred fax
assels are recognised only fo the extent that it
will be more likely thar not that there will be

taxable profits from which underlying fiming
differences can be deducted.

{g) Foreign Currencies

Trarsactions invalving foreign curencies ore
converted at the rate ruling at the time of the
transaction. Assets and liabilities in foreign
currencies are trenslated at the closing rates
of exchange of the balance sheet dafe. Any
gain or loss arising from a change in
exchange rate subsequent to the date of the
fransaction is includeei os an exchonge gain
or loss in capital resetve or revenue reserve
as apprepriate,

(h) Capital Reserves

[l Capital Reserves Realised:
Gains and losses on redlisation of
investments cnd relised exchange
difterences of a capital nafure are declt
with in this reserve. Purchases of the
Company's own shares for canceliation
are also }(unded from this reserve. S0% of
management fees, including related VAT,
and finance costs are allocated to the
realised capital reserve in accordonce
with the Company's obijeclive of
combining copital and income growth,

(i) Capital Reserves Unrealised:
Unrealised appreciation represents the
amount by which assets and liabilities
valued ot fair valye differs from their bock
value and is dealt with in this reserve.




2 Summary of the Effect of Changes to Accounting Policies

NOTES TO ACCOUNTS

The averall impact upen the Company’s shareholders’ funds and reserves s @ result of the changes detfailed in note 1 is as follows:

At 31 March At 31 March

2006 2005
£'000 £'000
Effect on shareholders’ funds:
Investments (2,341} (1,743)
Creditors: dividends payable 13,395 14,928
11,054 13,185
Effect on reserves:
Capital reserve - realised 17 -
- unrealised (2,310] [1,743)
Revenus reserve 13,347 14,928
11,054 13,185
Income
2006 2005
£'000 £'000
Income from investments*
Franked investment income 18,225 17,479
UK unfranked investment incomet 3,862 3,954
Cwerseas dividends 16,651 11,498
Cwerseas interest 2.003 2.047
40,741 34,978
Other income
Deposit interest 650 408
Underwriting commission and commitment fees 65 70
715 478
Total income 41,456 35,456
Total income comprises:
Dividends 35,701 29,793
Interast from investmeants 5,040 5,185
Crher 715 478
41,456 35,456
Income from investments
Listed UK 19,362 19.447
Listed overseas 21,379 15,531
40,741 34,978

t Includes OFIC income.

* Franked investment income includes o spacial dividend of £743,000 from Rio Tiata (2005 — overseas dividends includes o speciat

dividend of £1,236,000 from Microsoff],
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4 Investment Management Fee

2006 2005
Revenue Capital Totdl Revenue Capital Total
£000 £'000 £000 £000 £'000 £'000
Investment management tee 2,829 2,829 5,658 2,120 2,190 4,380
Imecoverable VAT thereon 233 233 466 195 195 390
3,062 3,062 6,124 2,385 2,385 4,770

5 Other Administrative Expenses - ail charged to revenue

Baillie Gifford & Co are employed by the Company as Managers and Secretaries under a manegement agreement which is terminable
on not less than 12 months' notice, or on sherler nofice in certain circumstances. The fee in respect of each quarter is 0.08% of fotal
assets less current liabilities (excluding short term borowings fer investment purposes) and is subject to VAT at the appropriate rate. The
management fee is fevied on all assats, including holdings in collective investment schemes {OEICs) managed by Baillie Gifford & Co;
however the OFIC's share class held by the Company does itself not atfract o management fee.

2006 2005
£:000 £'000
General administrative expenses 1,574 1,244
Directors’ fees (see Directors' Remunsration Report page 29} 117 122
Auditers’ remuneration for audit services 8 16
Auditors’ remuneration for nonudit services 5 ~
1,714 1,382
6 Finance Costs of Borrowings
2006 2005
Revenue Capital Total Revenue Capital Totdl
£°000 £'000 £:000 £000 £'000 £'000
Bank leans and overdrafts
repayable within five years 772 772 1,544 428 428 856
Debentures repayable whally or
partly in mere than five years 6,950 6,950 13,900 6,957 6,957 13,914
7.722 7.722 15,444 7,385 7,385 14,770
7 Tax on Ordinary Activities
2006 2005
Revenue Capital Total Revenue Capital Total
£°000 £000 £000 £000 £'000 £000
UK corporation tax 2,057 {2,057) - 392 {392) -
Oversegs tax — curent year 1,163 - 1,163 1,085 - 1,085
Oversens tax — adjustment to
prior years - - - 1,018 - 1,018
3,220 (2,057} 1,163 2,495 {392) 2,102
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7 Tax on Ordinary Activities {continued)

2006 2005
£°000 £°000
The tax charge for the year is lower than the standard rate of carpaoratian tex in the UK {30%]
The differences are explained below:
Revenue refum on ardinary aciivities before taxation 28,958 24,304
Revenue return on ordinary activities multiplied by the standard rate of corporation tax in the UK
of 30% {2005 - 30%) 8,687 7.291
Income not taxable {franked investment income) [5,467) {5,244)
Overseas refundable tax deemed as imecovearable - 1,018
Owerseas refundable tax claimed as a deduction - 1305}
Surplus management expenses of a revenue nature available for cffset - {265)
Current tax charge for the year 3,220 2,495

Capital returns are not included in the above onalysis since, as an Investment Trust, the Company's capital gains are not toxable.

At 31 March 2006 the Company had surplus management expenses of £51 million {2005 - £46 million} which have not been
recognised os o defered tax nssel. This is becouse the Company is nol expected fo generate taxable income in a future period in axcess
of the deductible expenses of that future period and, occordingly, it is unlikely that the Company will be able to reduce future tax
fiabiliies through the use of exisling surplus expenses.

8 Ordinary Dividends

2006 2005 2006 2005
Restated Restated
£000 £000

Amounts recognised as distributions in the pericd:
Previous year's final (paid & july 2005} 5.05p 0.40p 14,876 1,189
Interim {paid 25 November 2003 3.85p 2.3Cp 11,118 6,799
8.90p 2.70p 25,994 7,988

We also set out below the total dividends paid and proposed in respect of the tinancial year, which is the bosis on which the
requirements of section 842 of the Income and Carporation Taxes Act 1988 are considered. The revenue available for distibution by

way of dividend for the year 15 £25,738,000 [2005 - £21,809,000).

2006 2005 2006 2005
£'000 £000
Dividends paid and proposed in the period:

Interim dividend per ordinary share (paid 25 Navember 2005) 3.85p 2.30p 11,118 6,799
Proposed final dividend per ordinary share [payable 5 July 2006) 4.65p 5.05p 13,395 14,928

Adjusiment to provision for 2005 fincl dividend re shares
bought back - - i52) -
8.50p 7.35p 24,4561 21,727

9 Return per Ordinary Share
2006 2005

Revenue Capital Total Revenue Capital Totul
Restated Restated
8.82p 185.58p 194.40p 7.37p 36.58p 43.95p

Revenue return per ordinary share is based on the net revenue on ardinary aclivities ofter taxation of £25,738,000
(2005 - £21,809,000), and on 291,656,348 {2005 — 296,098,814 owdinary shares, being the weighted average number of
ordinary shares in issue during the year.

Capital refurn per erdinary share is based on the net capital gain for the financial year of £541,24%,000 {2005 - net capifal gain of
£108,337,000], and on 291,656,348 (2005 ~ 296,098,814] ordinary shares, being the weighted average number of ordinary
shares in issue during the year.
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10 Fixed Assets — Investments

2006 2005
Restated
£°000 £000
Listed at market value — UK 707 675 640,741
— QVEersedas 1,232,357 798,952
Unfisted 14,548 8,659
v 1,956,580 1,448,352

Listed Listed
in UK overseds Unlisted Total
£'000 £'000 £'000 £'000
Cost of investments held at 1 April 2005 502,600 429,115 5,967 1,137,682
Unreclised appreciation at 1 April 2005 - restated 138,141 169,837 2,692 310,670
Valus of investmentis held ot 1 April 2005 - resicted 640,741 798,952 8,650 1,448,352

Mavements in year:

Purchases at cost 142,296 303,168 11,069 456,533
Sales - proceeds [221,387) {26G,874) {11,070} {502,331}
—realised prcfits on sales 54,753 101,508 5,102 161,363
Amartisation of fixed interest book cost [55) 7 - {48)
Increase in unreglised appreciation 91,327 299228 2,156 392,711
Change in listing T - [632) 632 -
Value of investments hald at 31 March 2006 707,675 1,232,357 16,548 1,956,580
Cost of investments held at 31 March 2006 478,207 763,262 11,700 1,253,199
Unredlised appreciation ot 31 March 2004 229,468 469,065 4,848 703,381
Value of investments held at 31 March 2006 707,675 1,232,357 16,548 1,956,580

The purchases and sales proceeds figures above include transaction costs of £911,000 (2005 - £1,237,000) and £522,000 (2005

- £620,000) respectively,
1 Unlisted investment acquired as a distribution by its parent Nerilsk Nickel.

2006 2005
Restated
£°000 £000

Gains/{losses) on investments
Reafised gains/{losses) on salas 161,363 (1,102)
Increase in uareclised appreciation 392711 117,283
554,074 116,181

Of the reclised gains/|losses| on soles during the year a net gain of £37,556,000 (2005 - gain of £17,523,000) was included in

unrealised appreciation at the previcus year end.

During the year the Company hed @ holding in an Opan Ended Investment Company ['OEIC] managed by Baillie Gifford & Co, the
Company’s invesiment manager. The share class held in the OEIC does not attract ¢ management fee. At 31 March the Company held:

2006 2005
% %
C income of share C income of share
shares held class held shares held class held
Baillie Giffard European Smaller Companies Fund 5767177 945 7.910,800 95.9
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11 Debtors
2006 2005
£°000 £000
Due within one year:
Income accrued 0498 7.830
Sales for subsequent setflemant : - 1,309
UK taxation recoverable 22 21
Other debtors and prepayments 202 133
9,922 9,293
12 Creditors — Amounts faliing due within one year
2006 2005
Restated
£°000 £000
ING Bank N.V. US$ loan - 31,753
BNP Paribas multi currency loan 50,928 -
Purchases for subsequent setlement - 9,389
Other creditors and accruals 3,99¢ 3,244
54,918 44,586

Included in other creditors is £838,000 (2005 - £404,000) in respect of the invesiment management fee.

Borrowing facilities

A 364 day £50 million loan facility has been aranged with BNP Paribas.

A 3 year £35 million multicurrency loan facility has been aranged during the year with Natiencl Australia Bank Limited.
A £100 nillion shot term multi-currency loan facility kas been arranged with The Royal Bank of Scotland ple.

At 31 March 2006 drawings were as follows:

BNP Paribas Euro 73 million at an interest rate of 2.85% per annum.

National Australia Bank Limited ¥5,900 million at an interest rate of 0.74% per annum {see note 13).

The main covenants relating fo the above loans are:

{i) Total borrowings shall not exceed 35% of the Company's net asset value.

{ii) The Company's minimum net asset value shall be £700 million.

13 Creditors - amounts falling due after more than one year

2006 2005
Nominal rate Effective rate £000 £000

Debenture stocks:
£20 miflion 8~14% stepped interest debenture stock 2020 14.0% 12.3% 22,267 22,323
£75 million 6,875% debenture stock 2023 &.875% 6.9% 74377 74340
£50 million 6-12% stepped interest debenture stock 2026 12.0% 10.8% 54,734 54,800
4%% iredeemable debenture stock 675 675
MNational Australia Bank limited multi-currency loan 28,828 20,192
180,881 181,330

Debenture stocks

The debenture stocks are stated in accordance with the requirements of Financial Reparting Standard 4 'Capital Insteuments” ['FR34); the
cumulative effect is 1o increase the corrying amount of bormrawings by £6,378,000 (2005 — £6,463,000) over redemption value,

The debenture stocks are secured by a floating charge over the assets of the Company,
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14 Called-up Share Capital

2006 2005
Number £'000 Number £000
Authorised ordinary shares of 25p each 360,720,000 0,180 360,720,000 90,180
Allotied, called up and fully poid ordirary shores of 25p eoch 288,075,115 72,019 295,605,115 73,901

At the Annual General Meeting on 30 June 2005 the Company renewed its authorily fo purchase shares in the market, in respect of
44,066,869 ordinary shares (equivalent ta 14.99% of its issued share capital af that date). In the year to 31 March 2006, a total of
7,530,000 {2005 - 1,700,000 ordinary shares with a nominal value of £1,882,000 {2005 -~ £425,000) were bought back of a
iotal cost of £30,261,000 {2005 - £4,908,000]. At 31 March 2006 the Company had autharity to buy back a further 38,166,869
ordinary shares.

Under the provisions of the Company's Articles the share buybacks were funded from the reclised capital reserve,

15 Capital and Reserves

Capital Capital Capital Total
Share  redemption reserve reserve Revenue shareholders’
capital raserve - realised - unrealised reserve funds
£000 £000 £'000 £'000 £'000
At 1 April 2005 as previeusly stated 73,901 16,279 773,424 311,709 54,123 1,229,436
Effecis of change in accounting policy :
Revaluation of investments at bid prices - - - {1,743) - (1.743)
Reversal of provision af final dividend - - - - 14,928 14,928
Ab 1 April 2005 - restated 73,501 16,279 773,424 309,966 69,051 1,242,621
Net gain on reclisation of investments - - 161,363 - - 161,363
Increase in unrealised appreciation - - - 392,711 - 392,711
Exchange differences - - [34) - - i34}
Exchange differences on mulii-curency loans - - (3,702} {362 - (4,064)
Shares purchased for canceliation {1,882) 1,882 [30,261] - - {30,261)
Investment management fee - - {3,062) - - 13,062}
Finance costs of bomowings - - i7.722) - - {7722
Tax relief on management fee and finance costs - - 2,057 - - 2,057
Dividends paid in year - - - - [25,994) {25,994)
Retained net revenue for the year - - - - 25,738 25,738
At 31 March 2006 72,019 18,161 892,063 702,315 68,795 1,753,353
16 Total Shareholders’ Funds
2006 2005
Restated
£'000 £000
Totat sharsholders’ funds are attributable as follows:
Equity shares 1,753,353 1,242,621

Total shareholders’ funds have been calculated in accordance with the provisions of FRS26. Howevar, the net asset value per share
figures in note 17 have been calculated on the basis of shareholders’ rights to reserves as specified in the Articles of Association of the
Company. A reconciliation of the two figures is as follows:

Shareholders’ funds atiributable to erdinary shares [as above) £1753,353,000 £1,242,621,000
Number of ordinary shares in issue at the year end 288,075,115 295,605,115
Shareholders’ funds per ordinary share 608.6p 420 4p
Additions/|[deductions)

— expenses of debenture issue {0.7pl (0.8p)
- dllocation of interest on borrowings 30p 3.0p
Net asset value per ordinary share 5109 422.6p
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17 Net Asset Value per Ordinary Share

The net asset value per ordinary share and the net assets attributable to the ordinary shareholders at the year end calculated in
accordance with the Adticles of Association were as follows:

2006 2005 2006 2005
Restated Restated
£'000 £000
Ordinary shares 610.9p 422.6p 1,759,731 1,249,084
2006 2005
Restated
£000 £000

The movements during the year of the assets atiributable to the ordinary shares were as follows :
Total net assets at 1 April 1,249,084 1,131,907
Total recegnised gains and losses for the year 564,987 130,146
Dividends appropriated in the year (25,954 {7.988)
Adijustment 1o debentures [85) 173
Shares purchosed for cancellation {30,261} {4,508}
Total net assets at 31 March 1,759,731 1,249,084

Net asset value per ordinary share is based on net assets {odjusted to reflect the deduction of the debentures at par] and on
288,075,115 (2005 - 295,605,115) ordinary shares, being the number of erdinary shares in issue at the year end. Sharshalders’
funds as reported on the face of the balance sheet have been computed in accordance with the provisions of FRS26. A reconciliation of
the two sefs of figures under these two conventions is given in ncte 16.

18 Reconciliation of Net Return before Finance Costs and
Taxation to Net Cash Inflow from Operating Activities

2006 2005
£000 £'000
Net return on ordinary activiies before finance costs and taxation 583,594 147,019
Gains on investments [549,976) (117,715)
Amortisation of fixed income book cost 48 -
(Decrease)/increase in accrued income {1,882) 1,247
(Decrease)/increase in debtors {69} 48
Increase/[decrease] in creditors 671 (158}
32,386 30,443

19 Analysis of Change in Net Debt
At 1 April Cash  Cther non-cash Exchange Al 31 March
2005 Hows changes movement 2006
£'000 £'000 £'000 £'000 £000
Cash at bank and in hand 10,8672 11,758 - - 22,650
Term deposits - 1359) - 359 -
Loans due within one year [31,753) {14,747} - {4,428) (50,928)
toans due in two 1o five years (26,192} - - 364 (28,828)
Debenture stocks {152,138) - 85 - {152,053)
{202,191} {3,348) 85 {3,705} {209,159)
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20 Directors’ interest in Contracts

Na Director has a confract of service with
the Company.

During the year no Director was interested
in any contract ar other matter requiring

disclosure under section 232 cf the
Cornpanies Act 1985,

21 Contingencies, Guarantees
and Financial Commitments

At the year end the Company had a
confingent liability amounting to £10 million
[20C5 ~ £14 million) under @ subscripfion
agreement relafing 1o participating foan notes.
The obtigation will expire on 31 December

2010.

22 Summary of Main
investment Restrictions

{as incorporated within the Investment
Mancgement Agreement between the
Company and Baillie Gifford & Ce)

Holding size

At the time of investment, a maximum of
8% of total assets may be invested in any
one halding. This restriction does nof cpply
fo investment in collective invesiment
schems, issues by way of rights or cerfain
government bonds.

A maximum of 40% of total assets may be
invested in holdings exceeding 3% of the
value of the Company's total assefs. Again,
this restriciion does not apply fo collective
investment schemes, issues by woy of rights o
certain government bonds.

Categories of investment

No investment shall ke made on which there
is unlirmited liability.

The Managers must seek permission of the
Board to invest in collective investment
schemes managed by Bailie Gifford & Co.

Transactions in futsres and options must be
consistent with Inland Revenue guidelines so
as lo ensure maintenance of the Company’s
Investment Trust status.

23 Derivatives and Other
Financial Instruments

The Compary operates as an investment trust
company in accordance with S842 of the
Income and Corporation Taxes Act 1988, As
such, the Company is exempt from capital
gains tox on the sale of its invesiments, The
Managers monitor investment movements, the
level of forecast income and expenditure and
the amount of proposed dividends o ensure
that the provisions of 5842 cre not breached.
The international nature of the Company's
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investment activities provides opportunities
for both market appreciation and currency
gains, but leaves it exposed 1o the risk of
market volafility and currency fluctuations.

In the case of an investment frust, copital
profits from investing activities and currency
gains are prohibited from being distributed in
the form of dividends.

Gearing

The Company has long term and short term
borrowings. The aim of the use of gearing is
to enhance long term refurns to shareholders
by investing borrawad funds in equities and
other assets. Gecring is aclively managed.
How and where borrawings are invested is
reviewed by the Board in consuliation with the
Managers ot every Board meeting. In light of
the decisions made, oppropriate adjustments
to the gearing position cre then made by the
Managers. Details of borrowings and where
they are invested is given in monthly
Factsheets published on the Managers'
website, www .bailliegifford.com.

The Compeny has been given an Aag lssuer
Rating by Moady's. lssuer Ratings are
opinicns of the ability of entities to honour
senior unsecured financial obligations and
contracts,

The Company's income may be affected by
fluctuctions in shor ferm interest rates; income
from overseas investment can ke affected by
currency fluctuations.

The Company's firancial instruments, which
provide finance for investment activities,
comprise its debenture stocks, its long and
shert term borrowings, and its cash and
tiquid resources. In addifion 1o the equity
portfolio, the Company maintains investments
in UK and overseas corparate bonds as part
of its investment strategy.

The Company may, from time fo time, enter
inta derivative transactions fo hedge specific
currency or interest rate risk. No such
transactions were undertoken in the yeor.

The Company has precisely defined guidelines
to govern the purchase or writing of options
on individual shares. No options were
purchased or writken in the year.

Trading in Financial instruments is not within
the normal activities of an investment trust,

nor is it the Company’s policy to frade in such
instruments. Transactions in financial
instruments generally orise as a result of
stategic investment decisions.

The Company's Managers may not enter

into derivative fransactions without the prior
approval of the Board, and all borrowing
facilities require Board authorisation. The
Board agrees poficies for managing risk

with the Company's Managers. The main risks

arising from the Company's financicl
instruments are market risk {as noted cboveal,
interest rate risk, credit risk, liquidity risk and
foreign currency risk.

Market Risk

The Company is exposed fo market risk due o
fluctuations in the market prices of its
investments. The Company's managers
actively moniter market and economic data
ond report fo the Board, which consicders
investment policy on a regular basis.

Interest Rate Risk

The Company finances its operations by
means of called up share capital, reclised
capital prefits, retained revenue reserves, bank
borrowings and the issue of debenture stocks.
The value of the Company's bond portiolio is
subjec! to inferest rate risk. It is not the
Company's policy to hedge this risk.

The Company has negotiated shart term
multicurrency borrowing facilifies at interest
rates linked 1o UBOR and may draw down
tunds for periods up fo 3 yeors,

The Company has issued a mix of slepped
and fixed interest debenture stocks. The
stepped interest debenture siocks have
reached their final step ond are deemed

to be tixed.
Credit Risk

In addition to interest rate risk, the Company's
investments in bonds are also subject to credit
risk. Credit risk reflects the passikility that o
borrower will not be able fo mest its
obligation to make payments of interest or
principal when they fall due. The Managers
analyse the credii risk of the Company's
bond investments prior fo purchase and
continue fo moniter developments in credit
quality subsequently.

Liquidity Risk

The Company's policy with regard to
liquidity is to ensure confinuity of funding.
Shert term flesibility is achieved by overdraht
facilities.

The Company's assets comprise mainly readily
realisable securities which can be sold freely
to meet funding commitments if necessary.

Foreign Currency Risk

The international nature of the Cempany’s
investment activities gives rise lo a currency
risk which is inherent in the performance of its
overseas invesiments. Il is not the Company’s
policy to hedge his risk on o continuing basis,
but the Compary may from time to time maich
specific overseas investment with foreign
currency borrowings.

The Company's overseas income is subject fo
currency fluctuation. The Company does not
hedge this cumency risk.
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23 Derivatives and Other Financial Instruments (continued)
Foreign Currency Risk
Exposure to currency risk through asset allocation is indicated below.
2004 2005
Cash and Short ferm Cash and Short term
Investments deposits debtors Investments depaosits debtors
Restated
£°000 £000 £000 £:000 £'000 £'000
S?er|ing 708,398 14,958 7,324 680,869 1,856 8,306
US dollar 726,286 6,923 1,852 381,007 5,530 307
Canadian dollar 21,962 - 50 45,016 - 54
Euro 150,369 738 434 80,784 - 348
Swedish kroner 85,623 - - 50,279 974 -
Swiss franc - - - 7,273 - -
Jopanese yen 77,958 - 260 69,349 2,532 278
Hong Kong dollar 33,427 - - 24,541 - -
Korean won 52,063 - - 31,119 - -
Aushralian dollar 40,003 - - 39,540 - -
Singapore dollar 15,628 - - 7,391 - -
Indian rupee 32,721 31 - 21,191 - -
Scuth African rand 12,142 - - 2,093 - -
1,956,580 22,650 9,922 1,448,352 10,892 9,293
The following currency amounts are included in current and lorg term liabilities.
2006 2005
Loans Purchases for Other Loans Purchases Other
and subsequent creditors and and subsequent creditors and
Debentures seftlement accruals Debentures settlement accrvals
Restated
£000 £°000 £°000 £:000 £°000 £'000
Sterling 152,053 - 3,721 152,138 - 3,051
US doliar - - 1 31,753 4,991 325
Furo 50,928 ~ 201 - 974 .-
Japanese yen 28,828 - &7 29,192 2,532 68
Indiian rupee - - - - 892 -
231,809 - 3,990 213,083 9,389 3,444
Interest Rate Risk
The interest rate risk profile of financicl assets and financial liabifities af 31 March was:
Financial Assets
2006 2005
Woeighted Weighted
Market value Weighted average Market value Weighted average
average period Restated average period
£000 interest rate until maturity £'000 inferest rate uatil maturity
Fixed rate:
UK bonds 24,172 5.8% 15 years 22,683 59% 12 years
UK bends (perpetual)* 5,321 6.3% N/A 3,460 6.0% N/A
European bonds 16,578 9.4% 13 yeors 9,920 11.8% 12 years
US bonds 8,761 10.9% 6 years 4,487 6.8% 8 years
US bonds {perpetuali* 2,408 6.1% N/A - - -
Floating rate:
UK bonds (interest rate linked
fo stering LIBOR) 4,850 5.5% 18 years 30,517 3.0% 54 yeors
European bonds {interest rate
linked to euro LIBOR] 3,923 7.3% 12 years 3,774 7.4% }3 years

* Based on expected meturity dates.

The cash deposits generally comprise call or short term money morket deposits of less than one month which are repayoble on demand.
The benchmark rate which defermines the interest payments received on cash balances is the bank base rote.
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23 Derivatives and Other Financial Instruments (continued)

interest Rate Risk [continued)
Financial Liabilities

2006 2005
£'000 £000
The interest rate risk profile of the Company's financial liabilities ot 31 March was:
Floating rate—US$ denominated - 31,753
Floating rate — Euro denominated 50,628 -
Fixed rate—sterling denominated 152,053 152,138
Fixed rate—yen derominated 28,828 29,192
231,809 213,083
The maturity profile of the Company's financial liabiliiies at 31 March was:
In cne year or less, or on demand 50,928 31,753
In two 1o five years 28,828 20,192
In more than five years (weighted average pericd fixed 18 yecrs) 151,378 151,463
No fixed date for repayment ) 675 675
231,809 213,083

Fair Valve of Financial Assets and Financial Liabilities

The Directors are of the opinion that the financial assets and liabilities of the Company are stated at fair value in the balance sheet with
the exception of long term borrowing. The debenture stocks are stated in accordance with FRS4. The fair value is shown under the
heading ‘Financial Liabilities" below.

Financial Assets

A full list of the Company's investments is given on pages 17 to 20. In addition, a geographical analysis of the portfolio, an analysis of
the investment porfolio by broad industrial or commercial sector and a list of the 30 largest equity invastments by their aggregate market
value are confained in the Managers' Review Section,

Financial Liabilities
The debenture stock issues are indluded in the accounts in accordance with FRS25, A comparison with the fair value {closing offer value)

is as follows:
2006 2005
Nominal Boock Fair Nominal Book Fair
£°000 £000 £'000 £'000 £000 £'000

8-14% stepped inferest
debenture stock 2020 20,000 22,267 37,892 20,000 22,323 37 665
6.875% debenture stock 2023 75,000 74,377 90,545 75,000 74,340 87,144
6—12% stepped interest
debenture stock 2026 50,000 54,734 23,458 50,000 54,800 90,429
4% iredeemable debenture
stock 675 675 633 675 &675 568

145,675 152,053 222,728 145,675 152,138 215,808

The fair value of the fixed rate yen loan at 31 March 2006 was £28,833,000 (2005 - £29,402,000).
All short term borrowings are stated ot fair valve.

Deducting prior charges at market value weuld have the effect of reducing the net asset value per share from 610.9p to 584.1p. Taking
the market price of the ordinary shares at 31 March 2006 of 521.5p, this would have given a discount to net asset value of 10.7% as
against 14.6% on a traditional basis. At 31 March 2005 the effect would have been to reduce the net asset value from 422 .6p o
398.8p. Taking the market price of the ordirary shares at 31 March 2005 of 333.Cp, this would have given a discount to net asset
value of 16.5% as against 21.2% on a fraditional basis.
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FURTHER SHAREHOLDER INFORMATION

Further Shareholder Information

How to Invest

The Company's shares are traded on the
tondon Stock Exchange. They can be
bought by placing an order with a
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 quoled daily in

the Finoncial Times and can also be
found on the Buillie Gifford website af
www bailliegifford.com, Trustnet at
www.trustnet.co.uk and on other financicl
websites, Company factsheets are dlso
available on the Baillie Gifford website
and are updated monthly. These are
available from Baillie Gifford on request.

Key Dates

Ordinary shareholders normally receive two
dividends in respect of each financial vear.
An interim dividend is paid ot the end of
November and a final dividend is paid in
early July. The AGM is normally held in
late june or early July,

Capita} Gains Tax

For Capital Gains Tax indexation
purposes, the market value (odjusted 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
mainicins the share register on

behalf of the Company. In the event of
queries regarding shares registered in your
own name, please contact the Registrar on
0870 702 0C10. By guoting 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 our Registrar,
Computershare Investor Services PLC,
which provides shareholders with a wey
of buying or seliing Scottish Morigage
Investment Trust PLC ordinary shares on
the london Stock Exchange. There are no
forms to complete and the share price af
which you deal will generaily be confirmed
fo you whilst you are still on the telephone.
Please ensure you have your Shareholder
Reference Numbar [SRN) ready when
making the call. The SRN cppecrs

on your share certificate. For further
information about this service plecse

phone 0870 702 0000.

Please note that this share dealing
service is not available to shareholders
paticipating in the Baillie Gifford
Investment Trust Share Plan, Children's
Savings Plan, ISA, PEP and Select

Pension.

This is not @ recommendation fo buy, sell
or hold shares in Scotlish Mortgage. If you
are unsure of what action to toke contact a
financial adviser authorised under the
Financial Services and Markets Act 2000.
Pleose note that share values may go
down as well as up, which may result in
you receiving less than you originglly
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 contfrary to local laws or
regulations, this should be treated as
information only.

Electronic Communications and
Proxy Voting

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

» Electronic Communications If you would
like to take advantage of this service,
plecse visit our Registrar's website ot
www-uk.computershare.com/investor
and register. You will need your
shareholder reference number {which is
on your share cerificate ond tax voucher)
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Analysis of Shareholders

At 31 March 2006

At 31 March 2005

Number of Number of
shares held % shares held %
Institutions 115,762,290 40.2 118,877,323 40.2
Intermediaries Q4,006,279 326 21,072,436 30.8
Individuals 51,608,130 179 58,373,673 1@.7
Baillie Gifford Share Plans/PEP/ISA 16,021,034 6.6 19,437,547 65
Marketmakers 7,677,382 27 7,844,136 2.7
288,075,115 100.0 295,605,115 100.0

to hand. 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 email providing
the website address link 1o the
documents. After you register, paper
documents will be available on request.

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

IF you have registered for electronic
communications you will be issuad o
PIN number to use when returning
proxies to the secure Registrar website.
You do not need to register for electronic
communications to use electronic proxy
voling, poper proxy forms will contain a
PIN number to dllow you to retun
proxies electronically.

IF you have any questions about these
services please contact Computershare

on 0870 702 0000.

CREST Proxy Voting

If you are o user of the CREST systerm
lincluding a CREST Personal Member),

yOu may appoint one or more proxies or
give an instruction to a proxy by having an
appropricte CREST message transmitied.
To appoint a proxy or to give an
instruction to a proxy (whether previoushy
appointed or otherwise] vic the CREST
system, the CREST message must be
received by the issuer’s agent (ID number
3RAS0) not later than 48 hours before

the time appointed for holding the meeting,
For this purpose, the time of receipt will be
taken to be the time (as determined by the
timestamp generated by the CREST system]
from which the issuer's ogent is able to
refrieve the message. CREST Persongl
Members or other CREST sponsored
members should contact their CREST
sponscrs for assistance with appointing
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proxies via CREST. Far further information
on CREST procedures, limitations and
systlems imings, please refer to the CREST
Manual. The Company may treat as
invalid a proxy appoiniment sent by CREST
in the circumstances sef out in Regulation
35(5)la) of the Uncertificated Securities
Regulations 2001. 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 laws or regulations, this
should be treated as information only.

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

* Participation in o diversified portfolio
of shares.

« Constant supervision by experienced
professional managers.

* The Company is free from capital gains
fox on capital profits realised within its
portfolia although investors re slill liable
for capitel gains tax on profits when
selling their investment.

These accounts have been approved by
the Directors of Scoltish Mortgage
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 Giffard
Invesiment Trust PEP, the Manager of

the Baillie Gifford Investmant Trust

Share Plan and Children's Savings Plan
and the promoter of the Baillie Gifford
Select Pension. Allicnce Trust Savings
Limited is the provider, frustee 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 wholly owned by Baillie Gifford

& Co. Both are authorised and regulated
by the Financial Services Authority. Baillie
Gifferd cnly provides infermation about its
preducts and does net provide investment
advice. The staff of Baillie Gifford and the
Directors may hold shares in Scottish
Mortgage and may buy or sell such shares
subject to Baillie Gifford's persenal cccount
dealing rules.

Risks

Past perfformance is no guarantee of fulure
peformance.

The value of your investment and any
income from it is not guaranteed and may
go down as well as up and you may not
get bock the amount invested. This is
because the share price is determined by
the changing conditions in the relevant
stockmarkets in which the Trust invests and
by the supply and demand for the Trust's
shares. You should regard your investment
as medium to lengrterm.

Scoftish Morigage has borowed money to
make further investments. This is commonly
referred to as gearing. The risk is that,
when this money is repaid by the Trust, the
value of these investments may not be
enough to cover the bormowing and interest
costs, and the Trust will make 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 geared the Trust,
the greater this effect will be.

As Scoftish Morlgoge invests in overseas
securifies changes in the rates of exchange
may also cause the value of vour
investment and any income it may pay) to
go down or up.

The value of tox reliefs will depend on your
personat circumstances and tax rates and
reliefs, as well as the tax treatment of ISAs
and PEPs, could change at any time in the
future,




NOTICE OF ANNUAL GENERAL MEETING

The Annual General Meeting of the Company will

be held of the offices of Baillie Gifford & Co,

Calton Square, | Greenside Row, Edinburgh EH1 3AN,
on Wednesday, 28 lune 2006 at 4.00 pm.

If you have any queries as to how to vote or how to
attend the meeting, please call us on 0BOQ 027 C133.

Baillis Gifford may record your call.

Notice of Annual General Meeting

Notice is hereby given that the ninety-seventh

Annual General Meeting of Scottish
Morgage Investment Trust PLC will be held

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

EH1 3AN, on Wednesday, 28 June 2006
at 4.00 pm for the following purpeses:

Ordinary Business
To consider and, if thought fit, 1o poss the

following resolufions as Ordinary Resolutions:

1. To apprave the Accounts of the
Company for the year to 31 March
2006 with the Reports of the Directors
and of the Auditors thereon.

2. To approve the Directors’ Remuneration

Report for the year to 31 March 2006.

. To declare a dividend.
. To reelect Mr GA Ball as a Director.
. To reelect Mr MM Gray as a Director.

. To reelect Mr WG McQueen as a
Director.

o AW

7. To reappoint KPMG Audil Ple os Auditors.

8. To autherise the Directors to defermine
the remuneration of the Auditors.

To consider and, if thought fif, to pass the
following resolutions as Special Resolutions:

G, That, in substitution for any exisling
authority under section 166 of the
Companies Act 1985 (the "Act’), but
without prejudice to the exercise of
any such authority prior to the date
heseof, the Company be authorised,

in accordance with section 166 of the
Act, to make market purchases {within
the meaning of section 163(3} of the
Act) of ordinary shares of 25p each in
the capital of the Company [either for
refention as freasury shares for future
sale or cancellation} ['Shares'),

provided that:

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

ib) the minimum price which may be
paid for a Share shall be 25p

([exclusive of expenses);

le)  the maximum price {exclusive of
expenses| which mey be paid for c
Share shall ke an amount equal to
the higher of {a) 105% of the
average of the middle market
quolalions {as derived from the Daily
Official List of the London Stock
Exchangel for the Shares for
the 5 business days immediately
preceding the date of purchose and
{b} the higher of the price of the last
indepandent trade and the highest
current independent bid as stipuloted
by Aticle 5(1) of Commission
Regulaticn [EC) 22 December 2003
implementing the Market Abuse
Directive as regards exemptions for
buy-back programmes and
stabilisation of financial instruments

{No 2273/2003); and

{d) unless previously vasied, reveked or
renewad by the Company in generdl
meeting, the authority hereby
conferred shall expire at the
conclusion of the Annual General
Meeting of the Company to be held
in 2007 or 27 December 2007,
whichever is the earlier, save that
the Company may, prior to the expiry
af such authority, enter into a contract
or contracts to purchase Shares under
such authority which will or might be
completed or executed whally o
partly after the expiration of such
authority and moy make a purchase
of Shares pursuani to any such
coniract or contracts.

10, That, fhe Directors of the Company be

and they are hereby generally
empowered pursuant o section 95 of the
Companies Act 1985 [the “Act”) to sell
relevant shares {os defined in sections
94(2) to 94{3A) and section 4(5) of the
Act) in the Company if, immediately
before the sale, such shares are held by
the Company as treasury shares (os
defined in section 162A(3} of the Act)
[“freasury shares”) for cash {as defined in
saction 1620(2) of the Act] as i
subsection (1) of seclion 82 of the Act
did not apply to any such sale, provided
thatt this power shall be limited to:

[c} the sate of reasury shares in
connection with a righis issue in
favour of the holders of ordinary
shares of 25p each in the Company
{"Shares”) where the equity
securities respeciively afifbutcble to

SCOTTISH MORTGAGE INVESTMENT TRUST PLC 51



NOTICE OF ANNUAL GENERAL MEETING

the interests of ll such shareholders
are proportionate (as neatly as may
be practicable] fo the respactive
number of Shares held [or deemed
or notionally held) by them but
subject to such exclusions or other
arrangemenls as the Direclors deem
necessary or expedient in relation to
fractional entilements ar fa deal with
problems under the laws, or
requirements of, any regulatory body
of stock exchange in any feritory :
and

(b} the sale of reasury shares (other
than pursuant to paragraph (a) of
this resclution) of up to an
aggregate nominal value of
£7,145,628 being 10% of the
Company's issued Share capital as
at @ May 2006;

and shalt expire at the conclusicn of the
next Annucl General Meefing of the
Company to be held in 2007 cr on

27 December 2007, whichever is the
earlier, save that the Company may,
before such expiry, make any offer or
enter info an agreement which would or
might require freasury shares to be sold
after the expiry of such power, and the
Directors of the Company may sell
irecrsury shores in pursuance of such offer
or agreement as if the power conferred
hereby had not expired.

By order of the Board
Baillie Gifford & Co

Managers and Secrefaries
26 May 2006
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Notes

1

A member entilled to attend and vote at the
meeting is entitled to appoint one or more
proxies o aftend and, on a poll, vole on
his/her behalf. A proxy need not be a
member of the Company. A Form of Proxy
for the use of members is enclosed and fo be
valid must be lodged with the Registrar of the
Company not less than 48 hours before the
time set for the mesfing.

Pursuant to Regulation 41 of the Uncertificated
Securities Regulations 2001, the Company
specifies that only those shareholders entered
on the Register of Members of the Company cs
at 4.00 pm on 26 June 2006 or, in the event
that the mesting is adjourned, on the Register
of Members 48 hours before the time of any
adjourned meeting, shall be entifled to attend
or vote af the meeting in respect of the number
of ordinary shares registered in their name af
that time. Changes 1o the entries on the Register
of Members afier 4.00 pm on 26 June 2006
or, in the event that the meeting is adjoumed,
in the Register of Members 48 hours before

the time of any cdjouned meeting, shall be
disregarded in determining the rights of

ony person fo attend or vole of the meeting,
nohwithstanding any provisions in any
enactment, the Articles of Association of the
Company or other instrument to the contrary.

Shareholders participating in the Baillie Gifford
Investment Trust Share Plan, Children's Savings
Plan or the Baillie Gifford Investment Trust
ISA/PEP who wish 1o vote and/or attend the
meeling must complete and retum the enclosad
reply-paid Form of Direclion.

Neo Director has o contract of service with the
Company.

N NN




Scottish Morigage's shares cre fraded on
the london Stack Fxchange. They con be
bought through a siockbroker, 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 frem £250 or from £30
per month. The plon 1s designed to be o
costeffective way of saving on a regular
or lump sum basis.

Baillie Gifford’s Investment

Trust 15A

You can invest in o tax efficient way by
investing a minimum of £2,000 or from
£250 per month or by trarsferring an 1SA
with ¢ value of af least £2,000 from your
existing manager,

Baillie Gifford’s Children’s

Savings Plan

A costeffective plan tailored especially to
meel the requirements fo save for children.

You can invest g minimum of £250 or from
£30 per month.

Baillie Gifford’s Investment

Trust PEP Transfer

You can transfer an existing PEP to
occess o different morket or 1o chonge
your investment 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 contribution is £50 per month,

Further Information

Client Relations Team

Baillie Gifford Savings Mancgement Limited
Calion Square

1 Greenside Row

EDINBURGH EHT 3AN

Tel: 0800 027 0133
We may record your ccl

Email: trustenquiries@bailliegifford.com
Wabsite : www . bailliegifford.com

Fax: 0131 275 3955
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