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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. It invests globally, looking
for strong businesses with above-

average returns.

Benchmark

The portfolio benchmark against which performance 15 measured 15 50% FTSE All Share Index and

50% FTSE Wodd Ex UK Index (in sterling terms)

From 1 Apnl 2007 the benchmark will be changed to 100% FTSE All Werld Index {in sterding

terms)

Notes

None of the views expressed in this document should be consirued as advice to buy or sell @

pariicular investment

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

THIS DOCUMENT 1S IMPORTANT AND REQUIRES YOUR IMMEDIATE ATTENTION if you are in
any doubt as to the achion you should take you should consult your stockbroker, bank manager,
sohcitor, accountant or other independent financial advisor authorised under the Financial Services

and Markels Act 2000 immediately

If you have sold or otherwise transferred all of your ordinary shares in Scottish Morlgage
Investment Trust PLC, please forward this document and the accompanying form of proxy as soon
as possible fo the purchaser or transferee or to the stockbroker, bank or other agent through whom
the sale or transler was or 15 being effected for delivery to the purchaser or transferee




MESSAGE FROM THE CHAIRMAN AND FINANCIAL HIGHLIGHTS

Message from the Chairman

During a year when the share price reached an all time high,
exposure to UK histed companies was reduced from 33 to 18 as part
of the move to a truly global approach This approach, adopted
over the past four years, has been embraced enthusiastically by the
Board and the Managers The Benchmark now changes to a more
global one The total number of holdings is now likely to stay at
around 75 and the Managers will continue to focus on indwvidual
companies rather than allocating funds regionally They will also
continue to take a long term view with an intended average holding
pertod for individual investments of 5 years or more Performance
over the four years has been good in both absolute and relative
terms the share price 1s up 131% while the benchmark rose by 78%
The longer term performance 1s tllustrated by the graphs overleaf

Financial Highlights — Year to 31 March 2007

Share Price +3 9% NAV +3 9%
Benchmark® +3 9%

NAV and Benchmark
Share Price (pence) {rebased to 100 at 31 March 2006} Discount

* Beachmark 50% FTSE All Share index and 50% FTSE World Ex UK Index (in sterling terms)
Source Thomson Financia! Datastream /Baiflie Gifford & Co
Past performance 1s no guarantee of future performance
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ONE YEAR SUMMARY

One Year Summary

31 March 31 March
2007 2006 % change

Total ossefs (befere deduction of debentures, fang and short term borrowings| £2,045 5m £1,985 2m

loans and debentures £275 4m €231 8m

Equity sharehaiders’ funds £1,769 9m €£1,753 4m
Net assef value per ardinary share (ohter deducting borrowings at farr value) * 507 1p 584 1p 39
Net asset value per ordinary share [after deducting borrowings at par]* 431 0p 610 9p 31
Share pricet 542 Op 521 5p 39
Benchmark 39
FTSE All Share Index 3,283 2 3,048 ¢ 77
FTSE World Ex UK Index (in sterling terms) 3197 3193 Gl
FTSE All World Index {in steiling terms) 184 3 182 5 10
Dwidends pard and proposed per ordinary share 9 50p 8 50p 118
Earnings per ordinary share 9 80p 8 82p 111

Total expense ratio 0 49% 0 52%

Discount {after deducting barrowings at fair value) 10 7% 107%

Year to Year to

31 March 2007

31 March 2006

Year’s high and low High low High low
Share price 551 Op 432 0p 521 5p 321 3p
Net asset value per share [akter deduching borrowings at fair value] 614 3p 489 9p 584 Ip 376 2p
Net asset value per share {after deducting borrowings af par) 638 7p 515 4p 610 9p 401 Op
Discount {ofter deduching borrowings at fair value| 7 9% 13 2% 8 6% 14 5%
Average sector discount [AIC Global Grawth Sector) 7 1% 8 9% 7 4% 11 7%
31 March 31 March
2007 2006
Total return per ordinary share
Reverue 9 80p 8 82p
Caprtal 17 19p 185 58p
Total 26 9% 194 40p

* Borrowings are either deducted at fair value {the estimate of marker worth) or at par {redemption value)
As total barrowings have a current fair value above par the effect of valuing the borrowings at fair value reduces both the NAY and resultant discount

t At mid market price
Past performance 15 no guarantee of fulure performance
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FIVE YEAR SUMMARY

Five Year Summary

The following charts indicate how Scottish Mortgage has performed relative to 1ts benchmark, its
underlying net asset value and the retail price index over the five year period to 31 March 2007

5 Year Total Return Performance Dividend and RPI Growth
thgures rebased 10 100 at 31 March 2002) (cumulative from 31 March 2002)
thgures rebased to 100 at 31 March 2002)

Annual Net Asset Value and Share Discount to Net Asset Value
Price Total Returns {plotied on a monthly basis)
(compared to benchmark total return)

Past performance 15 na guarantes of future performance

SCOTTISH MORTGAGE INVESTMENT TRUST PLC IR
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CHAIRMAN'S STATEMENT

Chairman’s Statement

The share price, net asset value per share and the benchmark (50% FTSE All Share and 50%
FTSE World Ex UK in sterling terms) all rose by 3 9% this year Four years ago we initiated an
integrated global approach and chose to ignore the make up of the index when selecting
investments Over this period the share price has risen by 131 1% and net asset value per
share by 126.5%, both outstripping a 77 9% increase in the benchmark

The Portfolio

As well as taking a global net a regional
view, over the past four years the
Managers, encouraged by the Board,
have invested with the courage of their lang
term convichons and the number of equity
holdings has fallen frem 120 10 75 As
demenstrated by the four year figures, this
approach has peid off handsomely and 1t
will be contiaued info the future

There has been an emphasis on companies
with the most convincing lorg term
investment case with, notably, the number
of UK listed investments falling from 33 o
18 This process of concentration 15 largely
compiete and the tatal number of equity
holdings 1s ikely to settie at the current level
of around 75 Scottish Morigage 1s now
fruly glebal n its span Exposure to a diverse
range of businesses and geographies 1s
achieved though beth infernational and
domeshic investments

As announced at the intenm stage, the
composite UK/ World benchmark will be
replaced, as of 1 Apnl 2007, by the more
broadly based FTSE All World Index in
stering terms  This reflects both the globel
nature of the portfolio and the fact that the
place where a company s hsted 1s not
necessarlly where 1t actually ecrns its profits
The benchmark 15 a reference point for
|udging performance and emphatically 1s
not o portfolic construction toof The portfolio
does not set out to reproduce the iIndex,
there will be perieds when performance 1s
beiow as well as above the benchmark
That said, | am very conscious that over long
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penods of fime sharsholders require returns
that suspass the benchmark index

While markets rose overall there were sharp
falls, fuelled by concems about the future rate
of global economic growth, 1in May and June
2006 and olso in Febryary 2007 These
represented corrections fo a broadly nsing
trend and were recouped | was impressed
that the Managers maintained thetr positive
stance towards equihies dunng these bouts

of nervousness, taking the opportunity to
incregse some holdings and introduce ofhers
while shore prices were weak

| urge you to read the Managers'

very interesting and thoughs provoking
commeniary on the investments which 1s
on pages 8 to 10 of this report It includes
comment on same of the new holdings

s well as those which have served us
well over the year As always, there were
investments which did not work and were
sold An interview with the Manager can
be found on Balllie Gifford’s website at
www bailliegifford com under the Scothish
Mortgage sechon [Details of how to
receive this report electrcnically are shown
on page 45)

The rate af which holdings were bought and
sold [the portfolio turnover rate) has been low,
at 34%, despite the sales of the UK listed
shares referred 1o earlier We expect the
turnaver fo stabilise at around 20%, or lower,
which represents an average holding perod
for mvestments of five years or more Patient
invesiment 1s something which | applaud The
frap of making too many market iming calls 1s
allunng but very dangerous

Dividend and Earnings

Earmings per share were @ 8p compared

to 8 8p last year, an increase of 11 1% A
final dividend of 5 Op 15 recommended  If
approved, this will bring the total to 9 5p,
an 11 8% increase on last year and higher
than the nflation rate of 4 8% as measured
by the Retail Price Index Tradihonally the
UK market has had o higher yield than most
overseas markets but we do now expect
good levels of dvidend growth from our
overseas holdings We have a healthy level
of revenus reserves which are available to
underpin our infention that dividends waill
increase above the rate of inflation | believe
that a steadily growing dmvidend stream
which exceads inflation 15 something that
sharsholders expect

Discount, Marketing and Buybacks

The Board alsa views clear and effecive
communicahion with shareholders as
extremely important The Managers are
making considerable efforts to afract new
shareholders During the year a range of
new Scotish Morigage matenals were
infroduced for the Company's vanous
savings plans Other marketing ond
communications inihatives were also cared
out with intermediary and nstiukonal
shareholders | waos pleased when Baillie
Gifford and Co was awarded the coveted
Investment Waek award in 2006 for the
fourth time 1n five years, o considerable
achievement

Nevertheless, it stll remains @ source
of great frustraton to the Beard that the




discount has not narowed over the period
and strenuous efforts to simulate lang term
demand will continue Investment trusts such
as Scotsh Mortgage, with therr low cost
base, globa! reach and firstrate long term
track recard, are, n your Board's view, 1deal
vehicles for long ferm investors whether they
be individuals, adwisers or institutions | see
the premise as simple over hmes of overalt
global economic growth equity investment 1s
likely fo prove more rewarding than lending
money fo banks, companies or governments
Funds managed by experienced global
players, such as Baillle Gifferd, are likely to
perform better than stockmarket indices

Word of mouth 15 offen the best
recommendahon and detalls of the
Managers’ vanous markehing inihatives and
savings plans are given on the inside back
cover | must emphasise that this does not
constitule advice or a recommendation as
each investor has to have regard for his/her
porhicular circumstances  Shares and markels
nse and fall i you need advice you should
contact an expenenced and reputable
stockbroker or adviser

During the year a total of cround & 6m
shares were bought back at a cost of
about £34m enhancing net assel value
per share by O 3% The Board 15 again
seeking powers at the AGM to hold any
shares which are bought back in treasury
Subseguent renssue will only be made at
a premium, ensuring that the interests of

shareholders will not be diluted

Batance Sheet

The level of borrowings was increased
duning the year by a furher £50 million
As well as the outstanding debenture
stocks {valued at market at £213 Om ot
the year end} there are also 3 fixed term
bank loans which run to vanous dates up
io 2009 totalling £123 7m These are
denominated n Yen (£ equivalent 5 3m},
Euros (£ equivalent 49 6m} and Swiss
Francs (£ equivalent 14 8m] Full detoils
of all borrowings are giver on pages 39
and 44

Borrowing fo invest In stockmarkets, while
not without nsk, 15 a very useful way of
boosting returns  Dunng the year advaniage
was taken of weak equity markets fo deplay
additional geanng Equity geaning at the
year end stoed at a relatvely modest 10%
of shareholders’ funds while the patential
gearing position was 16% This level of
geanng 15 indicative of the Manager’s view
that long term invesiment opportuniies can
be fourd under current market condions

Scothsh Morigage has an Aoa lssuer Rafing
from Moody's, the highest possible rating

AGM

The AGM wilt be held on Wednesday 27
June in Edinburgh Details are given on
pages 47 and 48 | hope you will come,
meet the Board and listen o a presentation
from the Manager

CHAIRMAN'S STATEMENT

QOutlook

Inflation oppears to be nising 1n some
econcmies and rates of growth and levels of
profitability overall are, generclly, hisionically
high There 15 uncertainty about the direction
of US interest rates and many expect to see
growth rates slow this year However, the
strong growth trends being expenenced

in China, India, Russic and many other
developing countnes are likely to be at

an early siage As these counines move
towards having market based economies,
where the deployment of persenal and
corporate capital are the primary drivers,
they will have even more influence in
political as well as economic terms As ever,
there will be unexpected squalls and storms
on the Way but the Managers continue to
identify promising long term opportunities ot
company level

Soie hoo ey

Sir Donald MacKay
15 May 2007

SCOTTISH MORTGAGE INVESTMENT TRUST PLC




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. Baillie Gifford & Co, a
leading UK investment management firm, who act as Managers and Secretaries to
the Company have done so since its formation in 1909.

Directors

1 Sir Donald MacKay

Sir Donald MacKay, the Chairman, 15

an economist with an extensive record

in advising governments, argamisations
and companies Sir Donald 1s 70 and was
appointed a Director in 1999 and became
Chairman in 2003 He 15 also Charman
of the Nominahon Cammittee He was
Professar of Political Economy at Aberdeen
Unwversity and Prefessor of Economics

at Heriot Watt University He 15 a former
chawman of The Malcolm Group PLC and
Scottish Enterpnise and 1s currently & director
of Edinburgh New Income Trust plc

2 GA Ball

Geoffrey Ball, the sentor independent
director, 1s a long standing director who
also has considerable industnal experience
in the house bulding sector Geotfrey is
63 and was appointed a Director in 1983
He 1s executive chairman of Cale Group
id, having led the manogement buy out

in 1999 He was appointed Charman of
McCarthey and Stone on 2 February 2007
He was president of the House Builders
Federahon of England and Wales from
2001 to 2003 cnd he was a drector of
The Standard Ufe Assurance Compary for
13 years unti 2001

HEANNUAL REPORT 2007

3 MM Gray

Michael Gray 1s 59 and joined the

Board 1n 2004 after a successhul career
in printing and technology industries
where he gained valuable global business
experience As chairman and chief
executive he led the growth of McQueen
Infernational over a 17 year penod as it
evolved from being @ printing company nto
o global enferprise providing a range of
support services fo technalogy companies
On McQueen’s acquisiion, he became
senior vice president of Sykes Enferprises
Inc , @ global NASDAQ quoted autsourcing
services company He refired from Sykes

in 1999 and currently has many business,
community, charity and sporiing interests
and responsibilites including being a
member of the Advisory Board of the
Scothsh Inshiute of Sport Foundaton He 1s @
former director of Scothsh Erterpnse and the
Scottish Community Foundation

4 WG McQueen

Gordon McQueen, the Chairman of the
Audit Commuttee, brings to the Board first
class financial and banking expertise
Geordon 1s 60 and was appointed a
Director in 2001 He waes an executive
director of HBOS ple, Bank of Scofland
and Halifax ple, where his main role was
chief executive, Treasury He 15 a director
of Alliance Trust PLC, JP Morgan Mid Cap
Investment Trust ple and Shaftesbury PLC

5 JPHS Scott

lohn Scott 15 a former international
investment banker who maintains a
number of interests in the investment trust
sector lohn 1s 54 and was appointed o
Direcior in 2001 He 1s a former execuive
direcior of lazard Brothers & Co , Limited
Duning his twenty years with Lazard, he was
involved with the merchant bank’s corporate
advisory actvities and ifs Asian businesses
He 15 currently a director of vanous
companies, including Martin Curne Pacific
Trust ple, JP Morgan Claverhouse Investment
Trust ple, Xaar ple, Miller Insurance Services
and Schrader Japan Growth Fund ple [n
addition, he 1s chairman of Dunedin Income
Growth Investment Trust PLC and Endace
Lienuted

6 lord Strathclyde

Thomas Strathclyde, currently Leader of
the Opposition in the House of Lords,
has considerable poliical experience
Tom 15 47 and was appointed a Director
in 2004 His padiamentary career to dote
includes extznsive ministenal expenence
af the Depariments of Employment, the
Ervironment, Trade and industry and the
Scothish Office Prior to entering polihics

in 1988 as a Government Whip, Lord
Strathclyde worked in the City for the
insurance brokers, Bain Dawes Lord
Strathclyde 15 also charman of Lendon
based hedge fund manager Tratalgar
Capital Management and a director of
Galena Capital Management Limited and
Marketform Lmited He 15 also the president
of the Quoted Companies Alliance



DIRECTORS AND MANAGERS

Managers and Secretaries

Scotish Mortgage 15 managed by Baillie
Gifferd & Co, an investment management
firm formed in 1927 out of the legel him
Baillle & Gifford, WS, which had kbeen
Managers and Secretaries to the Company
since its formation in 1909

Baille Gifferd & Co are one of the largest
investment frust managers in the UK and
currently manage eight investment trusts
Baillie Gifford also manage unit trusts

and open ended nvestment companies,
rogefher with investment portfohos oh
behalf of pensien funds, charties ard other
instituticnal clients, both in the UK and
overseas Funds under the management

or advice of Badhe Gifford total over £50
billon Based in Edinburgh, 1t 15 one of
the leading privately owned invesiment
management firms in the UK, with 30
partrers and a staff of around 500

The manager of Scotish Morigage's
portfalio 1s fames Anderson, a partner of
Balllie Gifford where he 1s Chief Invesiment
Officer and Head of the Global Team He 15
uihmately responsible for stock selection and
waorks closely with the other Heads of the
Investment Departments

The firm of Baille Gifford & Co are
authorised and regulated by the Financial
Services Authonty

Management Details

Balle Gifford & Co are appointed os
investment managers and secrefaries o the
Company The management contract can
be terminated at 12 months’ nohce

Management Fee

Baille Gifford & Co's annual remuneration
15 0 32% of total assets less current
liabilihies (excluding short term borrowings
for investment purposes), caleulated and
payable on o quarterly basis

SCOTTISH MORTGAGE INVESTMENT TRUST PLC Iy




MANAGERS' REVIEW

The outcome for the yeor was posttive with
the NAV, share price and benchmark all
nsing 3 9% However, it has been a year
dunng which months of steady equity morket
progress have twice been interrupted by
short but violent outbreaks of turbulence

In May and June of 2006 the damage
took several months to repair but thus far
the falls of late February and early March
have proved easier to overcome Indeed,
from our own point of view, this most recent
outbreak of volathty has been fortutous s
i enabled us to press on with the next siage
of our evoluton towards o truly global and
index insensiive por‘rfoho

The chance to do this was accentuated

by the strange way in which stack markets
operate ioday In outbursts of wurbulence the
common prachce amongs! investment banks,
hedge funds and the bulk of the investment
management industry 15 to consult their sk
models in rather the some way as many
newspaper readers consult their horoscopes
— and with similar levels of success What
you should sell s determined by what

has been volatle in the past even i the
condiions that led 1o this post volatlly ore
no longer present and despite the inevilable
herding ard cascading of achions that this
provokes What ffus has tended to mean

in recent years 15 thal I peniods of volanlty
emerging market stocks and indusinal
Cychco|s are sold mdlscnmlnute|y We think
this presents opportunities If we are chle to
be both patient and moderately courageous
We stress that we do not think that this
makes our portfolio mare nsky, ndeed we
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Managers’ Review

think 1t 15 less vulnerable to permanent loss of
capital than those managed with avoidance
of volatlty n mind We have considerably
more conhidence in the economic
development of our preferred Emerging
markets cnd stocks over the next decace

or twe than we have in fraditonally mere
secure sectors and stocks that cannat escape
from the heavity ndebted Anglo Amenican
consumer and the perhaps exaggerated
profitability of the financial systems of much
of the developed world

The changing nature of Emerging
market investment

Over the last five years we have talked in
generic ferms cbout ‘Emerging’ markets
This shrewd marketing phrase has become
o useful sherthond for what moy be the
most impartani development in the werld
economy 1n the last two hundred years The
increasing importance of China fo global
manufacturing end commadity demand, the
challerge of Indian technology and service
sector skills and the resource bases of Russia
and Brazil are transforming the patiems of
global growth From an invesiment point of
view therr importance may be even greater
as they are disruphve factors that upset

the fixed mind sets of many 1nvestors ond
the exirapolanons of so many inflexible

nsk models This 15 an opportunity the lke
of which seldom occurs We feel that we
have a great chance to exploit these radical
changes as our Emerging market colleagues
have great tolent and expenence and such
sptendidly forthrnght views that dangercus
preconcephions are regulary chollenged

What 15 becoming clear 1s that the valus

of the Emerging markets label 15 fast
diminishing  The specific afinbutes, roles
and limitations of the indwadual countnies,
stock markets and corperate charactenshics
that make up this huge held are becoming
increasingly critical as their power and
influence spreads lronically the mare
globalisation occurs, the greater the need
to differentiate between Emerging markets
Even the four giant empires of China, Indic,
Russia and Brazl that are s frequently
linked by wwastors have profoundly different
wirtves ard drawbacks  Stll more crtically
they will have very divergent impacts on the
development of the global economy To take
o comparatively simple example the fate of
many industnes and of mflohonory pressures
throughout the world will be dominated

by the race between Chinese domestic
demand and Russian resource supply in the
decades to come Amencan {and Brtish)
policy mokers will be virtually powerless to
influence this balance

The imperative to think more specihically
about the major developing economies 1s
redoubled by the shift m growth prospects
away from export and commedity strength
towards the domestic consumer and the
financiol sector in so many emerging
economies This requires more analysis

of domestic economic management and
prospects than has been the case in our
prior investments |t also demands more
detaled inveshigations of the compeitive
advaniages that are both more nebulous
and mare wvital than in commadity
companies driven by the comparative



1 Tesco
The dominont food retailer in the UK, with
growing posihions in non food end overseas

simplicity of sesource bases and low cost
production On belance this 1s pushing us
towards a shightly broader selection of stocks
and markets in the emerging economies
than has been the case This 1s a pragmatic
approach that we feel should overnde
excessive dogmatism about the lavel of
concentrahen of the porffolio or the ralings
for which we are willing to pay

We have, for instance, purchased indvidual
stocks such as Walmex in Mexico or Infosys
in India where we feel that the long run
competive advantages cre such that we
should not become toe preoccupred by

the comparatvely high ratings of current
samings on which they frade We cre

also prepured to venture inla couniries
where volatity 1s likely to be a constant
companicn We think that Geranh (Turkey)
and Standard Bank (South Africa) are well
run parts of improving financial systems

We will endeavour to view the ineviiable
ascillations of poliical and ecanomic
senliment in such counires as at least as
likely to present opportunities rather than
evidence of @ permanent deterioration in
prospects Such ought to be the advantages
of long term and genuinely global
investment portfolios

Amaongst the mojor developing economies
wae currently hove the mast exposure

to Brazil This 15 pary i tribuie fo the
excellent posiioning and returns being
generated by its dominant companies and
partly an acknowledgement that steadly
and responsible sconomic management

is allowing the extraordinanly high nsk

premium on Brazilian assets to decline

The most impressive achievemeni of last
year came from CVRD which has deployed
its huge cash fows both in remvestment in
high grade, low cost iron ore but has also
succeeded in bulding a new oligopely in
the nicke! markat through its well executed
takeover of Inco of Canada We continue to
feel this 15 a much supericr business model
1 the overdiversified approoch favoured by
the: other major mining groups

UK reductions

The second major feature of the year under
review has been our vigarous pruring of UK
equrty holdings As we hope shareholders
have become fully aware, the Board and
the Managers have worned that there was
shil @ lingenng femptation to view the UK
siocks as a separate porifolio and an index
influenced one ot that We have therefore
taken the opportunity provided by a year of
general outperformance by Briish equities
and of remarkable sterling strength 1 cut
back our exposure We have made net
sales of £238m over the course of the year
We consider the bulk of our charge to have
been accomphshed although we would also
suspect that there wilt be further sales in the
yaar chead This will laigely be dependant
on the actions and atitudes of the corporate
secfor We have clready reduced our once
large holding in Royal Bank of Scotland as
regreffully we fear that the current proposals
ta take-over ABN Amro offer a great deal
more to shareholders cf the Dutch bank than
to long standing supparters of RBS iself

MANAGERS’ REVIEW

2 Wolseley

Ferguson 1s the largest subsidiary of Wolseley,
the worlds leading distributor of heating and
plumbing products

Our atfentions are becoming concentrated
on stocks where international cspirations
are high but where 11 15 clearer fo us that
there 15 an ability to bulld markei posttons
etther organically or via takeovers in which
scale 15 6 more palpable berelit in diving
tsturns Where these condiions seem to be
in place we are prepared to be patient
The attractien of Tesco for us lies in the
gradual bulding of value In overseas
markets and the apparent acuteness of the
planned Amencan venture in identifying an
uncovered niche than i its now tradihonal
UK dommnance We have clso added to
our halding in Wolseley as the problems

in the US housing market ought o offer
more oppariunities for aiirachve acquistions
at low prices Once again short term
anxieties should be able to be turned 1o our
advantage in an impetient world

Qur technology stocks

last yecr we were hopeful that our mixed
fortunes in technology investing were sat

to impiove We find ourselves in much

the same position this year Several of cur
holdings have had o difficult year in steck
price terms but n the majoniy of cases we
are still minded to view this market distavour
as an opportunity to make oddibions rather
than a prompt for sales  This policy has
had some benehts already as we have
managed to add to holdings at prices that
now appear to have been advantegeous
Amazon would be a good example of tis
policy We have also continued to add to
our stake 1n eBay where we feel temporary
execution ssues have unduly bothered the

SCOTTISH MORTGAGE INVESTMENT TRUST PLC DFIENG—



MANAGERS’ REVIEW

1 Sandwik
Indtan operations of Global Engineering
success story Sandvik

market whilst the power of not ust the eBay
brand iiseff but also of PayPal and Skype
continue to develop pleasingly To us these
seem 1o be termbic and susiainable franchises
that are considerably undereshmated ot
present

Elsewhere we have been geruinely
disappointed that SAP's revenue growth
has foltered despiie the buoyant global
environment \We have been pleased by
the conhinued progress of Cancn — clbeit
aided by the substantial fall in the yen We
are puzzled that we are stuggling so much
to find other Japanese stocks that oppacr
its equal In erther business atfraction or
valuahon despile the overall Tokyo market
weakness

Alternative energy

After prolonged (arguably foo prolonged)
thought we have bought three stocks that are
directly or indirecly dominated by prospects
for the olternative energy sector The

appeal of this area no longer rests on the
one vanable of il and gas pricing but an
demends for energy secunty and concerns
aver chmate change too This makes ther
continued development more prediciable
and fess enchie Backing 1s now frem across
the polifical spectrum and frem a wide
geagraphieal spread 0 a manner that was
hitherte unlikely encompassing as 1t does
George Bush and Ausiralic Major utilines
rather than esotenc communities ara now the
dominant custormer base

The most challenging part of this topic
15 assessing the competitive posihan of
individual componies and technologias
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2 John Deere

lohn Deere large frame tractors, bringing
increased praduchivity to farmers throughout the
world

Caven the difficulies involved we think

this 1s an area where it 1s more sensible

to have a broader spread of investments
than we would normally propound This 1s
parheularly true of solar energy which has o
shll less developed technological road map
and industry structure than other segments
Here we have bought QCells which 1s
one of many strong German enterprises in
the field and which particularly appeals 1o
us because 1t 15 both reltively technology
agnostic and boasts o secure source of
silicen supply In wind power there 15
already one dominani suppher, Vestas of
Denmark, and we see (itlle reason to be
scephcal of its conhinued health The third

stock 1s o less direct beneficiary, John Deers,

which appears io us to be recovering from
half ¢ century of difficulies as biofuel
requirements {and agncultural nflation)
resuscifgtes long morbund tarming demand

Cwer the course of fime we would like

to see our investment in this areq at least
increase In the next 12 months we would
like to deuble the £50m we had invested at
the year end Recent share price action has
been oo buoyent for us 1o want to achieve

this immedictely

Fixed interest

We have tned to apply the same prnciples
to fixed Interest as wa use In equites We
view our holdings as an integral part of
the overall porffolio not as a portfalio to
exist inits own night or fo be measured on
its own We are looking for major mis
vafuahions to beneht our shargholders in the
long term One apportunity has stood out

for us over the last year We started buying
Brazll local currency index linked bonds

on a 9 0% real yield Given the Brazilian
macroeconomic improvements that we have
already discussed above we felt this to be
extremely aliractive Yields have now fallen
to & 5% which we consider to be shll too
high if less extraordinary Sadly the general
compression of yields 15 making such
opporfuniies Increc:smgfy scarce

Overall reflections and future
prospects

The last twelve months has seen far more
achvity in the porifolio than we would
nemally welcome {although turnaver at
34% remains low by industry standards|
On this occasion we feel that the changes
ought to be greatly beneficicl for the years
chead We believe that we have increased
the overall calibre of companies in which
we nvest and that we are oblaining betier
value whilst being more directly exposed
i the deeply excihng growth dynamics

of the world econemy After a pralonged
penod of stock market gons we are aware
that complacency can set in amongst
investors and that volatility can ensve If
we have concerns they are more focussed
on the extended levels of profitability in

the Amencan and Brhsh financials sectors
than on the fine fundamental health of

the infernational economy Whatever the
precise noture of challenges to be faced
over the year ahead we remain confident in
our invesiment methodology and ophimishe
aboul the prospects for the next iive years



THIRTY LARGEST EQUITY HOLDINGS AND EQUITY PERFORMANCE AT 31 MARCH 2007

Fair value fair value

31 March Performancet 31 March

2007 %oftotal  Absolute Relative 2006

Name Business £'600 assets % % £'000
Petrobras Ol producer 72,213 36 32 132) 469,950
eBay Internet rading compary 68,697 34 (250 (29 7) 41,058
Royal Bank of Scotlond Banking 68 193 33 108 40 52 444
Gazprom Gas praducer 62,715 31 20 {43 65,338
CVRD kan ore and nickel muwung 58,188 28 3272 240 32,0835
Atlas Copeo Engineering 55,919 27 60 05 44,919
Sandvik Engineering 55 596 27 350 267 30 268
Brtish Amencan Tobacco Tobaceo 50,419 25 182 110 44,25G
Wolseley Builders” merchant 44,305 272 113 4) {18 9} 34,619
Canon Printars, copiers and cameras 44, 206 21 g3 26 33,876
Samsung Electronics Electromes manufacturer 42,572 21 117 8) {22 8) 52,063
Omnicom Adverhsing agency 41,721 20 Q7 30 38,395
Tesco Food refailer 40,911 20 388* 226+ -
Man Group Hedge fund manager 39,960 20 37 ¢ 29 4 36,975
SAP Business scftware 39,512 1 ¢ {27 0) {31 5) 48,26
GlaxoSmithKline Pharmaceuticals 37,692 18 4 1) {100 44,635
Standard Chartered Banking 37,610 18 48 [17) 26,506
Teva Pharmaceuhcals Genenc drugs manufacturer 36,073 18 {19 1) 24 Q) 28,301
Porsche Automobiles 35,543 17 410 332 25,139
Schlumberger Ol services 35,189 17 177+ Hax -
Reed Elsevier Pubhsher 34,145 17 11¢ 50 25975
EQOG Resources Ol and gas producer 32094 16 (12 1) {17 3) 36,693
Narilsk Nickel Diversified mining 28,179 14 784 67 4 14,943
Amczon com Onhne setailer 26,446 13 (2 8] 97 23,971
The Hershey Company Confechonery 26,335 13 59 111 7) 28,427
Berkshire Hathaway Insurcince 25,839 13 {38} |7 4)* -
Carnivel Cruise ship operater 25,164 12 {110 116 5) 28,045
Australia and New Zealand Barking Banking 24977 12 173 101 22,243
Wellpomnl Managed care 24,704 12 72 {129 18,743
UBS Banking 24,767 i2 {rn~ {6 51* -
1,240,694 606 Q45,039

t Absolute and relative performance has been calculated on a total return basis aver the period 1 Apal 2006 10 31 March 2007 Absolute performance 15 1n sterhing
terms, relative performance 1s aganst the benchmark  50% FTSE AlFShare Index and 50% FTSE World Ex UK Index fin stering terms)

* Figures relate to part penod returns

Source Baille Gifferd & Co/StatPro

Past performance 15 no guaraniee of future performance
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INVESTMENT CHANGES AND DISTRIBUTION OF PORTFOLIO

Investment Changes (£'000)

Realised and
unrealised
Valugtionat  Net acquisihons appreciation Valuation at
31 March 2006 {disposals} {deprectation) 31 March 2007
Equities*
Umnited ngdom 695,422 {237,850 49 8AQ 507,412
Continenial Europe 205,797 101,791 19,627 327.515
North Amenca 486,050 49,494 {47,0006) 488,738
Japan 77,058 {8,078} 13,643} 66,237
Asia Pacific 173,842 69,715 [2,526) 241,031
Emerging Markets 251,498 42,765 29533 323,796
Totcl equities 1 BQO, 567 18,037 46,125 1,054,729
Bonds
Sterling bonds 34,343 (25,237 1602) 8,504
Euro bonds 20,501 {4,397) {326) 15,778
US doltar bonds 11,169 {5,558 {1,020 4,591
Brazihan real bonds - 36,455 8,850 48,305
Total bonds 66,013 4,263 6,202 77178
Total nvestments 1,956,580 22,300 53,027 2,031,907
Net |IqU|d assets 28,582 [12,681) [2,293) 13,608
Total assets 1,985,162 2,619 50,734 2,045,515

The hgures above for total assels are made up of total net assets before deduchon of debentures, long ond short term borrowings

* Equities include OFICs and unit trusts

Distribution of Portfolio

Geographical 2007 (2004)

ANNUAL REPORT 2007

Sectoral 2007 (2006}



Classification of Investments

CLASSIFICATION OF INVESTMENTS

Continental North Asia  Emerging 2007 2006
Classtication UK Eurape America lapan Pacihe Markets Total Total
Equities* % % % % % % % %
Ol and Gas - - 33 - 05 74 112 115
Ol and gas producers - - 16 - 05 74 95 115
Ol equipment, services and distnbution - - 17 - ~ - 17 -
Basic Matenals 11 - 10 - - 42 63 49
Cherucals - -~ 10 - -~ - 10 09
Indusinal metais - - - - 14 14 08
Mining T - - - - 28 39 52
Industrials 34 69 20 - 13 - 136 117
General industrials - - 10 - - - 10 09
Electronic and electncal equipment 0é - - - - 06 26
Industrial engineenng - 63 10 - o6 - 79 38
Indusinal transpartahon - - - 07 - 07 11
Support services 34 - - - - 34 33
Consumer Goods 36 31 23 05 08 - 103 14 4
Automobiles and parts - 25 05 08 - 38 37
Beverages - - 10 - - - 10 21
Food producers - - 13 - - - 13 16
Househald goods 11 - - - - - 11 24
Parsonal goods - 06 - - - 06 05
Tobacco 25 - - - - 25 36
Health Care 18 - 12 - - 18 48 47
Health care equipment and services - - 12 - - - 12 16
Pharmaceuticols and biotechnalogy 18 - - - - 18 36 37
Consumer Services 60 - 98 - - 08 166 14 4
Food and drug retalers 20 - 31 - - - 51 28
General retallers 11 - 47 - - 08 66 42
Media 17 - 2C - - - 37 46
Travel and leisure 12 - - - - 12 28
Telecommunications - - - - 10 - 10 13
Mobile telecommunications - - - - e - 10 13
Financials 84 32 36 06 47 16 221 23 4
Banks 58 23 - - 22 15 118 89
Non lfe insurance - - 21 06 - - 27 13
Real estate - - - - 05 o 06 26
General financial 26 - 15 - 20 - 51 G0
Non equify investment insiruments - 09 - - - - 0o 16
Technology 05 28 07 21 35 - 96 70
Scftware and computer services 05 19 - - 14 - 38 42
Technology hardwere and equipment - 09 07 21 21 58 28
Total Equihies* 248 160 239 3.2 118 158 955
Total Equites* — 2006 350 105 245 39 88 126 953
Bonds 04 08 02 - - 24 38 33
Net Liguid Assets 05 - 02 - fon 01 o7 14
Total Assets 257 168 243 32 nz 18.3 1000
|before deduction of debentwres long and shorl term bomowangs}
Total Assets — 2006 376 115 255 39 88 127 1000
Debentures, Llong and Short Term
Borrowings 7 4) (32 - (2 9} - - (13 5) 117
Equity Shareholders’ Funds 183 136 243 03 1L7 183 865
Equilty Shereholders' Funds — 2006 2909 90 255 39 74 126 883
Number of equity investments* 18 13 19 3 13 9 75 86

* inchuding OFICs and onit irus's
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LIST OF INVESTMENTS AS AT 31 MARCH 2007

Fair value % of total
Classification Name Business £'000 assets
United Kingdom
Mirng Rio Tinto Dwversiied mining 21,952 11
Suppoit services Hays Personnel and recruiment services 15,303
Intertek Group Business support providers 11,043
Wolseley Builders’ merchant 44,305
70,651 34
Household goods Wimpey House builder 22,190 11
Tobaoceo British American Tobacco Tobacco 50,419 25
Pharmaceuhcals
and biotechnology GlaxoSmithKhne Pharmaceutcals 37,692 18
Focd and dug retorers Tesco Food refailer 40,911 20
General retaillers Inchcape Mator distnbuter 11125
Kingfisher DIY retarler 11,965
23,090 11
Media Reed Clsevier Publisher 34,145 17
Travel and leisure Camwal Cruise ship operator 25,164 12
Banks Barclays Banking 13,688
Royal Bonk of Scotland Banking 68,193
Standard Chartered Banking 37,610
119,491 58
General financial Intermadiate Capital Groug Mezzanne finance provider 12,400
Man Group Hedge fund manoger 32,960
52,360 26
Software and computer services  Sage Small business software 9,347 _05
Total United Kingdom Equities 507,412 _248
Continental Europe
Eleckonic and electncal equipment Qicells Salar enargy production — Germany 12,599 Q6
Industrol engineening Adlas Copeo Engineenng — Sweden 55919
Sondvik Engineenng — Sweden 55,596
Vestas Windsyslems Wind power systems — Denmark 17 440
128,955 63
Automaobiles and parts BMWY Automobiles — Germany 15,993
Porsche Automobiies  Germany 35,543
51,536 25
Personal goods Hermes Luxury geods — France 11,566 046
Banks Banco Santander Banking — Spain 22,849
UBS Banking — Switzerfand 24,767
47,616 23
Non equity investment nstiuments  Baille Gifford European Smaller
Companies Fund Small company fund 18,328 09
Software and computer services  SAP Business software — Germany 39,512 19
Technology hardware
and equipment Ericsson Telecommunications equipment — Sweden _ 17,403 _0¢
Total Continental European Equities __ 327,515 _160
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LIST GF INVESTMENTS

Fer value % of total
Classification Name Business £'000 assets
North Amertca
Qil and gas preducers EQG Resources Oil and gas producer 32,094 16
Ol equipment, services
and distibuhon Schlumberger Cil services 35,189 17
Chemcals Monsanto Seed and agricultural chemicals 20,724 10
General industnals Rockwell Automation Industrial auiemation providers 20,732 10
Industrial engineenng Deere Farm machinery 19,590 10
Beverages Brown Formon Wine ond spirs producer 20,037 10
Food producers The Hershey Company Confechonery 26,335 13
Heclthcare equipment and servicas Wellpomt Manoged care 24,794 12
Food and drug retailers Shoppers Drug Mart Drug store — Canada 22,597
Walgreen Pharmacy chamn 21,043
Whale Foods Market General refaller 20,906
64,546 31
General retailers Amazon com Online retailer 26,466
eBay Inlernet rading company 68,697
95,163 47
Media Ommnicom Advertising ogency 41,721 20
Non life nsurance Berkshire Hathaway Insurance 25,839
Progressive Ohio Property and casualty insurcnce 17,243
43,082 21
General financial Mocdy's Bond rafing agency 14,235
T Rowe Price Fund management 16,010
30,245 15
Technology hordware
and equipment Linear Tech Linear integrated circuits 14,486 _ 07
Total North American Equities 488,738 _239
Japan
Automobiles and ports Nissan Mator Car manufacturer 9,571 05
Nen Ife insurance Mitsur Sumitome Insurance Non hfe insurer 12,460 06
Technology hardware and -
equipment Canon Prnlers, copiers and cameras 44,206 _ 21
Total Japanese Equihes 66,237 __3_2_
Asia Pacific
Cd and gas producers CNOOC Ol ond gas production - China 10,829 05
industnal engineenng Samsung Heavy industnes Construction and holding company  Koreo 12,422 06
industrial ransportahon Zhepang Exprassway Transpert — China 14,624 07
Automobiles and ports Hero Honda Molors Moatorcycle and scooter manufaciurer - India 15719 08
Mobile telecommumnications China Mobile Mohile telecommunications = Hong Kong 21,536 10
Banks Australia end New Zeoland Banking Banking - Australia 24,977
Kookmin Bank Banking — Korea 20,188
45,165 22
Real estate Shangha Forte land Residential property  Ching 10,465 05
General hnancial Housing Davelopment Finance
Corporation Morlgage bank — India 15,926
Singopore Exchange Securiies exchange owner/
aperator — Singapore 24,239
40,165 20
Software and compuler services  Infosys Technologres Computer services  India 11,764
Tawan Semiconductor
Manufaciuning Semiconductor menufacturer  Towan 15,770
27,534 14
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LIST OF INVESTMENTS

Fair value % of total
Classification Name Business £'000 assets

Asia Paofic continved

Technology hardware and
squipment Samsung Elecionics Electronics manufacturer — Korea 42,572

Totdl Asia Pacific Equities 241,031 1

[ %)

-
(= -3

Emerging Markets

Ol and gos producers Gazpiom Gas producer  Russia 62,715
Lukenl Oil compony — Russia 16,754
Petrobras Qil producer - Brazil 72913
152,382 74
Indusinal metals Norilsk Nickel Dwersified mining ~ Russic 28,179 14
Mining CVRD Iron ore and mickel mining  Brazil 58,188 28

Pharmaceuhcals and
bictechnology Teva Pharmaceubcals Genene drugs manufacturer — lsroel 36,073 18

General retailers Walmex V General relaller — Mexico 15,804 08
Banks Garanti Bankas! Benking — Turkey 14,444
Standard Bank Group Barking — South Afnica 16,826

31,270 15

Redl estate Block Sea Property Fund Bulganan property trust 1,900 01

Total Emerging Markets Equities 323,796 158

Total Equity [nvestments 1,954,729 95.5

Fixed Interest

Sterding denominated Business Morlgage Finance FRN 2037 1,670
Business Morigage Finance FRN 2045 1,000
Cairngerm Limited Class £ FEN 2014 2,700
Eurotunnel 8 15% 2026 1 500
Linde 8 125% 2066 1,634
8504 04

Euro denominaled Chesapeake Energy 6 25% 2017 2796
Duchess 1| D2 FRN 2015 1,366
Duchess 1l E2 FRN 2015 1,381
Euro Max IV Income Notes 2,715
Nymphenburg FRN 2025 1,05C
Semper Finance FRIN 2006 | 2,307
Skye CLO Income Notes 2019 2,147
Wood Street CLO Income Notes 2021 2016
15,778 08

US$ deneminated Old Mutual 8% 2008 Parpetual 2,118
TCW Gem VIl Income Notes 2016 2,473
a5 02

Brazilian real denominated Brozl CP Linked 2045 48,305 24
Total Fixed Interest 77,178 38

Total investments 2,031,907

MNet Liguid Assets 13,608 0.7
Total Assets at Far Valve 2,045,515 100
{before deduchon of debentures, long and short term borowings)
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TEN YEAR RECORD
Capltal Debenture
stocks, long Equity Net Net
and Equity shareholders’  acssetvalue  asset value
Al Total short term  shareholders’ funds per share* per share* Share Discountt Discountt
31 March ossets  borrowings funds per share {market] (book) price {marked) {book]
£/000 £/000 £000 p o P p % %
1907 1,472 300 256,220 1,216 071 3371 338 4 290 5 142
1698 1,877,159 303,063 1,574,096 4364 437 4 3840 122
1999 1,868,328 222,427 1,645,901 456 3 434 G 457 3 3755 137 179
2000 2,206,594 279,010 1,927,584 569 1 549 2 5702 493 5 101 135
2001 1,660,182 195 893 1,464,289 445 4 4309 447 5 3770 125 158
2002 1,509,887 206,899  1302,588 421 4 409 4 4236 3690 99 129
2003 1,051,545 207,225 844,320 2833 268 ¢ 2855 2345 125 17 9
2004 1,355,341 227,560 1,127,781 379 3 3628 3815 3050 i5¢ 201
20058 1,455,704 213083 1,242,621 420 4 398 8 422 6 3330 165 212
2006 1,985,162 231,809 1,753,353 608 & 584 1 6109 5215 107 146
2007 2,045,515 275,650 1,769,845 628.8 6071 631.0 5420 107 14,1

Net asset value per ordinary share has been coleulated after deducting long term borrowings at esher book value or farr value (see note 22, page 44)

T Discount 1s the difference between Scotish Morigage s quoted shore price and 1s underlying net asset value at ether bock valua or farr valua

§ Restated, investiments valued at foir value |trd) and dividends declared afrer the year end no longer treated as o liakulity at the year end  Figures pnor 1o 2005
have not been restated for these changes

Revenue Drvidend pard Gearing Ratios
Available Revenue and proposed Total

Year to Gross for ordinary earmings per per ordinary expanse Actual Potential
31 March revenue sharehalders ordinary share 1 share net rahio §§ gearing 1 gearing |l

£000 £'000 p p %
1997 5G,571 24,604 682 515 c27 104 121
1998 52,184 21,685 & 0] 535 037 107 11e
1999 44,804 20,263 562 550 038 107 114
2000 44,100 27 807** 782% 565 050 105 114
2001 44,075 25212 757 600 051 104 113
2002 36,377 24 213 7 56 625 047 108 116
2003 33,909 22,597 7 43 6 60 0 49 113 125
2004 35829 23,931 805 700 0 &0 111 120
2005 35,456 21 809 737 735 Q52 11a s
2006 41,456 25738 882 8 50 052 108 113
2007 435,522 27,817 280 9 50 049 110 116

i  The cokeulaten of earmings per erdinary share s based en the revenue fom ordinary actaties after tavahon and the waighted average number of ordwary shares
n 1ssue [see note 8, page 37)

§§ Rano of iotal operanng costs to averoge sharsholders funds

1 Total assets {including all debt used for investment purposes) less all cash and fixed inferest secunties [ex convertibles) divided by shareholders’ funds

I Total assels [including all debt used for investment purposes| dmded by shareholders” funds

** Restated for change 1n accounting policy to charge expenses 50 50 between revenue and capital

Cumulative Performance ({taking 1997 as 100)

Revenuve Dividend pad

Net asset Net asset Benchmark Share price  earnings per and proposed Retall
At valve per value total total Share total ordinary  per ordinary price
31 March  share [book] return {book) t1 Benchmark return 11 price refurn 1 share share net index
1997 100 100 100 100 100 100 100 100 100
1998 129 132 129 132 132 135 88 104 103
1990 135 140 141 148 129 135 82 107 106
2000 168 176 164 175 170 179 115 110 108
2001 132 140 141 152 130 13¢ 111 117 111
2002 125 135 133 147 127 139 111 121 112
2003 84 93 Q0 102 81 Q0 109 128 116
2004 113 128 112 131 1035 122 118 136 119
2005 125 141 122 145 115 135 108 143 123
2006 181 208 154 189 180 216 129 165 125
2007 186 219 159 201 187 228 144 184 132
Compound annual returns
5 yeor 8 3% 10 2% 36% b 5% 8 0% 10 5% 53% B87% 32%
10 yeor 6 4% 8 2% 4 7% 7 2% & 4% 8 6% 37% & 3% 2 8%

£+ Scurce Thomson Fingncial Datastream

Past performance 15 ro guarantee of future performance
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DIRECTORS' REPORT

[ 2

The Direciors have pleasure in submiting their
Annual Repor lagether with the results of the
Company for the year fo 31 March 2007

Business Review

Objective

Scothish Mertgage cames on business

as an investment Trust The investment
objechve 1s to maximise total return, whilst
also generating real dividend grewth, from
a focused and actively managed global
portolio The equity portfchio 15 relatively
concenfrated and investments are chosen
on therr long term menits sather than with
reference to geographical asset allocchon
or the composition of an index

Investment Strategy

Scothsh Morigage 1s positioned as a truly
active fund and does not attempt fo track its
benchmark index Invesiments are chosen
for inclusion within the equity portfolic by
locking closely at the ments of indmdual
companies The investment cpproach
focuses on three poins

¢ Toking a global perspective,

¢ Maintaming a relatively concentrated
equity porffolio, and

* Hoving @ long ferm investment honzon
Further details of investment strategy can
be found in the Chairman's Statement on
page 4 and the Managers’ Review on
pages 8 fo 10

Gearing

Borrowings are invested in equity morkets
when it 1s considered that invesiment
grounds meni the Company taking a geared
position to equities Gearing levels, and the
extent of equity gearing, both in absolute
terms ond relative fo the peer group, are
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discussed by the Board and Managers

al every Board meeting The portion of
borrowings which s not invested in equinies
moy be invested in fixed interest secuniies

Discount

The Board recognises thai it 1s in the long
term interests of shareholders to reduce
discount volatibty and believes that the prime
driver of discounts over the longer term s
performance The Board does not have

a pracise discount larget at which shares
will be bought back ©s 1t believes that the
announcement of specific fargets 1s hkely

to hinder rather than help the successful
execution of a buyback policy Future
buybacks will be considered pnmanly by
reference to the Company’s discount relative
to ifs peers

Dunng the year the Company bought back
a total of 6,613,939 shares, 2,885,000
of which are held in treasury, the remainder
cancelled, increasing net asset valug per
share by 0 3%

Performance

At each Board meeting, the Directors
consider a number of parformance measures
to assess the Company's success In
achieving its abjeciives

The key performance indicators [KPls) used
to measure the progress and performance
of the Company over tme are established
indusiry measures and are as follows

* The movement In net asset value
per ordinary share [after deducting
borrowings at fair valuel,

» The movement in the share price,

¢  The movement of net asset value and
share price petformance compared to
the Benchmauk,

¢ The discount (after deducting borrowings
at farr value),

* The fofal expense ratio,
* Eorings per share, and
e Dwidend per share

The one and five year records of the KPls
are shown on pages 2, 3and 17

In additon to the above, the Board
considers peer group comparaive
performance A range of comparator
groups are used including a selected
grouping of hve 'besi of breed’ trusts, a
group of the five large AIC Global Growth
investment trusts {large Trust Peer Group), ©
universe of global growth trusts as defined
by Wialerflood Secunties, the AIC Global
Growth Sector and the larger Standerd and
Poor’s universe of Global Growth Trusts

The Board also reviews the absolute and
relative discount At 31 March 2007 the
discount was 10 7% compared to 8 8% for
the weighted average of the AIC Glokal
Growth Sector

Review

A review of the main fectures of the year
and outleck 1s contained in the Charman's
Statement and the Mancger's Review on
pages 4, 5 and 8 to 10 respechively The
Boord's mam focus 1s on the investment
refurn and approach Attention 1s paid to
the integrity and success of the Investment
approach and on factors which may have
an impact on this approach Due regerd
s paid to the marketing and promation

of the Company, including effective
communicaton with shareholders and other
external parhes The Board 15 updated
regularly on wider investment trust sector
issues Detaled papers are presented to
the Board at the Annual Strategy Meeting




where a wide discussion takes place on
development and sirategic direction The
Company’s brokers, UBS, present to the
Board on a regular basis ard cover the
topics of sector developments, perception of
the Company and relevant stiategic issues

Principal Risks and Uncertainties

The principal nsks facing the Company
relate to the Company's investment activilies
and include macket nisk, interest rate nsk,
credit nsk, liquidity sk, foreign currency
risk ond loss of investment trust status An
explanation of these nisks and how they are
managed ara contaned in nofe 22 o the
accounts on page 42

Financials

There are four debentures i 1ssue, all

are listed and quoted on the London

Stock Exchange and defails are given an
pages 39 and 44 In addihon, term bark
borrowings and loar facilihes are in place
which are also shown on pages 39 and
44 The financial highlights for the year
under review are as follows the net asset
value per share increased by 3 9% during
the year, compared fo an increase in the
benchmark of 3 9%, dividends increased by
11 8% to © 5Cp per share and the discount
i1s unchanged at 10 7%

Dividends

The Boord recemmends a final dividend

of 5 00p per ordinary share which,
together with the interim of 4 50p already
paid, mokes a foial of @ 50p for the yeer
compared with 8 50p for the previous year

If approved, the recommended final
dividend on the ordinary shares will be
paid on 4 July 2007 fo shareholders on the

register at the close of business on 8 June
2007 The exdwidend date 15 6 June 2007

Status

The Company 15 an mvestment company
within the meaning of section 266 of the
Companies Act 1985

The Company carmes on business as

an investment frust In the opinion of the
Directors, the Company conducts its offairs
s0 as to enable ++ to obian approval by
HM Revenue and Cusloms as an investment
frust under sechion 842 of the income and
Carperation Toxes Act 1988 The Company
was cpproved as an investment trusi for the
year ended 31 March 2006, subject to
matters that may anse lram any subsequent
enquiry by HM Revenve and Customs into
the Company's tax retum  The Compary
will continue to seek approval under section
842 of the Income and Corperation Taxes
Act 1988 each year

Corporate Governance

The Board 15 committed to achieving and
demonstraing high standards of Corporate
Govemance This statement authnes how
the principles of the Cambined Code on
Corporate Governance published m 2003,
{the ‘Combined Code') were applied
threughout the hnancial vear

Compliance

The Company has complied throughout
the year under review with the provisions
of the Combined Code except that no limit
has been imposed on the overall length of
service of Direclors

The Direcicrs recegrise the value of
progressive refreshing of, and succession
planning for, company Boards and the
Board composihan 1s reviewed annually
However, the Board 15 of the view that
length of service will not necessanly

DIRECTORS’ REPORT

compromise the independence or
contnbution of Crrectors of an investment
feust company, where conhnuity and
experience can be a beneht to the Board
Consequently, no imit has been impased
on the overall length of service All Directors
cre, however, required to relire and, 1t
appropriate seek reelechon, at least every
three years Directors who hove more than
nine years' service submit themselves for
re-elechon annually

The Board 15 also adhenng e the principles
of the AIC Code n all matenal respects

The Board

The Board has overall responsibility for

the Company's affairs It has a number of
matters reserved for its approval including
stategy, Invesiment policy, cutrency
hedging, geaning, treasury maiters, dividend
and corporate governance policy

A separate meeting devoted to sirategy 15
held each year The Board also reviews the
financigl statements, investment transachons,
revenue budgets and performance Full and
timely information 15 provided to the Board
to encble the Board to funchion effectively
and to allow Directors to discharge their
responsibiiities

The Board currently comprises six Directors,
all of whom are ran-executive The execulive
responsibility for invesimen: management has
been delegated to the Company’s Managers
and Secretaries, Baiilie Gifford & Co, and,
in the context of a Board compnsed eniirely
of non-executve Directors, there 1s no chief
executive officer The Senior Independent
Drrector 1s Mr GA Ball

The Directors believe that the Board has a
balance of skills and experience that enable
it to provide effectve strategic leadership
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Directors’ Attendance at Meetings

Aucht Nominahon

Board Committee Committes

Number of meetings 7 2 2
Sir Donald MacKay 7 2 2
GA Ball 7 2 2
MM Gray 7 2 2
WG McQueen 7 2 2
JPHS Scott 6 2 2
lord Strathclyde 7 2 P

and proper governance of the Company
information about the Directors, including
their relevant experience, can be found on
page &

There 1s an agreed procedure for Directors
1o seek independent professional advice, 1f
necessary, at the Company’s expense

The Company afso maintamns Directors” and
Officers’ Lichility insurance

independence of Directors

All the Directors are considered by the
Board to be independent of the Managers
and free of any busmess or other
relationship that could nterfere with the
exercise of thew independent judgement

Mr GA Ball, who has served on the

Board for more than nine years, offers
himself for reelection annually The Board
subscnbes 1o the view expressed in the AIC
Code that long serving Directors shauld

not be prevented from being considered

as independent Fellowing a formal
performance evoluation, the Beard has
concluded ihat, notwithstanding s length
of service, Mr Ball retoins independence of
character and judgement and his skills and
experience add to the strength of the Board

Meetings

There 15 an annual cycle of Board mesfings
which is designed to address, in a systematic
way, overall strategy, review of investment
policy, nvestment performance, marketing,
revenue budgets, dvidend policy and
communicchion with shareholders The Board
considers that it meets sufficiently regularly

to discharge s duties effectively The fable
above shows the attendance record for the
Board and Commitiee Meetings held duning
the year All of the Directors attended the
Annual General Mesting

ANNUAL REPORT 2007

Nomination Commiltee

The MNeminaton Committee consists of the
independent non-executve Directors and

the Charman of the Board 1s Chauman of
the Committee The Commitize meelts cn

an arnual basis and at such other kmes as
may be requied The Committee has written
terms of reference which include reviewing
the Board, idanhfying and nominating new
candidates for appointment fo the Board,
Board appraisal, succession planning and
training The Commitiee also considers
whether Directors should be recommended
for re-elechon by shareholders Appointment
of new Directors are considered by the
Nomination Committee taking info account
the need to maintain a balanced Boord The
terms of reference are avarable on request
from the Company and on the Managers'
websife www bailliegifford com

Performance Evaluation

The Nominaton Committee met to assess
the performance of the Chairman, each
Direclor, the Board as a whole and its
committees, after nviing each Director and
the Charman Yo consider and respond to
a set of questions The appraisal of the
Chairman was led by Mr GA Ball

The cppraisals considered amongst other
critena, the balance of skills of the Board,
the contribution of indvidual Directors and
the overall effectiveness of the Board and its
Committees Following this process it was
concluded that the performance of each
Durector, the Charman, the Board and its
committees conhnues to be effechive and
each Director and the Chairman remain
committed to the Company

A review of the Chairman’s ond other
Direciors’ commitments was carmed out
and the Nominatian Committee 15 satisfied

that they are copable of devoting sufficient
e fo the Company There wete no
sigmificant changes to the Chairman’s other
commitments during the year

Terms of Appointment and Re-elechons
Letters which specify the terms of
appeintment, are issued to new Dirsctors
The letters of appointment are available for
Inspection on request

Under the provisions of the Company's
Aiiicles of Assocation, a Direcior appointed
during the year 1s required to retire and seek
election by shareholders af the next Annual
General Mesting Direciors are required

io submit themselves for reelechon at least
once every three years and Direclors who
have sarved for more than nine years offer
themselves for reelection annually

The Board 1s of the view that length of
service will not necessanly compromise
fhe independence or contnbuhion of
Direciers of an investment frust company,
where continutty and expenence can edd
significantly to the strength of the Beard

The names of Directors retinng and offerng
themselvas for re-election together with the
reasons why the Board supports the re-
elechons are set out on page 23

tnduction and Training

New Directors are provided with an
induchion grogramme which 15 tallored 1o the
particular circumstances of the appointee
Regular briefings are provided on changes
in regulatory requirements that could affect
the Company and Direciors  The Directors
receive other training as necessory

Remuneration
Since all the Dyectors are nonexecutve, the
provisions of the Combined Code in respect



of Directors’ remunetation are not relevant to
the Company except to the extent that they
relate specifically fo nonexecutive directors
Consequently there 15 no requirement

for a separate remuneration committee
Directors’ fees are considered by the Board
as a whole within the hmits approved by
sharehclders The Company’s policy on
remuneration 15 set out in the Directors’
Remuneration Report on pages 25 and 26

Internal Controls and Risk Management
The Directors acknowledge therr
responsibility for the Comparny's system

of internal controls and for reviewing its
effectiveness The system of internal confrols
15 designed to manage rather than eliminate
nsk and can only provide reasonable but
not absolufe assurance against matenal
misstaterment or foss

The Board conhrms that there 1s an ongong
process for identifying, evcluating and
mancging the significant nisks faced by the
Cempany in accordance with the guidance
‘Internal Control Revised Guidance for
Directors on the Combined Code’

The Diractors confirm that they have
reviewed the effectiveress of the system and
they have procedures In p|c1ce to review Its
effectvenass on a regulor basis

The praciiccl measures to ensure comphance
with regulahon and compeny law, and to
provide effectve and efficieni operations
and investment managemeni, have been
delegated to the Managers and Secretores,
Bailhe Gifford & Co, under the terms of

the Management Agraement The Board
acknowledges iis responsibilities to supervise
and contral the discharge by the Managers
and Secretanes of their ohligahons

Directors’ Interests

DIRECTORS’ REPORT

Nature Crdinary 25p shares held at

Name of interest 31 March 2007 31 March 2006
Sir Donald MacKay Beneficial 2,460 2,469
GA Ball Beneficial 10,000 10,000
MM Gray Beneficicl 272,900 272,500

Non beneficial 12,500 12,500
WG McQueen Beneficial 1,500 1,500

Non beneficial 3,000 3,000
IPHS Scott Beneficial 30,566 30,566
lord Strathclyde Benehicicl 3,142 3,142

The Directors at the year end, and their interests in the Company, were as shown chove
On 3 May 2007 Mr WG McQueen scld 3,000 shares in which he had a nan beneficicl interest
There have been no other changes inimated in the Directors’ interests up to 14 May 2007

Ballle Gifford & Co has been delegated
responsibility for the design, implementation
ond maintenance of control policies and
procedures to safeguard the assets of

the Company and to manage its affairs
properly This responsibiity also extends

io maintaining effective cperatienal and
compliance confols and nsk management

The Balie Gifford & Co heads of Business
Risk & Internal Audit end Regulotary Risk
provide the Board with regular reports

on Baillie Gifford & Co's monitoring
programmes The reporting procedures for
these departments are defined ard formalised
within a service level agreement Ballie
Gifford & Co canducts an annual review

of their system of internal conirols which

1s documented within an intsrnal controls
report [FRAG21] This report 1s independently
reviewed by Balie Gifford & Co's auditors
and a copy 1s submitied fo the Board

The Company's invesiments are segregated
from those of Baillie Gifford & Co and therr
other clents through the appointment of The
Bank of New York as independent custodian
of the Company’s investiments

A detailed nsk mop 15 prepared which
identifies the significant nsks faced by the
Company and the key controls emplcyed ta
minimise these nsks

These procedurss ensure thal consderation
15 given regularly to the nature and extent
of the risks facing the Company and that
they are being cchively monitored  Where
changes in nsk have been denthied durng
the year they alse provide a mechanism

to assess whether further achon 15 required
to manage the nsks densfied The RBoard
conhirms that these procedures have been in

place throughout the Company's financial
year and continue to be in p|0ce up to the
date of approval of this Report

internal Audit

The Audit Commitiee carnies out an annual
review of the need for an internal audit
funchion The Committee continues o beliave
that the compliance and internal control
systemns « place within the Investment
Managers provide sufficient assurance that
a sound system of internal contrel, which
safeguards shareholders’ investment and the
Company’s assets, 1s mamtained An infernal
audit function, specific to the rust,

is therefore considerad unnecessary

Accountability and Auds

The respective responsibiliies of the
Directors and the Auditors in connection
with the Financial Statements are set cut on
pages 27 to 29

The accounts have been prepared on the
going concern basis as 1f 1s the Directors’
opimon that the Company wilt continue in
operationdl existence for the foreseeable

future

An Audit Commitee has been established
in complance with the Cambined Code
consising of all directors Its authorty and
dunes are clearly defined within 1its written
terms of reference which are avallable

on request from the Company and the
Managers’ website Mr WG McQusen
1s Chairman of the Audit Commitiee The
Commitiea's responsibilifies which were
discharged duning the year include

* moniionng and reviewing the integriy
of the infenm and annual financial
statements and the infernal fimancial
confrals,
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Major Interests in Shares

No of ordinary

Name 25p shares held % of issue
L C Thomson & Company Limited 14,300,000 51
Prudential plc group of companies 10,477,844 37
legal & General Group Ple 9,858,900 35

The above information has been intimated to the Company as at 14 May 2007

* making recommendations to the
8oard in relation o the appointment
of the external audrtors and approving
the remuneration and terms of their
engagement,

¢ developing and implementing policy on
the engagement of the external Gudrors
to supply nonoudit services,

* reviewing and monitoring the
mdependence, obpchve?y and
effectiveness of the external audiors,

* reviewing the arangements in place
within Baillie Gifford & Co whareby 15
siaff may, in confidence, raise concemns
about possible improprieties in matiers
of knancial reparting or other matters

nsofar as they may affect the Company,

¢ reviewing the terms of the lnvesiment
Management Agreement, and

* considenng annually whether there s a
need for the Company to have its own
internal audit function

The Audit Committee considers the
experience and terure of the audit director
and staff and the nature of services provided
The Committae receves conhirmation from
the auditors that they have comptied with
the relevant UK professional and regulatory
requirements on independence Non

audit fees for the year to 31 March 2007
were £520 and related 1o the certification
of results for the debenture irustees The
Commitiee does not believe that this has
impared the auddors’ independence

Relations with Shareholders

The Board places greal imporiance on
communication with shareholders The
Company’s Manogers meet regularly

ANNUAL REPORT 2007

with instiutionel shareholders and report
sharehalders’ views to the Board The
Chairman is avallable 1o meet with
shareholders as appropriate Shareholders
wishing to communicate with any members
of the Board may do so by writing fo them
at the address on the back cover

The Company’s Annual General Meeting
pravides a forum for communication with ll
sharehelders The level of proxies lodged for
ecch resolution 1s announced at the Meeting
and 1s published on the Managers” website
The notice period for the Annual General
Meehng 1s at least twenty working days

Shareholders and potenhal investors
may obtain yptedate information on the
Compeny from the Managers’ website

Voting Policy and Socially Responsible
Investment

The Company has given discrebonary

voting powers o the invesiment managers,
Baillie Gifford & Co The Managers voe
against resoluions they consider may
domage shorehelders’ nghts or economic
interests The Company believes thal it 1s

in the sharehoiders’ interests to consider
environmentel, social and governance factors
when selecting and refaining mvestments

and have asked the Managers to take these
Issues Info account as long as the invesiment
objectives are not compromised The
Managers do not exclude companies from
their investment universe purety on the grounds
of envirenmental, social and gavernance
155ues but adopt a postive engagement
approach whereby matters are discussed with
management wih the am of improving the
relevant policies and management systems
The Managers’ policy has been reviewed
and endorsed by the Board

As signatones of the Carbon Disclosure
Progect, the Managers consider the business
implicahons of carbon emissions when
making mvestment decisions and routinely
engage with companies on their management
of chmate chonge nsks and cppertunisies

investment Managers

An Investment Management Agresment
between the Company and Baillie Gifford
& Co set out the matters over which the
Managers have cuthonty 1n accordance
with the palicies and directions of, and
subject fo restnchons imposed by, the Board
The Management Agreement 15 termincble
on not less than 12 menths' notice Details
of the fee arangements with Baillie Giffard
& Co are shown on page 35

The Board considers the Company's
Invesiment management anc secretanal
arrangements for the Company on an
ongoing basis and o formal review 1s
conducted annually The Board considers,
amongst others, the following fopics in s
review the quality of the personnel assigned
to handle the Company’s affarrs, the
investment process and the results achieved
to date, the adminisirative services provided
by the Secrefaries and the markeling efferls
undertcken by the Managers Following the
most frecent review i 1s the opinion of the
Directors that the continuing appointment of
Bailie Gifford & Co as Mancgers, on the
terms agreed, 15 1n the interests of shareholders
as a whole Investment perfarmance over the
penod under review has been excellent and
the Managers and Secrefanes also confinue
to mantain fugh standards in the provision of
ancillary services



Drirectors
lord Strathclyde and Mr JPHS Scott retire by

rotation at the Annual General Mesting and
will offer themselves for re elechon

Mr GA Ball, having served for more than
nine years, offers himself for relection

Following formal performance evaluation,
their performance continues to be effechve
and each remains committed fo the
Company Their caninbuton fo the Board 1s
greatly valued and the Board recommends
their re-election 1o shareholders

Sir Donald MacKay reiires having reached
the age of 70 He 1s recommended by the
boaord for reappointment

Disclosure of Information to
Auditors

The Directors who held office at the date

of approval of this Directors’ Report confirm
that, so far as they are each aware, there

15 no relevant audit information of which the
Company’s auditors are unaware, and each
Director has taken all the steps that he ought
to have taken as o Dwector to make himself
aware of ony relevant audit information and
to establish that the Company auditors are
aware of that infermation

Authonty to Allot Shares and
Disapply Pre emption Rights

Resolution 11, which 15 being proposed as
a special resolution and will therefore not
be passed unless 75% of those voting are
in favour, seeks to give the Cireciars power
to sell ordinary shares held in treasury

isee below) for cash up to @ maximum of
£7,036,529 in aggregate (representing
0% of the 1ssued ordinary share caprtal of
the Company as at 14 May 2007} without

first being required 1o offer such shares to
exishng shareholders in accordance with the
statutory pre empticn pracedure

This power will last until the Annual
General Meeting of the Company to be
held in 2008 or on 26 December 2008,

whichever 1s earlier

The Companies {Acquistion of Own Shares|
{Treasury Shares) Regulations 2C03 [as
amended) | Treasury Shares Regulations']
came mio force on 1 December 2003 The
Treasury Shares Regulatiens give flexibility
concerning what the Company con do

with any of its ordinary shares which it

may buy back The Company may now
hold such shares 'in treasury’ and then

sell them at a loter date for cosh rather

than simply cancelling them The Treasury
Shares Regulations require such sale to
becna preempfive, pro rofa, basis to
extsting shareholders unless sharehclders
agree by special resolution te disapply ther
preemphon nghts Accordingly, special
resolution 11 will give the Directors power
to sell ordinary shares held in treasury on @
non preremphive basts, subject always to the
limiahons neted above (Treasury shares are
explamed in more detail under the heading
'Purchase of Shares’ below) The Directors
consider that the power proposed to be
granied by Resoluton 11 1s advantageous
should the shares frade at a premum fo

net asset value and natural hquidity 1s unable
to meel demand The Directars do not infend
fo use this power to sell shares on a non pre-
emptive basis af a discount o net asset value

The Directors believe that granting the

power io sell treasury shares in the above
circumstances 1s in the best interests of
shareholders as a whole cnd recommend that
shareholders vote in favour of the resolution

DIRECTORS’ REPORT

Purchase of Shares

At the Annual General Meeting held on
28 June 2006 the Company renewead ifs
authonty to purchase shares in the market,
in respect of up to 42,623,491 ardinary
shares {equivalent to 14 99% of its then
issued share capital), such authorty to
expire at the conclusion of the Annucl
General Meeting of the Company to be
held in respect of the year ending 2007
or 27 December 2007, whichever 15
earfier, unless previously vaned, revoked or
renewed

Duning the year to 31 March 2007 the
Cempany baught back 6,613,939
ordinary shares {nominal value
£1,654,000), on the London Stock
Exchange, 2,885,000 are held in

treasury with the remainder cancelled The
fotal consideration for these shares was
£34,131,000 Between 1 Apnl 2007 and
the dete of this report no further shares have
been bought back

The principal recsons for such share buy
backs are

{1} to enhance nat asset value for contnuing
shareholders by purchasing shares at
a discount fo the prevailing net asset
value,

{n} to manage mbalances between the
supply of and the demand for the
Company's shares which exacerbates
any discount of the quoted market price
to the published net asset value per
share

The shares in queshon were purchosed ai
a pnce lafter allowing for costs| below the
net asset value eiher held in treasury or
subsequently concelled, thereby reducing
the 1ssued share capicl [see note 13 on
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page 40) As o result of such purchases the
net asset value of the Company has increased
by approximately O 3%

Resolution 10, which 15 being proposed

as a special resaluhon, will authense the
Company to make markst purchases of s
own ordinary shares for cancellation or o
be held n reasury The Company may held
bought back skares ‘in treasury” and then

{ol sell such shores {or any of them for cash
{or its equivalent under the Treasury Shares
Regulahons), or

|b) cancel such shares (or any of them)

All buy backs up to the 10% 1ssued share
capital imit imposed by the Treasury Share
Regulations will intally be held in freasury
(while shares bought back 1n excess of that Iimit
will be concelled as betore] Shares will anly
be rersold from freasury at [or at & premium to)
the net asset value per ordinary share

Treasury shares do not receve disinbutions
and the Company will not be entifled to
exercise the vofing nghts atteching to them

The Dhrectors are seeking shareholders’
approval at the Annual General Meeting

tor renew the authonty to purchase up to

14 99% of the Company’s ordinary shares
in 1ssue at the date of the passing of the
resolution, such authonty ‘o expire af the
Annuat General Meeting of the Company to
be held in respect of the year ending 2008
or 26 December 2008, whichever 15 earlier
Any such sharas purchased shall ether be
cancelled or held n freasury Under the
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ushing Rules of the UK Lishng Authonty of the
Financiol Services Authonty, the maximum
price [exclusive of expenses) that may be
paid on the exercise of the authonty shall be
an amount equal to the higher of (a) 105% of
the average of the middle market quotations
las denved from the Darly Clicial Lst of the
london Stock Exchange) for the shares over
the 5 business days immediately preceding
the date of purchase and {b) the higher of the
price of the last independent rade ond the
highest current independent bid as stipulated
by Article 5{1) of Commussion Regulation (EC)
22 December 2003 mplementing the Market
Abuse Diective as regards exemptions for
buy back programmes and stabiisation of
financial instruments (No 2273/2003) The
msimum price lagain exclusive of expenses|
that may be paid will be 25p per share
Purchases of shares will be made within
guidelines established, from time to ime, by
the Board The Company does not have any
warrants or ophions in issue  Your attention 1s
drown to Special Resolution No 10, i the
Notice of Annual Generol Meeting

This authorty, if conferred, will be exercised
only f 1o do so would result n an increase
in net asset value per ordinary share for the
remaining shareholders and if it 15 the best
inferests of shareholders generally

Recommendation

The Bocrd unanmously recommends you
to vote in favour of the resolutions to be
proposed of the Annual General Meeting

Creditor Payment Policy

It 15 the Company’s poyment policy for the
forthcoming financial year to obtein the
best terms for all business In general, the
Company agrees with i1s suppliers the terms
on which business will take place ond 1t

15 its policy ‘o abrde by these terms The
Company had no rode creditors at 31
March 2007 or 31 March 2006

Auditors

The auditors, KPMG Audit Plc, are willing
to conhave In office and In cecordance
with section 385 and section 3G0A of

the Companies Act 1985 resolutions
concerning their reappointment and
remuneration will be submitted to the Anauat
General Meshng

By order of the Beard

BAILLE GIFFORD & Co
Maragers and Secretanes
15 May 2007
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The Board has prepared this report, in
accardance with the requirements of Schedule
7A 1o the Companies Act 1985 An ordinary
resolution for the appraval of this report will
be put o the members ct the forthcoming
Annual Genaral Meeting The law requires
the Company's cuditors fo audit certain of the
disclosures provided Where disclosures have
been audited, they are indicated as such The
auditors’ opinion 15 included in their report on
pages 28 and 2%

Remuneration Committee

The Company has six Directors, all of whom
are nonexecutve There 1s no separcte
Remunerchien Commitiee and the Board as

a whele considers changes to Directors’

fees from time to tme Baillie Gifford & Co,
who hove been appointed by the Board as
Managers and Secretaries, provide advice
and comporatve information when the Board
considers the level of Direclors’ fees

Policy on Directors’ fees

The Board's policy 1s that the remuneration

of Directors should be set ot a reasonable
leve! that 1s commensurate with the duties and
responsibiliies of the role and consistent with
the requirement fo attract and retain Directors
of the appropnate quality and experience

It should also reflect the experience of the
BOGfd asa Wh0|e, be fﬂ”’ Und ShOUld

take account of the level of fees paid by
comparable investment trusts This policy will
continue for the yeor ended 31 March 2008
and subsequent years

DIRECTORS’ REMUNERATION REPORT

Directors’ Remuneration Report

Directors’ Emoluments for the Year (audited)

2007 2006
£ £

Directors who served during the year
Sir Doncld MacKay [Chairmen) 32,000 27,000
GA Ball 21,000 18,000
MM Gray 21,000 18,000
WG McQueen [Audit Committee Chairman 23,000 18,000
|PHS Scott 21,000 18,000
lord Strathclyde 21,000 18 000
139,000 117,000

The Directors who served in the year receved the above emcluments in the form of fees

The fees for the nonexscutive Directars

are defermined within the limits set out in

the Company’s Artictes of Association
Shareholders approved an increase of the
aggregate mits {pursuant 1o Ariicle 90 of the
Articles of Association} at the Annual General
Meefing held on 3C June 2005 Article S0 of
the Arhcles of Association now states that the
fees pad fe, and benefits in kind receved by,
the Chairman shall not exceed in aggregate
£45,000 per annum and those paid 1,

or receved by, o Director shall not exceed

in aggregate £30,000 per canum or such
higher amouris as the Company may from
fime fo time by ordinary resolution determine
Nonexecutve Direclors are not eligible

for any other remuneration apart from the
remmbursement of cllowatle expenses

The Board carmed out a review of the level
of Direciors’ fees dunng the vear, and
concluded that the fess should be ncreased
from £27,000 to £32,000 for the Chairman
and from £18,000 10 £21,000 for each
Diractor with an additional fee of £2,000 for
the Chairman of the Audit Commities The
increase was effective from 1 Apnl 2006

SCOTTISH MORTGAGE INVESTMENT TRUST PLOFEFINNERENE




DIRECTORS' REMUNERATION REPORT

Directors’ Service Detatls

It 15 the Board's pohicy that none of the
Directors has @ service contract All of the
Directars have been provided with revised
appomtment letters dated 22 Apnl 2004
and the terms of therr appoiniment provide
that a Director shall retsre and be subject to
reelechion at the first Annucl Genaral Meeting
after their appointment Thereafier, Directors
are abliged to retire by rofation and, 1f they
wish, ‘o offer themselves for re-election, no
longer than every three years after that Any
Director who has served on the Board for
more than nine years will submit himself for
relection annually There 1s no nohce pened

terminghon of appotntment

Lﬂ ANNUAL REPORT 2007

and no provision for compensation upon early

Date of Due date for

appointment re-elechon

Sir Denald MacKay 1 July 1999 AGM June 2007

GA Ball 17 Febryary 1983 AGM June 2007

MM Gray 26 February 2004 AGM 2008

WG McQueen 15 February 2001 AGM 2008

JPHS Scott 31 October 2001 AGM June 2007

Lord Steathclyde 26 Februory 2004 AGM June 2007
Directors’ service contracts Performance Graph

Scothsh Mortgage's Share Price, FTSE
AlShare Index and Benchmark*

{figures have been rebased o 100 ¢t 31

March 2002)

* All figures are total return {assuming cll
dividends are remnvesied)

t Benchmark 50% FTSE All Share Index
and 50% FTSE World Ex UK Index [in

sterling ferms)

Past performance 15 no guarantee of future

performance

Company performance

The graph opposite compares the fotel return
[ossuming all dwidends are reinvested) to
ordinary shareholders compared 1o the tofal
sharehalder return on a notional invesiment
made up of shares in the compenent parts
of the FTSE All Share Index This index was
chosen for compansen purposes, s it s @
widely used measure of performance for UK
listed companies (Benchmark provided for
formaton purposes only]

Approval

The Directors’ Remunerahion Report on
pages 25 and 26 was approved by the
Board of Directors and signed on 11s behalf
on 15 May 2007

SIR DONALD MACKAY
Chairman
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STATEMENT OF DIRECTORS’ RESPONSIBILITIES

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

The Directors are responsible for prepanng
the Annual Report and the financial
siatements In accordance with applicable
law and regulations

Company law requires the Directors to
prapare financial starements for each
financial year Under that law they have
elected 1o prepare the financiol statements 1n
accerdance with UK Accounting Standards

The hinancicl statements are required by low
to give a true and fair view of the state of
affewrs of the Company and of the profit or
loss of the Company for that period

In prepanng those financial stalements, the
Directors cre required to

* select suitable accounting policies and
then apply them consistently,

* make |udgements and eshmates that are
recsonable and prudent,

* siate whether applicable UK accounting
standards have been followed, subject
to any matenal depariures disclosed and
axplained in the hnancial statements,
and

¢ prepare the financial staterrents on
the going concern basis unless it 1s
inapproptiaie to presume that the
Cempany will continue 1n business

The Directors are respensible for keeping
proper accounting records that disclase
with reascnable accuracy at any hme the
financial position of the Company and
enable them o ensure that the inancial
statements comply with the Companies Act
1985 They have general responsibility
for taking such steps as are reasonably
open fo them fo safeguard the assets of the
Company and 1o prevent and detect fraud
and other iregulanties

Under applicable law and regulations, the
directors are also respensible for preponng
a Directors” Report, Direciors” Remuneration
Report and Corporate Governance
Statement that comply wath that law and
those regulatians

SCOTTISH MORTGAGE INVESTMENT TRUST PLOPT N



INDEPENDENT AUDITORS’ REPORT

We have audited the financial siotements
of Scothish Merigage Invesiment Trust PLC
for the year ended 31 March 2007 which
comprise the Income Statement, Balance
Sheet, Reconciliahon of Movements in
Shareholders” Funds, the Cash Flow
Statement and the related notes These
financial statements have been prepared
under the accounting policies set out therein
We have also audited the nformation in
the Directors' Remuneration Reper that 1s
described as having been audited

This report 1s made sclely to the Company's
members, as a body, :n accordance with
section 235 of the Companies Act 1985
Our audit work has been undertaken so that
we might state to the Company's members
those matters we are required to state to
them i1n an auditer's report and for ne cther
purpose To the fullest extent permitted

by low, we do ot accept or assume
responsibility to anyone other than the
Cempany and the Company’s members as
a body, for cur audit work, for this report, or
for the opinions we have formed

ANNUAL REPORT 2007
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Respective Responsibilities of
Directors and Auditors

The Directors” responsibilties for preparing
the Annual Report, the Directors’
Remunerchon Report and the finarcicl
statements 1n accordance with applicable
low ard UK Accounting Standards (UK
Generally Accepted Accounting Practhice]
are set out in the Statement of Directors’
Responsibiliies on page 27

Qur responsibility 1s to audit the financial
statements and the part of the Directors’
Remunerahon Repor 1o be cudited n
accordance with relevant legal and

regulatory requirements and International
Standards on Audiing {UK end Ireland)

We report to you our opinion as fo
whethar the financial stalements give a true
and fair view and whether the financial
statements and the part of the Directors’
Remuneration Report fo be audited have
been properly prepered in accordance
with the Companies Act 1985 We afso
report to you whether in our opinion the
infermation given in the Drectors’ Report 15
consistent with the financial statements The
infermation given in the Directors’ Report
includes the specific information presented
in the Chawrman’s Statement, the Managers'
Review, the One Year Summary, the Five

Independent Auditors’ Report

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

Year Summary and the Ten Year Record
that 15 cross referenced from the Business
Review section of the Directors’ Report We
alse report io you if, in our opinian, the
Company has not kept proper accounfing
records, if we have not receved all the
information and explanations we require for
our cudit, or if information specified by law
regarding Directors” remuneration and other
transactions 15 not disclosed

We review whether the Corporate
Governance Statement reflects the
Company’s compliance with the nine
provisiens of the 2003 FRC Combined
Cade specified for our review by the Listng
Rules of the Financial Services Authonity,
and we report f it does not We are not
required to consider whether the Board's
statements on internal control cover all nsks
and contrels, or form an opinien on the
effectveness of the Company's corperate
governance procedures or its nsk and
confrol procadures

We read the other informanor contained
in the Annual Report and consider whether
it 15 consistent wath the qucited financial
stalements We consider the mplications
for cur report if we become aware of

any apparent missictements or matenat
inconsistencies with the financial statements
Qur responsibiliies do not extend to any
other information




Basis of Audit Opimon

We conducted our audit In accordance
with Infernational Standards on Auditing {UK
and lreland) 1ssued by the Audiing Precices
Board An audit iIncludes examination, on

c fest basis, of evidence relevant to the
armounls and disclosures in the finaneicl
statements and the part of the Directors’
Remuneration Report fo be audited It also
includes an assessment of the significent
estimates and (udgments made by the
directors i the preparation of the financial
statements, and of whether the accounting
pohicies are appropricte to the company's
circumstances, consisiently apphied and
adequately disclosed

We planned and performed our audit so as
fo obtain all the informaticn and explanations
which we considered necessary i order to
prowde us with sufficient evidence 1o give
reosonable assurance that the financial
statements and the part of the Direclors’
Remuneration Report fo be audited are free
from matenial misstaternent, whether caused
by fraud or other imegulanty or error In
forming cur opimen we also evaluated the
overall adequacy of the presentation of
information in the financial steternents and
the pari of the Directors’” Remuneration Report

to be audited

INDEPENDENT AUDITORS’ REPORT

Opinion
In our opinien

-

the financial siatements give a true

and far view, in accordance with

UK Generally Accepled Accounting
Practice, of the state of the Company’s
affarrs as ot 31 March 2007 and of its
refurn for the year then ended,

the financiol statements and the part of
the Directors’ Remuneration Report to be
audited have been propery prepared
in occordance with the Companies Act

1985, and

the information given in the Directors’
Report 15 consistent with the financial

statements n
KPMG Audtt Ple n/\@g (\
Chartered Accountanis
Registered Auditor

Edinburgh
15 May 2007
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INCOME STATEMENT

For the year ended 31 March 2007

For the year ended 31 March 2006

Revenue Capital Total Revenue Capital Total
Notes £000 £'000 £000 £000 £'000 £000
Gains on investments Q9 - 53,001 53,001 - 554,074 554,074
Currency gains/ Jlosses| 14 - 5,083 5,083 - (4,098 (4,098)
Income 2 45,5272 - 45,522 41,456 - 41,456
Investment management fee 3 [3,462) {3,462} 6,924 {3,062} (3,062} (6,124)
Other adminisirahive expenses 4 (1,731) - {1,731) (1,714] (1,714)
Net return before finance costs
and taxation 40,329 54,622 94,951 36,680 546,514 583,594
Finance costs of borrowings 5 (8,457 18,452} (14,904} 7.722) (7.722) {15,444}
Return on ordinary activities
before taxation 31,877 46,170 78,047 28,958 539,152 568,150
Tax on ordingry achvihies & {4,060] 2,650 {1,410} {3,220 2,057 {1,153}
Return on ordinary activities
after taxation 27,817 48,820 76,637 25,738 541,249 566,987
Return per ordinary share 8 9 80p 17 19p 26 99p 882p 185.58p 194 40p

above statement
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The total column of this statement 1s the profit and loss account of the Company
All revenue and capital itlems in this statement derive from continuing operalions

The accompanying notes on pages 34 to 44 are an integral part of this statement

A Statement of Total Recognised Gans and Losses 1s not required as all gains and losses of the Company have been reflected in the



At 31 March 2007

BALANCE SHEET

At 31 March 2006

Notes £'000 £000 £'000 £'000
Fixed assets
Invesimants held at fair value 9 2,031,907 1,956,580
Current assets
Dehtors 10 25,037 9,922
Cash and short term deposis 22 19,165 22,650
24 202 32,572
Creditors
Amounts falling due within ene year 11 [104,749) {54,918}
Net current liabilities 60,547} {22,346]
Total assets less current labilities 1,971,360 1,934,234
Creditors
Amounts falling due after more than one year 12 (201,495) {180,881
1,769,865 1,753,353
Capital and reserves
Called up share capital 13 70,365 72,019
Capital redemption reserve 14 19,815 18,161
Capital reserve — realisad 14 1,067,888 892,063
Captal reserve — unrealised i4 541,179 702,315
Revenue reserve 14 70,618 68 795
Equity shareholders’ funds 15 1,769,865 1,753,353
Net asset value per ordinary share 22 607 1p 584 1p
|after deduching borrowings at far value)
Net asset value per ordinary share 16 631.0p 610 9p

(after deduchng borrowings at par)

The Financial Stotements were approved by the Board and authonsed for 1ssue on 15 May 2007

SIR DONALD MACKAY
Chairman

[ et

The accompanying notes on pages 34 to 44 are an nfegral part of this siatement
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RECONCILIATION OF MOVEMENTS IN SHAREHOLDERS’ FUNDS

For the year ended 31 March 2007

Capital Caputal Capital Total

Share redemption reserve reserve Revenue shareholders’

capital reserve -reclsed - unrechsed reserve funds

Notes £'000 £000 £'000 £'000 £000 £000

Shareholders” funds at 1 Aprl 2006 72,019 18,161 852,063 702,315 68,795 1,753,353
Return on ordinary achivities after

laxation 14 - - 209,956 1161,136) 27817 76,637

Shares beught back 13 (1,654 1,654 {34,131 - - (34,131)

Dividends paid dunng the vear 7 - - - - (25,094) (25,994)

Shareholders' funds at 31 March 2007 70,365 19,815 1,067,888 541,179 70,618 1,769,865

For the year ended 31 March 2006

Copital Capital Capial Total

Share  redemption reserve reserve Revenue shareholders’

capital reserve -realised - unreahsed reserve funds

Notes £'000 £000 £'000 £000 £'000 £000

Shareholders’ funds at | Apnl 2005 73,90 16,279 773,424 309,066 69,051 1,242,621
Return on ordinary activihes clter

taxahon - - 148,200 392,349 25,738 566,987

Shares bought back 13 {1,882) 1882 {30,261} - - {30,261)

Dividends paid dunng the year 7 - - - - {25,094) {25,994

Shareholders’ funds at 31 March 2006 72,019 18,161 892,063 702,315 68,795 1,753,353

The accompanying nofes on pages 34 to 44 are an integral part of this stalement
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CASH FLOW STATEMENT

For the year ended
31 March 2007

For the year ended
31 March 2006

Notes £'000 £'000 £000 £°000
Net cash inflow from operating activities 17 40,741 32,386
Servicing of finance

Interest paid (16,570 15,654)

Net cash outflow from servicing of finance (16,570} 115,654
Taxation

Income fax paid {15) (1

Cwerseas tux incurred {1,407) (1,149)

Total tax paid (1,422 (1,150}
Financial investment

Acquisitions of Investments [688,970) 465,922

Disposals of investments 673,837 503,640

Reahsed currency loss (2 293} 1393}

Net cash (outflow)/inflow from financial

investment (17,426) 37,325
Equity dividends paid 7 (25,994 (25,994
Net cash (outfiow}/inflow before use of hquid

resources and financaing (20,6711 26,913
Liguid resources

Acquisition of term deposits {258,518

Disposal of term deposits - 258,877

Net cash inflow from use of hquid resources - 359
Finanang

Shares bought back {34,131} 130 261}

Bank loans repaid {©9 145) {34,674)

Bank loans drawn down 150,462 49,4721

Net cash inflow/(outflow) from financing 17,186 {15,514)
(Decrease)/increase in cash 18 {3,485) 11,758
Reconcihation of net cash flow

to movement in net debt 18

(Decrease)/increase in cash in the peried [3,485) 11,758
increase in bank loans 151,317) {14 747)
Exchange movement on bank loans 7.376 [4,064)
Increase in short term depaosits - {359)
Exchange movement on shart term deposits - 359
Other noncash changes 100 85
Movement in net debt in the year (47,326} (6,568)
Net debt at 1 Aprit (209,159 [202,191)
Net debt at 31 March (256,485) {209,159}

The accompanying notes cn pages 34 to 44 are an integrat part of this statement
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NOTES TO ACCOUNTS

1 Pnincipal Accounting Policies

The financial statements for the year to 31
March 2007 have been prepared on the
basis of the accouniing pohicies set out in
the Company's Annual Financial Statements

at 31 March 2006

The Directors consider the Company’s
functional currency to be sterhing as the
Company's shareholders are predemmantty
based in the UK and the Company 1s
subject to the UK's regulatory environment

{a) Basss of Accounting

The accounts are prepared under the
historical cost convention, medified to
include the revaluation of fixed asset
invesiments, end on the assumption that
upErovol as an mvestiment frust will continue
to be granted

The accounts have been prepared in
accordance with ap ||caE|e UK accounting
standards and with the Statement of
Recommended Practice ‘Financial Statements
of lnvestment Trust Companies’ 1ssued in

2003, revised 2005

In order 1o reflect better the activities of
the trust and 1 accardance with guidance
issued by the AIC, supplementary
information which enalyses the prefit end
loss account between tems of ¢ revenue
and capitat nature has been presented in
the Income Statement

Financial assets and financial labilites are
recogrised w the Company’s balance sheat
when 1t becames a party fo the confreciual
provisions of the instrument

[b) fnvestments

Purchases and sales of invesiments are
accounted for on a trade date basis Al
invesiments are designated os farr value
through profit ar loss” The fair value of listed
investments 1s bid value, or in the case of
FTSE 100 conshiuents, at last raded prices
issued by the london Stock Exchange

Listed nvestments include Open Ended
Investment Companies ['OEICs') authorised
in the UK, these are valued at dlosing price
and are classified for valuation purposes
aecording i the principal geographical
area of the under lying Eof ings

The farr value of unlisted investments uses
valuation techniques, determined by the
Directors, based upon latest dealing prices,
stockbroker valuahons, net asset values and
other nformahen, as appropncte

ANNUAL REPORT 2007

(c] Income

il Income from eguity investments 1s
brought inta account on the date an
which the invesiments are quoted ex
diadend or, where no ex-dividend date
1 quoted, when the Compary’s nght fo
receive payment 15 established

Imerest from fixed inferest securihes 15
recognised on an effective inferest rate
asls

jn] Franked income 1s stated net of tax
credis

{v) Unfranked investment income includes
the taxes deducted at source

iv) Interest receivable on deposits 1s
recogmsed on an accruals basis

(i) i scrip 1s taken in lieu of dividends
in cash, the net amount of the cash
dividend declared 1s credited to the
revenye gccount Any excess in the
value of the shares received over the
amount of the cash dividend foregene
15 recognised as caprial

(d) Expenses

All expenses are accounted for on an
accruals basis Expenses are charged
through the revenue account except as
follows where Ihey relate dlrecﬂy io the
acquistion or disposal of an investment,

in which case they are added to the cost

of the wnvestment or deducted from the scle
proceeds and where they are connacted
with the maintenarice or enhancement of the
value of investments, In which case they are
charged 5C 50 to the revenue account and
realised capital reserve

(e} Long Term Borrowings and Finance
Costs
Long ferm borrowings are carred in the
balance sheet at the cumulative amount
of net proceeds cfter 1ssue, plus accrued
finance costs atnbutable to the slepped
interest debentures The finance costs of
such borrowings are allocated 50 50 fo the
revenue account and realised copital reserve
at a canstant wate on the carrying amount
Issue costs are wniten off ot a constant rate
over the life of the borrowings Gains and

losses on the repurchase or early seflement
of debt 1s wholly charged to capitc!

(i Taxahon

The tax effect of different items of income
and expenditure 1s allocated between
revenue and captial oo the same basis as
the particular irem to which i relates, under
the marginal method, using the Company's
effectve tax rete for the accounting period

Deferred taxation is provided on all timing
differences, caleulated at the current tax rate
relevant to the benefit or hability Deferred
fax assefs are recognised only fo the extent
that it wili bs morggflkely than not that there
will be taxable profis from which underlying
timing cifferences can be deducted

{g) Foreign Currencies

Transactions irvolving foreign currencies are
converted ot the rate ruling at the hme of the
transaction Assets and liabilites in foreign
currencies are franslated ai the closing rates
of exchange af the balance sheet date

Any gain or loss ansing from ¢ change in
exchange rate subseguent fo the date of the
fransacton 1s included as an exchange gain
or loss in capital reserve or revenue reserve
Qs appropriaie

{h} Capital Reserves

I} Capial Reserves Realised
Gans and losses on realisation of
invesiments and realised exchange
ditterences ol a capital ncture are dealt
with in this reserve  Purchases of the
Company's own shares for cancellaton
are also Funded from this reserve
50% of managemert fees, including
refated VAT, and finance costs are
allocated Io the realised capital reserve
in cccerdance with the Company's
objective of combining capital and
income growth

() Capitcl Reserves Unreglised
Unrealised appreciation represents the
amount by which assets and liabilines
valued of far value differs from their book
value and 15 deall with in this reserve
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NOTES TO ACCOUNTS
Income
2007 2006
£'000 £000
Income from investmants
Franked investment income 18,344 18,225
UK unfranked investment incomet 3,203 3,862
Overseos dvidends 18,243 16,651
Owverseas intergst 5,059 2,003
44,849 40,741
Other income
Deposit inferest 623 650
Underwnting commissicn and commitmert fees 50 65
673 715
Totad income 45,522 41,456
Total income comprises
Dividends 37,138 35,70
Interest from investments 7,711 5,040
Cther 673 715
45,522 41,456
Income from investments
Listed UK 18,954 19,342
Listed oversecs 25,895 21,379
44,849 40,741
t Includes OEIC mcome
Investment Management Fee
2007 2006
Revenue Capital Total Revenue Capital Total
£'000 £000 £'000 £'000 £'000 £°000
Investrment management fee 3,129 3,129 6,258 2,829 2,829 5,658
Irecoverable VAT thereon 333 333 666 233 233 466
3,462 3,462 6,924 3,062 3,062 6,124

Balllie Gifford & Co are employed by the Company as Managers and Secretanes under a mancgement agreement which 1s terminable
on net less than 12 menths’ notice, or on sherter nefice in certain circumstances  The fee in respect of each quarter 1s O 08% of tofcl
assefs less current habilihes [excluding short ferm borrowings for investmen: purposes) and 1s subject fo VAT at the appropnate rate The
management fee 15 levied on all assets, including heldings in collective nvesiment schemes (OEICs) managed by Bailhe Gifford & Co,

however the OEIC's share class held by the Company does not ilself atiract a management fee

Other Administrative EXpenses  all charged to the revenue column of the income statement

2007 2006
£'000 £'000
General administrative expenses 1 573 1,574
Directors’ fees (see Directors’ Remuneration Report page 25) 139 117
Auditors' remuneration for audit services 18 18
Auditors' remuneration for other services — cerification of results for the debenture trustess 1 5
1731 1714

SCOTTISH MORTGAGE INVESTMENT TRUST PLC ST



MOTES TO ACCOUNTS

5 Finance Costs of Borrowings

2007 2006
Revenue Capital Total Revenve Capital Total
£'000 £'000 £000 £'060 £'000 £'000
Bank loans and overdrafts
repayable within five years 1,508 1,508 3,016 772 772 1,544
Debentures repayable whally or
partly in more than five years 6,944 6,944 13,888 6,950 6,950 13,900
8,452 8,452 16,904 7,722 7,722 15,444
© Tax on Ordinary Activities
2007 2006
Revenue Capital Total Revenue Capital Total
£'300 £'000 £'000 £'00Q £:000 £000
UK corporation tax 4,060 {2,650} 1,410 3,220 {2 057) 1,163
Overseas taxahon 1,410 - 1,410 1,163 - 1,163
Double taxation relief (1410] 410 {1,163) - (1,163}
4,060 {2,650) 1410 3,220 (2,057} 1,163
2007 2006
£000 £'000

The tax charge for the year 15 lower than the slandord rote of corporation tax in the UK {30%)
The differences are explained below

Revenue return on ordmory achvities before taxahion 31,877 28,958
Revenve refurn on ordinary aciivites multiplied by the siandard rate of corporation tax in the UK

of 30% (2006 - 30%) 9,563 8,687
Income not toxable tfranked invesiment income) 15,503) 15,467
Overseas fax (1,410] {1,163
Double taxation relief 1,410 1,163
Current tax charge for the year 4,060 3,220

Capital returns are not included in the above anclysis since, as an Invesimant Trust, the Cempany’s capral gains are net taxable

At 31 March 2007 the Company had surplus management expenses of £54 million {2006 - £51 million) which have not been
recogmsed as o deferred tax asset This 15 becouse the Company 15 nof expecied 1o generate taxable income n @ future pencd in excess
of the deduchble expenses of that future period and, cccordingly, 1t1s unlikely that the Campany will be able to reduce future tax labilines
through the use of exishing surplus expenses

ANNUAL REPORT 2007
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NOTES TO ACCOUNTS
7 Ordinary Dividends

2007 2006 2007 2006
£'000 £000

Amounts recogrised as distnbutions in the penod
Previous year's final [poid 5 July 2006) 4 65p 505p 13,222 14,876
Interim {paid 24 November 2006) 4 50p 3 85p 12,772 11,118
9 15p 890p 25,994 25,994

We also set out below the total dividends paid and proposed in respect of the financicl year, which 1s the basis on which the
requirements of section 842 of the Income and Corporation Taxes Act 1988 are considered  The revenue available for distibunen by

way of dvidend for the year 1s £27,817,000 {2006 - £25,738,00C)

2007 2006 2007 2006
£000 £000
Dividends paid and proposed in the period

Interim dividend per ordinary share (paid 24 November 2006} 4 50p 385 12,772 11,118
Proposed hnal drvidend per crdinary share |poyable 4 july 2007) 500p 4 65p 14,073 13,395

Adjustment fo provisien for 2006 hnal dwvidend re shores
bought back (173) (52}
9 50p 8 50p 26,672 24,461

8 Return per Ordinary Share
2007 2006

Revenue Capttal Total Revenue Capital Total
9 80p 17 19p 26 99p 8.82p 185 58p 194 40p

Revenue refurn per ordinary share 15 based on the net revenue on ordinary echivibes affer taxation of £27,817,000 (2006
- £25,738,000), and cn 283,953,088 {2006 ~ 291,656,348) ordinary shares, being the we:ghted average number of ordinary

shcres In 1ssue dUI’II"Ig fhe year

Capiial return per ordinary share 13 based on the net capital gain for the financicl year of £48,820,000 (2006 ~ nat capital gain of
£541,249,000), and on 283,953,088 {2006 ~ 291,656,348) ordinary shares, being the weighted average number of ordinary

shares in 1ssue during the year

There are no dilutve or potenholly dilutve shores i issue
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NOTES TO ACCOUNTS

9 Fixed Assets — (nvestments

2007 2006
£'000 £000
Listed at fair value = UK 509,312 707 675
— Qverseas 1,522,595 1,232,357
Unlisted - 16,548
2,031,907 1,956,580

Listed Listed
in UK overseas Unhisted Total
£000 £000 £'000 £000
Cost of investmenis held at 1 Apnl 2006 478,207 763 292 11,700 1,253,199
Unreclised oppreciation at 1 Apnl 2006 229,468 469,065 4,848 703,381
Value of nvesiments held at 1 Apnl 2006 707,675 1,232,357 16,548 1,956,580

Movements In year

Purchases at cast 134,747 566 107 - 700,854
Sales - proceeds {382,239 (281,282) (15,033 678,554)
~ realised profits on sales 113,366 104,446 3,333 221,145
Amartisation of fixed interest book cost 132) 58 - 26
Decrease in unrealised appreciation [64,205) {29,091} [4,848) {168,144)
Value of investments held at 31 March 2007 509,312 1,522,595 - 2,031,907
Cost of invastments held at 31 March 2007 344,049 1,152,621 1,496,670
Unreclised appreciation at 31 March 2007 165,263 369,974 535,237
Value of invesiments held at 31 March 2007 509,312 1,522,595 - 2,031,907

- £522,000] respectvely

The purchoses and scles proceeds hgures above nclude fransaction costs of £1,549,00C (2006 - £911,000) and £653,000 (2006

2007 2006
£'000 £°000

Gains on investments
Rechsed gamns on sales 221,145 161,363
{Decreasel/ mcrease in unrealised appreciation 1168 144) 392,71
53,001 554,074

appreciation at the previous year end

%

Of the realised gains on sales duning the year a net gan of £49,181,000 {2006 — gan of £37,556,000) wos included in unreahsed

During the year the Company had a holding in an Open Ended Invesiment Company {'OEIC’) manoged by Bailie Gifford & Co, the
Company's investment manager The share class held in the OEIC does not attract a management fee At 31 March the Company hsld

%

C incoma of fund C income of fund
shares held held shares held held
Bailhe Gifford Furopean Smaller Companies Fund 5,767,177 189 5767 177 169
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NOTES TO ACCOUNTS
10 Debtors
2007 2006
£'000 £'000
Due within cne yeor
Income accrued 9,593 0,698
Sales for subsequent seftlement 4,717 -
FX sales for subsequent setlement 10,073 -
UK taxahon recoverable 37 22
Other debters and prepayments 217 202
25,037 9,922
11 Creditors - amounts falling due within one year
2007 2006
£'000 £'000
iNahona! Australia Bank Limited mulh-currency loan 25,476 -
BNP Panbas multi-currency loan 48,679 50,928
Purchases for subsequent setilernent 11,884 -
FX purchases for subsequent setilement 10,103 -
Other creditors and accrucls 8,607 3,990
104,749 54,918
Included in other creditors 15 £886,000 {2006 - £838,000] in respect of the invesiment management fee
Borrowing facilities
A 364 day £50 millon mult-currency loan foclity has been arranged with BNP Paribas
A 3 year £35 million muli-currency lean facility has been arranged with Nehenal Austraha Bank Umited
A 3 year £50 million multcurrency lean facility has been arranged with Loyds TSB Scofland ple
A £100 million shert term multecurrency loan facility hes been crranged with The Royal Bank of Scofland ple
At 31 March 2007 drawings were as follows
National Austraha Bank Limited ¥5,900 million af an interest rate of O 74% per annum
BNP Panbas ¥7,840 milien at an interest rate of O 82% per annum
CHF 35 5 million at an interest rate of 2 29% per cnnum
Uoyds TSB Scotland ple Euro 73 million at an interest rate of 4 265% per annum {see note 12)
The main covenants relating to the above leans are
i) Totol bomowings shall not exceed 33% of the Company's net ossei value
(1) The Company’s mimmum net asset value shall be £700 million
12 Creditors - amounts falbing due after more than one year
2007 2006
Nominal rate Effective rate £000 £'000
Debenture stocks
£20 millon 8-14% stepped interest debenture stock 2020 14 0% 12 3% 272,203 22,267
£75 milhon & 875% debenture stock 2023 6 875% &5 9% 74,414 74,377
£50 million 6-12% stepped interest debenture stock 2026 12 0% 10 8% 54,661 54,734
4Y5% irredeemable debenture stock 675 675
Bank loans
Natenal Australia Bank bmited multicurrency loan - 28,828
Uoyds TSB Scotland ple multircurrency loan 49,542 -
201,495 180,881

Debenture stocks

The debenture stocks are stated as the cumulative amount of net proceeds after 1ssue, plus accrued finance costs atinbutable to the stepped
interest debentures The cumulative effect is to increase the carmying amount of barrowings by £6,278,000 (2006 — £6,378,000) over
nominal value The debenture stocks are secured by a floating charge over the assets of the Company
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NOTES TQ ACCOUNTS

13 Called up Share Capual

2007 2006
Number £'000 Number £000
Authonsed ordinary shares of 25p each 360,720,000 90,180 360,720,000 90,180
Allotied, calied up and fully paid erdinary shares of 25p each 281,461,176 70,365 288,075,115 72,019

At the Annual General Meehing on 28 Jure 2006 the Company renewed its autheniy to purchase shares in the market, in respect of
42,623,491 ordinary shares [equivalent 1o 14 99% of s 1ssued share copital at that defe] The Company’s authenty now permits 1 o
hold shares beught back ‘in reasury’ Such treasury shares may be subssequently enther sold for cash (at, or at a premium to, net asset
voluz for ardinary shares) or cancelled At 31 March 2007 the Company held 2,885,000 ordinary shares in treasury In the year to 31
March 2007, a total of 6,613,939 {2006 - 7,530,000] ordinary shares with o nomina! value of £1,654,000 (2006 - £1,882,000)
were bought bock at a tofal cost of £34,131,000 (2006 ~ £30,261,000] At 31 March 2007 the Company had authorty to buy
back o furher 39,738,491 ordinary shares

Under the provisions of the Company's Articles the share buybacks were funded lrom the realised capitol reserve

14 Capital and Reserves

Capitdl Capital Capital Toral

Share  redemption reserve reserve Revenue shareholders’

capital reserve  ~realised — unreahsed reserve funds

£'000 £'000 £'000 £000 £000 £000

At 1 Apnl 2006 72019 18,161 892,063 702,215 68,795 1,753,353
Net gain on realisation of invesiments - 221,145 - 221,145
Decraase in unrealised appreciation - - - [168,144) (168,144}
Exchange differences - - {2,293) - - [2,293)
Exchange differences on multrcurrency loans - 368 7.008 - 7,374
Shares bought back 11,654) 1,654 34 137) - - 134,131)
Investment management fee - (3,462) - - (3.462)
Finance costs of borrowings - - (8,452) - - (8.452)
Tax relief on management fee and hnance costs - - 2,650 - 2,650

Dvidends paid in vear - - - (25,594} (25,994)
Revenue return on ordinary activities after taxation - - 27,817 27.817

At 31 March 2007 70,363 19,815 1,067,888 A7¢9 70,618 1,769,865

15 Total Shareholders’ Funds

2007 2006
£'000 £'000
Total sharehalders’ funds are atinbutable as follows
Equity shares 1,769,865 1,753,353

Total sharehoiders’ funds have been cclcuiated in accordance wath the provisions of FRS26 However, the net asset value per share
hgures in note 16 have been calculated on the bass of sharehelders’ nghts 1o reserves as specified in the Articles of Association of the
Company A recorcilionon of the two hgures 1s os follows

Sharsholders’ funds atirbuiable io ordinary shares |as above) £1,769,865,000 £1,753,353 000
Number of ordinary shares in 1ssue at the year end 281,481 176 288 075,115
Shareholders’ funds per ordinary share 628 8p 608 &p
Additions/|deduchons}

- expenses of debenture 1s5ue {0 7ol [0 7pl
- cllocation cf inferest on berrowings 29 30p
Net asset value per orcinary share 631 0p 6109
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NOTES TO ACCOUNTS

16 Net Asset Value per Ordinary Share

The net asset value per ordinary share and the net assets oftributable to the ordinary shareholders at the year end caleulated 1n
accordance with the Arcles of Association were as follows

2007 2006 2007 2006
£000 £000
Ordirary shares 631 Op 6109 1,776,143 1,759,731
2007 2006
£°000 £'000

The movements during the year of the assets atinbutable o the ordinary shares were as follows
Total net assets at 1 April 1,759,731 1,249,084
Total recogrised goms and losses for the year 76,637 566 987
Dividends appropriated in the year [25,994) i25,994)
Adustment to debentures {100} {85)
Shares bought back (34,131} {30,261)
Tolal net assets at 31 March 1,776,143 1,759,731

Net asset value per ordinary share 1s based on nat assels (adjusted 1o reflect the deduction of the debentures at par) and on
281,451,176 (2006 - 288,075,115} ordinary shares, being the number of ordinary shares in 1ssue at the year end  Shareholdars’
funds as reported on the facs of the balance sheet have been computed in accordance with the provisions of FRS26 A reconciliatian of
the two sets of figures under these two conventions s gven in note 15

17 Reconcibation of Net Return before Finance Costs and
Taxation to Net Cash Inflow from Operating Activities

2007 2006
£'000 £'000
Net return on ordinary acivies before inance costs and texation 94,951 583,594
Gains on investmenls — securities [53,001) {554,074)
Currency |gains)/losses 15,083 4,098
Amorischon of fixed income book cost {26) 48
iIncrease) in accrued income (298] {1,882
{lncrease] in debtars (15l o]
increase in creditors 4,213 671
40,741 32,386

18 Analysis of Change in Net Debt
At 1 April Cash  Cther non<ash Exchange Al 31 March
2006 flows changes movement 2007
£'000 £'000 £000 £'000 £000
Cash at bank and in hand 22,650 (3,485 - - 19,165
Loans due wathin one year 150,928) [969) {28,828) 6,570 {74 155)
loans due In two to five y=ars (28,828) {50,348) 28 828 806 {49 542)
Debenture stocks {152,053) - 100 {1151,953)
(209,159 {54,802] 100 7.376 (256,485}

SCOTTISH MORTGAGE INVESTMENT TRUST PLC ENEEEEENENS



NOTES TO ACCOUNTS

19 Directors’ Interest in Contracts

No Director has a contract of service with
the Company

Dunng the year no Director was interested
In any contract or other matter requiring
disclosure under section 232 of the
Companies Act 1985

20 Contingencies, Guarantees and
Financial Commitments

Al the yaar end the Company had o
contngent habihty amouniing to £10 mithon
{2006 - £10 million] under a subscription
agreement relahing to parhcipating loan
notes The obligation will expire on 31
December 2010

21 Summary of Main Investment
Restrictions

[os incorporated within the Investment
Management Agreement between the
Compeny and Baille Gifford & Col

Holding size

At the ime of mvesiment, @ maximum

of 8% of total asseis may be invested in
any one holding This restnction does not
apply to nvestment in collective invesment
schemes, 1ssues by way of rights or certan
government bonds

A maximum of 40% of total assets may be
invested in holdings exceeding 3% of the
value of the Company's fotal assets Again,
this restrichon does rot apply to collective
invesiment schemes, 1ssues by way of nghts
or certamn government bonds

Categories of invesiment
No mvestment shall be made on which there
i1s unhimited liability

The Managers must seek permission of
the Board fo invest in collechive invesiment
schemes managed by Ballle Gifford & Co

Transachiens in futures and options must be
consistent with Inland Revenue guidelines so
as fo ensure mawntenance of the Company's
Investment Trust status

22 Denvatives, Other Financial
Instruments and Risk Exposure

The Company operates as an investment
trust company n accordance with sechion
842 of the Income and Corporation Taxes
Act 1988 As such, the Company 15
exempt from capital gains tax on the sale
of its iInvestments The Managers monitos
investment movemenis, the level of foracast
income and expendiiure and the amount
of proposed dividends 1o ensure that the
provisiens of section 842 are nof breached
The irtematonal nature of the Company's
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investment achiviies provides opportunihies
for both market appreciation and currency
gans, but leaves it expesed 1o the nsk of
market volathty and currency fluctuations In
the case of an investment trust, capial profits
from investing achivibes and currency gains
are prohibited from being dismbuted in the
form of dividends

Gearing

The Company has long term and short ferm
borrowings The aim OE? the use of geanng 1s
to enhance long term returns to shorehokﬁars
by investing borrowed funds in equies and
ofher assets Geanng 1s actvely manage
How and where borrowings are invested 1s
reviewed by the Board in consultalion with
the Managers at every Board meeting In
light of the decisions mede, appropricte
ad;ustments to the geanng posiion are

then made by the Managers Detals of
borrowings and where they are invested 15
given in monihly Factsheets published on the
Managers’ website, www bailliegifford com

The Company hes been given an Aaa lssuer
Rating by Moody's, the highest possible
rafing Issuer Ratings are opinions of the
ability of enfihes to honour senicr unsecured
financial obligations and coniracts

The Company’s income may be affected
by fluctughions in short term interest rates,
income from overseas nvestment can be
affected by currency fluctuations

The Company’s financial instruments, which
provide finance for investment acivites,
comprise its debenture stocks, its long

and short term borrowings, and its cash
end houid 1esources In addimon 1o the
equify portfolio, the Company maintains
invesimenis in UK and overseas corporcte
bends as part of its iInvestment strategy

The Company may, from time to hme, enter
into denvative transactions to hedge specific
currency or interest rate nsk No such
transactions were undertaken in the year

The Compony has precisely defined
guidelines to govern the purchase or writing
of options on indvidual shares No ophons
waere purchased or written in the year
Trading in financial instruments 1s not within
the normal achivilies of an invesiment trust,
nor 15 1t the Company's policy to frade n
such mstruments Transachons in financial
mstruments generally anse s a result of
strategic Investment decisicns

The Company's Managers may not enter
into dernvative transachons without the prior
approval of the Beard, and all horrawing
facilities require Board authonsation The
Board agress policies for manoging nisk
with the Company's Managers %’he matn
nsks ansing from the Company’s fingneicl
instruments are market nsk [as noted above),
interest rate nsk, credit nsk, liquidity nsk and
foreign currency risk

Market Risk

The Company 1s expased to markef risk
due to fluctuctions in the market prices of
s tnvestments The Company's managers
actvely monitor market and economic data
and report to the Board, which considers
investment policy on o regular basis

Interest Rate Risk

The Company finances its operations by
means of called up share capital, rechsed
capifol prefits, retained revenue reserves,
bank boriowings and the issue of debeniure
stocks The value of the Company’s bond
perifolio 1s subject to interest rate nsk It is
not the Company's policy to hedge this nsk

The Cempany has negotated short term
mufh-currency borrowmg facilites at interest
rates linked fo LIBOR and may draw down
funds for perods up to 3 years

The Company has 1ssued a mix of stepped
and hxecf3 interest debenture stocks The
stepped interest debenture stocks have
reached therr final step and are deemed 1o
be fixed

Credit Risk

In addition fo interest rate nsk, the

Campany’s investments (n bands are also

subject to credit nsk Credit nisk reflects

the possibility that @ borrower will not

be able to meet its obligation to make
ayments of interest or principal when they

E]” due The Managers anclyse the cradit

nsk of the Company’s bond investments

prior fo purchase and continue to monitor
evelopmants in credit quality subsequenty

Liquichty Risk

The Company's policy with regard to
liquidity 15 to ensure continurty of funding
Shert term flexibility 15 achieved by overdraft
facilihes

The Company's assefs comprise mainly
readily rechisable secunihes which can be
sold freely to meet funding commitments if
necessary

Foreign Currency Risk

The internanenal nature of the Company's
investment activiies gives nse to a cuirency
risk which 15 inherent in the performance
of its cverseas investments It 1s not the
Company’s palicy to hedge this nsk on a
continuing basis, but the Company may
from time to tme malch specific overseas
investment with foreign currency borrowmgs
or otherwise hedge the exposure in o
temporary basis

The Company's overseas income 15 subject
to currency fluctuation The Company does
not hedge this currency nsk



NOTES TO ACCOUNTS
22 Denvatives and Other Financial Instruments ontinued)
Foreign Currency Risk
Exposure to currency risk through asset allocation 1s indicated below
Financial Assets 2007 2006
Cosh and Short term Cash and Short term
Investments deposits debtors Investments deposits debtors
£'000 £000 £'000 £'000 £'000 £'000
Sferhng 489,586 17,094 9,863 708,398 14,058 7,324
US dollar 773,737 290 4,128 726,286 6923 1,852
Ceonadian doliar 22 507 - &0 21,962 - 50
Euro 187,985 - 464 150,369 738 436
Danish krone 17.440 - - - -
Swedish kroner 128,918 - - 85,623 - -
Swiss franc 24,767 - - - - -
Japansse yen 66,237 1,781 8136 77,958 - 260
Hong Kong dollar 57,454 - 619 33,427 - -
Korean won 75,182 - 52,063 -
Australion dollar 24,977 - 40,003 - -
Singapore dollar 24,239 - 15,628 -
Brazillian recl 48,305 1,767 - -
Mexican peso 15,804 - - -
Indion rupes 43,409 - 32,721 31 -
South Afrnican rand 16 826 - - 12,142 - -
Turkish {ira 14,444 - - - - -
2,031,907 19,145 25,037 1,956,580 22,650 9,922
finanaial Ligbilihes 2007 2004
Loans Other loans Other
and creduors and and creditors and
debentures accruals debentures accruals
£'000 £'000 £'000 £000
Sterfing 151,953 17,346 152,053 3,721
US doliar - 317 - 1
Eure 49,542 540 50,928 201
Jopanese yen 59 330 2,861 28,828 67
Hong Kong dollar - 619 - -
Swaiss franc 14,825 57 -
Indian rupee 1854 -
275,650 30,594 231,809 3,990

Short lerm debtors and creditors have been excluded from the disclosure of financial instruments other than for currency disclosures

Interest Rate Risk
The interest rate sk profile of the Company's inancial assets and financigl liabilihes af 31 March was

Financial Assets 2007 2006
Waighted Wesghted Waighted Weighted
Fair value average  average pernod Fair value average  average period
£'000 interest rate until matunty £000 interest rate unhl maturity
UK bonds 3134 7 4% 40 vears 24,172 58% 15 yeors
UK bonds (perpetual)* - - 532) 6 3% N/A
European bonds 9,674 8 0% 12 years 16,578 Q4% 13 years
US bonds 2473 14 0% @ years 8,761 10 9% & years
US bonds (perpetuai]* 2,118 55% N/A 2,408 61% N/A

Floahng rate
UK bonds [interest rate linked

to stering UBOR] 5,370 81% 21 years 4,850 5 5% 18 vears
Furepean bands (interest rate

linked to evro LIBOR) 6,104 81% 36 years 3,923 7 3% 12 years
Braziicn bonds (index linked) 48 305 7 0% 38 years - - -

* Based on expecled matunty dates

The cash deposits generally compnse call of short term money market deposils of less then one month which are repayable on demand
The benchmark rate which determines the interest payments received on cash balances 1s the bank base rate
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NOTES TO ACCOUNTS

22 Dernvatives and Other Financial Instruments (continued)

Interest Rate Risk {continved)
Financial Liabilities

2007 2006
£'000 £'000
The interest rate nsk profile of the Company’s financial licbitmies at 31 March was
Floating rate ~ Swiss franc denominated 14,825 -
Floating rate — Euro denominated - 50,928
Flocting rate - Yen denominated 59,330 -
Ficed rate — Sterling denominated 151,953 152,053
Fixed rate — Furo dencminated 49,542 -
Fixed rate — Yen dencminated - 28,828
275,650 231,809
The matunty profile of the Company's inanciat liabdimes at 31 March was
In one vear or less, or on demand 74,155 50,928
In two to five years 49,547 28,828
In more than five years [weighted average period fixed 17 years) 151,278 151,378
No fixed date for repayment 675 675
275,650 231,809

Fair Value of Financial Assets and Financial Liabilites
The Directors are of the opinion that the hinancic! assets and habilines of the Compony are stated at fair value in the balance sheet with
the excephion of long term borrowing  The fair value 1s shown under the heading ‘Financial Liabilines” below

Financial Assets

Fixed asset investments are valued at bid prices which equate to their fair value A full list of the Company's investments 1s given on pages
1410 1¢6 In additon, @ geographical aralysis of the porffolio, an analysis of the invesiment portfolio by broad industnal or commercial
sector and a hst of the 30 largest equity investments by their aggregate market value are contained in the Managers' Review Sechion

Financiof Liabilines
long term borrowings are included in the cecounts In accordance with FRS26 A comparison with the farr value {closing offer value) 15 as

follows
2007 2006
Nominal Book Fair Nominal Baok Fer
£000 £'000 £'000 £000 £°000 £'000
8-14% stepped interest
debenture stock 2020 20,000 22,203 36,019 20,000 22,267 37,892
6 875% debenture stock 2023 75,000 74,414 87,298 75,000 74,377 G0 545
6-12% stepped interest
debenture stock 2026 50,000 54 661 89,026 50,000 54,734 ©3.658
AY2% rredeemable debenture
stock 675 675 607 675 675 633
Total Debentures 145,675 151,953 212,950 145,675 152,053 222,728
Fixed rate loans 49,542 49,630 78,828 28,833
Total leng Term barowings 201,495 262,580 180,881 251,561

All short term borrowings are stated at fair value

Daducting long term borrowings at fair value would have the effect of reducing the net asset value per share fom 631 Op to 607 1p
Taking the market price of the ordinary shares at 31 March 2007 of 542 Op, this would have given a discount to net asset valve of
10 7% as agoinst 14 1% on a tradmonal basis At 31 March 2006 the effect would have been 1o reduce the net asset value from
610 9pto 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 radional basis
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FURTHER SHAREHOLDER INFORMATION

Further Shareholder Information

How to Invest

The Company’s shares are raded on the
londan Stock Exchange They can be bought
by placing an order with @ stockbroker, by
asking a professional edviser 1o do se, or
through the Ballle Gifford savings vehicles
[see inside back caver for details)

Sources of Further information on
the Company

The price of shares 1s quated daily in the
Financial Times and can also be fourd on
the Badlie Giffard website at

www bailliegifford com, Trusinet af

www trustnet co uk and on ather finoncial
websites Company factsheets are also
available on the Baille Gifferd website and
are updated menthly These are availlable
from Bailhe Gifford on request

Key Dates

Ordinary shareholders nomally receve twa
dividends in respect of each incnaal yeor
Aninterim diidend 15 paid at the end of
November and o final dividend s pad 1n
early July The AGM 15 normally held in late
June or early July

Capital Gains Tax

For Capital Gains Tax indexation purposes,
the market value {adusted for the bonus

issue of 4 for 1) of an ordinary share in the
Company os ai 31 March 1982 was 30 &p

Share Register Enquiries

Computershare Investor Services PLC
maintains the share regster on behall of
the Company In the even! of quenes
regarding shares registered in your own
nome, please coniact the Regstrars on
0870 707 1300 They clso offer a free,
secure share management wekbsite service
which allows you to

» view your share portfolio and see the
latest market price of your shares,

e calculate the total merket price of each
sharehalding,

* view price hisiones and treding graphs,

* update bank mandates and change
address details, and

* use online decling services

To take odvantage aof this service, please log
in al www uk computershare com/invesior
and enter your Sharehelder Reference
Number and Company Code {this
informetion can be found on the fast
dwidend voucher or your share certificate)

Electronic Communications and
Proxy Voting

IF you hold stock in your own name you
can choose to receive communications
from the Company, and vote, in elecironic
format This method reduces costs, 1s

ervironmentally friendly and, for many, 1s
conveniert loa The paragraphs below
explain how you can use these services

*  Electronic Communicahons If you would
like to take cdvaniage of this service,
please visit our Registrar’s website at
www uk computershare com/investor
and register You will need your
shareholder reference number which 1s
on your share certificate and tax voucher)
to hand  If you then agree to the terms
and conditions, in futyre, on the day
that documents are sent fo shareholders
by post, you will receve an emall
providing the website address link to
the documents Affer you register, paper
documents will be avalable on request

* Electromic Proxy Veting You con
also refurn proxies elecronically ot
www uk computershare com/proxy
it you have registered for electronic
communicatons you will be 1ssued
a PIN number to use when returning
proxies to the secure Registrar website
You do not need 1o register for electronic
communications to use elecironic proxy
vohing, papef proxy forms wll cantain
a PIN number to allow you to return
proxies electronically

If you have ony queshans aboul these
sarvices please contact Compulershare
on 0870 707 1300
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FURTHER SHAREHOLDER INFORMATION

Analysis of Shareholders

At 31 March 2007

At 31 March 2006

Number of Number of

shares held % shares held %
[nshtutions 116,187,173 413 115,762,290 a0 2
Intermedianies 94,683,540 336 Q4,006,279 326
Individuals 48,158,007 171 51,608,130 179
Baille Gifford Share Plans/PEP/ISA 18,829,753 67 16,021,034 66
Marketmakers 3,602,703 13 7 677,382 27

281,461,176 1000

288,075,115 100 0

CREST Proxy Voting

If you are @ user of the CREST system
(including a CREST Personal Member],

YOu may appoint one of more proxies o
give an instruchon fo a proxy by hoving an
appropriate CREST message transmitied

To appomnt a proxy or to give an instruction
to a proxy (whether previously appainted

or otherwise) via the CREST system, the
CREST message must be receved 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 fime of receipt will be taken fo be

the time (as determined by the tmesiamp
generated by the CREST system) from which
the 1ssuer’s agent 15 able to reineve the
massage CREST Personal Members or ather
CREST sponsored members should contect
the:r CREST sponsors for assistonce with
appointing proxies via CREST For further
informahon on CREST procedures, hmitations
and systems tmings, please refer fo the
CREST Manual The Company may freat as
invalid a proxy appoiniment sent by CREST
in the circumstances sef out in Regulahion
35(50al of the Uncemheated Securties
Regutaions 2001 Computershare Invastor
Services PLC 15 authonised and regulated by
the Fincneial Services Authorily

Where this has been receved in a couniry

where the provision of such a service would
be conkary to focal faws or regulations, this
should be treated as information only
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Scottish Mortgage 1s an investment
trust Investment trusts offer
investors the following

* Paricipation i o diversified porfolio of
shares

»  Constani supervision by expenenced
professional managers

s The Company s free from capital gains
tax on copiial prohits reahsed within iis
portfalio although investors are stll hable
for capital gans tex on profits when
sefling thesr investment

These accounts have been approved

by the Directors of Scoihish Mertgage
Investment Trust PLC Baille Gifford Savings
Management Limited 15 the ISA Manager
of the Bailhe Gifford investment Trust ISA,
the PEP Manager of the Baille Gitford
Investment Trust PEP, the Manager of the
Bailie Gifford Invesiment Trust Share

Plan and Children’s Savings Plan and

the promater of the Baille Gifford Select
Pension Alliance Trust Savings Limited 1s
the previder, trustee and admimnistrater of the
Alliance Trust Personal Pension Plan through
which the Baillie Gifford Select Pension 1s
made avalable Baille Gifford Savings
Management Limited 15 wholly owned by
Baille Gifford & Co Both are authonsed
and regulated by the Financial Services
Authonty Baille Gifford only provides
informahion abaut 1ts preducts and does
nat provide mvestment advice The staff of
Baille Gifford and the Diectors may hold
shares in Scothsh Mertgage and may buy
or sell such shares subject 1o Baille Gifford’s
personal account dealing rules

Risks

Past performance 1s no guarantee of future
performance

The value of your investment and any income
from 1t 15 not guaranteed and may go down
as well as up and you may not get back the
amount invested  This 1s because the share
price is determined by the changing condiions
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 long term

Scofish Mortgage has borrowed money 1o
make further investrments This 15 commonly
referred 1o as geaning  The nisk 15 that, when
this money 15 repand by the Trust, the value of
these investments may not be encugh fo cover
the berrowing and inferest costs, and the Trust
will make a loss If the Trust's mvestiments fall
in value, geaning wilt increase the amount of
the loss in value to investors The more highly
geared the Trust, the greater this effect will be

As Scotish Merigage invests 1n overseas
secuniies changes in the rates of exchange
may also cause the value of your invesiment
land any income 1t may pay! to ga down
or up

The value of tax reliefs will depend en your
personal circumstances and tax rates and
relels, as well as the fax treaiment of 1SAs and
PEPs, could change at eny ime i the future



NOTICE OF ANNUAL GENERAL MEETING

The Annual General Meeting of the Campany will be held at the offices of
Baillie Gifford & Co, Callon Square, | Greenside Row, Edinburgh EHT JAN,
on Wednesday, 27 June 2007 ot 4 00 pm

If you have any quenies as to how to vote or how to altend the meehing, please

call vs on 0800 027 0133

Baillie Gifford may record your call

Notice of Annual General Meeting

Natice 15 hereby given that the ninsty
eighth Annual General Meeling of Scotish
Mortgage Irvestment Trust PLC wall be

held within the Registered Office of the
Compeny, Calton Square, 1 Gresnside
Row, Edinburgh EH1 3AN, on Wednesday,
27 June 2007 at 4 GO pm for the fallewing

purposes

Ordinary Business

To consider and, if thought H, fo pass
the following resolutions as Crdinary
Resolutions

1 To secewe and approve the Accounts of
the Company for the year to 31 March
2007 with the Repoarts of the Diractors
and of the Auditors therson

2 To approve the Directors’ Remunerction
Report for the year lo 31 March 2007

To declare a dwvdend

4 To reappoint Sir Donald MacKay,
who has reached the age of 70, as o
Director of the Company

To re elect Mr GA Ball as a Director
To reelect Lord Strathclyde as a Diector
To re-elect Mr IPHS Scott as a Director

To reappoint KPMG Audit Plc as
Independent Auditors

w N O b

¢ To authense the Direciors to determine
the remuneration of the Independent
Auditors

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

10 That, in subshiution for any exsting
authonty under section 16& of the
Companies Act 1985 [the ‘Act’), but
without prejudice to the exercise of
any such authority prior to the date
hereot, the Company be authonsed,
in accordance with section 166 of the
Act, to make market purchases (within
the meaning of sechon 163{3] of the
Act) of ordinary shares of 25p each in
the capital of the Company [erther for
retention as treasury shares for future
sale or cancellation) (*Shares'), provided
that

(a) the maximum aggregate number
of Shares hereby authonsed fo be
purchased shall be 14 99% of the
1ssued ordinary share capiial on
the date on which this resclution 1s
passed,

b

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

[exclusive of expenses),

the maximum price [exclusive of
expenses] which may be paid

for a Share shall be an amount
equal to the higher of (o] 105% of
the average of the middle market
aquotahions {os denved from the
Darly Othcial List of the tondon
Stock Exchange) for the Shares for

lc

Ied

the 5 business days immediately
preceding the date of purchase and
[b) the higher of the price of the last
independent frade and the highest
current independent bid as sipulated
by Aricle 5{1} of Commussion
Regulation (EC| 22 December 2003
imptementing the Market Abuse
Direchive as regards exemphons

for buyback programmes and
stabilisation of financiel struments

INo 2273/2003), and

unless previcusly vaned, revoked

or renewed by the Company in
general meeting, the authonty
hereby conferred shall expire at the
conclusion of the Annual Generdl
Maeting of the Company to be held
in 2008 or 26 December 2008,
whichever 1s the earlier, save that the
Company may, prior to the expiry of
such authority, enter info o confract
or contracts to purchase Shares
under such authonty which will or
might be completed or executed
wholly or partly cfter the expiration
of such authonty and may make a
purchase of Shares pursuant to any
such conlraet or contracts

That, the Directors of the Company

be and they are hereby generally
empowered pursuant to sechon 95 of the
Companies Act 1985 [the "Act) o sell
relevant shares {as defined in sections
Q412 to 94{3A] and section P4(5] of
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the Act) In the Company f, immediately
befcre the sale, such shares cre held

by the Company as freasury shares [as
delined in section 162A(3) of the Act)
{'reesury shares’] for cash (as defined

in sechon 162D{2) of the Act] as if
subsection (1] of secthion B of the Act
did not apply to any such sale, provided
that this power shall be limifed to

{a} the sale of reasury shares n
connechion with a nghts 1ssue In
fovour of the holders of ordinary
shares of 25p each in the Company
('Shares’) where the equity secunhes
respachvely ofinbutable io the
interests of cll such shareholders
are preporiionate (as neardy as may
be prechicable) fo the respective
number of Shares held [or deemed
or notiorally held) by them but
subject to such exclusions o other
anangements as the Directors deem
necessary or expedient in relation
ta fracional enttlements or to deal
with problems under the laws, or
requirements of, any regulatory body
or stack exchange in any terntory,

and

the sale of treasury shares (other
than pursuant to paragraph {a] of
this resolubion) of up to an aggregate
nominal value of £7,036,529
being 10% of the Company's 1ssued
Share capital as at 14 May 2007,

b
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and shall expire at the conclusion of
the next Annuct General Meshing of the
Company to be held in 2008 or on
26 December 2008, whichever 1s the
earler, save that the Company may,
before such expiry, make ony offer or
enter info an agreement which would
or might require treasury shares fo be
sold after the expiry of such pawer, and
the Directors of the Company may sell
treasury shares in pursvance of such
offer or agreement as If the power
conferred hereby had not exprred

By order of the Board
Baillie Gifford & Co

Managers and Secretanes

24 May 2007
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Notes

A member enbiled to oltend and vole at the
meeting 15 enhiled 1o appoint one or more
proxies to attend and, on a poll, vote on his/
her behalf A proxy need not be @ member
of the Company A Form of Proxy for the use
of members 15 enclosed and to be valid must
be lodged with the Registrar of the Company
not later than 48 hours bafore the time set for
the meshing

Pursuant to Regulation 41 of the
Uncertificated Secunhes Regulahons 2G01,
the Company specifies that only those
shareholders entered on the Reguster of
Members of the Company as at 4 00 pm
on 25 June 2007 or, in the event that the
meeting 1s adjourned, on the Reguster of
Members 48 hours before the ime of any
adjourned meeting, shell be enhiled to attend
or vole at the meeting n respact of the
number of ordinary shares registered in their
name al that ime  Changes fo the enines on
the Register of Members after 4 00 pm on
25 June 2007 or, in the event that the
meeting s adjourned, in the Register of
Members 48 hours before the tme of any
adjourned meeting, shall be disregarded in
determining the nghts of any persen fo attend
or vote of the meeting, notwithstanding any
provisions in any enactment, the Arhicles of
Associghon of the Company or cther
instrument lo the contrary

Shareholders porticipating in the Baillie
Gifford Investment Trust Share Plan, Children’s
Savings Plan or the Baillie Gifford Investment
Trust {SA/PEP whe wish to vote and/or
altend the meeling must complete and return
the enclosed reply-paid Form of Birection

in accordance with sechon 263 of the
Companes Act 1985 speoial notice has been
grven fo the Company of the resclution o
reappoint a Direcler who 15 over the age of 70

Mo Durector has a cantract of secace with
the Comparny



Scothsh Mortgage's shares are traded on
the london Stock Exchange They can be
bought theough a stackbroker, by asking @
professional adwiser fo do so, or through the
Balhe Gifford savings vehicles

Baillie Gifford’s Investment Trust
Share Plan

You can invest from £250 or kom £30 per
month The plan 15 designed to be a cost
effectve way of saving on o regular or lump
sum basis

Baillie Gifford’s Investment Trust ISA

You can mvest in @ tax ethcen way by
investing a minimum of £2,000 or from
£250 per month ar by transferning an 1SA
with a value of af least £2,000 from your
existing mangger

Bailie Gifferd’s Children’s Savings
Plan

A costeffective plan talored especially to
meet the requirements to save for children
You can invest a miamum of £250 or from
£30 per month

Baillie Gifford’s Investment Trust
PEP Transfer

You can ransfer an existing PEP 1o cecess o
different market or to change your investment
manager (minmum value of £2,000]

Baillie Gifford Select Pension

The Baile Gifford Select Pension, provided
by Alhance Trust Savings limited 15 o self
invested personal pension The mimmum
contribution 15 £50 per month

Further Information

Clent Relations Team Baillie Giford Savings
Management Limited

Cdlten Square

| Greenside Row

EDINBURGH EH1 3AN

Tel OBOC 027 0133

We may record your call

Emal trustenquines@bailegifford com
Website www bailbegitford com

Fax 0131 275 3955



