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Scottish Mortgage Investment Trust
PLC is a low cost investment trust

that aims to maximise total return
over the long term from a focused and
actively managed portfolio of equities.
It invests globally, looking for strong
businesses with above-average returns.

Benchmark
The porffolio benchmark agamnst which performance 1s measured 15 the FTSE All World Index (in
sterling terms)

Notes
Nona of the views expressed w this document should be constued a3 adwice o buy o sell o
particular investment

Investment trusts are LK public listed companies and s such comply with requirements of the UK
Listing Authority They are not authonsed or reguloted by the Financic! Services Authonty

THIS DOCUMENT IS IMPORTANT AND REQUIRES YOUR IMMEDIATE ATTENTION If you are in
any doubt as lo the achon you should take you should consult your stockbroker, bank manoger,
sohicitor, accountant or other Independent fimancial advisor avthorised under the Financial Services
and Markets Act 2000 immedately

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




MESSAGE FROM THE CHAIRMAN AND FINANCIAL HIGHLIGHTS

Message from the Chairman

Share price and net asset value have risen this year in sharp

contrast to a fall in the FTSE All World Index, the Benchmark

This butlds on a longer term performance which has

been outstanding Absolute and relative five year figures

are shown on pages 3 and 4 At the moment some of the

changes occurring within economies throughout the world

are transformational The scale of the major developing

economies, particularly China and India, 1s such that their

growth 15 the main driver of a period of rising real incomes,
unprecedented in our economic history While change brings
uncertainty, it also provides opportunities The Managers’

Review on pages 8 to 10 gives an Interesting account of some ,
of your investments and the current economic background i

Financial Highlights — Year to 31 March 2008

Share Price +10 7% NAV +7 3% |
Benchmark™ (3 7%)

NAV and Benchmark
Share Price (pence) rebased to 100 ot 31 March 2007) Discount

* Benchmork FTSE All World Index (in stering terms)
Saurce Thomson Financial Dotastrearm/Baillre Gifford & Co
Past performance 1s no guarantee of future performance
\
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ONE YEAR SUMMARY

One Year Summary

31 March 31 March
2008 2007 % change
Total assets (before deduction of debentures, long and short term borrowings| £2,276 tm £2,045 5m
Loans and debentures £439 &m £275 ém
Equity sharehalders’ funds £1 836 4m £1,769 9m
INet asset value per ordinary share [after deduching borrowings at farr value)* 651 dp 607 1p 73
Net asset value per ordinary share {ofter deduching borowings at par)* 672 5p 631 Op &6
Shere pricet 4600 Op 542 Op 107
FTSE All World Index [in sterling terms] 177 6 184 3 {3 7)
FTSE All Share Index 2,927 1 3,2832 (10 8)
FTSE World Ex UK Index {in sterling terms) 3069 3197 40
Dividerds paid and proposed per ordinary share 10 30p G 50p 84
Revenue fetuin per ordwary shae 9 7% G 80p o
Total expense rahio C51% 0 49%
Discount {aber deducting borrowings at fair value) 7 9% 10 7%
Year to Year to
31 March 2008 31 March 2007
Year's high and low High Low High Low
Share pricet 679 Op 541 0p 55109 432 0p
Net asset value per share (after deducting bomrowings at farr value) 746 5p 590 &p 614 3p 486 9p
Net asset value per share [after deducting berrewings at par) 768 2p 613 3p £38 7p 5154p
Discount [after deducting borrowings at fair value) 50% 11 3% 7 9% 13 2%
Average sector discount (AIC Global Growth Sector] 7 8% 10 4% 7 1% 8 9%
31 March 31 March
2008 2007
Met return per orchnary share
Revenue 9 7% @ 80p
Capital 40 82p 17 19p
Total 50 61p 26 99p

* Borrowings ore edher deducted at far value (the estmale of market worth) or of par (redemphion value}

T Mud market price
Past performance 1s no guarantee of future perfarmance
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As total barrowings have a current fair value abave par the effect of valuing the borrowings at fair value reduces both the INAY and resuliant discount




Five Year Summary

FIVE YEAR SUMMARY

The following charts indicate how Scottish Mortgage has performed relative to its benchmark*, its
underlying net asset value and the retail price index over the five year period to 31 March 2008

5 Year Total Return Performance
{hgures rebosed to 100 at 31 March 2003

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

*On 1 Apnl 2007 the Company changed s benchmark from 50%
FTSE All Share Index and 50% FTSE Word ex UK Index (in sterling
terms) to 100% FTSE All World Index [in sterling terms} For the
purposes of the above graphs the refurns on both benchmarks for their
respechive penods hove been hinked 1o form o single benchmark

Past performance 15 no guarantee of future performance

Dividend and RPI Growth
{cumulative from 31 March 2003)

figures rebased to 100 at 31 March 2003}

Discount to Net Asset Value
{plotted an a monthly basis)
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CHAIRMAN’S STATEMENT

Chairman’s Statement

Over the year net asset value increased by 7 3% and the share price by 10 7%, this 1s 1n sharp contrast to the FTSE All
World Index, which fell by 3 7% (all in sterling terms) This means we outperformed our benchmark by 11 percentage
pownts The longer term performance record 15 also extremely good, most natably over the past five years It was at the
start of this period that changes to the way the portfolio 1s managed were initiated This includes the gradual reduction
of the number of investments and the wholehearted adoption of an integrated global approach where close attention 15
pard to individual compantes but index weightings are 1gnored when constructing the portfolio and regional allocations

are the autcome of gfahal stock selection

tong Term Performance

Given the long term investment approach,
performance over more than one year
provides o better measure of progress The
Managers are prmanly assessed over a five
year penod and this table gives absolute
and relative hgures

Five Year Performance to 31 March
2008

Total Return (capital and reinvested dividends)

Scotish Morlgoge — Share Price 184%

Scottish Morlgoge  Net Asset Volue 156%

FTSE All World Index (in sterling terms) 83%

AKC Globol Growth Sector Average 136%
Share Price

AIC Global Growth Seclor Average 111%

Net Asset Volue

Scurce Fundamental Data/Thomson Financial
Datastream

it should be remembered that past
performance 1s not an indicator of future
performance Conditons do, and wall,
change

The good performance over the past five
years can be afinbuted to o number of faciors

* The Managers’ early recognition of the
changing shape of global economic and
irade patterns, in pariicular the increasing
relatve imporiance of emerging markets
Shifting the centre of gravity of the
pertfolio away from UK listed companies
iowards those listed overseas has proved
hughly beneficial to date
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* Good indvducl investment decisions
were made VWhen the number of
holdings was reduced a high level of
convichon was expressed n determ”“ng
the shape of the portfolio Natably, profits
have heen run and not taken too early,
especially amongst many of the larger
holdings

Matket volatility was exploted New and
additonal holdings have been acquired
in attrachive companies at imes when
shara prices have been marked down
through markel nervousness

Indwidual investments drive performance
This year a commentary on some of the
larger holdings 1s given in the Managers’
Review on pages 8 1o 10 When purchased
some were controversial ideas but the
Board encourages the Managers 1o find
such s:uations and to acl decisively on their
judgements This 1s how our performance
has been achieved With over 70 holdings
the porffolio 1s sutably diversified and
performence 1s not dependent on any one
company, seclor or region

A further imporfant contributor to
performance 1s the low cost base Scothish
Marigage's total expense ratio for the past
year was O 51% lower costs mean higher
returns for shareholders particularly when
compounded over long penods Conversely,
fugh management levies ect into caprial and
leopardise future returns  The Board and
Managers remain determinad that Scothish
Mertgage's cost advantage be maintained
for the beneht of all shareholders

Dividend and Earnings

The overcll level of earmings per share

was unchanged at @ 8p Paying growing
dwidends to shareholders 1s important and
ine Boord has recommendad @ hnal dividend
of 5 3p which, if approved, will bring

the tolal for the year to 10 3p, an 8 4%
increase on last year The inflation rate over
the peniod as measured by the Retail Price
Index was 3 8% As the dividend payment
exceeds earnings this year, the balance will
be met from the substantal revenuve reserve
The fall in earmings was anticipated and @
revenue reserve has been built up over ume
and exists precisely for this purpose After the
diadend poyment, the revenue reserve will
stand ot 20p per share Over hme we think 1t
probable that the growth In earnings from the
porlfolio will exceed the UK inflation rate and
that ecmings will nse back 1o the level of the

dividend

Borrowings

Over the year the net borrowings increased
as opporuniies were laken n volatile markets
fo borrow n order to ncrease holdings or
take new ones Borrowings are a mixiure

of bank loans, drawn in different currencies
where there are underlying investments, and
the listed sterling debentures, defalls cre
shown on page 4C Polential geaning wath
the debentures valued at par s currently
124% of shareholders’ funds Afer cash and
the fixed interest holdings are offset, equity
gearing stends al 118% In the coming
year, the Managers are likely to canhinue to
masntain, or even increase geanng levels, as
opportunities are identified




Discount, Buybacks and Marketing

Duning the period the discount {measured
with debst af fair votue) narrowed both in
absclute terms, from 10 7% to 7 9%, and
also rekative to the AIC Global Growth
Sector Narrowing the discount over hme
and reducing volatlity remain imporiant
aims Share buybacks duning the year
totalled 7 5m shares or 2 7% of issued share
capitat af the start of the period  Against
the general trend, there was a net postive
investment flow into the varous Baille
Gifford run plans and a number of new
shareholders, including some inshiutonal
ones, joined the main register Scotish
Morlgage won two awards during the year
the What Investment “Generalist Investment
Trust of the Year” award and the Investment
Trust Magozine “Best Globel Trust” award

The Managers undertook a number of
inhatives to ensure effectve communication
with shareholders ncluding :mproving the
website so thot shares can be bought on
line and enabling holders within the Baille
Gifford plans to view valuations en line

IF you hold shares in your awn name, as
opposed fo In o nominee name, you will
also be able to banefit from a dvidend
rewnvesiment plan which the Company’s
regstrars are infrodueing It will allow you to
re-invest your dividend dwecily into Scotiish
Mortgage shares Further details are gven
on poge 48 The markehng nihatives will
be continved vigorously In the coming year

Electronic Communications

One resolution that you are being asked

to vofe on at the AGM 13 to enable the
Company to extend the use of electronic
communicahions o shareholders
Disseminating reports elecironically saves
consumption of resources and reduces cost
If this resolution 1s approved, shareholders
will shlt be able to elect to receve waiten
commurications through the post if they
prefer This inhative 15 one of a number that
the Beard and the Managers cre taking o
modernise and improve communications
with shareholders and potenticl
shareholders | encourage you fo wisit the
Scoftish Morigage poges of the Managers'
website www bailhegifford com

AGM

The AGM will be held on Thursday 26 June
2008 in Edinburgh Detalls are given on
page 50 | hope you wilt be able 1¢ come
and meet the Board The Manager will give
a presentchion on the invesiments

VAT

HM Revenue and Customs have accepted
a European Court of Justice ruling thet
investment frust mancgement fees should be
exempt fram VAT As a result there will be

a recovery of VAT that has already been
paid in previous years The Managers

are discussing with HMRC the extent and
date of the repayment As the amount 15
shll uncertain and, in the context of the

size of the Trust, it will not be matenal, the
eontngertassel has nof been recognised in

this set of accounts

CHAIRMAN’S STATEMENT

Qutlook

The growth of many large and rapidly
developing economies including China
and India remains prodigious  The resuliant
transformation of econemies around the
werld 1s likely to dominate markets for
some hme fo come The speed, scale and
impact of this fransformation has been
greater than many expected The financial
cnisis In Weastern markets 1s, n part, a
consequence of abundant availability of
copital from these new sources After o
pencd of exuberam lending and mvesiment,
credt has now dried up and frust between
Western finoncial institutions evaporated
The US Federal Reserve Bank tcok swilt
and decisive action to address the unusucl
position by cutling nferest rates and by
being willing to previde central credht
suppoart fo financial inshtutions

Many companies cround the world which
have less, or itle, direct exposure 1o the
financial storm, continue to report favourable
trading condikons  Strong demand from
rapidly growing economies for a number of
resources, primary matenals and equipment
looks likely fo persist and prices may remain

high

On a global basis the Managers are finding
no shortage of new investmant ideas
Indeed, in many cases, ther enthusiasm for
the exshing holdings is strengthening not

diminishing
JM:’( ZM@?

Sir Donald MacKay
14 May 2008
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DIRECTORS AND MANAGERS

Directors and Managers

Members of the Board come from a broad variety of backgrounds. The Board can
draw on a very extensive pool of knowledge and experience. Baillie Gifford & Co, a
leading UK investment management firm, who act as Managers and Secretaries to
the Company have done so since 1ts formation in 1909

Drrectors

1 Sir Donald MacKay

Sir Donald MacKay, the Chairman, 1s an
economist with an extensive record in
advising governments, organisations and
companies Sir Donald was appointed o
Director in 1992 and became Chairman

in 2003 He s also Chairman of the
Nomination Commiltee He was Professor
of Political Economy at Aberdeen University
and Professor of Economics at Herict Waott
Unwversity He 1s & former chairman of The
Malcolm Group PLC and Scothsh £nterprise
and s currently a director of Edinburgh New
Income Trust ple

2 GA Ball

Geolfrey Ball, the Senior Independent
Director, 15 a long standing Director

who also has considerable industnal
experience in the house building sector
Ceoffrey was appointed a Direcior 1n
1983 He 15 executive charman of Cala
Group Lid, having led the management buy
out in 1999, and charman of McCarthey
ard Sicne He was president of the House
Bullders Federahon of England and Wales
from 2001 to 2003 and he was a director
of The Standard Life Assurance Company for
13 years uall 2001

ANNUAL REPORT 2008

3 MM Gray

Muchael Gray joined the Board in 2004
ahter a successful career 1n prnhing and
technolegy industnies where he gained
valvable global business experience As
chairman and chief execunve he led the
growth of McQueen International over a
17 yeor penod as 1t evolved from being o
printing company nto a global enferpnse
providing a range of support services o
technology companies On McQueen's
acquistion, he beceme senior vice president
of Sykes Enterprises Inc , @ global NASDAG
quoted outsourcing services company He
retired from Sykes in 1999 and currendly
has many business, community, chanty
and sporting interests and responsibiliies
including being a member of the Advisory
Board of the Scofiish Instilute of Sport
Foundahon He 1s a former director

of Scottish Enterprise and the Scottish
Community Foundation

4 WG McQueen

Gordon McQueen, the Chairman of the
Audit Committee, brings to the Board first
class financial and banking expertise
Gordon was appainted a Direcior in 2001
He was an executive direcior of HBOS ple,
Bank of Scofland and Halifax ple, where
his main role was chief executive, Treasury
He 15 o director of JP Morgan Mid Cep
Investment Trust ple and Shaftesbury PLC

5 JPHS Scott

John Scott 1s a former internahenal
mvestment banker who maintains a
number of interests in the investment trust
sector John was appointed a Cirector in
2001 He 1s o former executve director of
lazard Brothers & Co , Uimited Dunng his
twenty years with lazard, he wos involved
with the merchant bank’s corparate advisory
actvities and 1ls Asian businesses He 1s
currently a director of vaneus companies,
including Martin Curne Pacihc Trust ple,

JP Morgan Claverhouse Investment Trust

ple, Xaar ple, Miller Insurance Services

and Schroder Japan Growth Fund plc In
addifion, he 15 chairman of Dunedin Income
Growth Investment Trust PLC and depuly
chairman of Endace Limited

6 Lord Strathclyde

Thomas Strathclyde, currently Leader of
the Opposition in the House of Lords,
has considerable political experience
Tom was apponted a Direcior in

2004 His pariamentary career to date
includes extensive ministenal expenence
at the Departments of Employment, the
Environment, Trade and Indusiry and the
Scaitish Office Prior to enternng politics

in 1988 as a Government Whip, Lord
Sirathclyde worked in the City for the
insurance brokers, Bain Dawes lord
Strathclyde 1s also chairmen of Loadan
based hedge fund manager Trafalgar
Capitel Management, a director of
Galena Capital Management Limited and
Marketform Limited and the president of the
Quoted Companies Alliance




DERECTORS AND MANAGERS

----H---—----

Managers and Secretarnes

Scethsh Mortgage 1s managed by Balllie
Gitford & Co, an investment management
firm formed in 1927 out of ihe legal firm
Ballie & Gifford, WS, which had been
Managers and Secretanes to the Company
since its formation n 1909

Ballle Gifford & Co are one of the largest
investment trust managers in the UK and
currently manage eight invesiment trusts
Ballie Gifford alse manage unit frusts and
open ended mvestment companies, tegether
with investment portfohos on behalf of
pension funds, chartes and ofher inshitukonal
clents, both in the UK and ovarseas Funds
undar the management or advice of Baille

Gifford total over £51 billion at 31 March
2008 Based n Edinburgh, 1t 1s one of
the leading privately owned investment
management firms in the UK, with 33
pariners and a staff of around 500

The manager of Scotish Morigage's
porifolio 1s James Anderson, a pariner of
Ballie Gifford where he 1s Chief Investment
Officer and Head of the Global Team He 15
ulhmately responsible for stock selection and
works closely with the other Heods of the
Investment Departments

The firm of Baille Gifford & Co are
authonsed and regulated by the Financial

Services Authonly

Management Details

Baille Gifford & Co are appoinied as
investment managers and secretanes to the
Company The management contract can
be terminated at 12 months’ notice

Management Fee

Baillie Gifford & Co's annual remunerction
15 O 32% of total assets less current
labilites {excluding short term borrowings
for investment purposes), calculated and
payable on @ quarterly basis

SCOTTISH MORTGAGE INVESTMENT TRUST PLC (ENNENG—_——
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MANAGERS’ REVIEW

Managers’ Review

Cwer the lost five vears this review has
chartad Scothsh Mortgage's evolution frem
callection of index aware regional porfchos
with ¢ heavy bias to UK listed companies
inta a single focussed, stock-dnven global
entdy inveshng for the long tlerm We have
commented on our suspicions of excessive
dwersiication ond the exaggerated faars

cf temporary share price volanliy based on
dubrous correlahens and near meaningless
quarterly earnings releases We have now
reached a point where the shucture of the
porffalio 15 as we would wish it after a hincl
re-balancing away from Briish equines
Therefore this review will discuss o selechion
of the indwidual investments that have been
creal to our performance and seme tha
may be vital in the future

The Current Top Five
CVRD (Brazil)

CVRD or Vale as it 1s now to be called 15
the world’s largest iron ore company Is
reserves are the most productive to be found
anywhere Production capaaity has nsen
sharply of comparatively low cost Ve have
owned the shares since 2004 since when
they have nsen 475%

Plainly this return has been granfying but

It raises the question as o whether the
virues of Vale are now hully recognised
and discounted by the markets One of the
features of the won ore market that atiracted
us was that world class capacity was
concentrated n ust three hands [Vale, Rio
Tinta and BHP) and pricing was seftied by
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a system of annual price negohatons with
majer steel manufacturers This franslated
into an tndustry with better and more

stable returns than wes the case for most
commodites We have some concems that
these fealures are starting to break down
under the pressure of the extracrdinary
boam induced by Chinese infrastruciure
demands New competitors are gradually
enlenng the market whilst a spot markei has
appeared and s the cost of shipping from
[now strong currency] Brazil has soared At
the sama hme Vale has been tempted to use
its substanticl cash flows o diversify away
from the very assets that have made it great
In foimess we found the deal to buy Inco
appealing as it brought the prospact of a
genuing franchise in the concentrating nicket
matket but we have been unsure that talks
with Xstrata are lkely to be as benaficial
We were therefore glad that they have been
broken off However we have tnmmed our
helding and remamn wary of such ambihons
undermining a superb and stilt lowly valued
core business

Atlas Copco {Sweden)

This Swedish engineerng company has
been owned by Scatish Morigage for
well over o decade The move to a glokal
approach has led to a significant increase
in the scale of our holding  Previously the
exposure has been imited by concerns
over s size refalive fo European or even
Scandinavian assets whilst its outstanding
business prospects may have been
underesimated  Atlas conhnues to boast

farmidable strength n its core compressor
business which has shown impressive levels
of profitabilty and market share More
recently it has also built o powerful mining
aquipment drasion that was assembled ot a
hme when the industry was n the doldrums
With over 40% cf orders now denved from
emerging markets the obsessive desire of
the market 1o see the ghosts of past US
recessions as a harbinger of doom for Atlas
seems miscalculated We have sieadily been
adding fo our siake and regard the stock as
highly affractive ot current share prices

Petrobras [Brazil}

Since the end of March Pefrobras has
become our largest holding by dint of
renewed excitement over the prospects for
its drilling success in deep effshore Brazilian
waters {t appears probable that its finds
may be amongsi the largest discovenes
ever made f also belng amongst the

most technically demanding Nonz of the
fradihonal Wastern ol majors has remotely
comparable prospects

Petrobras captures core aspects of our
invastment philosophy We have been
fortunate enough to hove seen the markel
valuea of the shares nise tenfold over the last
five years but this autcome could only have
been of significant benefit fo us because
of our willingnass o invest in the most
altrachve stocks without constramt by index
weights and geographical preconcephions
Equally we have owned it because of s
great pofential not simply to have a set




1 CVRD [or Vale}
The world's largest won ore producer
production capacity has risen and coss are low

percentage of assets n the all industry BP
has nsen only 28% in the lost five years by
companson In recent weeks Petrobras has
aven exceeded BP in market copitalisation
Inevitably the valuahion of Petrobras now
includes some ocknowledgement of s
dramatic reserve potential Our fulure
holding size will depend principally on how
far the scale of the discovenies outweighs the
development costs in the years ahead

Porsche {Preference shares) [Germany)

We consider Porsche to be a tharoughly
misunderstood company lis share price
oscillates vielently according to the mood
of the markets aboui US economic activity
and the dollar combined with screaming
newspaper headlines painting at the
supposedly vainglonous ambitions of the
Parsche and Prech fomilies

We see Porsche in a very different ight

Its Chief Execunive, VWendelin Wiedeking,
has been one of the cutstanding global
corporate leaders of the last twenty vears
We believe Porsche’s growing conlrol of
Volkswagen s driven by shrewd economic
assessment rather than dynostlc pnde
Porsche 1s rapidly moving its onginal brand
towards leading positions in emerging
markets to replace relionce on the whims
and bonuses of bankers in london and New
York Given that the valuahon of Porsche sl
reflects a more pessimistic and fo our mind
passe view we remain enthusiashc owners
of the shares

MANAGERS' REVIEW

2 Petrobras
Brozilion ol company —
major new discaveries this year

Gazprom [Russia)

Our sicke iIn Gazprom hos been
controversial There 15 no stock about which
we receive more scephical queshioning and
there are few stocks that have been more
rewarding for our shareholders [with o gan
aof over 750% in the last five years) Whilst
we cannot guarantee that there wall not be
adverse poliical developments in Russia
we think that the odds are significantly

in cur favour in investing 1In Gazprom

We own the same shares as the Russian
government and regard its confinuad support
as both benehcial to the company and
economically justificble 1 s reasoncble to
expect Ukraine to pay market prices for gas
and to anhcipate liberalisation of domeshc
prices It s surely more ratonat to be warred
about foreign resource halders in Russia
than about Gazprom Even more crihically
the valuation of Gazprom shares suggests
that the oppoertunity remains very significant
Reserves are shil valued at hitle more than

a tenth the level per barrel os for Western
companias For the greatest reserve base

in the world this seems an exaggerated
discount We think the nsks associoled with
nvesting 1n Gazprom are far more likely to
be rewarded than those of allocating our
assets to VVestern majors with stagnant or
dechning reserves

Potentially important Holdings

All these five stocks have helped our
shareholders in the past We believe they
will continue fo do so 1 the future but we

would also like to pont to several areas
which we have been adding to in recent
months and about which we have great
hopes for i the future If the flavour of fhe
top five holdings encapsulates the powerful
trends of globalisahon ond indusinalisanon of
emerging marksts then we would emphasise
that we see technological inncvation as
almost as crihical a force in shaping the
global economy in the vears ahead

Investing in technology companies involves
a willingness to accept both volatity and
diverse returns in the search for the select
band of companres that will prove to ke
persistent winners in their sectors bui the
rewards for doing so can be dramanc in
the lost year this batle has been exemplified
by the success of Amazon and the struggles
of eBay but the net effects have been
pleasing

As might be imagined anxieties over the US
consumer have badly hurt the shore prices
of many campanies in this area in recent
months We think this 1s gving us significant
opportunihes if we can relan our patence
In parhcular we have siarted buying Google
and Nintendo which ssem to us to be
extracrdinarily strong businesses whose
growth and value will endure well beyond
current market nerves Google's ability fo
revoluonise the adverhsing industry and to
disrupt radihonal sofware markels seems
to be accelerating rather than fading We
intend to continue buying the shares even it
the penod of greatest opportunity may now
be past

SCOTTISH MORTGAGE INVESTMENT TRUST PLC DRI
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1 Porsche
Strong brand, first class leadership and
shrewd strategy

Ir the case of Nintendo we are thrlled that
after almost twenty years of decline we have
now feund at least one additional jepanese
stock that excites us both in 1ts business
model and by its low valuatien relative o
s foresesable retums Nintendo’s success
in atirachng a for wider set of parhcipants
io its Wi and DS platforms than tradihonal
gaming companies seems fo us fo be
emblematic of a distinciive and thoughiful
opproach that 1s cunously simple yet hard
to imitate That both Google and Nintendo
relish competing with Microsoft 15 perhaps
noncomncidental

Finally we would highlight our exposure

o allernative anergy companies This 1s

o difficult, volotle ond complex field and
some of our most thoughthul shareholders
nave expressed doublts about prevailing
valuations but on balance we consider that
this remains an infriguing area for future
expansion In pericular we think that the
progress being made 0 solar power 15
deeply encouraging VWe esimate this ought
fo translate nto panty of cost with radihonal
energy sources within 3-5 years — or well
wihin our investment honzon We have tned
1o use the excessive volatility of these stocks
ta add to our holdings n a disciplined
manner We see lifle sensible reason for
the coliapse of this subsecior in the market
nerves of the last three months especially
since energy prices have remamed so
disconcertingly buoyant Ve have therefore
added to cur holdings in two companies

ANNUAL REPORT 2008

2 China Mobile
China Mobile 15 China's dominant mobile telecoms
company with over 350m mobile subscrbers

where we feel the dynamism of technical
pragrass and business execufion has bagun
fo translate wnto structural cdvontages One,
First Solar, 15 the clear leader in thin fitm
technology and the closest to gnd parnty

Its early backing by the Walton family [of
Walmar famel 1s now set to pay off in inmal
US utlity contracts The second 1s Qcells
which hos turned a favourable research and
subsidy environment in Germany into scale
and technology leadership  The potental
scope and profitablity of these companies
reconciles us ta therr ratings within the
overall portfolio context As we alse

have heldings in two Danish companies

in the form of Vestas (wind power] and
Novozymes [enzymes) aur investments

in alternative energy have sigmificantly
contnbuted o a stack dnven nse i our
Evropean assels

Future Policy

Qur policy will remain set on the course
we have pursued over the Jast five years

tt would be a pleasant surpnse if this were
to prove quite os dramotically successful in
the years chead In parhicular d would be
strange if the expenence of the last year in
which onfy two of our top twenty holdings
[held throughout the period) deducted from
absolute or relative performance were fo be
eastty repeated Indeed we cannot hope fo
generale good overall retums unless we are
prepared to accept the near nevikability of
several holdings disappointing

These cautions aside we feel ophmishe
about the future of the Trust Tachically we
are finding many opportunities As indicated
above several of these are now io be found
in the angst ndden markets of the West

as well as in the structural growth areas of
Asia and Emerging Markets There are even
some banks that we have been tempted to
start buying — iIf prematurely af the date of
record For these reasons we have been
hoppy 1o see geanng levels edge higher Ta
our minds ¢ warld economy less dominated
fy Anglo-Amencan consumers and bankers
and more exposed to the march of Ching,
india and Brazil away from poverly 1s

a more appealing and better balanced
environment for equity iInvestors rather than o
cause for panic

in strategic terms we feel that the advantages
of @ genuinely global approach run wath

the discipline to endesavour to distinguish
underlying change from the cacophony of
noise that precceupies markets and offerng
the flexibility offered by sthe combination of
the ability to borrow with a strong foundation
of permanent capital 15 becoming ever more
valuable It 15 these advantages that we
constanily need to try 1o explot rather than
falling info the frap of behaving as a ightly
disguised index fund or an extravagantly
remunercted hedge fund If we can achieve
this then the prospects are good given
reascnable good fortune




THIRTY LARGEST EQUITY HOLDINGS AND EQUITY PERFORMANCE AT 31 MARCH 2008

Fair value Contribution Far value
31 March Performancet to absolute 31 March
2008 %oftotal Absolule  Relahve performance 2007
MName Business £'000 assets % % % £000
CVRD [or Valel Iron ore and nickel mining 101,078 44 860 88 7 29 58,188
Atlas Copeo Engineerng G@,392 44 218 235 10 55919
Petrobras Oil producer 06,399 42 Q14 Q4 1 30 72913
Porsche Automobiles 00,222 40 206 223 05 35,543
Gazprom Gas producer 85,750 38 211 228 05 62,715
Sandvik Engineenng 81,970 36 22 37 03 55,596
Vestas Windsystems Wind power systems 77,204 34 Q54 982 16 17,440
eBay Internet trading company 69,684 31 (112 @9 2 68,697
Amazon com Online refaler 61,714 27 766 791 12 26,466
EOQG Rescurces Oil and gas producer 53,374 23 666 69 0 10 32,094
Canon Printers, copiers and cameras 52,407 23 {13 1) (119 {03 44,206
Noridsk Nickel Diversified mining 51,066 23 500 521 08 28,179
China Mobile Mebile telecommunications 46,371 20 652 &7 6 o7 21,536
Deere Farm machinery AL 777 20 47 2 493 06 19,590
Standard Charlered Banking 44,238 19 204 221 04 37,610
Schlumberger Cil services 43,723 19 253 271 05 35,189
Monsanto Seed and agneuliural chemicals 41,336 18 101 5 104 4 10 20,724
Unicredito lialiano Banking 35,607 16 34 1)+ {30 8)* (0 8]
Swisscom Fixed line telecommunications 33,035 1 4 {0 8)* & 3* -
Reed Elsevier Publisher 31,620 14 87 102 072 34,145
Berkshice Hathaway Insurance 31,437 14 213 230 03 25,839
Richemont Luxury goods 28,335 12 [0 &) 12 O
ss Banking 27,449 12 150 1} 149 4) 13 24,767
Somsung Electronics Electronics manufacturer 26,892 12 48 63 01 42,572
Xstrato Iron ore and nickel mining 26,657 12 (7 5 {7 O 02 -
Greells Solar energy production 26,363 11 542 564 03 12,569
Fust Solar Solar energy technology 26,061 11 7 0* 171 02 -
Tesco Food retailer 25,143 11 1136 112 3) 02 40,211
Waigreen Pharmacy chain 24114 11 (17 3) {16 1) o1 21,043
Rockwell Automahion Industaal automation providers 23,076 10 (3 6} (22 - 20,732
1,506,505 461 215,213

1 Absolute and relalve performance hes been colculoled on a lotal refurn basis over the penod | Apnl 2007 10 31 March 2008 Absclute performance 15 in sterling
terms, relative performance 15 agawst the benchmark FTSE All World Index (in stetding terms}

* Figures relate to par! period returns where the equity has been purchased duning the penod

Source Balle Giftord & Co/StatPro

Past performance s no guaraniee of fuure performance
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INVESTMENT CHANGES AND DISTRIBUTION OF PORTFOLIO

Investment Changes

Valuation at Net acquisthons Appreciation/ Valuahion at
31 March 2007 {disposals) {depreciation} 31 March 2008
£'000 £'000 £000 £'000

Equihes*
United Kingdom 507,412 (194,772) (61,6981 250,942
Continental Europe 327,515 320,035 464 648,014
Nortth America 488 738 28,175 37,505 554,418
lopan 66,237 37,473 114,253) 8¢,457
Asia Pacific 241,031 {81,588) 41 318 200,761
Emerging Markets 323,756 {44,181) 147 717 427,332
Total equihes 1,954,729 65 142 151,053 2170924

Bonds

Sterling bonds 8,504 9,504 (7801 17,228
Euro bonds 15,778 {8,582 12 318 4,879
US dollar bonds 4,591 i2,840) 13 1,864
Brazihan real bonds 48,305 4,981 11,293 64,579
Total bends 77178 3 062 8,310 88 550
Total Investments 2,031,907 68,204 159,363 2,259,474
iNet hquid assets 13,608 4,040 {1,051) 16,597
Total assets 2,045,515 72,244 158,312 2,276,001

The figures cbove for total assets are made up of iotal net assets befere deduction of debentures lang and short term borrowings

* Equities include OFICs

Distribution of Portfolio

Geographical 2008 (2807
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Classification of Investments

CLASSEFICATION OF INVESTMENTS

Continental North Asia  Emerging 2008 2007
Classiication UK Europe  Amenca Jopon Pacific Markets Total Totat
Equities* % % % % % % % %
Qil and Gas - - 42 - 04 87 133 112
Cil and gas producers - - 23 - 04 87 114 Q5
Qil equipment, services and distnbution - - 19 - - - 19 17
Basic Materials 12 10 28 - - 67 117 63
Chemicals - 10 18 - - 28 10
Industnal metals - 10 - - 23 33 | 4
Mining 12 - - - - 44 54 3¢
Industrials 36 131 30 06 203 136
Aerospace and deferce 19 - - 10 _
Generat industrials - 10 - 10 10
Electromc and elecincal equipment 17 - - 17 06
Indusinal engineenng - 114 20 - 06 140 79
Industrial franspertation - - - - - - 07
Support services 17 - - - 17 34
Consumer Goods - 59 09 07 05 - 80 103
Automobiles and parts - 40 - 03 - 45 38
Beverages - - 0¢ - - - 0 10
leisure goods - - 07 - - 07 -
Focd praducers - - - - - - 13
Hausehold goods - - - - - 11
Personal goods - 19 - - - i 06
Tobacco - - - - - - 25
Health Care - 05 06 - - 10 21 48
Hedlth care equipment and services - - 06 - - - 06 12
Pharmaceuticals and biotechnology - 05 - - 10 PS 36
Consumer Services 31 08 84 - - 08 131 166
Food and drug refalers 11 18 - - 29 51
General retailers 06 08 58 - - 08 80 66
Medic 14 - 08 - - - 22 37
Travel and leisure - - - - - - 12
Telecommunications - 14 - - 20 04 38 10
Fixed line telecommunications - 14 - - - - 14 -
Mobile felecommumicatians - - - 20 04 24 10
Financials 28 40 21 09 31 12 141 221
Banks 24 33 - - 13 12 82 118
MNonlife insurance - 21 09 - 30 27
Real estate - - - 04 - 04 06
General financial 04 - - 14 - 18 6
Noneguity investment siruments - 07 - - - - 07 09
Technology 03 18 24 23 22 - 90 946
Software and computer services 03 08 07 10 - 28 38
Techrology hardware and equipment - 10 17 23 12 - &2 58
Total Equihes* 110 285 244 39 B8 188 954
Total Equities* - 2007 248 160 229 32 118 158 955
Bonds o8 02 01 - - 28 39 38
Net Liquid Assets 03 01 03 - - - 07 07
Total Assets 121 288 248 319 88 216 1000
Ibefore deduction of debentures long and short term tomowings|
Total Assets ~ 2007 257 168 243 32 117 183 1000
Debentures, Long and Shert Term
Barrowings 167} {60) 29 (37) - - {19 3) (13 35)
Equity Shareholders’ Funds 54 228 219 02 88 214 807
Equity Shareholders’ Funds — 2007 183 136 24 3 03 17 183 865
Number of equity investments* 13 18 18 3 13 1 76 75

*Including OEICs

SCOTTISH MORTGAGE INVESTMENT TRUST PLC IS




LIST OF INVESTMENTS AS AT 31 MARCH 2008

Fanr value % of total
Classihcahon Name Business £'000 assets
United Kingdom
Mining Xstrota Iron ore and nickel mining 26,657 iz2
Aerospace ond defence Meggitt Aeraspace and defence 21,509
Rolls Royce Group Aerospace equipment provider 22,554
T 44,063 19
Support services Hays Personnel and recruitment services 11,105
Intertek Group Business support providers 12,573
Wolseley Builders’ merchant 14,005
37,683 17
Food and drug relailers Tesco Food retailer 25,143 11
Genaral retalers Inchcape Motar distnbutor 12,838 06
Media Reed Elsevier Publisher 31,629 14
Banks Royal Bank of Scotland Banking 11,943
Standard Chartered Banking 44,238
56201 24
General financial Intermediate Copital Group Mezzanine finance provider 9,900 04
Software and computer services Sage Small business sofiware 6,828 03
Total United Kingdom Equities 250,942 E
Continental Europe
Chemicals BASF Commodity chemicals  Germany 22,994 10
Electionic and electrical equipment Greells Solar energy production  Germany 26 363
ABB Electronic and electncal
equipment  Swalzedand 12,976
39,339 17
Industnia! engineening Atlas Copco Engineening — Sweden 90,392
Sandvik Engineenng  Sweden 81,970
Veslas Windsysterns Wind power systems — Denmark 77,204
258,366 o
Auvtomobiles and parts Porsche Automobiles  Germany 90,222 40
Persanal goods Hermes Lusury goods  France 16,433
Richemont Luxury goods  Swrizerland 28,335
44,768 19
Pharmaceuticals and
biotechnology MNovozymes Generic drugs manufacturer — Denmark 10,856 05
General retailers PPR Broadline retailer  France _ 17,283 08
Fixed line lelecommunications Swisscom Fixed hne lelecommunications — Swatzerand 33,035 14
Banks Banco Santander Banking — Spain 11213
LBS Banking  Switzerland 27 449
Unicredito ltahane Banking — lialy 35,607
74,969 33
Nonequity investment instruments  Bailhe Gifford Furopean Smaller
Componies Fund Small company fund 16,633 07
Software and computer services  SAP Business software  Germany 17,138 08
Technclogy hardware
and equipment Encsson Telecommunicahons equipment — Sweden 22,211 10
Total Continental European Equities 648,014 E

iy
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LIST OF INVESTMENTS

Fair value % of total
Classification Name Business £'000 assels
North America
QOil and gas producers EQG Resources Ol and gas producer 33,374 23
Ol equipment, services
and disibution Schlumberger Ol services 43,723 19
Chemicols Monsanlo Seed ond agricuttural chemicals 41,336 18
Industrial melals LS Steel Steel mill products 22,289 10
General indusinals Rockwell Autcmation Indusinal automahon providers 23,076 10
Indusinal engineenng Deere Farm machinery 44,777 20
Beverages Brown Forman Wine and spints producer 19,949 09
Healthcare equipment and services Wallpaint Managed core 13,319 06
Food and drug retailers Walgreen Pharmacy chain 24,116
Whole Foods Markat General retailer 15,176
39,292 18
General retailers Amazen com Online refailer 61714
eBay Internet frading company 69,684
131,398 58
Media Ommicom Advertising agency 18,594 08
MNonlife insurance Berkshire Hothaway Insurance 31,437
Progressive Ohio Property and casualty insurance 16,949
"~ 48,406 2
Software and computer services  Google Cnline search engine 14,958 07
Technology hardware
ond equipment Linear Tech Linear inlegrated circurts 13,866
First Solar Sclar energy technology 26 061
39,927 17
Total North American Equities 554,418 E
Japan
Leisure goods Mintendo letsure, amusement, mohon
pictures, entertainment 15,589 07
Nonlfe nsurance Mutsut Sumitome Insurance MNon life insurer 21,4461 09
Technology hardware
and equipment Canen Prnters, copiers and cameras 52,407 23
Total Japonese Equities 89,457 E
Asia Pacific
Oil and gas producers CNOOC Oil end gos produchion  China 2,821 04
Indusinal engineering Samsung Heavy Industnes Censfruction and helding company - Koreg 13,283 06
Automobiles and parts Hero Honda Aotors Maotoreycle and scooter
manufacturer — India 1%,607 05
Mabile telecommunications China Mobile Mobile telecommunicahons  Hang Kong 46,371 20
Bonks Kookmin Bank Banking  Koreo 15,524
Hane Financial Group Banking  Korea 2,248
DBS Group Holdings Banking  Singapors 5166
29,938 13
Real astate Shanghe Forte Land Residennial property  China 2,132 04
General financial Housing Development
Finance Corporahon Martgage bonk  India 8,427
Singapore Exchange Secunhes exchange
owner/operator  Singapore 12 305
Hong Kong Exchanges Securihies exchange
and Clearning owner/operator  Hong Kong 10,239
30,971 14

SCOTTISH MORTGAGE INVESTMENT TRUST PLC IENEENEEN 1



LIST OF INVESTMENTS

Ibefore deduction of debentures, long and short term borrowings)

HANNUAL REPORT 2008

Fair value % of total
Classihcation Name Business £'000 assets
. Asia Pacific continued
Software and computer services  Tawan Semiconductor
Manulacturing Semiconducior manufacturer — Tarwan 22,746 10
l Technology hardware
and equipment Samsung Electronics Electromics manufaciurer  Korea 26,892 12
Total Asia Pacihc Equities 200,761 88
l Emerging Markets
Oil and gos producers Gazprom Gas producer — Russia 85750
| Lukanl Ol producer - Russia 16,343
Petrobras Ol producer - Brozil 96,399
198,492 87
Industnal melals MNonlsk Nickel Diversified mining — Russia 51,066 23
l Mining CVRD {or Vale) lren ore and nickel mining — Brazil 101,078 44
Pharmaceuhcals and
biotechnology Teva Pharmaceuticals Genenc drugs menufacturer — Israel 21,444 10
General retailers Walmex General retailer — Mexico 17,640 o8
Maobile telecommunications MTN Group Mobile lelecommunications = South Afaca 9,814 04
Banks Garant Bankast Banking - Turkey 14,326
Standard Bonk Group Banking — South Afica 12,720
. 27,046 12
Real esiate Black Sea Property Fund Bulgarian property trust 750 -
Total Emerging Markets Equities 427,332 188
Total Equity Investments 2,170,924 954
. Fixed Interest
Sterling dencminated Business Mortgage Finance FRN 2037 1,576
Business Mortgoge Finance FRN 2041 4,000
Business Morigage Finance FRN 2045 6,722
Cawngorm Limited Class E FRIN 2016 2,353
Roval Bank of Scofland 8 162% 2012 2577
I 17,228 o8
Furo denominated Euro Max ¥ Income Notes 478
Semper Finance FRN 20061 2,144
Skye ClO Income Notes 2019 2,257
4,879 02
l US$ denommnated Old Mutual 8% 2008 Perpetual 1,864 01
Braziian real dencrminated Brazil CPl Linked 2045 64,579 28
l Total Fixed Interest 88,550 39
Total Investments 2,259,474 993
. Net Liquid Assets 16,597 Q7
Total Assets at Fair Value 2,276,071 1000



TEN YEAR RECORD

Capltal Debenture
stocks, long Equity Net Net
and Equity shareholders’  assetvalue  asset value
At Total short term  shareholders’ funds per share*  per share* Share Discountt Discountt
31 March assets  borrowings funds per share (faur} (par) price (faur) {par)
£'000 £'000 £'000 p p p p % %
1698 1,877,159 303063 1,574,096 436 4 437 4 3840 122
1999 1,868,328 222,427 1,645,901 456 3 434 9 457 3 3755 137 179
2000 2,200,554 279,010 1,927,584 5691 549 2 5702 493 5 101 135
2001 1,660,182 165,893 1,464,289 445 4 4309 447 5 3770 125 158
2002 1,509,887 206,809 1,302,988 421 4 409 4 4236 3690 29 129
2003 1,051,545 207,225 844,320 2833 2680 2855 2345 125 179
2004 1,355,341 227,560 1,127,781 3793 3628 3815 3050 15¢ 201
20058 1,455,704 213083 1,242,621 4204 398 8 422 6 3330 165 212
2006 1,985,162 231,809 1,753,353 608 & 584 1 6109 5215 107 14 &
2007 2,045,515 275,650 1,769,865 628 8 607 1 6310 5420 107 141
2008 2,276,071 439,627 1,836,444 6703 6514 6725 6000 79 108

*  Nei csset value per ordinary share has been calculaled afier deducting long lerm barrowings o either por value or farr volue (see note 23, page 471

T Discount is the difference between Scolish Morigaga's quoled share price and ifs underlying net assel value with borrowings af either par valye or farr value

§ Restated, invesiments valued at fair value [oid) and dwidends declared dhier the year end no longer Irealed as a lability at the year end Figures pror to 2005
have not bean restoted for these changes

Revenue Dwidend pard Gearing Ratios
Available Revenue and proposed Total

Year to Gross for ordinary eqarnings per per ordinary expense Actual Potenhal
31 March revenue shareholders ordinary share § share [net) raho §§ gearing | geartng 1l

£'000 £000 P p %
1998 52 184 21,685 601 535 037 107 119
199G 44,864 20,263 5062 5350 038 107 ila
2000 44100 27 .807** 7 82*+ 565 0350 105 114
2001 44075 25,212 757 600 051 104 113
20072 36,377 24 213 7 56 625 ¢ a7 10¢ 116
2003 33,909 22,597 743 6 60 049 113 125
2004 35,829 23,931 805 700 060 111 120
2005 35,456 21,809 737 735 & 52 10 117
2006 41,456 25,738 882 8 50 052 108 113
2007 45,522 27817 ¢ 80 9 50 049 110 116
2008 49,575 27,043 79 1030 0351 118 124

$  The caledlation of eamings per ordinary share 15 bosed on the revenue from ordinary achvilies ofter taxation and the weighted average number of ordinary shores
1n 1ssue (see note 8, page 38)

§8 Ranc of lolal operating costs o average shareholders” funds

1 Tolal assets including ol debt used for investment purposes) less afl cash and fixed nterast securities {ex converlibles| divided by sharehalders funds

B Tolal assels (including all debt used for mvestment purposes| divided by sharehlders' funds

** Resiated for change n accounting policy to charge expenses 50 50 batween revenue and capral

Cumulative Performance (taking 1998 as 100) Revenve  Dividend pard

Net asset Net asset Benchmark » Share price  earmings per  and proposed Retail
At value per value total total Share total ordinary per ordinary price
31 March  share {par)  return {par) 33 Benchmark® return 11 price return £t share share [net) index
1998 100 100 100 100 100 100 100 100 100
1999 105 107 110 112 %8 100 @4 103 102
2000 130 134 127 132 129 133 130 106 105
2001 102 106 109 115 @8 103 126 112 107
20072 Q7 102 103 12 @6 103 126 17 109
2003 65 70 G 77 61 o¥4 124 123 12
2004 87 Q7 87 99 79 Q1 134 131 115
2005 Q7 107 Q5 AR 87 100 123 137 118
2006 140 158 120 143 136 160 147 159 121
2007 144 166 124 153 14] 169 163 178 127
2008 154 180 120 151 156 190 163 193 132
Compound annual returns
S year 187% 20 7% 11 4% 14 4% 20 7% 23 3% 57% @ 3% 3 3%
10 year A4 4% 6 1% 1 8% 4 2% 4 6% & 6% 50% & 8% 28%

$+1 Source Themson Financial Datastream

A On 1 Apil 2007 the Compeny changed vs benchmark from 50% FTS% All Shere ndex and 50% FTSE World ex UK Index i sterling terms] 1o 100% FTSE All World
Index [in sterhing terms) For the purposes of the obove the returns on balh benchmarks for thenr respective penods have been linked i form a single banchmark

Past performance 1s no guarantee of future performance

SCOTTISH MORTGAGE INVESTMENT TRUST PLC RN
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DIRECTORS' REPORT

Directors’ Report

The Directors have pleasure in submitting their
Annual Report together with the results of the
Company for the year 1a 31 March 2008

Bustness Review
Objective

Scothish Mortgage cames on business

as an Investment Trust The invesiment
objective 1s to maamise fotal return, whilst
also generating seal dwidend growth, from
a focused and actively managed global
portfolic The equity portfolio 15 relativaly
concenfrated and investments are chosen
on therr long term menits rather than wath
reference to geographical assef allocation
ar the composiion of an index The
Company aims to achieve o greater refurn
than the FTSE All World Index {in sterling
terms} over a five vear rolling penod

Investment Policy

Scotish Morigage 1s @ truly active fund and
does not atfempt to rack its benchmark
index lis objechive 15 to maximise total
refturn, whilst clsa generating real dividend
growth, from a focused and actvely
monaged global portfelio Invesiments

are chosen for inclusion within the equity
porffelio by looking closely af the ments of
indnaducl comparies in a stuctured and
rahional fashion

A global perspective 15 taken  Asset
allocation 15 the outcome of stock

selection and not arnved at by making
spectic weightings fo regsons, industnes
of seclors Achieving diversification s @
requirement when selecting invesiments but
an uncenstrained approach 15 adopted
and there are no fixed Iimits seif as to
geographical, indusiry and sector exposure
Levels of dersity achieved are monitored
by the Board on o regular basis

ANNUAL REPORT 2008

The number of equity heldings will typically
range between 50 ond 100 and ore
chosen from around the waorld

A long term investment horizon 15 observed
and litle attention 15 poid 1o short term
market trends when deciding policy This
patent approach allows markst volalility

tc be exploted to shareholders” long term
advantage An average holding period for
investments of five years or more s targeted

favestment may be made in fixed inierest
securihes, convertble secunhes funds,
unquoted entiies and other assefs basad on
the Indwidual investment cases Wath prior
approval of the Board, the Company may use
denvahves for the purpose of sfficient portiolio
management [t e for the purpose of reducing,
fransfernng or ehminating nvesiment nisk in

s invesiment, including protection aganst
currency nsk] and for nvestment purposes

The pamary nvestment facus 1s on eguity
investments predominonily with good hiquidity

Exposures to any one enhity are monitored
regularly by the Board Al the 1me of
invesiment the maximum exposure to any
ane holding 1s mited to 8% of total assets

A maximum of 40% of tofal assets may be
invested in holdings exceeding 3% of fotal
assats These wo restrichons do nat apply to
investment in unit trusts ar OEICs, invesiments
by way of nghis 1ssues or certain government
bonds The maximum permitted investment

in other U< listed investment companies in
oggregate s 15% of gross ossefs

Borrowings are invested 1n equity markels
when 1t 15 believed that investment
considerahons ment the Company taking
a geared posion to equines Geaning
levels, and the extent of equity gearing,
bath in absolute terms and relative 1o the
peer group, are discussed by the Board
and Managers af every Board meetfing
The pertion of borrowings which 15 not

invested in equihes may be invested in fixed
Interest secunhes Apart from in exceptional
circumstances the Board will not take out
additional borrowings i, ot the ime of
borrowing, this takes the level of effective
geanng beyond 130% with net assef value
catculated with borrowings at par value

The benchmark 15 o reference point for
jedging performance and emphancally 1s
not a partfolic construction tool The portfolio
does net set out o reproduce the index and
thera will be pencds when perfarmance
diverges significantly from the benchmark
Parformanice aganst the benchmark 1s
assessed over a five year rolling term

Details of mvestment strategy and actvity
this year can be found in the Chairman's
Statement on page 4 and the Managers’
Review on pages 8 to 10

Discount

The Board recognises that it 1s in the long
term interests of shareholders to manage
discount valatility and believes that the pime
dniver of discounts over the longer term 1s
performance The Board does not have

a precise discount target ot which shares
will be bought back as it believes that the
announcement of specific targets is lkely

to hindar rather than help the successful
execulion of a buybock policy Future
buybacks wall be considered pnmanly by
reference to the Company's discount relatve
to its peers

Duning the year the Company bought back
a total of 7,471,279 shares, all of which
are held n reasury, increasing net asset
value per share by O 3%

Performance

At each Board meeting, the Directors
cansider a number of performance measures
to assess the Company’s success in
achiaving s objectives



The key performance indicators (KPls) used
to measuse the progress and performance
of the Company over lime cre astablished
industry measures and are os follows

s The movement in net asset value
per ordinary share [after deduciing
borrowings ai farr value),

* The movement in the share pnce,

* The movemeant of net assef value and
share price performance compared fo
the Benchmark,

» The discount [after deducting barrowings
at fair valuel,

¢ The lotal expense ratia,
* Earnings per share, and
* Dwdend per share

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

In addihon to the above, the Board
considers peer group comparaive
parformance A range of comparator groups
are used including a selected grouping of
five ‘best of breed’ trusts, o group of the fve
large AIC Global Growth investment trusts
(Large Trust Peer Groug], a umivarse of global
growth tusts s defined by Winterflood
Secunties, the AIC Global Growth Sector,
and the farges Standard and Poor's unverse
of Global Growth Trusts The Board also
reviews the absclute and relahive discount
which can be found on pages 2 ond 3

Review

A review of the main features of the year
and the investment outlook 1s containad

in the Chairman's Statement and the
Managers' Review on pages 4, 5 and 8 to
10 respectively

Principal Risks and Uncertainhies

The principal nsks facing the Company
relate to the Company's investment activities

An explanation of these nsks and how they
are managed 15 confained n note 23 1o the
accounts on pages 43 io 47

In addition, breach of sechon 842 of the
Income and Carporaiion Taxes Act 1988
could lead to the Company being subject
ta caprifal gains fax The Managers monitor
investment movements, the lavel of forecast
income and expenditure o ensure the
provisions of the Act are not breached

Financials

There are four debentures in ssue, all of
which are hsted and queted on the London
Stock Exchange and detarls of which

are given on pages 40, 46 and 47 In
addihen, term bank borrowings ond loan
facilihes are in plece which are also shown
on page 40 The financial kighlighis for the
year under review are as follows the et
asset value per share increased by 7 3%
during the yeor, compared to a decrease
in the benchmark of 3 7%, dradends
increased by 8 4% 1o 10 30p per share,
and the discount has fallen to 7 9%

The Compeny has an Aca lssuer Raling by
Moody's

Dividends

The Board recommends a final dividend of
5 30p per ordinary share which, together
with the intenm of 5 00p already paid,
makes a tetal of 10 30p for the year
compared with @ 50p for the previous year

if cpproved, the recommended hinal
dividend on the ordinary shares will be
paid on 2 July 2008 to shareholders on the
register af the close of business on 6 June

2008 The exdwvidand date 1s 4 june 2008

Status

The Company 1s an invesiment company

within the meaning of sechon 266 of the
Companies Act 1985

DIRECTORS’ REPORT

The Company cames on business as an
investment trust In the cpinien of the Directors,
the Company conducts its affairs so as o
enable it to obtan approval by HM Revenue
and Customs as an investment trust under
sechon 842 of the Income and Carporation
Taxes Act 1988 The Company was
approved as an investment frust for the year
ended 31 March 2007, subject to matters
that may anse from any subsequent enguiry by
HA Revenue and Cusfoms info the Company’s
tax return The Company will cantinue fo sek
opproval under sechion 842 of the Income
and Corporation Taxes Act 1988 each yeor

Corporate Governance

The Board 1s commitied to achieving and
demenstrating high standards of Corporate
Governance This statement outlines how
the principles of the Combined Code on
Corporgte Governance published in 2006,
(the ‘Cembined Code’) were applied
throughout the hnancial year

Comphance

The Company has compled thraughout
the year under review with the provisiens
of the Combined Code except that no mit
has been impased on the overall length of
service of Directors

The Directars recogmse the value of
progressive refrashing of, and succassion
planning for, company boards ard the
Board's composition 15 reviewed anavally
However, the Board 1s of the view that length
of service will not necessanly compromise
the independence or contrbution of directors
of an investment trust company, where
continuity and expenence can be o bensht
to the board Consequently, ne bmif has
been imposed on the overall length of
service All Directors are, however, required
to retire and, If appropriate, seek reelechion

at least every three yecrs Directors who

SCOTTISH MORTGAGE INVESTMENT TRUST PLC RN
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Directors’ Attendance at Meetings

Audit Nomination

Board Committee Committee

Number of meetings 6 2 1
Sir Donald MacKay ) 2 1
GA Ball 5 1 1
MM Gray 6 2 I
WG McQueen & 2 1
JPHS Scolt & 2 ]
Lord Skathclyde 4 2 -

have more than nine years' service submit
themselves for re-election annually

The Board 15 alse adhering to the principles
cf the AIC Code in all matenal respects

The Board

The Board has overall respensibility for the
Company's affarrs It has ¢ number of matters
reserved for its approval including strategy,
investment policy, currency hedging, geanng,
treasury matters, dwicdend and corporate
governance policy A separate meeting
devated 1o strategy 1s held each year The
Board alsc reviews the hnancial statemants,
investment ransachons, revenue budgets and
performance Full and timely information 1
provided 1o the Board to enable the Board to
funchon effectively and 1o ollow Directors to
discharge their responsibiliies

The Board currently compnses six Directors,
all of whom are non executive The executive
responsibility for investment management has
been delegated to the Company’s Managers
and Secretanies, Ballie Gifford & Co, and,
in the context of a Board comprising only
narrexacutive Directors, there 1s no chief
executive officer The Senior Independent
Drrector 1s My GA Ball

The Directors believe that the Board has a
balance of skills and expenence that enables
it to provide effective sirategic leadership
and proper goverance of the Company
Information about the Directors, including theur
relevant expenence, can be found on page 6

There 15 an agreed procedure for Directors
1o seek independent professional adwice,
necessary, al the Company's expense

The Company also maintams Directors” and
Officers’ Ligbility insurance

tndependence of Directors
All the Directors cre considered by the
Board fo be independent of the Managers

Hﬂ ANNUAL REPORT 2008

and free of any business or other
relatonship that could interfere with the
exercise of their independent judgement

Mr GA Ball, who has served on the

Board for more than nine years, offers
himself for re-elechon annuglly The Board
subscribes to the view expressed in the AIC
Code that feng serving Direclors should

nat be prevented from being considered
as independent following o format
performance evaluchion, the Board has
concluded that, notwithstanding his length
of service, Mr Ball retains independence of
character and |udgement and his skills and
expenence add to the strength of the Board

Meehngs

There 1s an annual cydle of Board mesiings
which 15 dasigned 1o eddress, in a systematc
way, overcll strategy, review of invesiment
policy, investment performance, markefing,
ravenue budgets, dividend policy and
commurication with shareholders The Board
considers that it meets sufficientty regulary

to discharge its dutes effectively The table
above shows the atrendance record for the
Board and Committee Meetings held durning
the year All of the Directors atended the
Annucl General Meefing

Nomnation Commuttee

The Nomination Committza consists of the
independent non executive Directors and
the Charman of the Board 1s Chairman of
the Committee  The Committee meefs on an
annual basis and at such other imes as may
be required The Commitiee has wniten
terms of reference which include reviewing
the Board, identfying and neminating new
candidates for appointment to the Board,
Board appraisal, succession glanning and
raining The Committee also considers
whether Directors should be recommended
for reelechon by shareholders Appontment
of new Directors 15 considered by the

Nomination Commitiee taking into accaunt
the need to mantain a balanced Board
The terms of reference are avallakle on
request from the Company and on the
Company’s page on the Managers'
website www bailliegifford com

Performance Evaluahon

The Nomination Committee met to assess
the performance of the Chairman, each
Direcior, the Board as a whole and 1ts
commitees, after inviting each Cirector and
the Chairman to censider and respond ta
a set of questions  The appraisal of the
Chairmen was fed by Mr GA Ball

The appraisals considered, amongst other
cniteria, the balance of skills of the Board,
the contrbution of indnvidual Directors and
the overall effectveness of the Board and s
Commitiees Fallowing this process it was
concluded that the performance of each
Director, the Chawman, the Board and its
Committees continues o be effective and
each Director and the Chairman remains
committed fo the Company

A review of the Charrman’s and other
Directars’ commitments was carmed out
and the Nomination Committea 15 salisfied
that they are capable of deveting sufficient
time to the Company There were no
significant changes 1o the Chairman’s other
commitments during the year

Terms of Appointment and Re-elechons
Letters which specify the terms of
appoiniment are 1ssued fo new Directors
The letters of appointment are avallable for
inspechon on request

Under the provisions of the Company's
Arhcles of Association, a Director appointed
during the year 1s required to retire and seek
election by shareholders at the next Annual
General Meeting Diraciars are required

to submit themselves for re-slechion al least
once every three years and Directors who



hove served for more than nine years offer
themselves for re-election annually

The names of Directors retinng and cffenng
themselvas for re eleciion together with the
reasons why the Board supports the re-
elections are set out on poges 22 and 23

Induchon and Training

New Directors are provided with an
induchon programme which 1s lallored to the
particular circumsianceas of the appoiniee
Reguler briefings are provided on changes
in regulatory requirements that could affect
the Company and Directors The Dhrectors
receive other roining as necessary

Remuneration

As all the Direclors are nonexecutve, the
provisions of the Combined Cade in respect
of Directors” remuneration are aof relevant to
the Company except 1o the extent that they
relale specifically lo nonexecutive directors
Consequently there 1s no requirement

for a separate remuneration committee
Directors' fees are considered by the Board
as a whole within the imits approved by
sharsholders The Company’s palicy on
remunerchon 15 sel out i the Directors’
Remunesation Repart on pages 26 and 27

Internat Contrals and Risk Management
The Directors acknowledge their
responsibility for the Company’s system

of :nteral controls and for reviewing its
effectveness The system of internal controls
is designed to manage rather than ehminate
nsk and can only provide reasonable but
not absolute assurance agamst matenal
misslatement or loss

The Board confirms that There 15 an ongoing
process for identifying, evaluating and
managing the significant nsks faced by the
Company in accordance with the guidance
‘Infernal Control Revised Guidance for
Directors on the Combined Code’

Directors’ Interests

DIRECTORS’ REPORT

Nature Ordinary 25p shares held at

Name of interest 31 March 2008 31 March 2007
Sir Donald MacKay Benehicial 2,469 2,469
GA Bdll Beneficial 10,000 10,600
MM Gray Reneheial 272,900 272 900

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

Non beneheial - 3,000
JPHS Scoit Bereficial 30,396 30,402
Lerd Strathclyde Beneficiol 3,142 3142

The Directors at the year end, and their interests in the Company, were as shawn chove
There have been no changes intimated in the Directors’ nterests up to 13 May 2008

The Directors confirm that they have
reviewed the effectiveness of the system and
they have procedures in ploce 1o review s
effectivenass on a regular basis

The prachical mecsures to ensure compliance
with regulation and company law, and to
provide effectve and efficient operations
and investment management, have been
delegated o the Mcnagers and Secretarnies,
Baille Gifford & Co, under the terms of

the Management Agreement The Beard
acknowledges s responsibiliies to supervise
and control the discharge by the Managers
and Secrefaries of therr obhigations

Bailie Gifford & Co have been delegated
responsibility for the design, implementation
and maintenance of control pelicies and
procedures to saleguard the assets of

the Company and to manage s affarrs
proparly This responsibility clso extends

1o mantaining effective operational and
compliance controls and nsk management

The Bailie Gifferd & Co heads of Business
Risk & Interncl Audit and Regulatory Risk
provide the Board with regular reports

on Baille Gifford & Ca's menitoning
pregrammes  The reporting procedures

for these departments are defined and
formelised within a service level agreement
Baille Gifford & Co conduct on annual
review of their system of infermal contols
which 15 documented within an infernal
contrals report This report 15 independently
reviewed by Baillle Gifford & Co's audiers
and a copy 15 submitted to the Board

The Company’s investments are segregated
from thase of Bailhe Gifford & Co and therr
other chients through the appointment of The
Bark of New York Mellon as independent
custedian of the Company's invesiments

A detotled nsk map 15 prepared which
identifies the sigificant nsks faced by the

Company and the key conirols employed to
minimise these nisks

These procedures ensure that consideration
s given regularly to the nature and extent
of the nsks facing the Company and that
they are being actvely montored Where
changes in nsk have been identified dunng
the year they also provide @ mechanism

1o assess whether further action 1s required
to manage the nsks identfied The Board
corhrms that these procedures have bean in
place throughout the Company’s financial
year and continue 1o be n place up to the
date of approval of this Report

Internal Audit

The Audit Committee carmes out an annual
review of the need for an infernal audt
funchon The Committee continues o believe
that the compliance and nmemal contral
systems and the internal cudit function in
place within the Managers and Secretanes
provide sufficient assurance that a sound
system of internal control, which safeguards
shareholders’ investment and the Company's
assefs, 1s maintamed An internal audit
function, specific to the trust, 15 therefore
considered unnacassary

Accountability and Auvdit

The respective responsibilines of the
Directors and the Auditors in connection
with the Financiat Statements are sef out on
pages 28 io 30

The aecounts have been prepared an the
going concern basis as 1t15 the Direciors’

opnion that the Company will continue in
opercrional existence for the foreseeable

future

Audit Committee

An Audit Commitiee has been established,
in complicnce with the Combined Code,
consishng of all Dueclors Its autherty and
dutes are clearly defined within s written

SCOTTISH MORTGAGE (NVESTMENT TRUST PLC AN




- T

DIRECTORS’ REFORT

Major Interests in Shares

No of ordinary

Name 25p shares held % of 1ssue
D C Thomson & Company Limited (Direct) 14,300,000 52
Barclays PLC {Indirect] 13,980,283 51
BlackRock Inc {Indirect] 13 949 207 51
Prudential ple group of companies [Direct) 10,477 844 38
legal & General Group Ple {Direct) 9,858 900 16

The above information has been ntimated to the Company as at 13 May 2008

terms of reference, which are available
on request from the Company and on the
Mancgers' website Mr WG McQueen
is Charman of the Audit Commitiee The
Commities's responsibilihes which were
discharged duning the year include

» monitonng and reviewing the infegry of
the interim and annual financial stafements
and the internal financial controls,

s making recommendations to the Beard in
relation to the appointment of the external
auditors and approving the remuneration
and terms of their engagement,

¢ developing and mplementing policy on
the engagement of the external auditors
to supply non audit services,

* reviewing and monitonng the
independence, chjectvity and
effectiveness of the extemal cuditars,

» reviewing the arrangements in place
within Baille Gifford & Co whereby its
staft may, in confidence, raise concerns
about possible improprieties in matters
of financial reporting or other matters
insofar as they may affect the Company,

* reviewing the terms of the investment
Management Agreement, and

» considenng annually whether there 15 @
naed for the Company to have its own
internal audht funchon

The Audit Commitiee considers the
expenence and tenure of the audit director
and staff and the nature of services provided
The Committee receves conhrmation from
the qudilors that they have complied with
the relevant UK professional and regulatory
requirements on indeperdence Mon

audit fees for the year to 31 March 2008
were £540 and related to the certfication
of results for the debenture trustess The

ANNUAL REPORT 2008

Commitlee does not believe that this has
imparred the auditors’ iIndependence

Relations with Shareholders

The Board places great impertance on
communicahion with shareholders The
Company's Managers meet regularly

with inshtutionai shareholders and report
shareholders' views fo the Board The
Charrmen 15 available o meet with
shareholders as appropnate Shareholders
wishing to communicate with any members
of the Board may do so by writing to them
at the address on the back cover

The Company’s Annual General Mesting
provides a forum for communication with all
shareholders The lavel of proxies lodged for
each resolution s announced at the Mesting
and 1s published on the Managers” website
The notice penad for the Aanual General
Meehng 1s at least twenty working days

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

Vohng Policy and Socially Responsible
Investment

The Company has given discrehonary

voting powers to the Invesiment Managers,
Bahe Gifford & Co The Managers vole
against resolutions they consider may
damage shareholders' nghts or economic
interests The Company beleves that it 15

in the shareholders’ interests 1o cansider
environmental, social and governance factors
when selecting and relaiming invesiments

and have asked the Managers to take these
issuas Info accounl as long as the invesiment
objectives are not compromised  The
Managers do not exclude comparnies from
their invasiment universe purely on the grounds
of environmental, social and governance
1ssues but adopt a paositive engagement
approach whereby matlers are discussed wath
management with the aim of improving the

relevant policies and management systems
The Managers’ palicy has been reviewed
and endorsed by the Board

As signatones of the Carbon Disclosure
Project, the Managers censider the business
implications of carbon emissions when
making investment decisions and roufinely
engage wirth companies on thewr management
of chmate change nisks and opportunities

Investment Managers

An Invesiment Management Agreement
between the Company and Ballle Gifford
& Co sets out the matters over which the
Managers have authonily in accordance
with the policies and direchions of, and
subject fo resinchons imposed by, the Board
The Mancgemen! Agreement 15 terminable
on nat less than 12 months’ nohce Details
of the fee arrangements with Balle Gifford
& Co are shown on page 36

The Board considers the Company's
investment management and secretanal
arrangements on an ongoing basts and
a formal review 15 conducted annually
The Board considers, amongst others, the
following topics 1n s review the quality
of the personnel assigned to handle

the Company’s affars, the investment
pracess and the results achieved to date,
the adminisirative services provided by
the Secretanes and the markeling efforts
undertaken by the Managers Following
the most recent raview, given the excellent
performance, 1t 15 the opinion of the
Diractors that the continuing appointment
of Ballie Giftord & Co as Managers,

on the terms agreed, 1s in the interests of
sharehciders as o whole

Directors

Dr MM Gray and Mr WG McQueen refire
by rofation af the Annual Genercl Meeiing
and will offer themselves for re-election



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

Following formal performance evaluation,
their performance continues fo be effective
and each remains commitied to the
Company Their conlnbutien to the Board 15
greatly valued and the Board recommends
therr re elechon fo shareholders

Share Captal

Capital structure

The Company's capital structure consists of
273,989 897 ardinary shares of 25p each
12007 - 281,461,176 orchnary shares),
284,346,176 including treasury shares at
31 March 2007 and 2008

Dwidends

The ordinary shares carry a nght fo receive

dividends Intenm dividends are determined
by the Directors, whereas the proposed fincl
dwidend 1s subject 1o shareholder approval

Capital entitlement

On a winding up, after mesting the
liabilitas of the Company, the surplus assets
will be paid to ordinary shareholders in
proportion fo their shareheldings

Voting

On @ show of hands, every ordinary
sharehalder present in person or by proxy
has one vote and on a poll every ordinary
sharehelder present in person has cne vote
for every share he/she helds and a proxy
has one vole for every share in respect of
which he/she 15 appointed

Information on the deadlines for proxy
appoiniments can be found on page 52

Purchase of Shares

Duning the year to 31 March 2008 the
Company hought back 7,471,27G ordinary
shares {nominal value £1,868,000), on the

london Stock Exchange, cfl of which are
held in treasury The lotal censideranion for

these shares was £45,539,00C Between
1 Apnl 2008 and the date of this report
no further shares have been bought back
At 31 March 2008 the Compeny held
10,356,279 treasury shares

The principal reasons for such share buy
backs are

i} to mancge imbalances between the
supply of and the demand for the
Company’s shares which exacerbate any
discount of the quoted market prce 1o the
published net asset value per share, and

(] to enhance net asset value for continuing
shareholders by purchasing shares at o
discount o the prevaifing net asset value

The shares in question were purchased at a
price {after allowing for costs) below the net
asset value As q result of such purchases
the net asset value of the Company has
increased by opproximately O 3%

The current authonty of the Company to
make market purchases of up o 14 99% of
the 155ued ordinary shares expires cf the end
of the Annua! General Meeting

Resolution 9, which 1s being proposed

as a special resolution, seeks to renew

the Company’s authonty to make market
purchases of its own ordinary shares for
cancellation or te be held in recsury The
Company may hold boughtback shares ‘in
treasury’ and then

i) sell such shares [or any of them) for cash
for its equivalent under the Treasury
Shares Regulations), or

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

All buy backs up to the 10% 1ssued share
capilal limil imposed by the Treasury Share
Regulatians will mitally be held in treasury
{while shares bought back in excess of that hmit
will be cancelled os before] Shares will anly
be ressold from treasury at for of a premium lo)
the nel asset value per ordinary share

DIRECTORS’ REPORT

Treasury shares do not receve distibuhiens
and the Company will not be entifled 1o
exescise the voting nghts atiaching to them

The Dhrectors are seeking shareholders’
approval at the Annuat General Mesting

to renew the authonty to purchase vp fo

14 G9% of the Company's ordinary shares
in issue at the dale of the passing of the
resclution, such autherity to expire af the
Annuai General Meeting of the Company to
be held n respect of the year ending 2009
Any such shares purchased shall either be
cancelled or held in treasury Under the
Listing Rules of the LIK Listing Authoriy of the
Financial Services Authonty, the maximum
price lexclusive of expenses) that may be
paid on the exercise of the authonty shall
ke an amount equal to the higher of (a)
105% of the average of the middle market
quotations fas denved from the Daily
Official List of the London Stock Exchange)
for the shares over the 5 business days
immedialely praceding the date of purchase
and [b) the higher of the price of the last
independent trade and the highest current
independent bid as shpulated by Article
5(1) of Commussion Regulahen [EC) 22
December 2003 implementing the Market
Abuse Directive as regards exemphans for
buy back programmes and stabilisation of
financial mstruments (No  2273/2003) The
minimum price {ogoin exclusive of expenses)
that may be paid will be 25p per share
Purchases of shares will be made within
guidelines established, fom time to ime, by
the Board The Compeny doss not have any
warrants or ophons in 1ssue  Your attenhan

is drawn to Special Resolution N @, in the
Notice of Annual General Meehing

This authonty, If conferred, will be exercised
only if to do se would result in an increase
in net asset value per ordinary share for the
remaining shareholders and if 15 1n the best

interests of shareholders generally
SCOTFISH MORTGAGE INVESTMENT TRUST PLC PR EEG—
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Authority to Allot Shares and
Disapply Pre emption Rights

Resclution 10, which 15 being proposed

as a special resolution, seeks fo give the
Directors power ko sell ordinary shares held
in keasury [see above for cash up to @
maxamum of £6,849,747 n aggregate
(representing 10% of the issued ordinary
share capital of the Company as at 13 May
2008) without firsi baing required to offer
such shares 1o exsting shareholders pro rata
to their exishng holdings

This power will last until the Annual General
Meeting of the Company fo be held in 2009

The Companies {Acquisiiion of Own Shares}
{Treasury Shares) Regulahons 2003 (as
amended) [ Treasury Shares Regulatons’)
came inlo force on 1 December 2003 The
Treasury Shares Regulalions give flexibility
conceming what the Company can do with
any of its ordinary shares which 1t may buy
kack The Company may hold such shares
‘in Irzasury’ and then sell them at a later date
for cash rather than simply cancelling them
The Treasury Shares Regulations require such
sale 1o be on a preemptive, pro rata, basis
fo existing shareholders unless shareholders
agree by special resolution to disapply therr
preemphion nghts Accordingly, Specal
Resclubon 10 will give the Directors power
to sell ordinary shares held in reasury an a
non pre-emptve basis, subject always o the
limitahons noted above (Treasury shares are
explained in more detall under the heading
"Purchase of Shares’ above) The Directors
consider that the power proposed 1o be
granted by Resclution 10 15 advaniageous
should the shares rade at a premium 1o net
asset value and natural hiquidity 1s unable 1o
meet demand  The Dyreciors do not mtend to
use this power to sell shares on a non pre-
emptive basis al a discount to net asset value
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The Directors believe that granting the

power fo sell freasury shares in the above
circumsiances 1s In the best inferests of
shareholders as a whole and recommend that
sharehclders vote in favour of the reseluton

Changes to the Company’s Articles
of Association

Resolution 11, which 1s being propased
as @ special resolution, will be put fo the
AGNM 1o amend cerian of the provisions
of the Companry’s Arhicles of Associahon in
the light of certan of the provisions of the
Companies Act 2006 An explanchon of
the principel proposed changes 15 set out
in paragrephs 1 1o 4 below In addition,
it 15 proposed lo remove the requirement
that share cerhificales and, subject lo the
terms of any debenture stock 1ssued by the
Company, other certficates of tile hove the
Company seal affixed 1o them

The proposed changes 1o the Company's
Articles of Association are set out 1n the
copy of the Articles of Association marked
“A" which will be available for inspection
at the Company's registered office, Calion
Scuare, 1 Greenside Row, Edinburgh £H1
3AN and at the offices of the Company's
lagal advisers, Shepherd and Wedderburn
LLP, at Condor House, 10 St Paul’s
Churchyard, london ECAM 8AL during
nemal business hours on any week day
(Saturdays, Sundays and public holidays
excepted) from the date of this annual repor
untl the close of the AGM and af the place
of the AGM from 13 minutes pror lo and
duning the ceatinuance of the meehng

Explanation of principal changes to the
Company's Articles of Association

1 Director's age hmit

The Company's current Arficles of
Associafion contain @ provision, regaraing

an age hmit for Directors which, amongst
other things, requires a Director’s age o be

disclosed, if he has atiained the age of 70
years or more, in the nolice convening a
meeting at which the Director 15 proposed
to be elected or raelected Such provision
could now fall foul of the Employment
Equality [Age) Regulations 2006 and so 1t 1s
proposed that it be deleted

2 Conflicts of interest

The Companies Act 2006 sefs out directors’
ganeral duties which largely codify the
existing low but with some changes Under
the Companies Act 2006, from | Ceiober
2008 a director must avoid a sitvaten where
he has, or can have, a direct or indirect
inferest that conflicts, or possibly may conflict
with the company's inerests  The requirement
1s very broad and could apply, for example,
iF a dwector becomes o director of cnother
company ar g frustee of another organisation
The Companies Act 2006 cllows directors of
oublic companies to authonse conflicts and
potential conflicts, where appropriate, where
the aricles of associahion contain a prowision
1o this effect The Companies Act 2006 also
allows the aricles of associchon to contain
other provisions for dealing with directors’
conflicis of inferest to avoid a breach of duty

The proposed changes to the Company’s
Arhcles of Associahion empower Directors
to authonse conflicts or potential conflicts
subject 1o such terms as the Directors may
determine at their absolute discretion

There are safeguards which will apply
when Directors decide whether to authorise
a confiict or potential conflict First, only
Directors who have no interest in the matter
being considered will be able to take the
relevant decision and, secondly, n taking
the decision the Directors must act in a way
they consider, in good faith, will be most
likely to promote the Company's success
The Directers will be able to impose lmits or
condiions when giving authorisahion



It 15 also proposed that the Company’s
Articles of Association should contam
provisicns relating o confidential
infermation, attendance at Board meetings
and availcbility of Board papers to protect
a Director being in breach of duty if a
confiet of interest or potential conflict of
mterest arises These provisions will only
apply where the posiion giving nse to

the potential conflict has previously been
authonsed by the Directors and will take
effect from 1 October 2008 |t s the
Board's infention to report annually on the
Company’s procedures for ensuring that the
Board's powers to cuthonse conflicts are
operated effectively

3 Electronic and web communications
Provisions of the Companies Act 2006
which came nte force in Jenuary 2007
ancble companies to communicate with
members by elecronic and/or website
communications The proposed changes

to the Company’s Articles of Association
would allow communications to members
in electronic form and, i addihon,

permit the Company to take advantoge

of the new provisions relating to websie
communicahons  Before the Company can
commumicate with a member by means

of website communication, the relevant
member must be asked individuclly by the
Company to agree that the Company may
send or supply documents or nformation

to him by means of a website, and the
Compeny must either hove recaived a
positive response or have receved no
response within the penod of 28 days
beginning with the dote an which the
request was sent The Compeny will noulfy
the member {either in writing, or by other
permitied means) when a relevant document
or mformahion 15 placed on the website and
a member can always request o hard copy
version of the document or information

4 Directors” indemnihes and loans to
fund expenditure

The Directors hove the benefit of the
incemnity provision sef oul in the Company's
Arhicles of Associahion which 1s a qualifying
third party (ndemmnity provision {as defined by
the Companies Acts) and which was in force
throughout the year and 1s currently in force

The Companies Act 2006 has in some

areas widered the scope of the powers of

@ company to ndemaify directors and to

fund expenditure incurred in connechon with
certain actions aganst directors In addition,
the exisiing exemphon allowing o company
io provide meney for the purpose of funding
a direcior's defence in court proceedings now
exprassly covers regulatory proceadings

The proposed amendments i the
Company’s Aricles of Associaiion reflect
these provisions of the Comparies Act
2006 and extend the indemnity currertly
permited under the Company's articles of
association to cover the lability of a Director
{but nat another officer of the Company or
the Company's auditors] to a third party,
other than the Company for breach of trust
or duty It would not permit the Direclor fo
be indemnified in respect of such habilihes
to the Company ifself or cover any liability
to pay any regulatory or cnminal fines

It would not cover any liabildy incurred

by the Director in defending any cnminal
proceedings in which he 1s convicied or cvil
proceadings brought by the Company in
which judgement 1s given against him

There are also proposed amendments 1o
the Aricles of Assaciation insering new
provisions in the Arhcles to allow Directors
to be counted in the quorum and vote at

a meeting of the Directors in respect of a
resolutien relahing to the entry into of any
indemnity in favour of lum or any provision
to him cf funds to meet expendiure

DIRECTORS' REPORT

mcurred or to be incurred by him in certain
investigahans, actions or proceedings where
he would otherwise not be entifled o be
counted 1n the quorum and vola

Recommendation

The Board uncmimously recommends you
io vote 1n kavour of the resalutions fo be
proposed at the Anrual Ceneral Meeting

Creditor Payment Policy

It s the Company’s payment policy for the
forthcoming financial year 1o cbtain the
best terms for all business In generdl, the
Company agrees with s suppliers the terms
on which business will ke place and 1t

15 s policy to abide by these terms The
Company had no trade creditors at 31
March 2008 or 31 March 2007

Disclesure of Information to Auditors

The Directors who held office ot the date

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

s no relevanl audil informanon of which the
Company’s audilors are unaware and the
Directars have teken all the steps that they
ought to have iaken as Cirectors in order to
make themseives aware of any relevant audit
informahien and to establish that the Company
auditors are aware of that infermation

Auditors

The quditors, KPMG Audit Ple, are willing

to continue 1 office and 1n accordance

with sechon 385 and sechon 390A of the
Companies Act 1985 resolutions concerning
their reappointment and remunerchon will be
submitied to the Annual General Meeting

By order of the Board
BAILIE GIFFORD & Co
Managers and Secrefanes

14 May 2008

SCOTTISH MORTGAGE INVESTMENT TRUST PLC EE NN

Balba CA N L



DIRECTORS REMUNERATION REFORT

Directors’ Remuneration Report

The Board has prepared this report, in
accordance with the requirements of
Schedule 7A to the Companies Adl 1985
Ar ordinary resolution for the approval of
this report will be put to the members al the
forthcoming Annual General Mesting The
law requires the Company’s auditors to audi
certain of the disclosures prowided Where
disclosures have been audited, they are
indicated as such The auditors’ opmion 1s
included in therr report on puges 29 and 30

Remuneration Committee

The Company has six Direclors, all of whom
are nonexecufive There 15 no separate
Remuneration Committee and the Board as
a whale considers changes to Direciors'
fees from tme to tme Badle Gifferd & Co,
who have been appointed by the Board as
Managers and Secretanes, provide advice
and comperahve information when the
Board considers the level of Directors’ fees

Policy on Directors’ fees

The Board’s policy 15 that the remuneration
of Directors should be set al a reasonable
level that 15 commensurate with the dufies
and respansibilities of the role and consistent
with the requirement fa aitract and refain
Directors of the appropnate quality and
expenence It should also reflect the
expenience of the Board as a whole, be fair
and should tcke account of the level of feas
paid by comparable investment trusts This
policy will continue for the yeor ended 31
March 2009 and subsequent years
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The fees for the non-executive Diractors
are determined within the hmits sef out in
the Company's Ariicles of Associchen
Shareholders approved an increase of the
aggregate mits [pursuant 1o Artcle 9C of
the Arhicles of Association) af the Annyal
General Meeting held en 3C June 2005
Article 90 of the Articles of Asseaiation now
states that the fees paid 1o, ond benefits
n kind receved by, the Chairman shall
not exceed in aggregate £45,000 per
annum and those paid fo, or recaved by,
a Direciar shall not exceed in aggregate
£30,000 per annum or such higher
amounts cs the Company may from time
to time by ordinary resolution determine
Mon exaculive Directors are not eligible
for any other remuneration apart from the
reimbursement of allowable expenses

The Board carried out a review of the

level of Directors’ fees duning the year,

and concluded that the fees should remain
unchanged at £32,00C for the Charman
and £21.000 for each Director with an
addinonal fee of £2,000 for the Chairman
of the Audit Commitiee

Directors’ Emoluments for the Year (audited)

2008 2007

Directors who served during the year

Sir Donald MacKay {Chairman)

GA Ball

MM Gray

WG McQueen [Audit Committee Chairman)
JPHS Scoft

lord Strathclyde

32 000 32,000
21,000 21,000
21,000 21,000
23,000 23,000
21,000 21 000
21 600 21,000

139,000 139,000

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




Directors’ Service Contracts

It1s the Board's pohicy thet none of the
Directors has a senice confract Al of the
Directors have been provided with revised
appointment letters dated 22 Apnl 2004
and the terms of their appointment provide
that a Director shall retre and be subjeci

to reelechon at the first Annual General
Meenng cfter ther appointment  Thereaher,
Directors are obliged to retire by rotation
and, if they wish, to offer themselves for
reglechon, 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 re-election annually There
s ne notce penod and no provisien for
compensation upon early termination of
appoliniment

Directors Service Details

DMRECTORS' REMUNERATION REPORT

Date of Due date for

appointment re-election

Sir Donald MacKay 1 July 1999 AGM 2010
GA Bdll 17 Febrary 1983 AGM June 2008
MM Gray 26 February 2004 AGM June 2008
WG McQueen 15 February 2001 AGM June 2008
JPHS Scott 31 October 2001 AGM 2009
Lord Strathelyde 24 February 2004 AGM 2009

Performance Graph
Scofish Mortgage's Share Prce, FTSE
Alf Shere Index and Benchmark*

{figures have been rebased to 100 at 31
March 2003)

Company Performance

The graph opposite compaores the total retum
lassuming all dividends ara reinvesied] to
ordinary shareholders compared fo the lotal
shareholder return on a rotonal iInvestment
made up of shares in the component parts
of the FTSE All World Index  This index was
chosen for companscn purposss, as itis a
widely used measure of performance for UK
listed companies {Benchmark provided for
information purposes only

Approval

The Directors’ Remunerahon Report on
pages 26 and 27 was approved by the
Board of Directors and signed on its behait
on 14 May 2008

SIR DONALD MACKAY
Chatrman

J:,ﬂu

* Al hgures are total refurn jassuming all dvidends
are reinvested)

t Benchmork FTSE All Werd Index in sterling terms)
The benchmark has been chain linked, see footnote
*on page 3

Past performance 1s no guarantes of fukire
performance

SCOTTISH MORTGAGE INVESTMENT TRUST PLC P



STATEMENT OF DIRECTORS' RESPONSIBILITIES

The Diracters are responsible for preparing
the Annual Report and the financial
stotements in accordance with applicable
law and regulations

Company law requires the Directors to
prepare hnancial stalements for each
bnancial year Under that law they have
elecled to prepare the hnancial statements in
accordance with UK Accounting Standards

The financ:al statements are required by law
to give a tue and fair view of the state of
affawrs of the Company end &f the profit or
loss of the Company for that peried

In prepaning those financial statements, the
Directors are required to

» select sutable accounting policies and
then apply them consistenily,

* make judgements and eshmates that are
reasonable and prudent,

» siale whether applicable UK accounting
standards have been followed, subject
to any metenal depariures disclosed and

explained in the financial statements,
and

HIANNUAL REPORT 2008

* prepare the financial stotements on
the going concem basis unless it 1s
Inappropriate fo presume that the
Company will conhinue in business

The Direciors are responsible for keeping
praper cecounling records that disclose
with reasonable accuracy af any hme the
finencial postion of the Company ond
enable them to ensure that the financial
statements comply with the Companies Act
They have general responsibility for taking
such steps as are reasonably opan to them
to safeguard the assets of the Company
and to prevent and delect fraud and other
wregulariies

Under applicable law and regulations, the
Directars are also responsible for preparing
a Diectors’ Report, Directors’ Remuneration
Report and Corporate Governance
Statement that comphy with that law and
those regulations

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

We conhrm that to the best of our
knowledge

the financial statements, prepared

in gccordance with the applicable
accounting standards, give a frue

and fair view cf the assets, habilihes,
finaricl position and profit or loss of the
Compary, and

the Annual Report includes a farr view
of the development and performance

of the business and the position of the
Company, fogether with a description of
the principal nsks and uncertainties that
the Company faces

By order of the Board
SIR DONALD MACKAY
14 May 2008
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INDEPENDENT AUDITORS' REPORT

Independent Auditors’ Report

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

We have audited the financic! statements
of Scothsh Mortgage Investment Trust PLC
for the year ended 31 March 2008 which
compnse the Income Statement, Balance
Sheet, Reconciliahon of Movements in
Shareholders’ Funds, the Cash Flow
Statement and the related notes These
hneneial staterents hove been prepared
under the accounting policies set out therein
We have also audited the information in
the Directors’ Remuneration Report that 15
descrbed as having been audited

This report 1s made solely to the Company's
members, as a body, In aceordance with
section 235 of the Companies Act Our
aucht work has been undertaken so that we
might stale o the Company’s members those
matters we are required 1o siate 1o fhem n
an auditor’s report and for no other purpose
To the fullest extent permitied by law, we

do not cecept or assume responsibility 1o
anyone cther than the Company and the
Company’s members os a body, for our
audit work, for this repart, or for the opinions
we have formed

Respective Responsibilities of
Directors and Auditors

The Directors’ responsibilites for preparing
the Annual Report, the Directors’
Remuneranon Report and the financial
statements in accordance with applicable
law and UK Accounting Standards (UK
Generally Accepted Accounting Practice)
are sef out n the Stalemeni of Directars'
Respensibiliies on page 28

Our responsibility 1s to audit the fnancial
sialements and the part of the Directors’
Remuneration Report to be audited n
accardance with relevant legal and
regulatory requirements and International
Standards on Audiing {UK and Ireland)

We report to you our opinion as to
whether the financial statements give o true
and fair view and whether the financict
stetements and the part of the Directors’
Remuneration Report to be audited have
been properly prepared in accardance
with the Companias Act We also report fo
you whether in our opinien the infermation
given n the Directors’ Report 15 consistent
with the financial statements The information
given in the Directors’ Report includes

the specific information presented in the
Charrman's Statement, the Managers’
Review, the One Year Summary, the Five
Year Summary and the Ten Year Record

that 15 cross referenced from the Business
Review sechcn of the Directors” Report We
also report to you If, in our opinion, the
Company has not kepi proper accounting
records, if we have not received all the
informahon and explanations we require for
our audt, or if infermaton specified by law
regarding Direclors” remuneration and other
fransachens 1s not disclosed

We review whether the Corporate
Govemance Statement reflects the
Company's compliance with the nine
provisions of the 2006 FRC Combined
Code specihied for our review by the Listing
Rules of the Financial Services Authority,
and we report If It dees not We are not
required to consider whether the Board'’s
statements on infernal control cover all nisks
and centrols, or form an opinion on the
aftectivenass of the Company's corparale
govemnance procedures or 1is nsk and
confrol procedures

We read the other information contained
in the Annual Report and consider whether
it 15 consistent with the cudited financial
statements We consider the implications
for qur report if we become aware of

any apparent misstatements or matenal
inconsistencies with the financial statements
Our responsibilities do not extend 1o any
other information

SCOTTISH MORTGAGE INVESTMENT TRUST PLCIENEEEEENR
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INDEPENDENT AUDITORS' REPORT

Basis of Audit Opinion

We conducted our audit in accerdance
with Internctionat Standards on Audiing {UK
and Ireland) 1ssued by the Audinng Prachices
Board An audn includes examination, on

a test basis, of evidence relevant to the
amaunts and disclosures in the financial
statements and the part of the Directors’
Remuneration Report to be audited It also
includes an assessment of the significant
ashmaries and judgments made by the
directors in the preparchion of the financial
statements, and of whether the accounting
policies are appropnate to the Company's
circumstances, consistently epplied and
adequately disclosed

We planned and performed our audit so as
to obtan all the information end explanations
which we considered necessary in order to
provide us with sufhicient evidence to give
reasonable assurance that the inancial
statements and the part of the Directors’
Remuneration Report to be audited are free
from matenal misstaterment, whether coused
by fraud or other regulonty or emror In
farming our cpinion we also evaluated the
overall edequocy of the presentation of
information in the financial statements and
the part of the Directors” Remuneration Report
to be audited

ANNUAL REPORT 2008

Opimon

in our opinian

¢ the hinancial stalements give a true
and fair view, n accerdance with
UK Generally Accepted Accounting
Practice, of the state of the Company’s
affarrs as at 31 March 2008 and of its
proht for the year then ended,

¢ ihe financtal statements and the part of
the Directors’ Remuneration Repari 1o be
audited have been properly prepared
in accordance with the Companies Act,

and

* the information given in the Directors’

Report 1s cansistent with the inanciol
statements

KPMG Audit Flc
Chartered Accountants
Registered Auditor
Edinburgh

14 May 2008
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For the year ended 31 March 2008

INCOME STATEMENT

For the year ended 31 March 2007

Revenue Captal Total Revenue Capital Totol
Notes £000 £000 £000 £000 £'000 £000
Gains on investmeants G - 159,406 159,406 - 53,001 53,001
Currency [(losses)/gains 14 - 3¢ 613) {36,613) - 5083 5,083
Income 7 49 575 - 49,575 A3,522 - 45,522
Investmant management fee 3 13,875) 13,8735] (7,750 (3,462) 13,462) {6,924)
Other administrative expenses 4 {2,068 - (2,068) (1,731) (n,731)
Net return before finance costs
and taxation 43,632 118,218 162,550 40,329 54,622 94,951
Finance costs of borrowings 5 {10,025) 110,025 {20,050} {8,452 {8,452 (16,904)
Net return on ordlnary activities
before taxation 33,607 108,893 142,500 31,877 46,170 78,047
Tax on ordinary aclivities & i6,564) 3,908 (2,656 {4,060 2,650 (1,410]
Net return on ordinary activities
after taxation 27,043 112,801 139,844 27,817 48,820 76,637
Net return per ordinary share 8 979 40.82p 50 61p 9 80p 17 19 26 9%

The total column of this statement 1s the profit and loss aecount of the Company

All revenus and capital items in this statement denve from contimnng operations

The accompanying notes on pages 35 to 47 are an infegral part of this statement

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

above statement

SCOTTISH MORTGAGE INVESTMENT TRUST PLC B ING—_—
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BALANCE SHEET

At 31 March 2008

Av 31 March 2007

Notes £'000 £'000 £/000 £'000
Fixed assets
Investments held at foir value through profit or loss 9 2,259,474 2,031,907
Current assets
Debtors 1C 20,026 25,037
Cash and short term depostis 13,030 19,165
33,056 44 202
Creditors
Amounts falling due within one year 1 {126 435} (104,749
Net current lrabilities 193,379 (60,547
Total assets less current liabilities 2,166,095 1,971,360
Creditors
Amounts falling due after more than one year 12 [329,651) (201,495)
1,836,444 1,769,865
Capital and reserves
Called up share copital 13 68,497 70,365
Capital redemption reserve 14 21,683 19815
Caprtel reserve - redlised 14 1,712 759 1,067,888
Capital reserve — unreahised 4 {36,430 541,179
Revenue reserve 14 69 G35 70,618
Equity shareholders’ funds 15 1,836,444 1,769,865
Net asset value per ordinary share 23 651 4p 607 1p
lafer deducting borrowings at fair value)
Net asset value per ordinary share 16 672 5p 631 0p

(after deducting borrowings at par)

The Financial Statements ware approved and authonsed for issue by the Board and signed on 14 Moy 2008

SIR DONALD MACKAY
Chairman

Hatn

The accompanying notes on pages 35 to 47 cre an integral part of this statement
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RECONCILIATION OF MOVEMENTS IN SHAREHOLDERS' FUNDS

For the year ended 31 March 2008

Capital Capital Capital Total
Share redemption reserve reserve Revenue shareholders’
capital reserve —redlised - unreahised reserve funds
Notes £000 £000 £'000 £°000 £'000 £000
Shareholders’ funds at 1 Apnl 2007 70,365 19,815 1,067,888 541,179 70,618 1,769,865
Transfer between reserves* - 535,237 (535,237 - -
Net raturn on crdinary activities affer
taxation i4 - - 155,173 142,372} 27,043 139,844
Shares bought back 13 {1,868) 1,868 (45,539) - - 45,539)
Dwidends paid during the year 7 - - - (27,726 {27,726}
Shareholders' funds at 31 March 2008 68,497 21,683 1,712,759 {36,430) 69,935 1,836,444
* See nole 14 on page 41
For the year ended 31 March 2007
Capital Capital Caprial Total
Share  redemption reserve reserve Revenue shoreholders’
capital reserve —reahsed - unrealised reserve funds
Notes £'000 £'000 £'000 £'000 £'000 £060
Shassholders' funds at 1 April 2006 72,019 18,161 892,063 702,315 68 795 1,753,353
Net return on orqury achvities after
taxation - - 209,956 [161,136) 27,817 76,637
Shares bought back 13 (1 654) 1,654 (34,131] - - {34,131)
Dwvidends paid duning the year 7 - - (25 694} (25,994)
Shareholders' funds at 31 March 2007 70,365 19,815 1,067,888 541,179 70,618 1,769,865

The accompanying nofes on pages 35 to 47 are an integral part of this statement

SCOTTISH MORTGAGE INVESTMENT TRUST PLC EXEEEEENG



CASH FLOW STATEMENT

For the yedr ended
31 March 2008

For the year ended

31 March 2007

Notes £'000 £'000 £'000 £'000
Net cash inflow from operating activities 17 36 358 40,741
Servicing of finance
Interest paid {18,708} {16,570}
Net cash outflow from serviang of finance {18,708) (16,570
Taxation
fncome fax paid {10 (15)
Owverseas tax incurred (2,560 (1,407)
Total tax paid 12,5701 (1,422
Financial investment
Acguisihons of investments [783,355) {688,970)
Disposals of investments 707,924 673,837
Reclised currency loss {1,051) {2 293)
Net cash outflow from financial investment (76,480) (17,426]
Equity dividends paid 7 (27,726} (25,994
Net cash outflow before financing (89,126} (20,671}
Finanang
Shares bought back {45,539} 34,131]
Bank loans repaid {72,480} (G0, 145)
Bank loans drawn down 201,010 150,462
Net cash inflow from financing 82,991 17,186
Decrease In cash 18 {6,135] (3,485)
Reconciliation of net cash flow
to movement (n net debt 18
Decrease in cash 1n the peniod (& 135) {3,485
Increase in bank loans {128,530 (51 317]
Exchange movement on bank loans (35,562 7,374
Cther noncash changes 115 100
Movement in net debt in the year 170,112} (47,326)
Net debt at 1 Apn! (256 485) (209,159)
Net debt at 31 March (426,597) {256,485

ANNUAL REPORT 2008
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1 Prinapal Accounting Policies

The hinancicl siatements for the year to 31
March 2008 have been prepared on the
basis of the accouniing policies set cut
below These are unchanged from last year
and have been applied consistently

The Direciors consider the Company's
funcional currency ta be sterling as the
Company's shareholders are predominantly
based in the UK and the Company 15
subject to the UK's regulatory environment

{a) Basis of Accounting

The accounts are prepared under the
historical cost convention, modified to
include the revaluation of fixed asset
investments, and on the assumphon that
approval Gs an investment frust will continue
to be granied

The accounts have been prepared in
accordance with epplicable UK accounting
standards and with the Statement of
Recommended Pracice ‘Financial
Statements of Investment Trust Companies’

issuad in 2003, revised 2005

In order o reflect better the activites of
the trust and 1n accordence with guidance
issued by the AIC, supplementary
information which analyses the profit and
loss account betwsen tems of a revenue
and capitel nature has been presented in
the Income Staternent

Financial gssets ord financial labilibes are
recagnisad in the Company’s balance sheet
when 1t becomes a party to the contractual
provisions of the instrument

{b} Investments

Purchases and sales of investments are
accounted for on a trade date basis Al
investments are designated as fair value
through profit or loss upen inihal recognition
The fair value of fisted 1nvestments 15

bid value, or in the case of FTSE 100
consttuents, ol last iraded prices 1ssued by
the lendon Stock Exchenge

Uisted investmenis include Open Ended
Investment Companies |'OFICs') authonsed
in the UK, these are valued at closing price
and ore classified for valuation purpases
according 1o the principal geographicat
area of the underlying holdings

The fair value of unlisted investments uses
valuatien techniques, determined by the
Directors, based upon latest decling prices,
stockbroker valuahons, net asset vatues and
other information, as appropriate

Gans and losses ensing from changes in
the fair value of iInvestments are considered
ta be realised to the extent that they

are readily convertible o cash, without
accepting adverse terms, at the balance
sheet date Fair value gains oa ualisted
investments are not considerec 1o be readily
converible to cash and are therefore
treated as unreclised The freatment of listed
investments 15 dependent upon the indmdual
circumstances of each holding

{c) Income

il Income from equify investments 1s
brought into account on the date on
which the investments are quoted ex
dwidend or, where no exdwidend date
i1s quoted, when the Company’s right to
recewe payment 15 established

{n] Interest from fixed nterest securihes 15
recognised on an effeciive yeld bosis

() Franked income 15 stated net of tax
credits

{iv) Unfranked investment income includes
the taxes deducted af scurce

{v) Interest recevable on deposits 1s
recognised on an aceruals basis

tvi) If scnp 1s taken in lieu of dvidends
in cash, the net amount of the cash
dividend declared 1s credited to the
ravenue account Any excess n the
value of the shares received over the
amcunt of the cash dvidend foregone
1s recognised as capital

{d) Expenses

All expenses are accounted for on an
accruals basis Expenses are charged
through the revenue columa of the Income
Statement except as follows where they
relate directly to the acquisiion or dispasal
cf an ivestmant |fransachon cosis), in
which case they are recognised as capiial,
and where they are connected with the
mainlenance or enhancement of the value of
invesiments, in which case they are chargad
50 50 to the revenue account and realised
capital reserve

(e} Long Term Borrowings and Finance
Costs
long term borrowings are camed n the
balance sheet af the cumulative amount
of net proceeds after issue, plus acerued
finance costs attnbutable to the stepped
interest debentures The finance cosls of
such borrowings are allecated 50 50 fo

NOTES TO ACCOUNTS

the revenue column of the Income Statement
and realised capital reserve ot a constant
rate on the carmying amaunt lssue costs are
written off at a constant rate over the life of
the borowings Gamns ond losses on the
repurchase or early sefflement of debi 1s
wholly charged to capital

(A Taxahon

The tax effect of differeat items of income
and expenditure 1s allocated between
revenue and capitat on the same bosis as
the parhcular lem to which i relates, under
the marginal method, using the Company’s
effectve iax rate for the accounting penad

Deferred taxation 1s provided on ali iming
differences, calculoted at the current tax rate
relevant to the benefit or habdty Deferred
tax assefs are recognised only to the extent
that it will be more likely than not that there
will be taxcble profits from which underlying
timing differences can be deducted

{g) Foreign Currencies

Transachons involving foreign currencies are
converted at the rafe ruling at the hime of the
transachion Assets and habaliies 1n foreign
currencies are franslated at the closing rates
of exchange at the balance sheet date

Any gain or loss ansing from a change in
exchange rate subsequent fo the date of the
rransachen 1s included as an exchange gain
or loss in capital reserve or revenue reserve
as approprnate

(h) Capital Reserves

(I} Capital Reserve Realised
Gans and losses on realisation of
investments, changes in fair value of
wstrumenis which are readily convertible
to cash, without accepting adverse
terms, and realised exchange dierencas
of a capital noture are dealt with in this
reserve Purchases of the Company's
own shares for cancellanon are also
funded from this reserve  50% of
management fees, including related VAT,
and finance costs are allocated to the
realised capital reserve 1n accordance
with the Company’s objeciive of
combkining capital and income growih

 Cepitcl Reserve Unrealised
Changes in fair value of investments
that are not readiy convertrble to cash,
without accepting adverse terms, and
the amounts by which other assets and
liabilihes valued at foir value differ from
their book value are dealt with in this
reserve

SCOTTISH MORTGAGE INVESTMENT TRUST PLC EEEEEN




T

2008 2007
£'000 £'000
General administrative expenses 1,908 1,573
Directors’ fees (see Directors” Remuneration Report page 26) 130 139
Audiicrs” remuneration for audit services 20 18
Audiiors’ remunerchon for other services — ceriicaton of results for the debenture trustees 1 1
2,068 1,731

ANNUAL REPORT 2008

l NOTES TO ACCOUNTS
l 2 Income
2008 2007
£'000 £'000
l Income from investments
Franked investment income 11,391 18,344
UK unfranked invesiment incomet 1,932 3,203
I Overseas divdends 30,146 18,243
Owverseas interest 5,428 5059
48,897 44,849
Other income
Deposit interest 608 623
Underwriing commission and commitment fees 70 50
478 673
l Total ncome 49,575 45,522
Total ncome comprises
Dividends from firancial assets designated ot fair value through profit or loss 41,859 37138
Interest from financicl assets designated at fair value through profit or loss 7038 7711
Depesit inlerest from financial assets not af fair value through profit or loss 608 423
Other income not from financial assets 70 50
I 49,575 45,522
Income from investments
Listed UK 11,482 18,954
I Listed overseas 37,415 25,895
48,897 44,849
l tincludes OFIC income
3 Investment Management Fee
l 2008 2007
Revenue Capital Total Revenue Caopital Total
£'000 £°000 £000 £'000 £000 £'000
l Investment menagement fee 3,717 3,717 7,434 3,129 3,129 6,258
Unrecovered VAT thereon 158 158 316 333 333 666
3,875 3,875 7.750 3,462 3462 6,924
l Baillie Gifford & Co are employad by the Company as Managers and Secrefanes under a management agreement which 1s terminable
on not less than 12 months’ nofice, or on shorter natice In certan circumstances The fee in respect of each quarter 1s O 08% of tofal
assets less current liobilihes {excluding short term borrowings for iInvestment purposes] The management fee 1s levied on all assets,
including holdings in collechve investment schemes [OEICs) managed by Ballie Gifford & Co, however the OEICs" share class held by
the Company does not iselt aftract o management fes
I 4 Other Administrative EXpenses - all charged 1o the revenue column of the income statement




NOTES TO ACCOUNTS
5 Finance Costs of Borrowings
2008 2007
Revenue Capital Total Revenue Capiial Totdl
£'000 £'000 £°000 £'000 £000 £000
Financial habilies not at fair
value through profit or loss
Bark lcans and overdrafts
repayable within five years 3,089 3,089 6,178 1,508 1,508 3.016
Debentures repayable wholly or
partly 1In more than five years 6936 5,936 13,872 6,944 6,044 13,888
10,025 10,025 20,050 8,452 8,452 16,904
6 Taxon Ordinary Activities
2008 2007
Revenue Captal Totl Revenue Capital Total
£000 £000 £'000 £'000 £000 £'000
UK corparation tax 4,708 {3 Q08| 2,800 4,060 (2,650} 1,410
Overseas taxahon 2,800 - 2,800 1,410 - 1,410
Double taxation relief {2,800) {2,800} {1,410) - {1,410}
Tote| current tax 6,708 {3 208) 2,800 4 060 (2,65C) 1,410
Recovery of refundable income
written off in previous years (144) (144) - ~
6,564 (3,908} 2,656 4,060 {2,650 1,410
2008 2007
£'000 £'000
The tax charge for the year is lower than the stondard rate of corporation tax in the UK
of 30% {2007 - 30%)
The differences are explained below
Revenue refurn on ordinary activities before taxation 33,607 31,877
Revenue ratum on ordinary cctvities mulhplied by the standard rate of corporation tax in the UK
of 30% (2007 — 30%] 10,082 9,563
Income nof taxable {franked invesiment income) 13 417) {5,503)
Owerseas tax 12,800} {1,410)
Double taxation reliet 2,800 1,410
Tax on refundable income wnitten off In previous years 43 -
Current revenye tax charge for the year 6,708 4,060

Capitel returns are not included in the above analysis since, as an Investmeni Trust, the Company’s capital gains are not taxable

At 31 March 2008 the Company had surplus management expenses of £56 million (2007 - £54 million) which have not been
recognised as a deferred tax asset This is because the Company 1s not expected fo generate taxable income n a future period in excess
of the deduchible expenses of that future period and, accordingly, it 1s unlikely that the Company will be able o reduce fulure tax habilities
through the use of exising surplus expenses
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NOTES TO ACCOUNTS

7 Ordinary Dividends

2008 2007 2008 2007
£'000 £000

Amounts recognised as distributions in the period
Previous year's final {pand 4 July 2007) 500p 4 65p 13,984 13,222
Intenim [paid 23 November 2007) 500p 4 50p 13,742 12,772
10 00p 915p 27,726 25,994

We also set out below the total dividends paid and proposed in respect of the financial 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 distnbution by
way of dwvidend for the year 1s £27,043,000 (2007 - £27,817,000]

2008 2007 2008 2007
£'000 £'000

Dividends pard and proposed in the penod
Intenm dividend per ordinary share (paid 23 November 2007) 5 00p 4 50p 13,742 12,772
Proposed fincl dividend per ordinary share (payable 2 July 2008} 5 30p 500p 14,521 14,073
Adjustment to previous year's final dividend re shares bought back {89) {173)
10 30p 9 50p 28,174 26,672

8 Net Return per Ordinary Share
2008 2007

Revenue Capital Total Revenue Capital Tatal
979 40 82p 50 61p 9 80p 1719 26 99p

shares n 1ssue during the year

shares i 1ssue during the year

There are ne dilutive or pofenhally dilutive shares in 1ssue

9 Fixed Assets — Investments

Revenue return per ordinary share s based on the net revenue on ordinary activities after taxation of £27,043,000 (2007
~$27.817,000), and on 276,364,832 (2007 - 283,953,088| ordincry shares, being the weighted average number of erdinary

Capital return per ordinary share is based on the net copital gain for the financial year of £112,801,000 {2007 ~ net capital gan
of £48,820,000), and on 276,364,832 (2007 - 283,953,088) erdinary shares, being the weighied average number of ordinary

2008 2007
£°000 £9000
Financial assets designated at fair value through profit or loss on imihial recognition
Listed UK — equity invesiments 251 692 509 312
Listed Overseas — eguity investments 1,619,232 1 445,417
Listed Overseas — debt instruments 88,550 77178
Total investments 1n finarcial assets at fair value through profit or loss 2,259,474 2,031,907
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9 Fixed Assets — Investments (continued)

NOTES TQO ACCOUNTS

Listed in UK Listed overseas Total
£000 £'000 £000
Cost of investmerts at 1 Apnl 2007 344,049 1,152,621 1,496,670
Fair value adiustment at 1 Apnt 2007 165,263 369,974 535,237
Fair value of investments at 1 Apnl 2007 500,312 1,522 505 2,031,907
Movements 1n year
Purchases at cost 104,045 672,591 776,636
Sales - proceeds 298,817) {409,615) {708,432
~- gans Q9 064 132,861 238,925
Amartisation of fixed interest book cost - 143] 143
Changes in farr value (161,912} 32,393 {79,519)
Fair value of investments at 31 March 2008 251,692 2,007,782 2,259,474
Cost of investments at 31 March 2008 248,341 1,555,415 1,803,756
Fair value odjustment at 31 March 2008 3351 452,367 455,718
Fair value of investments at 31 March 2008 251,692 2,007,782 2,259,474

The purchases and sales proceeds figures above include transachon costs of £1,443,000 (2007 ~ £1,549,000) and £923,000

(2007 - £653,000) respeciively

2008 2007
Realised Unrealised Total Realised Unrealised Tolal
£'000 £000 £000 £000 £000 £000

Net gains on investments
designated at fair value through
profit or loss on inihal recogmition
Securities
Gains on sales 238,925 - 238,925 221,145 - 221,145
Changes in farr valve 79,519} 79.519) - {168,144) (168,144)

159,406 - 159,406 221,145 (168,144) 53,001

With effect from 1 Apnl 2007, changes i fair value of invesiments which are recdily converfible fo cash, without accephing adverse ferms,
at the balance sheel date are considered to be reahised Far value gans en unlisted invesiments are not freated as readhly convertible to
cash, whersas the Irealment of fair value gains on hsted investments depends upen the indwidual circumstances of each investment

Of the gains on sales during the year a net gan of £49,109,00C (2007 - gain of £49,181,000] wos included n the fair value

adjustment ot the previaus year end

Duning the year tha Company had a holding n an Open Ended Investment Company {'CEIC') managed 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 held

2008 2007
C income % of C income % fund
shares held fund held shares held fund held
Baille Gifford European Smaller Companies Fund 5767177 256 5,767,177 189
10 Debtors

2008 2007
£'000 £°000

Amounts falling due within one year
Income accrued 9,260 9,993
Sales for subsequent setitement 5223 4717
FX scles for subsequent settlement 5,165 10,073
UK taxation recoverable 48 37
Other debiors and prepayments 330 17
20,026 25,037
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NOTES TO ACCOUNTS

11 Creditors  amounts falling due within one year

2008 2007

£000 £'000

National Australa Bank Limited mulicurrency loan - 25,474
BINP Parbas multi currency loan 59,661 48,679
The Royal Bank of Scotland mult currency loan 50,315 -
Purchases for subsequent setilerent 5,165 11 884
FX purchases for subsequent sefilement 5170 10,103
Cther creditors and accruals 6,124 8,607
126,435 104,749

included in other creditors s £1,07 1,000 (2007 - £8846,000] n respect of the investment management fee

Borrowing facilites

A 364 day £50 million multrcurrency loan facility, at the time of draw down, has been aranged with 8NP Parbas

A £100 million short term mult currency loan facility, of the hme of draw down, has been aranged with The Royal Bank of Scatland ple
A 3 year £100 million mulircurrency loan facility, ot the tme of draw down, has been aranged with ING Bank NV

A 3 year £50 million mult currency loan facility, at the hme of drow down, has been amanged with Loyds 758 Scofland ple

At 31 March 2008 drawings were as follows

BNP Paribas ¥8,230 million at an interest rate of 1 24% per annum
CHF 35 5 million at an nterest rate of 3 11% per annum
The Royal Bank of Scofland ple US$ 100 millon at an inferest rate of 3 46% per annum
ING Bank NV ¥8,500 million at an interest rate of 1 63% per annum [see note 12)

US$ 30 milhon at an interest rate of 5 65% per annum (see note 12|
CHF 121 million at an interest rate of 3 45% per annum (see note 12)
Uoyes TSB Scofland ple €73 millon at an nterest rate of 4 265% per annum [see nate 12]

The main covenanis relating to the cbove loons are

() Total borowings shall not exceed 35% of the Company's net asset value

(n} The Company's minimum net asse! value shall be £900 million

(] The Company shall net change the nvestment manager without prior whtten consent of the lenders

12 Creditors — amounts falling due after more than one year

2008 2007
Nommal rate Effective rate £000 £000

Debenture stocks
£20 milion 8-14% stepped nterest debenture stock 2020 14 0% 12 3% 22,132 22,203
£75 million & 875% debeniure stock 2023 & 875% 69% 74,451 74,414
£50 million 6-12% stepped interest debenture stock 2026 120% 10 8% 54,580 54 661
42% wredeemable debenture stock 675 675

Bank loans

ING Bank N ¥V mulhcurrency loan 119614 -
Lloyds TSB Scotland ple multrcurrency loan 58,199 49,542
329,651 201,495

Debenture stocks

The debenture stocks are stated at the cumulative cmount of net proceeds affer issue, plus accrued finance costs aitnbuteble to the stepped
inferest debentures  The cumulative effect 1s to increase the carrying amount of borowings by £6,163,000 (2007 - £6,278,000) aver
nominal value The debenture stocks are secured by a floaling charge over the asseis of the Company
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NOTES TO ACCOUNTS
13 Called up Share Capital
2008 2007
Number £'000 Number £000
Authonsed ordinary shares of 25p each 360,720,000 90,180 360,720,000 90,180
Alloted, called up and fully paid ordinary shares of 25p each 273,989,897 68,497 281,461,176 70,365
Treasury shares of 25p each 10,356,279 2,885,000

The Company’s autharty permits it to hold shares bought back ‘in treasury’ Such treasury shares may be subsequently either sola for
cash [at, or at @ premium to, net asset value for ordinary shares) or cancelled In the year to 31 March 2008, a totcl of 7,471,279
(2007 ~ 6,613,939 ordinary shares with a nominal value of £1,868,000 (2007 - £1,654,000] were bought back at a total cost of
£45,539,000 (2007 - £34,131,000] At 31 March 2008 the Company had authonty to buy back a further 36,908,758 ordinary

shares
Under the prowisians of the Company’s Aricles the share buy backs were funded from the realised capital reserve

The Company does not have any externally imposed capital requirements The capital of the Company 1s managed n accordance with
its investment policy in pursuit of s investment cbjecive, both of which are detalled on page 18

14 Capital and Reserves

Capital Capual Capital Total

Share  redemption reserve reserve Revenue shareholders’

capial resarve - reahsed - unrealised reserve funds

£000 £000 £'000 £'000 £000 £'000

At 1 Aprl 2007 70,365 16815 1,067,888 541,179 70,618 1,769,865
Transfer between reserves* - 535,237 535,237 - -
Net gain on reclsation of investments - 238,925 - - 238,925
Farr value movemeant of invesiments - - i79,519) - {79,519)
Exchange differences - {1,051} - {1,051
Exchange differences on multcurrency loans - - 6,810 42 372) {35.562)
Shares bought back {1 868 1,868 {45,539 - {45,539)
Investment management fee charged to copital - {3,875) - {3,875)
Finance costs of borrowings charged to capital {10 025 - {10,025}
Tax relief on management fee and finance costs - 3,908 - - 3,908
Dwvidends pard in year - - - {27.726) {27,726)
Revenue return on ordinary actvities after toxation - - - 27,043 27,043
At 31 March 2008 68,497 21,683 1,712,759 {36,430} 69,935 1,836,444

~With effect from 1 Apnl 2007, changes in fair value of investments which are readily convertible 1o cash, without accepting adverse
ferms, ot the balance sheet date are included in rechsed, rather then unrealised, caprial reserves The halances on bath reserves at 1
Aol 2007 have been omended by a reserve Iransfer 1o reflect this change
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NOTES TO ACCOUNTS

15 Total Shareholders’ Funds

2008 2007
£000 £'000
Total sharehelders’ funds are atirbutable as follows
Equity shares 1,836,444 1,769,865

Total shareholders’ funds have been calculated in accordance with the provisions of FRS26 However, the net asset vatue per share
figures in note 16 have been caleulated on the bosis of shareholders’ nghts o reserves as specified in the Amicles of Association of the
Company A recenciliation of the two figures 1s as follows

Sharsholders’ funds atinbutable ta ardinary shares jas abovel £1,836 444000 £ 769,865,000
Number of ordinary shares in 1ssue af the year end* 273,980,897 281,461 174
Shareholders’ funds per ordinary share 670 3p 428 Bp
Addrions/(deductions)

— expenses of debeniure 1ssve {0 7p) {0 7pl
- allocation of interest on borrowings 29 2%
Net asset value per ordinary share 672 5p 631 0p

*Excluding shares held in treasury

16 Net Asset Value per Ordinary Share

The net assel value per ardinary share and the net assets atinbutable o the ardinary shareholders at the year end calculated n
accordance with the Articles of Associahion were as follows

2008 2007 2008 2007
£'000 £000
Ordlnury shares 672 5p 631 0p 1,842,607 1,776,143
2008 2007
£000 £'000
The movements duning the year of the assets atinbutakle to the ordinary shares were s follows
Total net assefs at 1 Apni 1,776,143 1 75% 7314
Total recognised gains and losses for the year 139 844 76,637
Dradends appropriated in the year (27,726) {25,994]
Adjustment to debentures 15 {100
Shares bought back (45 539) (34,131
Tetal net assets at 31 March 1,842,607 1,776,143

Net asset value per ordinary shore 1s based on net assels {adjusled 1o reflect the deducnon of the debentures ot par/nominal value (see
note 23}) and on 273,989,897 (2007 — 281,461,176 ardinary shares, being the number of ordinary shares (excluding treasury
shares) in 1ssue o the year end  Shareholders’ funds as reported on the face of the balance sheet have been computed in cccordancs
with the provisions of FR$26 A reconcilighon of the two sets of igures under these two conventions 1s given in note 15

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

2008 2007

£'000 £'000
Net retumn on ordinary achvilies before finance costs and faxation 162,550 94,951
Gains on investments — secunihes [159,404) (53,001}
Currency losses/|gains) 36,613 (5 083)
Amorhsation of fixed income bock cost 43 (26)
Decrease/{increasel in accrued income 635 [298)
{lncrease] i debtors {113 (15
Decrease)/ increase in creditors {3,964) 4,213
Net cash inflow from operating acivities 34,358 40,741
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NOTES TO ACCOUNTS
18 Analysis of Change in Net Debt

At 1 Aprll Cash  Other noncash Exchange At 31 March

2007 flows changes movement 2008

£000 £'000 £'000 £'000 £000

Cash ai bank and in hand 19,165 6,135] - - 13,030
loans due within one year {74,155 (28 137] (7.684) (109,976)
Loans due n two to five years {49, 5472) {100 393) [27,878] (177.813)
Debenture stocks [151,953) 115 - {151,828
[256,485) {134,665) 115 {35,562} (426,597}

19 Directors’ Interest in Contracts

No Director has a contract of service with the Company

Durning the year no Director was interested in any contract or other matter requinng disclosure under sechion 232 of the Companies Act 1985

20 Contingenaies, Guarantees and Finanaal Commitments

Al the year end the Company had a contingent licbility amounting to £10 million (2007 - £10 million) under a subscriphion agresment
relaiing to participaiing loan rotes The cbligation will expire on 31 December 2010

21 Contingent Asset

In June 2007 the European Court of Justice ruled that investment frust management fees should be exempt from VAT and this decision has
now been accepled by HM Revenue and Customs The result of this decision 1s that future management fees will not be subject fo VAT
and the Company wil be able 1o recover some of the VAT incurred on past management fees A number of procedural matiers remain to
be resclved however before certainty 15 reached i respect of the amount of VAT that will be repaid Consequently, no amounts have been
recognised @s an asset within these Accounls The amount recaverable however will not be material and, for the penicd from 2000 to
2007, 15 expected to be about ¢ 2% of shareholders’ funds

22 Summary of Main Investment Restrictions
las incorporated within the Invesiment Monagement Agreement between the Company and Ballle Gifford & Col

Holding size
At the hme of investment, o maximum of 8% of fofal assels may be invested n any one holding  This restrichion does not apply to
invesiment in colleciive vestment schemes, 1ssues by way of nghts or ceriain government bonds

A maximum of 40% of total assets may be nvested in holdings exceeding 3% of the value of the Company's lotal assets Agan, this
restnchion does not apply to collective nvesiment schemes, 1ssues by way of nghts or cerlan government bonds

Categones of investment
No invesimenl shall be made on which there 1s unlimited hability

The Managers must sesk permission of the Board to invest 1n collective investment schemes managed by Baillie Gifford & Co

Transachans in futures and options must be consistent with HM Revenue and Customs guidelnes so as to ensure mamtenance of the
Company's Investment Trust stotus

23 Finanaial Instruments

As an Invesiment Trust, the Company mvests in equiies and makes other investments so as to achieve its investment objective of
maximising fotal retun, whilst also generating real dvidend growth, from a focused and achvely managed global porffolio: In pursuing
its investment objective, the Company 1s exposed 1o vanous types of risk that are associated with the financial instrsments and markets in
which st invests

These risks are categonised here as matket nsk [compnising currency nisk, nferest rate nsk and other price risk), liquidity nsk and credit risk
The Board monitors closely the Company's exposures 1o these risks but does so in order 1o reduce the Ikelihood of o permanent loss of
capiial rather than to minimise the short term volatility Risk provides the potenticl for both loss and gains and in assessing risk, the Board
encourages the Managers ‘o exploit the opportuniies that nsk affords

The sk management policies and procedures outlined n this nole have not changed substantially from the previous accounting penod

SCOTTISH MORTGAGE INVESTMENT TRUST PLC EXEEENG—_—



NOTES TQ ACCOUNTS

23 Financial Instruments gontinued)

Market Risk

The faur value or future cash flows of ¢ financicl iInstument or other nvesiment held by the Compeny may fluctuate because of changes in
market prices This market sk compases three elements — currency nsk, interest rate nsk and other price nsk The Board of Durectors reviews
and agrees policies for managing these risks and the Company's Investment Managers both assess the exposure to market risk when
making individual invesiment decisions and menitor the overall level of market risk across the investment portfohio on an ongoing basis

Currency Risk
Certain of the Company's assets, liabilihes and income are denominated 1n currencies other than sterling {the Compeny’s functional
currancy and that in which 1t reports its resulis) Consequently, movemenls in exchange rates may affect the sterling value of those items

The Invesiment Managers monitor the Company's exposure lo foreign currencies and report to the Board on a reguler basis The Investment
Managers assess the nsk 1o the Company of the foreign currency exposure by considering the effect on the Company's net asset value and
income of a movement in the rates of exchange to which the Company's assets, liabilies, income and expenses are exposed However, the
country :n which @ company 1s hsted 15 not necessanly where # eams its profits The movement in exchange rales on overseas ecrnings may
have a more significant impact upon a company’s valuaton thon o simple tanslanon of the currency 1n which the company 1s quoted

Foreign currency borowings can limi the Company's exposure lo anhicipoted future changes in exchange rates which might otherwise
adversely affect the value of the porifolio of nvestments

Exposure to currency risk through asset allocation, which 1s caleulated by reference to the currency in which the asset or hability 1s quoted,
1s shown below

Cash and Leans and Other debtors Net
Investments deposits debentures and creditors * expasure
At 31 March 2008 £'000 £'000 £000 £'000 £000
US dollar 951 109 3,754 {65,409) 1,826 891,280
Euro 274,461 2,291 (58,199) 1317) 218,236
Swedish krona 203,573 - - 203,573
Swass frane jO1,795 (76 612] 619) 21,564
Japanese yen 89 457 - (84 569) 146 5,054
Crher averseas currencies 385,155 - 2,244 387,399
Total exposure ta currency nsk 2,005,550 6,045 (287,789} 3,300 1,727,106
Sterling 253,924 6,985 (151 838) 267 109,338
2,259,474 13,030 (439,627) 3,567 1,836,444

* Includes net non monetary assets of £19,000
Cash and loans and Other debtors Net
Investments deposits debentures and creditors * exposure
At 31 March 2007 £'000 £000 £'000 £'000 £'000
US dollar 773737 200 - 3,811 777,838
Euro 187 985 - (49,542} V)] 138,367
Swedish krona 128918 - - - 128,918
Swass franc 24,767 - {14,825} {57) 9,885
lopanese yen 66,237 1,781 {59 330) {1,725} 6,963
Other overseas currencias 360 677 - (27) 340,650
Total exposure 1o currency risk 1,542,321 2,071 {123,697) 1,926 1,422,621
Sierhng 489 586 17094 (151,253) 7,483) 347,244
2,031,907 19,165 {275,650} {5,557 1,769,865

*Includes net non monetary assets of £25,000
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NOTES TO ACCOUNTS

23 Finanaal Instruments (costinued)

Currency Risk Sensitivity

At 31 March 2008, i sterling had strengthened by 5% in relation 1o all currencies, with all other vanables held constant, lolal net assets
and total return on ordinary achviies would have decreased by the amounts shown ovesleal A 5% weakening of sterling cgarnst all
currencies, with all other vaniables held corstant, would have hed an equel but opposite effect on the financial stotement amounts The
analysis 1s performed on the some basis for 2007

2008 2007

£°000 £'000

Us doliar 44 564 38,892
Euro 10,912 6,918
Swedish krona 10,178 6,446
Swiss franc 1 078 494
lapanese yen 253 348
Other overseas currencies 19 370 18033
84,355 71,131

Interest Rate Risk
Interest rate movements may affect directly

* the foir value of the investments in fixed interest rate secunties |
s the level of Income recevable on cash deposits,

s the fair value of the Company's fixed-rate borowings, and

» the interest payable on the Company’s vanable rate borrowings

Interest rate movemenis may also impact upon the market value of the Campany's invesiments outwith fixed income secunhes The effect of
interest rate movements upon the eamings of @ company may have a significant impact upon the valuation of that company’s equity

The possible effects on fair value and cash lows that could anse as o result of changes in interest rates are token nfo account when
making investment decisions and when entenng borrowing agreements

The Board reviews on c regular basis the amount of investments in cash and fixed income secunties and the income recevable on cash
deposits, floating rate rotes and other similar nvestments

The Company finances part of its actvihes through borrowings at opproved levels The amount of such borrowings and the approved levels are
monitored and reviewed regularly by the Board Movements in inferes! rates, fo the extent that they affect the market value of the Company's
fixed rate borrawings, may also affect the amount by which the Company's share price 1s at a discount or a premium fo the net asset value

The interest rate nsk profile of the Company's financial assets and liobiliies at 31 March 1s shown below

Financial Assets 2008 2007
Weighted Weighted Weighted Weighted
Fair value average  average pertod Fair value average  average period
£°000 interest rate unhl maturity £°000 mierest rate unhl maturity

Fixed rate

Sterling bonds 2,577 8 4% 5 yaars 3,134 7 4% 40 years
Euro bonds 2,735 11 8% 11 years 9,674 8 9% 17 years
US bonds - - 2,473 14 0% 9 years
US bonds |perpetucl)* | 864 17 0% N/A 2,118 55% N/A

Floating rate
Sterling bonds [interest rate linked

o 5ter|mg LIBOR) 14,651 9 7% 31 years 5,370 B 1% 21 years
Euro bonds {interest rale

linked to euro UBOR) 2,144 10 2% 77 years 6,104 8 1% 36 years
Brazihion bonds (index linked) 64,579 11 4% 37 years 48,305 11 5% 38 years

*Based on expected matunty date

The cash deposits generally compnise call or short term money market deposits of less than one month which are repayable on demand
The benchmerk rate which determines the interest payments recerved on cash balances 1s the bank base rate
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NOTES TO ACCOUNTS

23 Financial Instruments (continued)

Interest Rate Risk (continved}

Financial Licbilihes 2008 2007
£'000 £'000
The intesest rate nsk profile of the Company’s financial habilihes at 31 March was

Floating rate — Swiss franc denomincled 18,059 14,825
— Yen denominated 41,602 50,330

- US$ dencmingted 30,315
Fixed rate  — Sterling denominaled 151,838 151,953

- US$ denominated 15,004

- Yen denominaled 42 967
- Swiss franc denominated 61,553 AQ 547
- Euro denominated 58,199 -
439,627 275,650

The matunty profile of the Company’s financial hiabilihes at 31 March was

In one year or less, or on demand 109,976 74,155
In two ic five years 177,813 49,542
In more than five years (weighted average penod fixed 16 years) 151 163 151,278
No fixed date for repayment &75 475

439,627 275,650

Interest Rate Risk Sensitvity
An increase of 100 basis points 1n bond yelds as at 31 March 2008 would have decrecsed total net assets and fotal return en ordinary
achiviies by £7,201,000 (2007 - £5,322,000) A decrease of 100 basis points would have had an equal but opposite effect

An increase of 100 basis points n bond yields as at 31 March 2008 would have increased the net asset value per share {with
borrawings at fair value) by 3 70p (2007 - 4 80p] A decrease of 100 basis ponts would have hod ar equal but oppesite sffect

Other Price Risk
Changes in market prices other than those ansing from interest rate nsk or currency nsk may aiso affect the value of the Company's net
assets

The Board manages the market price nsks inherent in the investment portfolio by ensuring full and tmely access ta relevant information
from the Investment Mancgers The Bcord meets regularly and at ecch meeting reviews invesiment performance, the investment porffolio
and the rafionale for the current investment positioning to ensure consistency with the Company's objectives and investmani policies The
partfolic does not seek to reproduce the index, nvestments are selected based upon the ment of indmidual companies and therefore
performance may well dvergs from the short term fluctuahions of the benchmark

Other Price Risk Sensihivity

Fixad asset investments are valued of bid prices which equate to ther: fair value A full list of the Company's invesiments ts given on pages
1416 16 In addiion, a geograph:cat analysis of the portfolio, an analysis of the investment porttalio by broad industnal or commercial
sector and a list of the 30 largest equity investments by ther aggregate market value are confained in the Managers’ Review Section

118 2% of the Company's net cssels are invested in equities A 3% increase 1n quoted equity valuations at 31 March 2008 would have
increased tolal assets and 1ofal retun on ordinary activikes by £65,128,000 {2007 - £58,642,000) A decrease of 3% would have
hed on equal but oppaosite effect

Liquidity Risk

This 1s the nsk that the Company will encounter difficulty 1n meeting obligations assoeiated with inancial biabilihes

Liquidity nisk 1s not significant as the majority of the Company’s assets are investments 1n quoted securihies that are readlly realisable The
Board provides guidence to the Investment Maragers as to the maximum exposure to any one holding and to the maximum aggregate
exposure to substantial holdings

The Company hos the power lo lake out borrowings, which give it access to addional funding when required

ANNLAL REPORT 2008
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NOTES TO ACCOUNTS

23 Financial Instruments (continued)

Credst Risk
This 15 the nsk that a failure of a counterparty to a transaction to discharge its obligations under that ransaction could result in the
Company suffering a loss

This risk 15 mancged as follows

*+ Where the Invesiment Managers make an investment in @ bond or other secunty with credit nsk, that credit nsk 1s assessed and then
compared fo the prospechve investment refurn of the secunty in queshon

+ The Boord regularly receives information from the Investment Managers on the credit ratings of those bonds and other securifies in
which the Company has nvested

» The Company’s isted mvestments are held on its behall by The Bank of New York Mellon acting as agent, the Company's
custodian Bankruptey or insolvency of the custodian may cause the Company’s nghts with respect to secunties held by the
custodian to be delayed The Investment Managers monitor the Company’s sk by reviewing the custodicn’s nternal control reports
and reporting its findings to the Board

*» Invesiment transactions are carmed out with a large number of brokers whose cred itworthiness 15 reviewed by the Investment
Managers Transactions are ordinanly undertaken on a delivery versus poyment basts whereby the Company’s custodian bank
ensures that the counterparty 1o any ansaction entered into by the Company has defivered on s obligations betore any transfer of
cash or secunties away from the Company 1s completed

e Tansachons Involving denvatives, and other arrangements wherein the crediworthiness of Ihe enfity acting as broker or counterparty o
the fransaction 1 likely 1o be of sustaned feres!, are subject fo ngorous assessment by the Invesiment Managers of the creditworihiness
of that counterparty The Company's aggregate exposure fo each such counterparty s monitored regularly by the Board

s Cash 1s only held at banks that have been identified by the Managers as reputable and of high credit quality

Credit Risk Exposure
The maximum exposure to credit sk at 31 March was

2008 2007

£000 £000

Fixed nterest investments 88,550 77178
Cash and short term deposits 13,030 19,165
Debiors and prepayments 20,026 25,037
121,606 121,380

None of the Compeny's financial assets are past due or impaired

Farr Value of Financial Assets and Financial Labilihes

The Directors are of the opinian that the financial assets and licbilites of the Company are stated at fair value in the balance sheet with
the exception of long term borrowing Long term borrowings are included in the accounts in accordance with FRS26 A comparisan with
the farr value [closing offer value} 1s os follows

2008 2007
Par/nominal Book Fair Par/nominal Book Faur
£'000 £'000 £'000 £'C00 £'000 £'000
8-14% stepped interast
debenture stock 2020 20 000 22 132 34,153 20,000 22,203 36,019
& 875% debeniure stock 2023 75,000 74 45] 82 176 75,000 74414 87,298
6-12% stepped interest
debenture stock 2026 50,000 54,580 83,375 50,000 54,661 89,026
4%% wredeemable debenture
stock 675 o675 604 675 675 607
Total debentures 145,675 151,838 200,310 145,675 151,953 212,950
Fixed rate loans 177,813 181,086 49 542 49,630
Total long term borowings 329,651 381,396 201,495 262,580

All short term borrowangs are stated af fair value

Deducting long term borrawings at fair value would have the effect of reducing the net asset value per share from 672 5p o 631 4p
Taking the market price of the ordinary shares at 31 March 2008 of 600 Qp, this would have given ¢ discount fo net assef value

of 7 9% as agamnst 10 8% on o radimonal basis At 31 March 2007 the effeci would have been to reduce the net asset value from
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 value of 10 7% as against 14 1% on a tradihonal basis

SCOTTISH MORTGAGE INVESTMENT TRUST PLC EiG_—_—_
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FURTHER SHAREHOLDER INFORMATION

Further Shareholder Information

How to Invest

The Company's shares are fraded on

the Llondon Stock Exchange They can

be bought by placing an order with @
stockbroker, by asking a professicnal adwiser
to do so, or through the Baillle Gifford
savings vehicles [see inside back cover for
details) I you are interesied n investing
directly in Scotish Marigage, you can do
so online There are a number of companies
offering recl tme online dealing services

= find out more by visiing the invesiment
irust pages at www bailliegifford com

Sources of Further Information on
the Company

The price of shares 1s quoled daily in the
Financial Times end can also be found on
the Bailke Gitford website ot

www baillegifford com, Trusinet at

www trustnet co uk and on other inancial
websites Company facisheets are also
avarleble on the Baille Gifford website and
are updated monthly These are availlable
from Baillie Gifford on request

Key Dates

Ordinary shargholders normatly recerve two
dwidends in respect of each financial year
An interim dividend 15 paid at the end of
November and a final dvidend 1s paid in
early July The AGM 1s normally held in late
June or early July

Capital Gains Tax

For Capital Gans Tax indexation purposes,
the market value jadjusted for the bonus
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1ssue of 4 for 1} of an ordinary share in the
Company as at 31 March 1982 was 30 &p

Share Register Enquiries

Computershare Investor Services PLC
maintains the share register on behalf of
tha Company In the event of quenes
regarding shores registered in your own
name, please caniact the Registrars on
0870 707 1300 They also offer a free,
secure share managemant website service
which allows you fo

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

e calculate the toifal market price of each

sharghalding,
* view price histories and rading graphs,

* update bank mandates and change
addrass details, and

* use online dealing services

To toke advantage of this service, please log
in at www uk computershare com/investor
and enter your Shareholde: Reference
Number and Company Code {this
information can be found on the last
dwdend voucher or your share certificate)

Dividend Reinvestment Plan

Computershare operote a Dividend
Reinvestment Plan which can be used to
buy addimenal shares instead of recanving
your dividend via cheque or inta your bank
account For further information Iog in to
www-uk computershare com/investor

and follow the instructions or telephone

0870 707 1694

Electronic Communications and
Proxy Voting

(Fyou held stack 1n your own name you
can choose to receive communications
from the Company, and vote, in electronic
format This method reduces costs, 1
environmentally frendhy and, for many, 1s
convenient toe The paragraphs below
explain how you can use these services

*  Electronic Communications If you would
like to take cdvaniage of this service,
please visit cur Registrar's websife al
www uk computershare com/investor
and register You will need your
shareholder reference number fwhich 15
on your share certhicate and tax voucher)
fo hand I you then agree fo the terms
and condstions, in future, on the day
that decuments are sent to shareholders
by pasl, you will recerve an e mail
providing the website address link to
the documents After you register, paper
doguments will be available on request

Electronic Proxy Voting You can

also return proxies etectronically at
www uk computershare com/proxy

If you have regstered for elechonic
communications you will be 1ssued

a PIN number to use when refuring
proxies fo the secure Registrar website
You do not need fo register for electronic
communications fo use electronic proxy
voling, paper proxy forms will contain
a PIN number 1o allow you fo retum
proxes electronically

IF you have any queshons about these

services please contact Compulershare
on 0870 707 1300




CREST Proxy Voting

It you are ¢ user of the CREST system
iincluding a CREST Personal Member),

you may appaint ane of more proxies or
give an nstruchon fo @ proxy by having an
appropriate CREST message transmitted

To appoint a proxy or to give an insfruchion
to @ proxy [whether previously appointed

or otherwise via the CREST system, the
CREST message must be receved by the
issuer's agent {ID number 2RASO) not later
than 48 hours before the ime appointed
for halding the meeting For this purpose,
the ime of receipt will be taken 1o be

the tme [as determined by the timestomp
generated by the CREST system) from which
the 1ssuer's agent 15 able lo retreve the
message CREST Personal Members or other
CREST sponsored members should contact
their CREST sponsors for assistance with
appointing proxies via CREST For further
information on CREST procedures, imitahons
and systems bmings, please refer to the
CREST Manucl The Company may freat as
invalid o proxy appointment sent by CREST
n the circumstances set out In Regulatien
35(5)(c) of the Uncerlificated Secunities
Regulations 2001 Computershare Invesior
Services PLC 1s authorised and regulated by
the Financicl Services Authonity

Where this has been recerved n a country

where the provision of such a service would
be contrary to local laws or regulations, this
should be freated as information only

Analysis of Shareholders

Al 31 March 2008

FURTHER SHAREHOLDER INFORMATION

At 31 March 2007

Number of Number of

shares held % shares held %
[nstituhons 113,932,814 41 6 106,871,094 380
Infermedianes 106,716,403 390 113,040,348 401
Indniduals 31,294,080 114 38 252 267 136
Baillhe Gifford Share Plans/PEP/ISA 19,454,203 71 18,875,507 67
Marketmakers 2,592,397 o9 4,421,960 16

273,989,897 1000 281,461,176 1000

Scottish Mortgage 1s an investment Risks
trust Investment trusts offer Past performence 1s no guarantee of future
investors the foltowing performance

* Parhicipation in o diversified portiolio of
shares

s Constant supervision by experienced
professional managers

¢ The Company is free from capital gains
tax on capital profits reclsed within 1ts
pertfolie although investors are shll hable
for capital gains fax on profits when
seling their nvestment

These accounts have been approved

by the Directors of Scottish Mortgage
Investrment Trust PLC Ballle Gifford Savings
Management Limited 15 the ISA Manager
of the Baillie Gifford Investment Trust ISA
and the Manager of the Balle Gifferd
Investment Tryst Share Plan and Children’s
Savings Plon Bailhe Gifford Savings
Managemeni Limited 15 wholly owned by
Ballle Gifford & Co Bath are autherised
and regulated by the Financial Services
Auvthonly Bailhe Gifford anly provides
information about its products and does
not prowde investment advice  The staff of
Ballhe Gifford and the Directors may hold
shares in Scotish Mortgage and may buy
or sell such shares subject to Baille Gifford’s
personal account dealing wules

Scothish Martgege 1s fisted an the stock
marke! As a result, the value of the shares,
and any incoma from those shares, 15 not
guaranieed and could go down as well os
up You may not get back the amount you
invested  You should view your investment as
long term

Scothsh Morlgage con borrow money 1o
make further invesiments lsomatimes known
as “geanng”’) The nisk 1s that when this
money 1s repaid by the Trust, the valve of the
investments may not be enough to cover the
borowing and interest costs, and the Trust
will make o loss (F the Trust’s investments fall
in velue, any borrewings will increase the
amount of this loss

As Scothsh Mortgage invesfs In overseas
secunihes, changes in the rates of exchange
may also cause the value of your investment
fand any income 1t may pay] to go down
of up

Tax rates and reliefs may change at cny ime
The value of any tax benefits will depend en
investars’ mdidual circumstances

SCOTTISH MORTGAGE INVESTMENT TRUST PLC ESNGcN_
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NOTICE OF ANNUAL GENERAL MEETING

The Annugl General Meeting of the Company will be held at the offices of
Banthe Gifford & Co, Calton Square, 1 Greenside Row, Edinburgh EH1 3AN,
on Thursday, 26 lune 2008 ar 11 00 am

IF you have any queries as to how 1o vote or how 1o atlend the meehng, please

call ys on 0800 027 0133

Baillie Gifford may recard your call

Notice of Annual General Meeting

Notice 15 hersby given that the ninety
ainth Annual General Meeting of Scotiish
Mortgage Investment Trust PLC will be
held within the Registered Office of the
Company, Calton Square, 1 Greenside
Row, Edinburgh EH1 3AN, en Thursday,
26 June 2008 at 11 GO am for the

following purposes

Ordinary Business

To consider and, if thought fit, fo pass
the following resoluhons as Ordinary
Resoluons

1 To recewe and adopt the Accounts of
the Company for the year fo 31 March
2008 with the Reports of the Direclors
and of the Independent Auditors therean

2 To approve the Directors’ Remunerahion
Report for the year to 31 March 2008

To declare a dwvidend
To reelect Mr GA Ball as a Director
To rerelect Dr MM Gray as a Drrector

To re elect Mr WG McGueen as a
Director

7 To reappoini KPMG Audit Ple as
Independent Auditors

O oW

ANNUAL REPORT 2008

8 To auvthonse the Directors to determine
the remuneration of the Independent
Auditors

To consider and, i thought fit, to pass the
fallowing resclutons as Special Resolutions

9 That, n subshiution for any exishng
authonity under section 166 of the
Companies Act 1985 (the 'Act'], but
without prejudice to the exercise of
any such autherty prior o the date
herecf, the Company be authorised,
in accordance with secton 166 of the
Act, to make market purchases (within
the meaning of secion 163(3) of the
Act) of ordinary shares of 25p each n
the capital of the Company [esther for
refention cs treasury shares for future
sale ar cancellanon] {‘Shares'), provided
that

fa) the maximum aggregate number
of Shares hereby authonsed to be
purchased shall be 14 99% of the
issued ordinary share capital on
the date on which this resclubion 1s
passed,

(b

the mimimum price which may be
pad for a Share shall be 25p
[exclusive of expenses),

[c) the maximum prce {exclusive of
expenses) which may be paid
for @ Share shall be an amount
equal to the higher of (o] 105% of
the average of she middle market
quolatons [as derved from the
Daily Official List of the London
Stock Exchangel for the Shares for
the 5 business days immediaiely
preceding the date of purchase and
{b) the higher of the price of the last
independent irade and the highest
current indepandent bid as stpulcted
by Aicle 5{1) of Commission
Regulahon {(FC) 22 December 2003
implemanting the Market Abuse
Directive as regards exemptions
for buy back pregrammes and
stabihisaion of francial instruments

(No 2273/2003), and

unless previously vaned, revoked

or renewed by the Compaony in
genercl mesting, the authonty
hereby conferred shall expire af the
conclusion of the Annual General
Meeting of the Company to be held
in 2009, save that the Company
may, pnor lo the expiry of such
authority, enter into a contract or

Id



confracts to purchase Shares under
such authonty which will or might
be completed or executed wholly
or partly after the expiration of such
authority and may make a purchase
of Shares pursuant to any such
contract or contracts

10 That, the Directors of the Company

be and they are hereby generally
empowered pursuant o section 935 of
the Companies Act 1985 (the "Acr’)

1o sell relevant shares {os defined in
sachons 94{2) to 94[{3A] and section
945} of the Act) in the Company i,
immediately before the sale, such shares
are held by the Company as treasury
shares las defined in sechon 162A(3)
of the Act) ("treasury shares’] for cash
{as definsd in sechion 162012) of the
Act) as f subsection (1) of section 89 of
the Act did nat apply fo any such sale,
provided that this power shall be imited
to

(ol the scle of freasury shares in
connection with a rights 1ssue In
favour of the holders of ordinary
shares of 25p each in the Company
['Shares') where the equity securiies

respechvely atinbutable to the
interests of all such shareholders
are proportionate [os necrly as may
ke practicable] to the respective
number of Shares held [or deemed
or notionally held) by them but
subject fo such exclusions or other
arrangemenis as the Cirectors deem
necessary or expedient in relation
to fractional enhitlements o to deal
with problems under the laws, or
requirements of, any regulatory body
or stock exchange in any temitory,
and

(b

the sole of treasury shares [other
than pursuant to paregraph (a) of
this resoluhion| of up to an aggregate
nominal value of £6,849,747
being 10% of the Company’s ssued
Share capriial as at 13 May 2008,

ond shall expire at the conclusion of

the next Annual General Meeting of the
Company to be held in 2009, save
that the Company may, before such
expiry, make any offer or enter into an
agreement which would or might require
treasury shares 1o be sold chter the
expiry of such power, and the Directors

NOTICE OF ANNUAL GENERAL MEETING

of the Company may sell treasury shares
in pursuance of such offer or agreement
as f the power conferred hereby had
not expired

Special Business

11 That the Company's Articles of
Assccichon be amended by making the
alterctions marked on the pnns of the
Articles of Associghon produced to the
meeting marked "A”" and inihatled by the
Chairman of the meefing for the purpose
of identification

By arder of the Beard

Baillie Giford & Co
Managers and Secretanies
22 May 2008

R, el CANFE
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NOTICE OF ANNUAL GENERAL MEETING

Notes

|

A member entifled to attend, speak and vote
ot the meeting 15 entiled to appoint one or
more proxies ke attend, speak and on a poll,
vote on hus/her behalf A proxy need not be
a member of the Company A Form of Proxy
for the use of members 15 enclosed and fo be
vahd must be ledged with the Registrar of the
Company nof later than 48 bours before the
time sel for the meeting  The appoiniment of o
prexy will not prevent o member from
subsequently cfiending and voting in person

Pursuant to Regulation 41 of the
Uncertibcated Securihes Regulations 2001
the Company speciies that only those
shareholders entered on the Register of
Members of the Compony as ot the dlose of
business on 24 June 2008 cr, in the event
that the meeting 1s adjoumed, on the Register
of Members 48 hours before the ime of any
adjourned meeting, shall be entitled lo attend
or vote ot the meehng In respect of the
number of ordinary shares registered in their
name af that hme  Changes to the enlnes on
the Register of Members after the close of
busingss on 24 June 2008 or in the event
that the meeting 1s adjourned, in the Register
of Members 48 hours befare the hme of any
adjourned meefing, shall be disregarded in
determining the nghts of any person to attend
of vote ¢l the meeting, notanthstanding any
provisions In any enactment, the Arhcles of
Asscciation of the Company or other
instrument to fhe contrary

Shareholders participating n the Baille
Gifford Investment Trust Share Plan, Childrens
Scvings Plan or the Baille Gifford Investment
Trust 1SA who wish to vote and/or attend the
meeting must complete and return the
enclosed reply paid Form of Direction

ANNUAL REPORT 2008

In order to faciliate voling by corporate
representatives ot the meeting, arangements
will be put in ploce at the meeting so that i)
it @ corperate sharehalder has appemted the
Chairman of the meeting os (s corporate
representative with instrucions to vote on a
poll i cccordance with the direchions of ol
of the other corporate representatives for that
shareholder of the meelng, then on a poll
those corporate reprasentatives will give
voting direchions 1o the Chanman and the
Chairman will vote {or withhold o vole] os
corparale representative in accordance with
those directions, and (1} f more than one
corporale representative for the same
corparalte sharsholder atlends the meeting but
the corporate shareholder has not appomnted
the Charrman of the meefing s s corporate
represeniohve, a designated corporate
representative will be nominated, from those
corporate representatives who attend who
will vote on a poll and the other corporate
representatives will give voling directions to
that designated corporate representative
Corporate sharehclders are relerred 1o the
guidance 1ssued by the Instiute of Chartered
Secretones and Adminisiralors on proxies and
corporate representalives — www 1Csa org uk
— for further details of this procedure The
guidance includes a sample form of
representation letter f the Chairman 15 being
appoinied os descnbed i {i) above

The chonges to the Artcles of Associathon
propased 16 Resoluton 11 are set out in the
copy of the Arhicles of Association marked
A" which will be available for inspection at
the Company s regisiered office, Calion
Square, 1 Greenside Row, Edinburgh EH 1
3AN and at the offices of the Company’s
legal advisers, Shepherd and Wedderburm

o]

LIF, ot Condor House 10 5t Paul’s
Churchyard London EC4M 8AL dunng
normal business hours on ony week dey
{Saturdays, Sundays and public halidays
excepted) from the dote of this Annual Repart
urhl the close of the AGM and ot the place
of the meehng from 1.5 minutes prior fo ond
dunng the conhauance of the meefing

Tha aght to appont a proxy does not apply to
persons whose shares cre held on their behalf
by another person and who have been
nominated to receive communicatiens from the
Company n accordance with section 146 of
the Companies Act 2006 {'nominated
persons’] Nominaled persons moy have a
nght under on ogreement with the registerad
shareholder who holds the shares on thenr
behalf to be cppainted {or 1o have somecne
else apponted) as a proxy Alternatively f
nominated persons do not have such a nght
or do not wish to exercise 1t, they may have @
nght under such an agreement o give
instuctions to the person holding the shares as
to the exercise of voting nghts

As ot 13 May 2008, the latest prachcable
date prior to publication of this document the
Company had 273,989,897 ardinary
shares {excluding freasury shares) in issue with
a ictal of 273,982,897 voting nghts

Any person holding 3% of the total veing
righls in the Company who cppoints @ persen
other than the Chairman as his proxy will
nesd o ensure that both he and such third
party comphes with their tespechve disclosure
obligahens under the Disclosure and
Transparency Rules

Na Drwector has a controct of service with
the Company




Scothish Morigage's shares are jraded on
the London Stock Exchange They can be
baught through a stockbroker, by asking a
professional adviser fo do so, or through the
Baiilie Gifford savings vehicles

Baillie Gifford’s Investment Trust
Share Plan

You can invest from £250 or from £30 per
month The plan 1s designed fo be a cost
sffective way of saving on a regular or lump
sum basis

Bailhe Gifford’s Investment Trust ISA

You can invest in ¢ tax efficient way by
inveshing @ mimmum of £2,000 or from
£100 per month or by fransfermng an 15A
with a valve of at least £2,000 from your
axisting manager

Batliie Gifford’s Children’s Savings
Plan

A costeffective plan tarlored especially to
meet the requirements o save for chiddren
You can invest a muinimum of £250 or from

£30 per month

Online Management Service

You can now also open and manage your
Share Plon and/or ISA enline, thrcugh our
secure Online Management Service [OMS)
which can be accessed through the Baille
Gilfford website at www bailhegifford com
OMS enables you to apply for, open and
administer o Baille Gifford Invesiment Trust
Share Plan or lnvestment Trust [SA online

As well as being able to view the details
of your plan enline, the service also allows
you to

* get current valuafions,
» mcke lump sum invesiments,

¢ swiich between investmeni frusts [except
where there 1s more than one holder),

* sel up a direct debit to make regular
investments, and

* update certain personal details

Further information

Clent Relatons Team Ballle Gifford Savings
Management Limited

Calion Square

I Greenside Row

Edinburgh EH1 3AN

Tel 0800027 0133

We may record your call

Email trustenquines@ballegifford com
Websita www bailliegitford com

Fax 0131 275 3955

For Scoitish Morigage specific quenes,
please use the following contact detals

Email scothshmorigoge@tbaillegiferd com
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