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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 portfolio benchmark against which performance is measured is the FTSE All World Index

lin steling terms},

Notes

None of the views expressed in this document should be construed as advice 1o buy or sell a
particular investment.

lovastment tusts are UK public fisted companies and as such comply with requirements of the
UK Listing Authority. They are not awthorised or regulated by the Financial Services Authority.

THIS BOCUMENT 1S IMPORTAINT AND REQUIRES YOUR IMMEDIATE ATTENTION. if you
are in any doubt as fo the action you should take you should consult your stockbroker, bank
manager, solicitor, accountant or other independent financial advisor authorised under the
Financial Services and Markets Act 2000 immediately. ’

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



MESSAGE FROM THE CHAIRMAN AND FINANCIAL HIGHLIGHTS

Message from the Chairman

The months between September and November were very difficult for markets

and Scottish Mortgage as the historic magnitude of the financial crisis developed
and then swamped the real economy. Many holdings in the portfolio were marked
down in an often apparently indiscriminate way by markets that were gripped by
fear and panic. The extent of the fall was exacerbated by the level of gearing. On a
positive note, earnings rose, the dividend has been increased for the 27th successive
year and many of our holdings have enjoyed a good recovery in recent months.

We continue to concentrate on the long term prospects of individual companies
rather than trying to predict shorter term market movements.

The portfolio has been carefully reviewed and a strategic assessment made in the
light of the rapid change in markets. The broad conclusion is that the overall
strategy to invest in equities on a worldwide and long term basis is sensible given
the increasingly global nature of economic trading activity as the influence of
countries outside of the Western economic area increases. During the year, some
companies’ operating conditions deteriorated but a large number continue to operate effectively and many actually enjoy
strengthened relative positions. The survivors of this severe shock may be in dominant positions for many years to come.
The Managers' Review on pages 8 to 10 gives a more detailed account of the investments over the past financial year.

This is our Centenary Year. A 100 year record is significant as it underlines the enduring aims and encouraging resilience
of the Trust’s business over the long term.

Financial Highlights — Year to 31 March 2009

Share Price (41.2%) NAV (41.1%)
Benchmark™ (22.8%)

NAV and Benchmark
Share Price (pence) (rebused to 100 at 31 March 2008} Discount

* Benchmark: FTSE All World Index [in sterling terms).
Source: Thomson Financial Datastream/Baillie Gifford & Co.

Past performance is not a guide 1o future performance.
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ONE YEAR SUMMARY

One Year Summary

31 March 31 March
2009 2008 % change
Total assels (before deduction of debentures, long and short term borrowings| £1,398.3m £2,276.1m
Loans and debentures £317.5m £439.6m
Equity shareholders” funds £1,080.3m £1,836.4m
Net asset value per ordinary share {ofter deducting borrowings at fair value)* 383.8p 651.4p {411}
Net asset value per ordinary share [after deducting borrowings at par}* 399.3p 672.5p {40.6}
Share pricet 353.0p 400.0p (41.2)
FTSE All World Index {in sterfing terms) 137.1 177.6 |22.8}
Dividends paid and proposed per ordinary share# 12.30p 10.30p 19.4
Revenue earnings per ordinary share# 12.67p Q7% 204
Total expense ratio 0.54% G.51%
Discount [after deducting bormrowings at fair value] 8.0% 7.9%
Year fo Year to
31 March 2009 31 March 2008
Year's high and low High Low High Low
Share pricet 710.0p 258.3p 679.Cp 541.0p
Net asset value per ordinary share [after deducting borrowings at fair value] — 780.0p 281.1p 746.5p 59C.6p
Net asset value per ordinary share [after deducfing borowings ot par) 799.2p 303.5p 769.2p 613.3p
Fremium/(discount] [after deducting borrowings at fair value) 8.4% (16.5%) {5.0%) {11.3%)
Average sector discount [AIC Global Growth Sector) [6.2%) (12.4%) [7.8%} [10.4%}
31 March 31 March
2009 2008
Net return per ordinary share
Revenue 12.67p 9.7%
Capital (273.74p) 40.82p
Total 261.07p) 50.61p

* Borrewings ore either deducted at foir value [the estimate of market worth} or at par {redemption value).

As tolel borrowings have @ current foir value above par, the effect of valuing the borrowings of fair value reduces both the INAY and resultant discount.

1 Mid market price.

#Bolh revenue eamings and the dividend include a nonrecuring 1.5p per share from the reimbursement of previous years’ VAT and assecioted interest thereon.
The percentage changes excluding the nonecurring 1.5p are revenue earnings 13.9% and dividend 4.9%.

Past performance is not a guide to future performance.
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Five Year Summary

FIVE YEAR SUMMARY

The following charts indicate how Scottish Mortgage has performed relative to its benchmark*,
its underlying net asset value and the retail price index over the five year period to 31 March 2009.

5 Year Total Return Performance
(figures rebased to 100 at 31 March 2004}

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

* On ) April 2007 the Company changed s benchmark-from 50%
FTSE AllShore Index and 50% FTSE World ex UK Index fin sterling
lerms) to 100% FTSE All World Index {in sterling terms). For the
purposes of the above graphs the retumns on both benchmarks for their
respeclive periods have been linked to form a single benchmark.

Past performance is not a guide 1o future performance.

Dividend and RPI Growth
(cumulative from 31 March 2004)

{figures rebased to 100 ot 31 March 2004}

Discount to Net Asset Value
(plotled on a monthly basis)
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CHAIRMAN'S STATEMENT

Chairman’s Statement

This has been a very difficult year for equity markets and Scottish Mortgage: net asset value per share and the share price
both fell by 41% while the FTSE All World Index fell by 23% in sterling terms over the period. However, earnings were
higher and the dividend has been increased. The pace and force of market events was extraordinary even in the context
of Scottish Mortgage's hundred year history. The identification and assessment of companies from around the world that
are capable of returning long term earnings growth is the strategic priority especially during periods of turbulent markets

and economic crisis.

A year ago it was evident that confidence within the Western
financial system was failing in an alerming way but the crisis that
followed was of an unexpected magnitude and historic in scale.
Confidence in financial markets evaporated in a brutal fashion after
the collepse of lehman Brothers in September. The consequent
dramatic and destructive impact on the real economy was global
and not limited to the areos of operation of the mainly Westemn
banks and institutions that had failed.

While our porffolio had only o modest level of investment in Western
financial companies, the large holdings which gave exposure to the
long term trend of global growth suffered dramatic falls in value in
the months between September and November. This, and the way
in which many other heldings in the porffolio were marked down in
an often apparently indiscriminate way, explains the fall in net asset
volue over the year. The extent of the fall wos exacerbated by the
level of gearing.

Cutside the three month period described, market conditions were
relatively normal and this was reflected in less volatile and better
absolute and relative performance during those months. However,
markets gripped by fear and panic do not take inta account a sensible,
considered and rational long term view. Although the short term
consequences may sometimes prove painful, the Board supports the
Managers in a strategy that sticks to a long ferm view and focuses
on the prospects of individual companies. The porffalio does not
aftempt 1o maich the index and there will be periods of marked
underperformance as well as outperformonce as was the case
during part of fast yeor. As of 31 March 2009, the five year share
price fotal return [capita! and dividends] was 27% and the net assel
value total return, 12%. By woy of comparison, the FTSE All World
Index total refurn over the same period has been 16%. While a
period of high volatility will be natural in the altermath of a shock
such os the recent ong, on improvement in the long term trend and
an eventual return fo economic normality can be expected, It is
interesting to note that over six months to the end of April 2009

the share price rose by 82p, a 25% increase {over the same short
period the benchmark index rose 5%).

Past performance is not o guide to future performcnce‘
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The Managers carefully reviewed the portfolio in the second half
of the financial year in light of the rapid change in markets and
the Board then made @ strategic assessment of the impact of
events. These are continuing processes but the broad conclusion

to date is that the overall srategy 1o invest in equities for the long
term on o global basis is appropriate given the increasingly

global nature of economic activity and frade. A certral stiategic
thesis that countries culside of the Waestern economic block will
become increasingly, and possibly rapidly, influential appears
strengthened not diminished. The drop in conomic activity will
obviously affect company earnings, especially this year, but the
deterioration in cperating conditions is not universal. While there are
some componies in the porffolio where operating conditions have
deteriorated significontly, @ large number of the holdings continue
to operate effectively and in many cases enjoy strengthened relative
positions. Alse, many financially sound companies are now trading
on historically attractive valuations; those that survive this severe
shock are likely to enjoy dominant positions for some years to
come. The task of the Managers is to identify such companies.

The Managers' Review on pages 8 1o 10 gives a detailed
investment perspective of the portfolic.

Gearing

As markets fell great care was taken to manage the level of gearing.
This was achieved by nof renewing some borowing facilities

when they expired and also by the early repoyment of other bank
borrowings. While it is painful to sell investments in such conditions,
it was imporfant to ensure In those highly unpredictoble markets
that gearing was not aliowed to rise beyord agreed levels. At the
financial year end, total assets were £1,398m and borrowings
were £318m. Investments in equities fotalled £1,283m. Gearing
magnifies geins in rising markets and, conversely, lesses in fafling
markets. Gecring and the associated strategic issues are discussed
by the Board and Managers on a regular besis,



Earnings and Dividend

Earnings per share were 12.7p [9.8p in the previous yeor) and
inciuded an element of past years’ recovered VAT and associated
interest of 1.5p per share. Excluding the VAT repayment, underlying
earnings were therefore 14% higher which is a noteworthy
achievement in the context of wider markets and one which provides
confidence in the underlying investments.

A final dividend of 5.5p is proposed which will give a total of 12.3p
for the yeos, on inciease of 19% on the previcus year's total of 10.3p.
Stripping out the non-recurring VAT repayment, the underlying rate of
dividend increase is 4.9% and well cheod of the 0.4% decreose in
the Retail Price Index over the same period.

The Board is firmly committed to returning an increasing dividend
to shareholders and in the event of a temporary shorffall in
earnings, the revenue reserve is available for this very purpose.
Revenue reserves stand at 21p per share of which over 6.5p
has been accumulated since 2000,

The Centenary AGM

This year's AGM will be the Company’s 100th and will be held in
The Merchants’ Hall, 22 Hanover Street, Edinburgh on Thursday
25 June 2009 at 4pm. At the meeling, the Managers will give a
short presentation on the investments after which refrashments will be
served. | hope that you will consider attending. Although the year
just past has been extremely difficul, the Board and Managers are
conscious that a 100 year record is significant os it underlines the
enduring cims and encouraging resifience of the Trust's business.
am happy to report that a history of Scottish Morlgage has been
commissioned and will be sent to all shareholders this year.

The Board

During the year two new Directors of a very high calibre with diverse
and exiremely relevant experience were welcomed to the Board:
Professor John Kay and Fiona McBain. Geolff Balt who joined the
Board in 19823 will refite on the daoy of the AGM. The Company.
has been fortunate in its association with Mr Ball and as the current
Chairman | would like to thank Geoff for his single-heorted
commitment and outstandingly helpful contribution to Scottish
Mortgage over the past hwenty five wears.

CHAIRMAN'S STATEMENT

Outlook

There is no denying that the outleok is uncertain, even more so than
in an average year. As ever, within a wide range, many different
oulcomes are possible.

lronically, the crisis can yield oppartunities: the financial impact

has been highly destructive but it may yield a simpler, and healthier,
structural medel for borking ond finonce. Above oll, the continued
growth and increasing importance, and even dominance, of non-
Western economies, especially China, represent a major opportunity
tor shareholders today. By historic coincidence, this echoes the
prospect facing inifial Scottish Mortgage subscribers in 1909;

then it was the expansion of America that waos fo fuel an ensuing
span of long term economic growth and technological advancement.
Today, after the possage of 100 years, it is stifl the identification
and subseguent performance of individual companies and the
success of their management, or otherwise, that will dictate long
term shareholder returns.

Sir Donald MacKay
14 May 2009

SCOTTISH MORTGAGE INVESTMENT TRUST PLC IENE ‘
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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 its formation in 1909.

Directors

Sir Donald MacKay

Sir Donald MacKay, the Chairman, is an economist with an
extensive record in advising governments, organisations and
companies. Sir Donald was appointed a Director in 1999 and
became Chairman in 2003. He is also Chairman of the Nomination
Committee. He was Professor of Political Economy at Aberdeen
University and Professor of Economics at HerioHWatt University.

He is a former chairman of The Malcolm Group PLC and Scottish
Enterprise and is currently a director of Edinburgh New Income

Trust ple.

GA Ball

Geoffrey Ball, the Senior Independent Director, is a long-standing
Director who also has considerable industrial experience in

the house building sector. Geoffrey was appointed a Director in
1983. He is executive chairman of Cala Group Utd, having led

the management buy aut in 1999. He was president of the House
Builders Federation of England and Wales from 2001 1o 2003
and he was ¢ director of The Standard Life Assurance Company

for 13 years until 2001.

MM Gray

Michael Gray joined the Board in 2004 after a successhul career
in printing and technology industries where he gained valuable
global business experience. As choirman and chief executive he
'ed the growth of McQueen International over a 17 vear pericd as
it evolved from being a printing company into u global enferprise
providing a range of support services fo technology companies.

On McQueen’s acquisition, he became senior vice president of
Sykes Enterprises Inc., a global NASDAQ quoted outsourcing
services company. He refired from Sykes in 1999 and currently

has many business, community, charity and sporting interests and
responsibilities including being a member of the Advisory Board of
The Winning Scotland Foundation and of The Scottish Government's

.Rural Development Council. He is o former director of Scottish

Enterprise and the Scottish Community Foundation.

T ANNUAL REPORT 2009

Professor John Kay

John Kay was appeinted a Director on 11 December 2008.
John has a distinguished recerd as an economist, academic, author
and commentoior on business, government and ecoromic issuss.
He is a Visiting Professor at the Llondon School of Economics, o
Director of Law Debenture Corporation p.l.c., Value arnd Income
Trust PLC and a member of the Scottish Government's Council of
Economic Advisers.

FC McBain

Fiona McBain was appointed a Director on 26 February 2009.
Fiona is Chief Executive of Scoftish Friendly Assurance, a Glasgow
based end mutually owned financial services group with over
500,000 policyholders. Before joining Scottish Friendly in 1998,
Fiona, a chartered accountant, was employed by Prudential ple

and Arthur Young [now Ernst & Young) where she spent some fime
working across a number of industry sectors, both in the UK and in
the United States. She is also a Director of the Association of Friendly
Societies and a Director of the Association of Mutual Insurers.

WG McQueen

Gordon McQueen, the Chairman of the Audit Committee,
brings to the Board first class financial and banking expertise.
Gordon was appainted a Birector in 2001. Until 2003 he was an
executive director of HBOS ple, Bank of Scotland and Halifax ple,
where his main role was chief executive, Treasury. He is a director
of JP Morgan Mid Cap Investment Trust plc and Shaftesbury PLC.

JPHS Scott

John Scott is a former international invesiment banker who
maintains a number of interests in the investment trust sector.
John was appointed a Director in 2001. He is a former executive
director of Llazard Brothers & Co., timited. During his twenty years
with lazard, he was involved with the merchant bank's corporate
odvisory oclivities and its Asian businesses. He is currently a direcior
of various companies, including Martin Currie Pacific Trust plc, JP
Morgan Claverhouse Investment Trust ple, Xaar ple, Miller Insuronce
Services and Schroder Japan Growth Fund ple. In addition, he is
chaiman of Dunedin Income Growth Investment Trust PLC and deputy
chairman of Endace Limited.



Donald MacKay

Fiona McBain

Geatlrey Ball

Gordon McQueen

DIRECTORS AND MANAGERS

Michael Groy

John Scott

Lord Strathclyde

Thomas Strathelyde, currently Leader of the Oppositian in

the House of Lords, has considerable polifical experience.

Tom was appointed a Director in 2004. His parliamentary career to
date includes extensive ministeriol experience at the Departments of
Employment, the Environment, Trade and Industry and the Scottish
Cffice. Prior to entering politics in 1988 as o Government Whip,
lord Strathclyde worked in the City for the insurance brokers,

Bain Dawes. Lord Strathclyde is alsa chairman of London bosed
hedge fund manager Trafalgar Capital Management, a director

of Galena Asset Management Limited, Marketform limited and
Hempden Agencies Limited. He is also president of the Guoted
Companies Alliance.

Managers and Secretaries

Scottish Mortgage is managed by Baillie Gitford & Co, an investment
manogement firm formed in 1927 out of the legal firm Baillie &
Gifford, WS, which had been Managers and Secretories to the
Compuany since its formalicen in 1909,

Baillie Gifford & Co are one of the largest investment trust managers
in the UK and currently manage eight investment trusts, Baillie Gifford
also manage unit trusts and Cpen Ended Investment Comparies,
together with investment portfolios on behalf of pension funds,
charities and other institutionat clients, both in the UK and overseas.

Thomas Strathclyde

Funds under the management or advice of Baillie Gifford total over
£40 billion at 31 March 2009, Based in Edinburgh, it is one of
the lecding privately owned invesiment management firms in the UK,
with 33 partners and a staff of over 600.

The manager of Scoftish Morigage's peitfalio is Jomes Anderson,
a partner of Baillie Gitford where he is Chiet Investment Officer
ond Head of the Global Team.

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

Management Details

Baillie Gifford & Co are appointed as investment managers and
secrefaries to the Company. The menogement contract can be
ferminated at 12 months” notice.

Management Fee

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

SCOTTISH MORTGAGE INVESTMENT TRUST PLC RZENER
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MANAGERS' REVIEW

Managers’ Review

We have had three strategic investment contentions over the last five
years. They have been that:

e the rise of China {ond to o lesser exient other emerging
aconomies} will transform the global economic scene;

* stockmarkets underestimate the power of technological
innovation in exaggercted revulsion to the bubble of
1998-2000; and

*» the Western financial systems are dangerously flawed.

We sincerely believe that each of these three hypotheses have survived
the extraordinary conditions of the last 12 months. Indeed we would
argue that their explenatory power has only grown during this fime
of crisis. It has therefore thoroughly disturbed us that our shareholders
have suffered so badly over the reporting period. We confinue,
however, to measure ourselvas over rolling five yeor timsframes as

an absolute minimum as we deeply believe that anything less is far
more likely to encapsulate luck rather than skill. Even more dangerously,
yearly assessmant tends to endorse the pursuit of momentum in share
prices rather than rewarding the gradual underlying value built by
outstanding companies exploiting persistent opportunities. Therefore
whilst we are sorry that the last year has been so tough {and
damaging to our longer term record} we will only abandon our
contentions and our stacks when their longrun prospects have
deteriorated rather than when the dreadful mood of the market has
hurt their immediate valuation. Unless the importart facts change

nor will our portfolio. We aim to be investors not speculators.

China

Twelve months ago China was suffering from a phase of economic
overheating. Agricuttural inflation, wage increases and property
exuberance all needed jo be dampenad down, Government policy
was aimed at accomplishing this. It succeeded. China was therefore
enjoying a classic, raditional economic cycle of its own before

the onset of the world Financial crisis. Arguably we should have
been paying even more attention to developments in China os the
domestic stockmarket, for all its faults, indicated that first inflation and
then the industrial and real estate slowdown were serious issues.

T ANNUAL REPORT 2009

Since the globel financial erisis of last autumn China’s structural
strengths have, however, been seen in full relief. The confrast with the
fravails of the West as well as with less well-positioned developing
nations is startling. China’s dramatic monetary stimulus is olready
feeding through to renewed bank lending whilst the room for fiscal
expansion has been exploited but tar from exhausted. This appears
1o be translating into an early and dramatic recovery of the economy
despite the much feared export decline. At present we would expect
China to account for up to 150% of fotel world growth in 2009,

Whilst this response has been formidable both in scale and
apparent succass it is every bit as important for us to contemplote
the long term implications of China’s evolution, We do not wish to
imply either that there are not severe challenges or thal the Chinese
Communist Party hos discovered the eterncl secrets of economic
management. In the next year the banking system needs to ensure
that the moretary stimulus is channelled into productive investment
rather than speculation. Beyond this timeframe the need to shift

the balance of the economy from exports to the internal market,
from East to Wast, from the cities of the coast to the rural interior
are major challenges. We would not despair that they can be
accomplished. China has already delivered the world's largest car
market over 20 years of progress and the world's largest internet
user base over a decade. Sensible reforms to healthcare too seem
more easily achieved than in Americo.

The challenge for us is to reflect the changing nalure of the Chinese
economy in our portolio. The shift towards domestic consumption
and away from exports and even o moderation in the use of
commodities mean that exposure more offen needs to be sought

in Greater China’s own companies rather more than has been our
historic policy. With the considerable assiskance of my Chinese
colleague Wanyi Yoo we are gradually embarking on this evolufion
as opportynities permit, Cur holdings in Tencent, China Merchants
Bank, and Baidu.com as well as in China Mobile should be seen in
this light. With the burgecning rapprochement between China and
Taiwan, TSMC might approprictely be included in this list.



1 Petrobras
Petrobras, huge unexploited oil reserves.

Russia, Brazil and India

In the other key emerging markets for world growth the response

to crisis has been less overwhelmingly successful. The most

obvious casualty hos been Russia, This has hurt our portfolio.

The exaggerated appetite for debt finance displayed by many
oligarchs and the large capital needs of the resource industry have
been shown up. We do not think that these developments are
insurmountable but they do moderate our prior enthusiasm. We have
sold Norilsk Nickel where oligarch debt has opened the door to
increased state machinations and cut back our position in Gazprom
as current energy prices make the encrmous invesiment programme
problematic. We have no plans to make any further reductions.

We feel no such need for opology in the case of our substantial
Brazilian holdings. The economy is enduring some current weakness
but shows no signs of losing its fundamentcl balance. We are happy
both to loon money to the Brazilian government {via our long term
inflation protected bond holding) ond to back ihe invesiment needs
of Petrobras, Their remarkable oil discoveries in offshore Brazil seem
o us to be much more significant than the wild oscillations of the
spot ofl price. The rewards for these projects are yeors ohead whilsy
the cost equation is improving as few apart from Petrobras are in a
position to invest in such assets. To put it another way our enthusiasm
for Petrobras is based on its own long term prospects not on g
speculation about the course of monthiy oil prices.

India shows encouraging signs of suffering less from the finencial
crisis than it did from the inflationary pressures and overheating of
early last year. Qur problem remains identiying attractive companies
at reasonable prices. We admire the manner in which both Hero
Honda {motorbikes) and HDFC {mortgage finance) are navigating
their sectoral challenges.

MANAGERS’ REVIEW

2 Google
Google, highly innovative search engine
continually developing new uses.

Technology

Possibly the most puzzling experience of lust year was the abject
share price performance of our technelogy stocks in the autumn. This
puzzles us because we con think of few componies that are in a
better position to ride out the crisis. The industry in genercl, and the
companies that we own in pariicular, tend to have extremely strong
cash positions and are well used to deflationary trading conditions.
Just oz we were disturbed by thelr sharp declines so we ore now
pleased that there is every indication that the strengths of these
businesses are being acknawledged. Indeed from Amazon to Google
to Apple there are clear indications that both innovation and siructural
changes tend to be magrified in tough times and that these companies
are actually thriving rother than merely surviving. Whilst the virtues of
these three companies are gradually and variably being recognised
by the markets there are still other stocks in related areas that we are
increasingly enthused by as they remain out of investment favour.

The principal example of this is Nintendo, which continues to churn
out high refurns and generate impressive cash flow by thinking
differently about the gaming industry. We are delighted 1o continue
to add to cur helding as the morket worries about exchange ates
and menthly scles figures. Sadly we can find nothing else of similar
altractions in the wastelands of the Jupanese corporate sector.

We maintain our belief in investing in leading alternative energy
businesses. We can understand their weak showings over the

last year as [unlike the companies above) they do need access to
bank and project finance. Yet we do not think that their prospects
and value has been destroyed by challenging but temporary
circumstancas. Indeed those with relatively strong financial and
compefitive advantages may well emerge from this downturn in
even stronger positions than we had estimated. Wa certainly judge
that this is the case for Vestas twind)] and First Selar {thin film) whilst
we hope, with less confidence, that this remains so for its fellow
solar company Q-Cells. It seems to us that the two most impartant
governments in the world are increasingly committed to alternative
energy development. This is imminently important in beth America
and China although we will need to observe the compatitive
implications of Chinese investment in this area very carefully.

SCOTTISH MORTGAGE INVESTMENT TRUST PLC FENEER




MANAGERS' REVIEW

1 Nintendo
Nintenda is successfully dominating
and broadening the games market.

The Aftermath of the Western Financial Debacle

We had long been concemed by the complexities, gearing and
greed inculcated by far too much of the Western financial sactor.
Qur direct exposure has been low. It would have been better if it
had been non-existent, This, however, was less critical to our fortunes
than the complete fraezing of the financial system after the Lehmen
collapse. We confess to surprise that the deplorable conduct of the
banking industry translated into an inability fo provide even the most
bosic financial services 1o the real sconomy in & manner not seen
at least since the 1930's and arguably not for several centuries.
This situation was untenable for long and is being gredually
corrected but even the temporary stoppage of credit has severely
damaged the global economy.

Where does this sad series of events leave our attitude to the
financial sector? We would like to say that bank managements

are demonsirating a return to their dull reputations of yore and to

less exofic reward structures but we see litle evidence that this is
true. From Barclays o Goldman Sachs there is no evidence of less
complexity or reduced avarice. At the same time the refinancing

of banking systems by state injection appears o us o be less than
satisfactory. Creoking organisations such as Cili are being kept alive
in an echo of Japanese ‘zombie' banks whilst palitics in Britain or
America prevents full state control in the manner that served Sweden
so well after its banking crisis. These drawbacks seem likely fo lessen
the available benefits for those financial institutions that have been
both more prudently run and that have the interests of shareholders
rather than insiders at their heart. Some benefits will, however,
remain in the shape of higher spreads on new business and the
balence sheet strength to expand organically and by acquisifion.

It is in this spirit that we own Berkshire Hothaway where the shrinking
of insurance capacity can be exploited by My Buffett and Banco
Santander where Snr. Botin con reap the advantages of his prior
prudence as demonstrated in his part of the fateful ABN Amro deal.
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2 Banco Santander
Banco Santander a combinalion of growth
steategy coupled with more prudent lending.

Conclusion and Quttook

Over time we think that the crisis of 2008-@ will come to be seen
as a defining event in the decline of the West and the rise of China.
Whether this proves an absolute decline of the West or merely a
telative one depends heavily on farsighted political ieadership
os the financial and demographic chalienges rise. We are more
encouraged by progress in America than Britain on this score.
The rise of China is unlikely to be smooth but it is also likely to
encompass areas os ye! ile chonged hiom defence relations to
the global monetary system. We suspect foo that it wil! become
evident even to the most determined mathematical risk modellers
that danger lies more in the Waest than in the emerging giants.

In the coming year we suspect that there will be many surprises.
These are just os likely fo be positive s negative despite the
experiences of the last year, It appears 1o us that the scale of
monetary and fiscal easing globally combined with the easing of
the credit squeeze, a vicious inventory cycle and the sharp collapse
of o commodity boom are now exerling very expansionary forces
on the global economy. It is net inconceivable that animol spirits
revive. If is conceivable that infiation rather than deftation is in
eventual prospect. We will endeavour to plot our way arcund these
challenges whilst remembering just how unpredictable markets can
be in the shortrun. Last year saw falls of historic proportions bringing
decade long capital refurns on equities into negative territory. This is
unusual and suggests that a prolonged deep recession and savage
corporate eamings falls are already discounted by markets. Such
an atmosphare could easily prove o splendid time 1o invest and a
questionable one at which to become pessimistic.

We maintgin our belief in both our investiment process end the
economic viewnoints that have guided us over the last five years,
The value of our companies lies not in the earnings of the next
quarter or year but in their ability to deliver cash fiows for their
shareholders aver decades. We will always make mistakes but

we geruinely believe that more of our companies are in a stronger
rather than a weaker position than a year ago. In the bulk of these
cases it is because they can participate in the rising wealth of the
emerging economies, that their competitive positions have been
strengthened by the collopse of Hawed financial models, or that their
prospects are built on exceptional innovation. For all the difficuliies
of the last year we do not think that this is o framework for a global
partfolio which we should be at all ashamed of now or in the: future.




THIRTY LARGEST EQUITY HOLDINGS AND EQUITY PERFORMANCE AT 31 MARCH 2009

I Thirty Largest Equity Holdings and Equity Performance as at 31 March 2009

I Fair value Contribution Fair value
31 March Performancet to absolute 31 March
2009 %oftotal Absolule  Relative performance 2008
Name Business £000 assels % % % E'000
Petrobras Cil producer 87,056 b2 116.9) 4.4 0.4) 96,399
Amazon.com Online retailer 62,512 4.5 42.6 79.1 3.2 61,714
Adlos Copeo Engineering 60,044 4.3 {37.8) 21.9) (1.0} 99,392
MNintendo Games consoles and software 43315 3.3 (19.8} 07 [©.8) 15,589
China Mobile Mobile telecommunications 47 424 34 1173} 4.1 Q. 46,371
Google Online search engine 44,751 3.2 2.1 37.0 0.2 14,958
Vale [CVRD) lron cre and nickel mining 41,632 3.0 (44.6) {30.4) (1.0) 101,078
Sandvik Engineering 37,111 2.7 152.8) {140.7) (2.3} 81,670
Banco Santander Banking 34,176 2.4 (46,8} [(33.2) 2.2 11,213
Gazprom Gas production and distribution 32,089 2.3 (39.7] {43.4} 2.9 85,750
Porsche Automobiles 31,918 2.3 [62.9) 153.0) (2.9} Q0,222
Walgreen Pharmacy chain 31,826 2.3 |4.8} 19.6 0.2 24,116
Vestas Windsystems Wind power 31,423 2.3 144.6) (30.4} {2.6) 77,204
Schlumberger Qil services 28,276 2.0 {34.3) {17.5} (1.3} 43,723
Progressive Ohio Property end casually insurance 27,640 2.0 15.6 45.2 0.2 16,969
Berkshire Hathaway Insurance 27,523 2.0 (12.6) Q.8 1G.4] 31,437
Desre Farm machinery 27,478 2.0 142.3) {27.5) {0.6] 44,777
First Solar Solar energy technology 25,693 1.8 20.6) 10.2) 0.1 26,061
Canon Printers, copiers ond cameras 24,990 1.8 {12.8) Q.5 0.8} 52,407
Taiwan Semiconductor
Manufachuring Semiconductor manufacturer 22,523 1.6 257 57.8 c.7 22,746
Stondard Chastered Banking 20,617 1.3 (387} (23.0 10.6} 44,238
Brownr-Forman Wine and spirits producer 20,254 1.4 3.6 301 .1 19,049
BASF Chemicals 18,777 1.3 (35.6) {12.1) (0.4} 22,994
PPR Luxury goods producer and refiler 18,132 1.3 [38.3) (22.5) (0.2} 17,283
ABB Elecironic and electrical equipment 18,094 1.3 (27.5} 8.9} (C.21 12,976
Reed Elsevier Publisher 17,171 1.2 {19.5) 1.1 (0.3} 31,629
SAP Business soltware 16,876 1.2 [0.3) 25.2 0.1} 17,138
Krager Food relailer 15,943 1.1 0.5* 1.6 - -
UBS Banking 15,402 1.1 49.6} [{36.8} {1.6] 27,449
Novozymes Enzyme manufacturer 14,992 1.1 7.4 34.9 0.1 10,856
951,661 68.1 1,249,308

Past performance is not a guide to future performance.

* Figures relote to partperiod retums where the equity has been purchased during the period.
Source: Baillie Gifford & Co/StatPre.
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t Absclute and relative performance has been calculaled on a tatal return basis over the period 1 April 2008 1o 31 March 2009. Absclute performance is in sterding
terms; relotive performance is agoinst the benchmark: FTSE All Warld Index lin sterling terms).



INVESTMENT CHANGES AND DISTRIBUTION OF PORTFOLIO

Investment Changes

Valuation at Net acquisitions Appreciation/ Valuation at
31 March 2008 {disposals) {[depreciation) 31 March 2009
£000 £'000 £'000 £000

Equities*:
United Kingdom 250,942 127,392} {98,388) 125,162
Continentol Evrope 648,014 (25,681} (292,966 329,367
North America 554,418 {79,782} {81,890} 392,746
lepan 89,457 8,950 (18,765 79642
Asia Pacific 200,761 (23,061} 123,5006) 154,194
Emerging Markets 427,332 (62,565} [162,958) 201,809
Total equities 2,170,924 (209,531} 678,473 1,282,920

Bonds:

Sterling bonds 17,228 3,300 {15,181] 5,347
Euro bonds 4,879 476 (3,469 1,886
US dollar bonds 1,864 {481} (979) 404
Brazilian real bonds 64,579 - 6,851 71,430
Total bonds 88,550 3,295 (12,778 79.067
Total investments 2,259,474 (206,2306) (691,251) 1,361,987
Net liquid assets 16,597 14,555 5,131 36,283
Total assets 2,276,071 (191,681} (686,120} 1,398,270

The figures above for total assets are made up of otal ner assets before deduction of debentures, long and short term borrowings.

* Equities include OFEICs.

Distribution of Portfolio

Geographical 2009 [2008]
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Sectaral 2009 {2008]




CLASSIFICATION OF INVESTMENTS

Classification of Investments

Continental North Asia  Emerging 2009 2008
Classification UK Europe America Japan Pacific Markets Total Total
Equities*: % % % % % % % %
Oil and Gas - - 2.7 - - 9.2 11.9 13.3
Qil and gas producers - - 0.7 - - 9.2 9.9 11.4
Qil equipment, services and distribution - - 2.0 - - - 2.0 1.9
Basic Materials 0.8 1.3 0.9 - - 3.0 6.0 11.7
Chemicals - 1.3 0.9 - - - 2.2 2.8
Industrial metals - - - - - - - 3.3
Mining 0.8 - - - - 3.0 3.8 5.6
Industricls : 3.9 1.3 29 - 0.8 - 18.9 20.3
Aerospace and defence 1.7 - - - - - 1.7 1.9
General industrials - - 0.9 - - - 0.9 1.0
Electronic and electrical equipment - 2.0 - - - - 2.0 1.7
Industrial engineering - 2.3 2.0 - 08 - 12.1 14.0
Support services 2.2 - - -~ - - 2.2 1.7
Consumer Goods 0.7 3.1 1.4 3.5 1.0 - 9.7 8.0
Automobiles and parts - 2.3 - - 1.0 - 3.3 45
Beverages - - 14 - - - 1.4 09
Leisure goods - - - 3.5 - - 3.5 0.7
Personal goods - 0.8 - - - - 0.8 1.9
Tobacco 0.7 - - - - - 0.7 -
Health Care - 1.1 - - - - 1.1 2.1
Health care equipment and services - - - - - - - 0.6
Pharmaceuticals and bictechnology - 1.1 - - - - 1.1 1.5
Consumer Services 1.4 1.3 9.7 - - 0.6 13.0 13.1
Food and drug retailers - - 4.2 - - - 4.2 29
General refailers 0.2 1.3 4.5 - - 0.6 6.6 8.0
Media 1.2 - 1.0 - - - 2.2 2.2
Telecommunications - - - - 3.4 0.7 4.1 3.8
Fixed line telecommunications - - - - - - - 1.4
Mobile telecommunications - - - - 34 07 4.1 2.4
Financials 1.6 4.3 4.0 0.4 2.3 0.9 13.5 14.1
Banks 1.5 3.5 - - 0.3 0.9 6.2 8.2
Nonlife insurance - - 4.0 0.4 - - 4.4 3.0
Real estate - - - - 0.4 - 0.4 0.4
General financial 0.1 - - - 1.6 - 1.7 1.8
Open ended investment companies - Q.8 - - - - 0.8 0.7
Technology 06 1.2 6.5 18 3.5 - 13.6 9.0
Software and computer services 0.6 1.2 3.2 - 2.5 - 7.5 2.8
Technology hardware and equipment - - 33 18 1.0 - 6.1 6.2
Total Equities* 9.0 2.6 28.1 5.7 11.0 14.4 91.8
Total Equities* — 2008 11.0 28.5 244 3.9 8.8 18.8 954
Bonds 0.3 0.2 - - - 5.1 5.6 3.9
Net Liquid Assels 0.2 2.1 - 0.2 0.1 - 2.6 0.7
Total Assets 9.5 25.9 28.1 5.9 1.1 19.5 100.0
|before deduction of debentures, long and short term borowings)
Total Assats — 2008 12.1 28.8 24 .8 39 8.8 21.6 100.0
Debentures, Long and Short Term
Borrowings {10.8) (2.7} 4.9} (4.3) - - {22.7) {19.3}
Equity Shareholders’ Funds (1.3) 23.2 23.2 1.6 11.1 19.5 77.3
Equity Shareholders’ Funds — 2008 5.4 228 21.9 0.2 8.8 21.6 - 80.7
Number of aquity investments* 12 14 17 3 12 9 67 76

* Including OEICs.
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LIST OF INVESTMENTS

List of Investments as at 31 March 2009

I Fair value % af total
Classification Name Business £'000 assets
United Kingdom
l Mining Xsirata Mining 10,586 0.8
Aerospace and defence Meggit Aerospace equipment and systems 11,542
Ratls Royee Grouvp Aerospace equipment provider 11,750
I 23,292 1.7
Support services Hays Personnel and recruilment services 9,368
Intertek Group Business support providers 12,951
I Wolseley Builders’ merchant 8,405
30,724 2.2
Tobacco British American Tobacco Tobacco 9,861 07
Genera) relailers Inchcape Moler distributor 2,397 0.2
l Media Reed Elsevier Publisher 17,171 1.2
Banks Standard Chartered Barking 20,617 1.5
General financial intermedicte Capital Group Mezzanine finance provider 1,905 0.1
I Software and computer services  Sage Small business software 8,409 0.4
Total United Kingdom Equities 125,162 E
l Continental Evurope
Chemicals BASF Chemicals - Germany 18,777 1.3
Electronic and electrical equipment  ABB Electronic and electrical
I equipment ~ Switzerdand 18,094
Greells Solar energy production — Germany 9,722
27,816 2.0
I Industrial engineering Atlas Copco Engineering - Sweden 60,044
Sandvik Engineering — Sweden 37,111
Vestas Windsystems Wind power — Denmark 31,423
I 128,578 9.3
Automebiles and parts Porsche Automobiles — Germany 31,918 2.3
Personal goods Richemont Llustwry goods — Swilzerland 10,903 0.8
Pharmaceuticals and
I biotechnology Novozymes Enzyme manufacturer — Denmark 14,992 1.1
CGeneral retailers PPR Luxury goods producer and retailer - France 18,132 1.3
Banks Banco Santander Banking — Spain 34,179
I UBS Banking — Switzerland 15,4072
— 49581 3.5
Open ended Baillie Gifford Eurcpean Smaller
investment companies Companies Fund Small company fund 11,794 .8
I Software and computer services  SAP Business software — Germany 16,874 1.2
Total Continental European Equities 329,367 E
l North America
Oil ond gas producers EOG Rescurces Ol ond gas producer 9,540 0.7
| Oil equipmeni, services
and distribution Schlumberger Qil services 28,2746 2.0
Chamicals Monsanto Seed ond agricuhural chemicals 13,324 09
General industrials Rockwell Automation Industrial automation providers 12,167 0.9
I Industrial engineering Deere Farm machinery 27,478 2.0
Beverages Brown-Forman Wine and spirits producer 20,254 1.4
Foad and drug retailers Walgreen Pharmacy chain 31,826
l Whole Foods Market General relailer 10,725
Kroger Food retaifer 15,943
58,494 4.2
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LIST OF INVESTMENTS

Fair value % of total
Classification Name Business £'000 assels
North America confinued
General refailers Amazon.com Online retailer 62,512 4.5
Media Omnicom Adverlising cgency 13,653 1.0
Nonlife insurance Berkshire Hathaway Insurance 27,523
Progressive Chio Property and casually insurance 27,640
55,163 4.0
Scftware and computer services ~ Google Orline search engine 44,751 3.2
Technology hardware
and equipment First Sclar Solar energy technology 25,693
Linear Tech Integrated circuits 14,422
Apple Computer hardware manufacturer 7019
47,34 3.3
Total North American Equities T 392,746 z_ﬁ
Japan
Leisure goods Nintando Games consoles and software 49,315 3.5
Nanfife insurance Mitsyi Sumitomo Insurance Insucer 5,337 0.4
Technology hardware
and equipment Canon Printers, copiers and cameras 24,990 1.8
Total Japanese Equilies T 79,642 I
Asia Pacific
Indusirial enginesring Samsung Heavy Industries Construction and helding compeny — Korea 10,717 0.8
Automobiles and parts Hero Honda Metors Matareycle and scooter -
monufacturer — India 13,539 1.0
Mobile telecommunications China Mobile Mobile telecommunications — Hong Kang 47,424 3.4
Barks China Merchants Bank Banking — China 4,322 0.3
Real estate Shanghai Ferte Lend Residential property — Ching 5,608 0.4
General financial Hong Kong Exchanges Securities exchange
and Clearing owner/operclor — Hong Kong 7769
Hausing Development
Finance Corporation Morigage bank - India 5,439
Singapore Exchange Securities exchange
owner/operator ~ Singapore 10,518
23,726 1.6
Software and compuler services  Baidu.com Orline search engine - China 5,357
Talwan Semiconducior
Manufacturing Semiconductor manufacturer — Talwan 22,523
Tencent Holdings Internet service portal - China 7,566
35,446 2.3
Technology hardware
and equipment Samsung Electronics Etectronics manufocturer — Korea 13,412 1.0
Total Asia Pacific Equities 154,194 E
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LIST OF INVESTMENTS

Fair value % of total
Classification Name Business £000 assets
Emerging Markets
Ol and gas producers Gazprom Gas praduction and distribution — Russia 32,089
Lukeil Oil producer — Russia Q.899
Petrcbras Oil producer ~ Brazil 87,056
129,044 9.2
Mining Vate {CVRD) Iren ore and nickel mining — Brazil 41,632 3.0
General retailers Walmex Genaral relailer — Mexico 7.809 0.6
Mchile telecommunications MIN Group Mobile telecommunications — Sauth Africa 9,896 Q.7
Bonks Goranti Bankasi Banking — Turkey 6,225
Standard Bark Group Banking — South Alrica 6,673
12,898 0.9
Real estate Black Seq Preperty Fund Bulgarian property frust 530 -
Total Emerging Markets Equities 201,809 144
Tolal Equily Investments 1,282,920 91.8
Fixed Interest
Sterling dencminaled Business Morlgage Finance FRN 2037 484
Business Maorigage Finance FRN 2041 520
Business Mortgage Finance FRN 2045 350
Cairngorm Limited Class € FRN 2016 277
Royel Bank of Scolland 8.162% 2012 416
Pantheon Inernatonal Participating Unsecured loan Notes 3,300
5,347 0.3
Euro denominated Old Mutual 4.5% 2017 524
Semper Finance 2006-1 Limited E FRN 2084 i,115
Skye CLO Income Notes 2019 247
1,886 0.2
US$ denominaled Old Mutual 8% 2008 Perpetual 404 -
Brazilian real denominated Brazil CPl Linked 2045 71,430 51
Total Fixed interest 79,067 5.6
Total Investments 1,361,987 97.4
Met Liquid Assets 14,283 2.6
Total Assets af Fair Valve 1,398,270 100.0

{before deduction of debentures, long and short term barrowings)
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TEN YEAR RECORD

Capital Debenture
stocks, long Equity Net Mei
and Equity shareholders’  assetvalue  asset value
Al Total short term  shareholders’ funds per share* per share* Share Discountt Discountt
31 March assets  borrowings funds per share (Fair} (por) price {fair) {par)
£000 £000 £000 p P p P % %
1900 1,868,328 222,427 1,645,201 456.3 4349 457.3 3755 13.7 17.9
2000 2,206,594 279,010 1,927,584 569.1 549.2 270.2 493.5 10.1 13.5
2001 1,660,182 195,893 1,464,289 445.4 430.9 4475 3770 12.5 15.8
2002 1,509,887 206,899 1,302,588 421.4 409.4 423.6 369.0 0.9 12.9
2003 1,051,545 207,225 844,320 283.3 268.0 285.5 234.5 12.5 17.9
2004 1,355,341 227,560 1,127,781 379.3 362.8 381.5 305.0 15.9 20.1
2005§ 1,455,704 213,083 1,242,621 420.4 398.8 422.6 333.0 16.5 21.2
2006 1,985,162 231,809 1,753,353 608.6 584.1 610.9 521.5 10.7 14.6
2007 2,045,515 275,650 1,769,865 628.8 607.1 631.0 5420 10.7 14.1
2008 2,276,071 439,627 1,836,444 670.3 651.4 &72.5 60C.0 7.9 10.8
2009 1,398,270 317,933 1,080,337 397.1 383.8 399.3 353.0 8.0 1.4

*

Net asset value per ordinary share has been caleulated after deducting long term borrowings at either par value or fair value {see note 23, poge 47).

t  Discount is the difference between Scottish Mornigage’s quoled share price and its underlying net asset value with borrowings at either par value or fair value.
§  Restated, investments valued at fair value {bid) and dividends declared after the year end no longer freated as a liability at the year end, Figures prior 1o 2005
have not been restated for these changes.

Revenue Dividend paid Gearing Ratios
Available Revenue and proposed Total

Yeor to Gross for ordinary earnings per per ordinary expense Actuol Potential
31 March revenue shareholders ordinary share § share {net] ratio §§ gearing | gearingl

£000 £000 b p %
1969 44 894 20,263 5.62 5.50 0.38 107 114
2000 44,100 27,807+ 782 565 0.50 105 114
2001 44,075 25212 7.57 6.00 0.51 104 i13
2002 36,377 24,213 7.56 6.25 0.47 109 116
2003 33,009 22,597 7.43 6.60 0.49 113 125
2004 35,829 23,931 8.05 7.00 0.60 TH 120
2005 35,456 21,809 7.37 7.35 0.52 110 117
20006 41,456 25,738 8.82 8.50 0.52 108 113
2007 45,522 27,817 Q.80 @.50 0.49 110 116
2008 49,575 27043 Q.79 10.30 G.51 118 124
2009 57,470 34,571 12,6714 12,3004 0.54 119 129

t The caleulation of eamnings per ordinary share is based on the revenue from ordinary activities affer taxation and the weighted average number of ordinary shares
in issue [see nole B, page 38).

§§ Ratio of lotal operaling costs to average shareholders’ funds.

9 Totol ossets (including all debt used for investment purposes) less alf cash and fixed interest securities {ex convertibles) divided by shareholders’ funds.

I Tolal assets [including all debt used for investment purposes) divided by shareholders' funds.

** Restaled for change in cccounting policy to charge expenses 53:50 between revenus and capital.

A Includes a nonrecurring 1.5p per share from the reimbursement of previous years' VAT and associated interest therecn.

Cumulative Performance (taking 1999 as 100) Revenve  Dividend paid

Net asset Net asset Benchmark A Share price  earnings per  and propased Retail
At value per  value fotal total Share total ordinary per ordinary price
31 March share (par}  return {por} 11 Benchmark® return 11 price return 11 share share [net) index
1999 100 100 100 100 100 100 100 100 100
2000 125 126 116 118 131 133 139 103 103
2001 o8 100 100 103 100 103 135 109 105
2002 Q3 Q6 Q4 100 a8 102 135 114 106
2003 62 &b b4 49 62 67 132 120 110
2004 83 ol 79 89 81 Q0 143 127 112
2005 92 101 86 o0 89 Qo 131 134 116
2006 134 148 109 128 139 159 157 155 119
2007 138 156 13 137 144 16Q 174 173 125
2008 147 169 109 135 160 120 174 187 129
2009 87 102 84 107 94 115 225 2244 129
Compound annuaf returns
5 year 0.9% 2.3% 1.2% 3.8% 3.0% 4.9% Q.5%An 11.9%nn 2.7%
10 year {1.3%) 0.2% 11.7%) - 0.7% (0.6%) 1.4% 8.5%nA B.4¥%an  2.6%

1t Source: Thomson Financial Datastream.

A Oa 1 Apil 2007 the Company changead its benchmark from 50% FTSE All-Share lndex and 50% FTSE Wardd ex UK Index lin sterling terms} to 100% FTSE All World
index {in sterling terms). For the purposes of the abave the retumns oa both benchmarks for their respective periods have been linked to form a single benchmark.

Past performance is not @ guide to future performance.
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DIRECTORS' REPORT

Directors’ Report

The Directors present their Report together with the financial
statements of the Company for the year to 31 March 2009.

Business Review

Business and Status
The Company is an invesiment company within the meaning of
section 833 of the Companies Act 2006,

The Company carries on business os an investment frust. It was
approved as an investment trust under section 842 of the Income
ond Corporation Taxes Act 1988 for the year ended 31 March
2008, subject to matters that may arise from any subsequent enquiry
by HM Revenue and Customs into the Company's tax refurn. In the
opinion of the Directors, the Compony has subsequently conducted
its affaits so @s to encble it 1o continue 1o seek approval as an
invesiment tryst under section 842 of the Income end Cerporation
Taxes Act 1988,

Obijective

Scoltish Mortgoge carries on business as an Investment Trust. The
investment objective is o maximise fotal return, whilst also generating
real dividend growth, from @ focused and actively managed

globaf porffolio. The equity porfiolic is relatively concentrated and
investments are chosen on their long term merits rather than with
reference to geographical asset allecation or the composition of an
index. The Company aims to achieve a greoter return than the FTSE
All World Index {in sterling terms} over a five yeor rolling peried.

Investment Policy

Scoffish Mortgage is a iruly active fund and does not aflempt to track
its benchmark index. Its objective is to maximise total return, whilst
alse generating real dividend growth, from o focused and octively
managed globa! porffolio. Investments are chosen for inclusion within
the eqguity porticlio by looking closely at the merits of individual
companies in a stuctured and rational fashion.

A global perspective is taken. Asset allocation is the outcome of
stock selection and not arrived at by making specitic weightings
to regions, industiies or sectors. Achieving diversification is a
requirement when sefecting investments but an unconstrained
appreach is adopted ond there are no fixed limits set as to
geographical, industry and sector exposure. Levels of diversity
achieved are menitored by the Board on a regular basis.

The number of equity holdings will typically range between 50
ond 100 and are chosen from arcund the world.
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A long term investment horizon is observed and fitle attention s
paid to short term market trends when deciding policy. This patient
approach allows market valatility to be exploited to shareholders’
long term advantage. An average holding period for investments of
five years or more is targeted.

fnvestment may be made in fixed interest securities, convertible
securities funds, unquoted entities and other assets based on the
individual investment cases. With prior approval of the Board, the
Company moy use derivatives for the purpose of efficient portfolio
management [i.e. for the purpose of reducing, ransferring or
eliminating investment risk in its investment, including protection
against currency risk} and for investment purposes. The primary
investment focus is on equity investments predominantly with good
liquidity.

Exposures to any one entity are monitored regularty by the Board.
At the time of investment the maximum exposure to any one holding
is limited to B% of tofal assets. A maximum of 40% of total asseis
may be invested in holdings exceeding 3% of total assets. These
two restrictions do not apply fo investment in unit trusts or OEICs,
investments by way of rights issues or certain government bonds.
The maximum permitied investment in other UK listed investment
componies in aggregate is 15% of gross assets.

Borrowings are invested in equity markets when it is believed that
investment considerations merit the Company faking a geared
position to equities, Gearing leveis, and the extent of equity gearing,
both in absolute ferms and relative 1o the peer group, are discussed
by the Board and Managers at every Board meeting. The portion

of borrowings which is not invested in equities may be invested in
fixed interest securities. Apart from in exceptional circumstances the
Company will not take out additional borrowings if, at the time of
borowing, this tokes the level of effective gearing beyond 130%
with net asset value calculated with borewings ot par value.

The benchmark is a reference point for judging performance and
emphatically is not o portfolio construction tocl. The porfclio doas
not set out to reproduce the index and there will be periods when
performance diverges significantly from the benchmark. Performance
against the benchmark is assessed over o five year rolling term.

Details of investment strategy and actlivity this year can be found in
the Chairman's Statement on pages 4 and 5 and the Managers'
Review on pages 8 to 10.



Discount

The Board recognises that it is in the long term interests of shareholders
to manage discount volatility and believes that the prime driver of
discounts over the longer term is performance. The Board does not
have a precise discouat target at which shares will be bought back
as it believes that the announcement of specific targets is likely to
hinder rather than help the successful execution of a buyback palicy.
Future buybacks will be considered primarily by reference to the
Company's discount relative 1o its peers.

During the yeor the Company bought back a fotal of 1,900,000
shares, all of which are held in reasury, increasing net asset volue
per share by 0.07%. Between 1 April 2009 and the date of this
repoit, the Company has bought back o further 175,000 shares,

which are being held in freasury, increasing net asset value per
share by 0.01%.

Performance

At each Board meeting, the Directors consider a number of
peiformance measures 1o assess the Compony's success in achieving
its objectives.

The key performance indicators (KPls} used to measure the progress
and performance of the Company over time are established industry
measures and are as follows:

» the movement in net asset value per ordinary share {afier
deducting borrowings at fair value);

s the movement in the share price;

*» the movement of net asset value and share price performance
compared to the Banchmark;

e the discount [after deducting borrowings at fair valuel;
¢ the folal expense ratio;

* eomings per share; and

s dividend per share.

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

tn oddition to the above, the Board considers peer group
comparative performance. A ronge of comparator groups are
used including: a selected grouping of five 'best of breed’ trusts; a
group of the five large AIC Global Growth investment trusts {large
Trust Peer Groupl; a universe of global growth trusts as defined by
Winterflood Securities; the AIC Global Growth Sector; and the
larger Standard and Poor’s universe of Global Growth Trusts.

The Board dlso raviews the absolute and relative discount which
can be found on pages 2 ond 3.

Review of the Year and Future Trends
A review of the main features of the year and the investment outlock
is contained in the Chairman’s Statement and the Managers’ Review
on pages 4, 5 and 8 to 10 respectively.

Principal Risks and Uncertainties

The Compony's assets consist mainly of listed securities and its
principal risks are therefore market related and include market risk
{camprising currency risk, interest rate risk and other price risk),
liguidity risk ard credit risk. An explanation of those risks and how
they are manoged are contained in note 23 to the accounts on

pages 43 fo 47.
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Other risks foced by the Company include the following:

Regulatory Risk — failure to comply with applicable legal and
regulatory requirements could lead to suspension of the Company's
Stock Exchange Listing, financial penalties or @ qualified audit report.
Breach of section 842 of the Income and Corporation Taxes Act
1988 could lead to the Compony being subject to tox on capital
gains. Bailie Gifferd's Heads of Business Risk & Internal Audit and
Regulatory Risk provide regular reports to the Audit Committee on
Baillie Gifford's menitoring programmes. The Managers monitor
investment maovements and the level of forecast income and
expenditure to ensure the pravisions of section 842 are not breached.

Operational/Financial Risk - failure of the Managers’ accounting
systems of those of other third party service providers could lead

to an fnability to provide accurate reporting ond monitoring or o
misappropriction of cssets. The Board reviews the Managers' Report
on Interncl Controls and the reports by other key third party providers
are reviewed by the Manager on behalf of the Board.

Gearing Risk

The Company may borrow money for investment purposes known as
‘gearing’. If the investments fall in value, any borrowings will magnify
the extent of this loss. If borrowing facilities are not renewed, the
Compony may have to sell investments to repay borrowings.

All borrowings require the prior approval of the Board and gearing
levels are discussed by the Board and Mancgers of every meeting.
The majority of the Company's investments are in quoted securities
that are readily realisable.

Employees
The Company has no employees. The executive responsibility for
investment management has been delegated 1o Baillie Gifford & Co.

Social and Community Issues

As an investment trust, the Company has no direct social or
community responsibilifies. The Company, however, believes that it
is in the Sharsholders’ interasts to consider environmental, social and
governance factors when selecting and retaining investments. Details
of the Company's policy on socially responsible investment are set
out on page 23.

Borrowings

There are four debentures in issue, ali of which are listed and quoted
on the London Stock Exchange and detalls of which are given on
pages 40, 46 and 47 |n addition, term bank borrowings and loan
faciiities are in place which are also shown on page 40.

During the year bank loans of ¥8,230 million, CHF 35.5 million,
CHF 60.5 million, U$ 100 million, U$30 million and €73 million
ware repaid and a bank loan of U$P? million drawn down.

The Company has an Aaa Issuer Rating by Moody's.

Financials

The net asset value per share decreased by 41.1% during the year,
compared to a decrease in the benchmark of 22.8%; dividends
increased by 19.4% to 12.30p per share, af 31 March the discount
was 8.0%. Both revenue earnings and the dividend include @ :
nonrecurring 1.5p per share from the reimbursement of previous
years' VAT and ossociated interest thereon. The percenfoge changes

excluding the norrrecurring 1.5p ore revenue earmings 13.9% and
dividend 4.9%.

SCOTTISH MORTGAGE INVESTMENT TRUST PLCTKEEEE \
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Directors’ Interests

Nature Qrdinary 25p shares held at

Name of interest 31 March 2009 31 March 2008
Sir Donald MacKay Beneficicl 2,469 2,469
GA Ball Beneficial 10,000 10,000
MM Gray Beneficial 221,000¢ 272,900

Non-beneficial 12,500 12,500
Professor JA Kay Beneficial 5,000 -
FC McBain Beneficicl 1,069 -
WG McQueen Beneficial 1,500 1,500
JPHS Scott Beneficial 33,940 30,396
lord Strathchde Beneficial 3,142 3,142

The Directors af the year end, and their interests in the Company, were as shown above.
M JPHS Scolt acquired @ further 458 shares on 7 April 2009. There have been no other changes

inimated in the Directors” inferests up to 13 May 2009.
t Change in connected party.

Dividends

The Board recommends ¢ firal dividend of 5.50p per ordinary
share which, together with the interim of .8Cp alieady paid,
makes a total of 12.30p for the year compared with 10.30p for
the previous year. The dividend includes a non-recurring 1.50p per
share from the reimbursement of previous years’ VAT and associated
interest thereon.

f approved, the recommended final dividend on the ordinary shares
will be paid on 1 July 2009 to shareholders on the register at the close
of business on 5 June 2009, The exdividend date is 3 June 2009.

Corporate Governance

The Board is committed to achieving ond demonstrating high standords
of Comorate Governance. This statement outlines how the principles
of the Combined Code on Corporate Govemance pubiished in 2006,
{the ‘Combined Code’| were applied throughout the financial year.

Compliance
The Company has complied throughout the yeor under review with
the provisions of the Combined Code.

The Board is also adhering to the principles of the AIC Code in all
material respects.

The Board

The Board has overall responsibility for the Company's affairs. It has
a number of matters reserved for its approval including strategy,
investiment policy, currency hedging, gearing, freasury matters,
dividend and corporate govermance policy. A separate meeting
devoted to strategy is held each year, The Board also reviews the
finoncial statements, investment fransactions, revenue budgets and
performance. Full and fimely information is provided to the Board to
endble the Board to function effectively and to allow Directors to
discharge their responsibilities.

Following the appointment of two Directors during the year, the Board
now comprises eight Directars, all of whom are nonexecutive.

The executive responsibility for investment management has been
delegated to the Company’s Managers and Secrelaries, Baillie
Gilford & Co, and, in the context of a Board comprising only non-
executive Directors, there is no chiel executive officar. The Senior
independent Directos is M GA Boll end his replacement will be
announced on his refirement.
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The Directors believe that the Board has a balance of skills and

experience that enables it to provide effective strategic leadership and
proper governance of the Company. Information cbout the Directors,
including their relevant experience, can be found en pages & and 7.

There is an egreed procedure for Directors to seek independent
professional advice, if necessary, at the Company's expense. .

Terms of Appointment and Re-elecfions

Letters which specify the terms of appointment are issued to rew
Directors. The letters of appointment are available for inspection
on request.

Under the provisions of the Company’s Articles of Associafion, a
Director appointed during the year is required to retire and seek
election by shareholders at the next Annual General Meeting.
Directors are required 1o submit themselves for reelection at least
once every three years and Directors who have served for more
than nine years offer themseives for reelection annually.

The names of Directors retiring and offering themselves for reelection
together with the reasons why the Board supports the re-elections ore
set out on page 23.

independence of Directors

All the Directors are considered by the Board to be independent
of the Managers and free of any business or other relationship that
could interfers with the exercise of their independent judgement.

Sir Donald MacKay who has served on the Board for more than nine
years, offers himself for reelection annually. The Directors recognise
the value of progressive refreshing of, and succession planning

for, company boards and the Board's composition is reviewed
annually, However, the Board is of the view that length of service
will not necessarily compromise the independence or contribution

of directors of an investment trust company, where contiruity and
experience can be a benefit 1o the baard. The Board concurs with
the view expressed in the AIC Code that lang-serving Directors
should not be prevented from being considered as independent.

Following formal performance evaluction, the Board has concluded
that, notwithstanding his length of service, Sir Donald MacKay
refains independence of character and judgement and his skills
and experience are a benefit to the the Board.
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Directors’ Attendance at Meetings

Audit Nomination

Board Commiltes Committes

Number of meetings 7 2 2
Sir Donald MacKay 7 2 2
GA Ball 5 1 1
MM Gray 6 2 2
Professor JA Kay {oppointed 11 December 2008) 2 - 1
FC McBain lappointed 26 February 2009) 1 - 3
WG McGueen 7 2 2
JPHS Scott o) 2 1
lord Shathclyde 7 2 2

Meetings

There is an annual cycle of Board meetings which is designed to
address, in a systematic way, overall strategy, review of investment
policy, investment performance, marketing, revenue budgets,
dividend policy and communication with shareholders. The Board
considers that it meets sufficienty regularly to discharge its duties
effectively. The table obove shows the attendance record for the
Board and Commitiee Meetings held during the year. The Annual
General Meeting was attended by all Directors serving at that date.

Nomination Committee

The Nomination Committee consists of the independent non-
executive Directors and the Chairman of the Board is Chairman of
the Committee. The Commiftee meets on an annua! basis and at -
such other times as may be required. The Committee has written
terms of reference which include reviewing the Board, identifying
and nominating new candidates for appointment to the Board,
Board appraisal, succession planning and training. The Committee
also considers whether Directors should be recommended for
reelection by shareholders. The Committee is responsible for
considering Directors” polential conflicts of interesl and for making
recommendations to the Boord on whether or not the potential
conflicts should be authorised. The terms of reference are avaitable
on request from the Company and on the Company's website:
www.scottishmortgageit.com.

The Nomination Committee reviewed the Directors’ balance of age,
skills, knowledge and experience during the year. The Commitiee
concluded that, in line with the policy for regular refreshment of the
Board, two new Directors should be oppointed. The Committee
identified the skills and experience thal would strengthen the Board
and prepared a diverse list of high quality candidates, A short [ist
was then prepared and an interview process was undertaken, At the
conclusicn of this process Professor JA Kay and Ms FC McBain were
appointed to the Board on 11 December 2008 and 26 February
2009 respectively. Information on their background and experience
can be found on page 6.

Given the quality of the candidates identified, it wos not necessary
to either appeint external search consultants or use open advertising
on this occasion.

Performance Evaluation

The Nomingtion Commitiee met to assess the performance of the
Chairman, each Director, the Board as a whole and its Commitiees,
after inviting each Director and the Chairman to consider and
respond to a set of questions. The appraisal of the Chairmon was

led by Mr GA Bali,

The appraisals considered, amongst other criteria, the balance of skills
of the Board, the contribution of individual Directors and the overal!
effectivenass of the Board and its Committees. Following this process
it was concluded that the performance of each Director, the Chairman,
the Board and its Committees confinues to be effective and each
Director and the Chairman remains committed fo the Company.

A review of the Chairman’s and other Directors’ commitments was
carried out and the Nomination Committee is satisfied that they are
capable of deveting sufficient time to the Company. There were

no significant changes to the Chairman’s other commitments during
the year.

Induction and Training

New Directors are provided with an induction programme which

is tailored to the particular circumstances of the appaintes. Regular
briefings cre provided on changes in regulatory requirements that
could affect the Company and Directors, The Directors receive ofher
training as necessary.

Remuneration

As oll the Directors are non-executive, the provisions of the
Combined Code in respect of Direclors’ remunaration are not
relevant to the Company except to the extent that they relale
specifically to nonexecutive directors. Consequently there is no
requirement for o separate remuneration committee. Directors’ feas
are considered by the Board os a whole within the limits approved
by shareholders. The Company's policy on remuneration is set out
in the Directors” Remuneration Report on pages 26 and 27.

Internal Controls and Risk Management

The Directors acknowledge their responsibility for the Company's
system of internal controls and for reviewing its effectiveness.
The system of infernal confrols is designed to manage rather than
eliminate risk and can only provide reasonable but not absolute
assurance against material misstatement or loss.

SCOTTISH MORTGAGE INVESTMENT TRUST PLC EINEER
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Major Interests in Shares

No. of ordinary

Name 25p shares held % of issue
D.C. Themson & Company Limited {Direct] 13,400,000 49
legol & General Group Ple {Direct) 10,847,845 4.0
BlackRack inc (Indirect] 8,461,197 3.1

The above information has been intimated to the Company as at 13 May 2009,

The Board confirms that there is on ongoing process for identifying,
evaluating end managing the significant risks faced by the Company
in accordance with the guidance ‘Infernal Control: Revised Guidance
tor Directors on the Combined Code'.

The Directors confirm that they have reviewed the effectiveness of the
system and they have procedures in place to review its effectiveness
on a regular basis.

The practical measures to ensure compliance with regulation and
company law, and 1o provide eftective and efticient operations and
investment management, have baen defegated to the Managers and
Secrefaries, Baillie Gitford & Co, under the terms of the Management
Agreement. The Board acknowledges its responsibilities to supervise
and contol the discharge by the Managers and Secrefaries of their
obligations.

Baillie Gifford & Co have been delegated responsibility for the
design, implementation and maintenance of control policies and
procedures to safeguard the assets of the Compeny and to manage
its affairs properly. This responsibility also extends to maintaining
effective operational and compliance controls and risk management.

The Bailke Gifford & Co heads of Business Risk & Internal Audit and
Regulatory Risk provide the Board with regular reports on Baillie
Gifford & Co's monitoring programmes. The reporting procedures for
these departments are defined and formalised within a service level
agreement, Beillie Gifford & Co conduct an annual review of their
system of internal controls which is documented within an infernal
controls report which compiies with Technical Relegse AAF 01/06 -
Assurance Reports on Interna! Controls of Service Organisations made
available to Third Parties, This report is independently reviewed by
Baillie Gitford & Co’s auditors and a copy is submitted to the Board.

The Company's investments are segregated from those of Baillie
Gifford & Co and their other clients through the appaintment of
The Bank of New York Mellon us independent custodian of the
Company's investments.

A detailed risk map is prepcred which identifies the significant risks
faced by the Company and the key controls employed 1o manage
these risks. .

These procedures ensure that consideration is given regularly to the
nature and extent of the risks focing the Company and that they are
being actively monitored. Where changes in risk have been identified
during the year they also provide o mechanism to assess whether
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further action is reguired to manage the risks identified. The Board
contirms that these procedures have been in place throughout the
Company’s financial year and continue to be in place up fo the date
of approval of this Report.

Accountability and Audit

The respective responsibilifies of the Directors and the Auditors in
connection with the Financial Stolements are set cut on pages 28
to 30.

Going Concern

The Company's assets, the majority of which are investmants in
quoted securities which are readily reclisable, exceed its liabilities
significantty. The Board approves borrowing limits and reviews
regularly the amount of any borrowings and compliance with
banking covenants. The U399 million loan with Loyds TSB was
repaid on 20 April 2009 ond replaced with a U$99 million facility
from The Bank of New York Mellon. Accordingly, the accounts have
been prepared on the going concern basis os it is the Directors’
opinion that the Company will continue in operational existence

for the foreseeable future.

Audit Committee

An Audit Committes has been established consisting of all Directors,
Its autharity and duties are clearly defined within its written terms

of reference, which are available on request from the Company
and on the Company's websife: www.scottishmortgageit.com.

As the Board believes that Sir Donald MacKay is independent

and that there are no conflicts of intarest, the Board considers it
appropriate for Sir Donald MacKay to be a member of the Audit
Commitiee. Mr WG McQueen is Chairman of the Audit Committes.
The Committee’s responsibilities which were discharged during the
year include:

* monitoring and reviewing the integrity of the hallyearly and
annual financial statements and the internal financial controls;

* making recommendations to the Board in relation to the
appeintment of the external auditers and approving the
remuneration and terms of their engagement;

 ®  developing and implementing policy on the engagement of the”

external auditors to supply non-audit services;

reviewing and monitoring the independence, objechivity and
effectiveness of the external auditors;



* reviewing the arrangements in place within Baillie Gifford &
Co whereby its staff may, in confidence, raise concemns 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

*  considering annually whether there is a need for the Company
to have its own internal audit function,

The Audit Committee considers the experience and tenure of

the audit parter and staff and the nature of services provided.
The Committee receives confirmation from the auditers that they
have complied with the refevant UK professional and regulotory
requirements on independence. Non oudit fees for the year to
31 March 2009 were £565 and related to the certification of
results for the debenture tustees. The Committee does not believe
that this has impaired the ouditors’ independence.

Internal Audit

The Audit Committee carries out an annual review of the need for
an inferral audit function. The Commitiee confinues to believe that
the compliance and interna! control systems and the internal audit
function in place within the Managers and Secrefaries provide
sufficient assurance that a sound system of internal control, which
safeguards shareholders’ investment and the Company's assets,

is maintained. An internal audit function, specific to the Company,
is therefore considered unnecessary.

Relations with Shareholders

The Board places great impartance on communication with
shareholders. The Company's Managers meet regularly with
institutional shareholders and report shareholders” views to the
Board. The Chairman is available to mest with shareholders as
appropriate. Shareholdars wishing to communicate with any
members of the Board may do so by writing to them at the address
on the back cover.

The Company’s Annual General Meeting provides a faum for
communication with all shareholders. The level of proxies lodged for
each resolution is announced at the Meeting and is published on the
Company’s website: www.scottishmortgageit.com, The nofice period
for the Annual General Meeting is at least twenty working days.

Shareholders and potential investors may obtain upto-date information
on the Company's website: www.scottishmorigageit.com.

Voting Policy and Sccially Responsible Investment

The Company has given discretionary voting powers to the
Investment Managers, Boillie Gifford & Co. The Monagers vote
cgainst resolutions they consider moy domage shareholders’

rights or economic interests. The Company believes that it is in

the shareholders” interests 1o cansider environmental, socicl and
governance foctors when selecting and retaining investments and
have asked the Managers to take these issues into account as long
as the investment objectives are not compromised. The Managers do
nat exclude companies from their investment universe purely on the
grounds of environmental, socicl and governance issues but adopt o
posilive engogement approach whereby matters are discussed with
management with the aim of improving the relevant policies and
managament systems. The Managers' policy has been reviewed
and endorsed by the Board.

The Monogers ore signatories of the United Nations Principles for
Responsible Investment and the Carbon Disclosure Project.
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Conflicts of Interest

Each Director submits a list of potential conflicts of interest fo

the Nomination Committiee on an annual basis, The Committee
considers these carefully, taking into account the circumstances
surrounding them and makes a recommendatian to the Board on
whether or nat the potenticl conflicts should be autherised. Board
authorisation is for a peried of one year. Having considered the
fists of potential conflicts there were no situations which gove rise
to a direct or indirect interest of a director which conflicted with the
interests of the Company.

Investment Managers

An Investment Management Agresment between the Company and
Baillie Gifford & Co sets out the matters over which the Managers
have authority in accordance with the policies and directions of,
and subject to restrictions imposed by, the Board. The Management
Agreement is terminable on not less than 12 months’ notice. Careful
consideration has been given by the Board as 1o the basis on
which the management fee is charged. The Board considers that
maintaining a relatively low toicl expense ratio is in the best interest
of all shareholders as lower costs means higher returns, particularly
when compounded over long pericds. The Board is also of the view
that calculating the fee with reference to performance would be
unlikely 1o exert o positive influence over the long term performance.
Details of the fee arrangements with Baillie Gifford & Co are shown
on page 36.

The Board considers the Company's invesiment management and
secrefarial arangements on an ongoing basis and a formal review
is conducted annually. The Board cansiders, amongst others, the
following topics in its review: the quality of the personnel assigned 1o
handle the Company’s offairs; the investment procass and the results
achieved to date; the administiative services provided by the
Secretaries and the marketing efforts undertaken by the Manogers.
Foliowing the most recent review, it is the opinion of the Directors
that the continuing appointment of Baillie Gitford & Co as Managers,
on the terms ugreed, is in the interests of shareholders as a whole.
The past year has been difficulk but the Board has no hesitation in
fuily backing the Managers' approach that is based on achieving
long term growth on a global basis,

Directors

Professor JA Kay and Ms FC McBain were appointed on 11 December
2008 and 26 February 2009 respectively. Having been appointed
during the yecr, Professer Kay ang Ms McBain are required 1o seek
election by shareholders ct the Annual General Mesting. The Directors
believe that the Board will benefit from Professer Kay's and Ms McBain's
extensive experience and recommend their election to shareholders.

lord Strathclyde retires by rotation at the Annual Genera! Meeting
and will offer himself for reelection.

Sir Donald MacKay having served more than nine vears, is subject
to annual reelection.

Following formal performance evaluation, the perfermance of Lord
Strathelyde and Sir Donald MacKay continues 1o be effective and
each remains committed to the Company. Their confributicn to the
Board is greatly valued and the Board recommends their re-election
to shareholders.

Mr GA Bell will retire from the Board af the conclusion of the Annual
General Meeting.

SCOTTISH MORTGAGE 1NVESTMENT TRUST PLOEEIEER
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Director Indemnification and Insurance

The Company has entered into deeds of indemnity in favour of each
of its Directors. The deeds cover any liabilities that may arise to o third
paty, other than the Company, for negligence, default or breach of
trust or duty. The Directors are not indemnified in respect of liabilities
to the Company, any regulatory or eriminal fines, any costs incurred in
connection with criminal proceedings in which the Director is convicted
or civil proceedings brought by the Company in which judgement is
given against him/her. In addition, the indemnity does not apply o
any liahility to the extent that it is recavered from another person.

The Company ¢lso maintains Directors” and Officers’ fiability
insurance.

Share Capital

Capital Structure

The Company's copital stucture as at 31 March 2009 consists of
284,346,176 ordinary shares of 25p each, of which 272,089,897
are allotted and fully paid and 12,256,279 are held in treasury.

As at 31 March 2008, 284,346,176 ordinary shores of 25p
each, of which 273,989,897 are allotted and fully paid and
10,356,279 held in treasury.

Dividends

The ordinary shares carry a right to receive dividends. Interim
dividends are determined by the Directors, whereas the proposed
fincl dividend is subject to shareholder approval.

Capital Entitlement

On a winding up, after meeting the liabilities of the Company, the
surplus assets will be paid to ordinary shareholders in proportion to
their sharcholdings.

Voting

On a show of hands, every ordinary shareholder present in person
or by proxy hos one vote and on © poll every ordinary shoreholder
present in persen has one vole for every share he/she holds and
a proxy has cne vote for every share in respect of which he/she is
appeinted.

Information on the deadlines for proxy appointments can be found
on page 55,

Purchase of Shares

During the year to 31 March 2009 the Company bought back
1,900,000 ordinary shares [nominal value £475,000}, on the
london Stock Exchange, all of which are held in treasury. The total
consideration for these shares was £10,761,000. Between 1 April
200% and the date of this report the Company has bought back

a further 175,000 shares, which are held in reasury, ot a cost of
£639,000. At 31 March 2009 the Company held 12,256,279
treosury shares,

The principal reasons for such share buy backs are:

li] to manage imbalances between the supply of and the demend for
the Company's shares which may exocerbate any discount of the
quoted market price to the published net asset value per share; and

(i) to enhance net asset value for continuing sharehelders by
purchasing shares at a discount to the prevailing net asset value.

The shares in question were purchased ot a price [after clfowing for
costs| below the net asset value. As a result of such purchases the net
asset value of the Company has increcsed by opproximately 0.07%.
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The current authority of the Company fo make market purchases of
up o 14.99% of the issued ordinary shares expires at the end of the
Annual General Meeting.

Resolution 10, which is being proposed as @ specia! resolufion,

seeks to renew the Company’s authority to make market purchases
of its own ordinary shares for cancellation or to be held in treasury.
The Compary may hold boughtback shares ‘in freasury’ and then:

la} sell such shares (or any of them) for cash [or its equivalent under
the Treasury Shares Regulations); or

(bl cancel such shares {or any of them).

All buy backs up to the 10% issued share capital limit imposed

by the Treasury Share Regulations will initiclly be held in freasury
{while shares bought back in excess of that limit will be cancelled as
before). Shares will only be resold from treasury at [or at o premium
to} the net assel value per ordinary share.

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

The Directors are seeking sharehalders” approval at the Annual
(General Meeting to renew the authority to purchase up to 14.99%
of the Company's ordinary shares in issue at the date of the passing
of the resolution, such authority to expire at the Annual General
Meeting of the Company to be held in 2010. Any such shares
purchased shall either be cancelled or held in reasury. Under the
Listing Rules of the UK listing Authority of the Financial Services
Autharity, the maximum price {exclusive of expenses) that may be
parid on the exercise of the guthority shall be an emount equal

1o the higher of (a} 105% of the average of the middle markat
quotations (s derived from the Daily Official List of the London
Stock Exchange for the shares over the 5 business days immediately
preceding the date of purchase and (b the higher of the price of
the last independent trade and the highest current independent

bid as stipulated by Article 5{1) of Commission Regulation (EC)

22 December 2003 implementing the Market Abuse Directive as
regards exemptions for buy back programmes and stabilisation of
financial instruments (Na. 2273/2003). The minimum price lagain
exclusive of expenses) that may be paid will be 25p per share.
Purchases of shares will be made within guidelines established,
from time to time, by the Board. The Company does nat have any
warranis or oplfions in issue. Your attention is diown to Special
Resolution 10, in the Notice of Annual General Mesting.

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

Authority to Allot Shares and Disapply Pre-emption
Rights

Resolution 11, which is being proposed as a special resolution,
seeks to give the Directors power to sell ordinary shares held in
treasury (see above] for cash up to a maximum of £6,797 872

in aggregate (representing 10% of the issued ordinary share capital
of the Company as ot 13 May 2009) without first being required
to offer such shares to existing shareholders pro rata to their existing
holdings.

This power will last until the Annual General Meeling of the
Company fo be held in 2010,




The Companies |[Acquisition of Own Shares) {Treosury Shares)
Regulations 2003 |as amended) | Treasury Shares Regulations') came
info force on 1 December 2003. The Treasury Shares Regulations
give flexibility concerning what the Company can do with any of its
ordinary shares which it may buy back. The Company may hold
such shares ‘in freasury’ and then sell them at a later date for cash
rather than simply cancelling them. The Treasury Shores Regulations
require such sale to be on o preemptive, pro rata, basis fo existing
shareholders unless shareholders agree by special resolution to
disapply their pre-emption rights. Accordingly, Special Resolution 11
will give the Directors power to sell ordinary shares hefd in treasury
on @ non pieemptive basis, subject always o the limitations noted
above. (Treasury shares are explained in more detail under the
heading ‘Purchase of Shares’ above). The Directors consider that the
power proposed fo be granted by Resolution 11 is advantageous
should the shares trade at a premium to net asset value and natural
liquidity is unable to meet demand. The Ditectors do not intend to
use this power to sell shares on a non preemptive basis at o discount
fo nef asset value,

At 13 May 2009 the Company held 12,431,279 treasury shases,
representing 4.6% of the ordinary shares in issue (excluding treasury
shares).

The Directors believe that granting the power fo sell reasury shares
in the above circumstances is in the best interests of shareholders
as a whole and recommend that shareholders vote in favour of the
resolution.

Recommendation

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

Creditor Payment Policy

It is the Company’s payment policy for the forthcoming financial year
to obtain the best terms for all business. In general, the Compony
agrees with its suppliers the terms on which business will tcke place
and it is its policy to abide by these terms. The Company had no
trade creditors at 31 March 2009 or 31 March 2008.

Disclosure of Information to Auditors

The Directors who held office af the date of approval of this
Directors’ Repart confirm that, so far as they ore ecch aware, there
is no relevant audit information of which the Company’s auditors are
unaware and the Directors have token all the steps that they ought to
have taken as Directors in order to make themselves aware of any
relevant audit information and fo establish that the Company auditors
are aware of that information,

Independent Auditors

The auditors, KPMG Audit Plc, are willing to conlinue in office
and, in accordance with section 489 and section 491(i} of the
Companies Act 2006, resolutions concerning their reappointment
and remuneration will be submitted 1o the Annual General Meeting.

By order of the Board

BAILUE GIFFORD & Co u : c VA b.
Managers and Secrefaries 6 AU 0 . .
14 May 2009

DIRECTORS' REPORT
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DIRECTORS’ REMUNERATION REPORT

Directors’ Remuneration Report

The Board has prepared this report, in accordance with the
requirements of Schedule 7A to the Compuanies Act 1985,

An ordinary resolufion for the approval of this report will be put
to the members at the forthcoming Annual General Meeating.
The faw requires the Company's auditors to audit certain of the
disclosures provided. Where disclosures have been audited,
they are indicated as such. The auditors’ opinion is included

in their report on pages 29 and 30.

Remuneration Committee

Following the appointment of two Directors during the year, the
Company now has eight Directors, ¢ll of whom are norrexecutive.
It is the intenficn in the longer term that the number of Directors will
return o six. There is no separate Remuneration Committee and the
Board as o whole considers changes fo Directors’ fees from time to
time. Beillie Gifford & Co, who have been appointed by the Board
as Managers and Secretaries, provide advice and comparative
information when the Board considers the level of Directors” fees.

Policy on Directors' Fees

The Board's policy is that the remuneration of Directors should

be set ot a reasonable level that is commensurate with the duties
and resporsibilities of the role and consistent with the requirement
to attract and retain Directors of the appropriate quality ond
experience. It should also reflect the experience of the Board as a
whole, be fair and should take account of the level of fees paid by
comparcble investment trusts. This policy will continue for the year
ended 31 March 2010 and subsequent years.

The fees for the non-executive Directors are determined within the
limits set out in the Company’s Articles of Association. Currently the
remuneration paid 1o the Chairman shall not exceed £45,000 per
annum and Directors’ remuneration shall not exceed £30,000 per
annum per Director. Nenrexecutive Directors are not eligible for
any other remuneration opan from the reimbursement of allowable
expenses.

The Board carried cut a review of the level of Directors’ fees during
the year, and concluded that the fees should be increased from
£372,000 10 £36,000 for the Choiman and from £21,000 16
£24,000 far each Diractor with the additional fee for the Chairmen
of the Audit Commitiee increased from £2,000 1o £3,000.

The increase wos effective from 1 April 2008. The Directors are
not seeking a further increase until 2010 at the earliest.
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Directors’ Remuneration for the Year (audited)

2009 2008
£ £

Directors who served during the year:
Sir Donald MacKay (Chairman) 36,000 32,000
GA Ball 24,000 21,000
MM Gray 24000 21,000
Professor JA Kay (appointed 11 December 2008] 7,299 -
FC McBain {appointed 26 February 2009) 2,236 -
WG McQueen [Audit Committee Chairman) 27,000 23,000
JPHS Scott 24,000 21,000
Lord Strathclyde 24,000 21,000
168,535 139,000

The Directors who served in the year received the above emoluments
in the form of fees.
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Directors’ Service Details

Date of Due date for

appointment election/re-election

Sir Donald MacKay 1 july 1999 AGM june 200G
CGA Bdll 17 February 1983 Retires AGM June 2009
MM Gray 26 February 2004 AGM 2010
Professor JA Kay 11 December 2008 AGM June 2009
FC McBain 26 February 2009 AGM June 2009
WG MeQueen 15 February 2001 AGM 2011
JPHS Scot 31 Ociober 2001 AGM 2010

lord Strathclyde

26 February 2004 AGM June 2009

Directors’ Service Contracts

It is the Board's policy that none of the Directors has a service
contract. All of the Directors have been provided with cppointment
letters and the terms of their appointment provide that a Director
shall retire and be subject to re-election ot the first Annual General
Meeting after their appointment, Therechter, Directors are obliged to
retire by rofation and, if they wish, o offer themselves for re-election,
no longer than every three years after that, Any Director who has
served on the Board for more than nine years will submit themself
for reelection annually. There is no notice peried and no provision
for compensation upon early termination of appointment.

Performance Graph
Scoffish Mortgage’s Share Price, FTSE All-Share Index and Benchmark*
(igures have been rebased to 100 at 31 March 2004)

* All figures are total return [assuming all dividends are reinvested).
T Benchmark: FTSE Alt Word Index [in sterling terms|.
The benchmark has been chain linked, see foolnole *on page 3.

Past perormance is not a guide fo future performance.

Company Performance

The graph opposite compares the total retum {ossuming all dividends
are reinvested) to ordinary shareholders compared to the fotal
shareholder return on ¢ nofional investment made up of shares in

the component parts of the FTSE All-Share index. This index wos
chosen for comparison purposes, as it is a widely used measure

of performance for UK listed companies. [Benchmark provided for
information purposes only}.

Approval

The Directors’ Remuneration Report an pages 26 and 27 was
approved by the Board of Directors and signed on its behalf on

14 May 2009. jM ZJA /@7

SIR DONALD MACKAY

Chairman

SCOTTISH MORTGAGE INVESTMENT TRUST PLC EEMEE



STATEMENT OF DIRECTORS’ RESPONSIBILITIES

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

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

Company law requites the Direclors to prepare financial statemenis
for each financial year. Under that law they have elected o

prepare the fingncial statements in accordance with UK Accounting
Standards.

The financial statements are required by law to give a true and fair
view of the state of affairs of the Company and of the profit or loss
of the Company for that period.

In preparing those financial slatements, the Directors are required fo:

» select suitable accounting policies and then apply them
consistently;

* make judgements and estimates that are reasanable and
prudent;

* siate whether appliccble UK accounting standards have been
followed, subject to any material departures disclosed and
explained in the financial statements; and

* prepare the financial statements en the geing concem basis
unless it is inoppropriate to presume that the Company will
confinue in business {in which case there should be supporting
assumptions or qualifications as necessary).

The Directors confirm that they have complied with the above
requirements in preparing the financial statements.
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The Directors are responsible for keeping proper accounting
records that disclose with reasonable accuracy at any time the
financial position of the Company and enable them to ensure that
the financial statements comply with the Companies Act. They have
general responsibility for taking such steps as are reasonably open
to them to safeguard the assets of the Company and to prevent and
detect fraud and other iregularities.

Under applicable law and regulations, the Directors are also
responsible for preparing a Directors’ Report, Directors’ Remuneration
Report and Corporate Governance Statement that comply with that
low and those regulations.

We confirm that 1o the best of our knowledge:

* the financial statements, prepared in accordance with the
applicable accounting standards, give a true and fair view of
the assets, liabilities, financial position and profit or loss of the
Company; and

* the Annual Report includes a fair view of the development ang
performance of the business and the position of the Company,
together with a description of the principal risks ond uncertainties

that the Company faces.

By order of the Bocrd
SIE DONALD MACKAY
14 May 2009



INDEPENDENT AUDITORS’ REPORT

Independent Auditors’ Report

to the members of Scottish Mortgage Investment Trust PLC {'the Company’)

We have audited the financial stalements of Scottish Mortgage
Invesiment Trust PLC for the year ended 31 March 2009 which
comprise the Income Statement, Balance Sheet, Reconciliation of
Movements in Shareholders’ Funds, the Cash Flow Statement and
the related notes. These finencial statements have been prepared
under the accounting policies set out therein. We have also
audited the information in the Directors” Remuneration Report that
is described as having been audited.

This report is made solely to the Company’s members, as a body,
in accordance with section 235 of the Companies Act 1985,

Our audit work has been undertaken so that we might state to the
Compony's members those matiers we are required fo siate to them
in an auditor’s report and for no other purpose. To the fullest extent
permitted by law, we do not accept or assume responsibility to
anyone other than the Company and the Company's members as
o body, for our audit work, for this report, or for the opinions we

have formed.

Respective Responstibilities of Directors and Auditors

The Directors’ responsibilities for preparing the Annuai Report,
the Directors’ Remuneration Report and the financial statements in
accordance with applicable law and UK Accounting Standards
UK Generally Accepted Accounting Practice] are set out in the
Statement of Directors' Responsibilities on page 28.

Qur respansibility is to audit the finoncial statements ond the part
of the Directors” Remunerafion Report to be audited in accordance
with relevant legal and regulatory requirements and Infernational
Standards on Auditing (UK and Ireland).

We report 1o you our opinion as to whether the financial statements
give o true and foir view and wiether the financial stotements ond
the part of the Directors’ Remuneration Report to be audited have
been properly prepared in accordance with the Companies Act,
Wie also report to you whether in our opinion the information given
in the Directors’ Report is consistent with the financial statements.
The information given in the Directors’ Report includes the specific
information presented in the Chairman’s Statement, the Managers’
Review, the Cne Year Summoary, the Five Year Summary and the
Ten Yeor Record that is cross referenced from the Business Review
section of the Directors’ Report. We also report fo you if, in our
opinion, the Company has not kept proper accounting records, if we
have not received all the information and explanations we require
for cur audit, or if information specified by law regarding Directors’
remuneration and other fransactions is not disclosed.

We review whether tha Corporate Governance Statement reflects
the Company’s complionce with the rine provisions of the 2006
FRC Combined Code specified for our review by the Listing Rules

of the Financial Services Authority, and we repoit if it does not.

We are not required to consider whether the Board’s statements on
internal control cover all risks and controls, or form an opinion on the
effectiveness of the Company's corporate governance procedures or
its risk and contro! procedures.

We read the other information contained in the Annual Report and
consider whether it is consistent with the audited financial statements.
We consider the implications for our report if we become aware

of any apparent misstatements or material inconsistencies with the
financial statements. Our responsibilities do not extend fo ony other
information.

SCOTTISH MORTGAGE INVESTMENT TRUST PLCECENE



INDEPENDENT AUDITORS’ REPORT

Basis of Audit Opinion

We conducted our audit in accordance with International Standards

on Auditing (UK and lreland issued by the Auditing Practices Board.

An audit includes examination, on a test basis, of evidence relevant
1o the amounts and disclosures in the financial statements and the
part of the Directors” Remuneration Report to be audited. it also
includes an assessment of the significant estimates and judgments
made by the directors ir the preparation of the financial statements,
and of whether the accounting policies are appropriate to the

Company's circumstonces, consistently opplied and adequately
disciosed.

We planned and performed our oudit so as o obtain all the
information and explanations which we considered necessary in
order to provide us with sufficient evidence to give reasonable
assurance that the financial statfements and the part of the
Directors” Remuneration Report to be oudited are free from material
missictement, whether caused by fraud or other irregularity or eror.
In forming our opinion we also evaluated the overall adequocy of
the presentation of information in the financial statements and the
part of the Directors’ Remuneration Report to be audited.

_ T ANNUAL REPORT 2009

Opinion
In our opinion:

the financial statements give o true and fair view, in accordance
with UK Generally Accepted Accounting Practice, of the state of
the Company's offairs as at 31 March 2009 and of its loss for
the year then ended;

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

the information given in the Directors” Report is consistent with the
financial statements.

KPMG Audit Plc Ity At M

Chartered Accountants
Registered Auditor
Edinburgh

14 May 2009




INCOME STATEMENT
For the year ended 31 March 2009 For the year ended 31 March 2008
Revenue Capital Total Revenue Capital Total
Noles £'000 £'000 £000 £'000 £'000 £'000
(Losses}/gairs on investments 10 - (691,354) 691,354 - 159,406 159,406
Currency losses 15 - {50,819} {50,819) - (36.613) (36,613}
Income 2 57,470 - 57,470 49,575 - 49,575
[nvesiment management fee 3 (2,821) {2,821) {5,642 (3,873} (3,875} {7,750}
Recoverad VAT 4 3,850 1,816 5,666 - - -
Other administrative expenses 5 {1,885) - {1,885) {2,068) - {2,068)
Net return before finance costs
and taxation 56,614 (743,178) {686,564) 43,632 118,918 162,550
Finance costs of borrowings 6 (10,786} (11,548) (22,334) (10,025 {10,023) {20,050)
Net return on ordinary activities
before taxation 45,828 (754,726) {708,898} 33,607 108,893 142,500
Tax on ordinary activities 7 (11,257} 7,860 (3,397) (6,564 3,908 {2,656)
Net return on ordinary activities
after taxation 34,571 {746,866) {712,295) 27,043 112,801 139,844
Net return per ordinary share 8 12.67p {273.74p) (261.07p) 9.79p 40.82p 50.61p

The total column of this statement is the profit ond loss account of the Company.
All revenue and capital items in this statement derive from continuing operations. No operatiens were acquired or discontinued during the year.
The accompanying notes on pages 35 to 47 are an integral part of the financiol statements.

A Statement of Total Recognised Geins and losses is not required as afl gains and losses of the Compony have been reflected in the
above statement.

SCOTTISH MORTGAGE INVESTMENT TRUST PLC BEREEE



BALANCE SHEET

Balance Sheet

At 31 March 2009

At 31 March 2008

Notes £'000 £'000 £000 £°000
Fixed assets
Investments held at fair value through profit or loss 10 1,341,987 2,259,474
Current assets
Debiars 11 9,073 20,026
Cash and short term deposits 35,774 13,030
44,847 33,056
Creditors
Amounts falling due within one vear 12 77,6314 (124,435
{32,784) 193,379
Total assets less current liabilities 1,329,203 2,166,095
Creditors
Amounts folling due after more thar one year 13 (248,866) [329,651)
1,080,337 1,836,444
Capital and reserves
Called-up share capital 14 71,086 68,497
Capital redemption reserve 15 19,094 21,683
Capital reserve — realised 15 974,657 1,712,759
Capital reserve — unredlised 15 (55,955} {36,430)
Revenue reserve 15 71,455 69935
Equity shareholders’ funds 16 1,080,337 1,836,444
Net asset value per ordinary share 17 383.8p 651.4p
{after deducting borrowings at fair value
Net asset value per ordinary share 17 199.3p 672.5p

{after deducting borrowings at par)

The Financial Statements were approved and authorised for issue by the Board and signed on 14 May 2009.

SIR DONALD MACKAY
Chairman

fpestr beac oy

The accompanying notes on pages 35 to 47 are an integral part of the financial statements.

l Net current liabilities
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RECONCILIATION OF MOVEMENTS IN SHAREHOLDERS FUNDS

Reconciliation of Movements
In Shareholders’ Funds

For the year ended 31 March 2009

Capital Capilal Capital Total
Share  redemption reserve reserve Revenue shareholders’
capital reserve —realised - unrealised reserve funds
Notes £000 £'000 £'000 £'000 £'000 £1000
Shareholders” funds at 1 April 2008 68,497 21,683 1,712,759 {36,430) 69935 1,836,444 \
Adjustment fo reserves* 2,589 (2,589 - - - -
Net return on ordinary activities after |
taxation 15 - - (727.,341) (19,525} 34,571 {712,295) |
Shares bought back 14 - - 110,761} - - {10,761)
Dividends paid during the year Q - - - - (33,051) {33,051)
Shareholders’ funds at 31 March 2009 71,086 19,094 974,657 (55,955) 71,455 1,080,337
For the year ended 31 March 2008
Capital Capital Capital Total
Share redemplion reserve reserve Revenue shareholders’
capital reserve -redlised - unrealised reserve funds |
Notes £'000 £000 £'000 £'000 £'000 £000
Shareholders’ funds at 1 April 2007 70,365 19,815 1,067,888 541,179 70,618 1,769,865
Transter between reservest - - 535,237 [(535,237) - -
Net retum on ordinary activities cfier |
faxation - - 155,173 (42,372) 27,043 139,844
Shares bought back 14 {1,868 1,868 (45,539 - - (45,539)
Dividends paid during the year Q - - - - (27,726} (27,726}
Shareholders’ funds at 31 March 2008 68,497 21,683 1,712,759 (36,430} 69,935 1,836,444

1 See nate 15 on poge 41,

The accompanying noles on pages 35 to 47 are an integrol part of the financial stotements.

l *See note 15 on page 41.
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CASH FLOW STATEMENT

Cash Flow Statement

For the year ended
31 March 2009

For the year ended

31 March 2008

Notes £000 £'000 £000 £'000
Net cash inflow from operating activities 18 56,685 36,358
Servicing of finance

Interest paid {21,862) {18,708)

Net cash outflow from servicing of finance {21,862) 118,708
Taxation

Income tax paid (20) 1ol

Overseas tax incurred {3,381} {2,560

Total tax paid (3,401 (2,570
Financial investment

Acquisitions of investments (387,778 (783,355)

Disposals of investments 505,292 707,926

Realised currency profit/{loss} 5132 {1,051)

Net cash inflow/{outfiow) from financial investment 212,646 {76,480}
Equity dividends paid 9 (33,051) 127,726}
Net cash inflow/(outtiow) before financing 211,017 189,126}
Financing

Shares bought back {10,761 145,539}

Bank loans repaid 1227,492) {72,480

Bank loans drawn down 49,980 201,010

Net cash (outflow)/inftow from financing (188,273 82,991

Increase/(decrease) in cash 19 22,744 (6,135}
Reconciliation of net cash flow

to movement in net debt 19

Increase/|decrease) in cash in the period 22,744 i6,135)
Decrease/{increase) in bank loans 177,512 (128,530}
Exchange movement on bark loans {55,951} (35,562)
Cther noncash changes 133 115

Movement in net debt in the year 144,438 170,112}
Net debt at 1 April (426,597 (256,485}
Net debt at 31 March {282,159} (426,597

The accompanying notes on pages 35 to 47 are an integral part of the financial statements.
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NOTES TO ACCOUNTS

T Principal Accounting Policies

The financial siatements for the year to 31 March 2009 have been prepared on the basis of the cccounting policies set out below. These are
unchanged from fast yeor and have been applied consistently.

(a} Basis of Accounting

The financiol statements are prepared on a going concermn basis under the historical cost convention, modified to include the revalyation of fixed asset
investments, and on the assumption that approval as an investment frust will confinve to be granted.

The Directors consider the Company's functional currency to be sterling as the Company's sharsholders are predominanty based in the UK and the
Company is subject to the UK's regulatory environment.

The financicl statements have been prepared in accordance with applicable UK Accounting Standards and with the Statement of Recommended
Practice ‘Financial Statements of investment Trust Componies’ issued in 2003, revised 2005.

In order to reflect betier the activities of the trust and in aecordance with guidance issued by the AIC, supplementcry information which analyses the
profit and loss account batween items of a revenue ond capital nature has been presented in the Income Statement.

Financicl assets and financial liabilities are recognised in the Company’s bakance sheet when it becomes a parly to the contractual provisions of the
instrument.

{b} Investments

Purchases and sales of investments are accounted for on a frade date basis. All invesiments are designated as fair value through profit or loss upon
initic! recognition, The fair value of listed investments is bid value, or in the case of FTSE 100 constituents, af last raded prices issued by the london
Stock Exchange.

listed investiments include Open Ended Investment Companies {'OEICs'} authorized in the UK these are valued at closing price and are dassified for
valuation purpeses according 1o the principal geographical area of the underlying holdings.

The fait value of unlisted Investments uses valuation techniques, determined by the Direclors, based upon latest dealing prices, stockbrokes valuctions,
net asset valves and other infermation, as appropriate.

Gains and losses arising fram changes in the foir value of investments are considered o be reclised to the extent that they are readily convertible to
cash, without accepling adverse terms, af the belance sheet date. Fair value gains on unlisted investments are not considered 1o be recdily convertible
lo cash and are therefore treated as unredlised. The treatment of listed investments is dependent upon the individual circumstances of each holding.

{c) Income

(il Income from equity investments is brought info account on the date on which the investments are quoted ex-dividend or, where no exdividend
date is quoted, when the Company's right to receive payment is established.

fii} Interest from fixed interest securities is recognised on an effeciive interest rate basis.

[ii) Franked income is skated net of 1ox credits.

{iv] Unfranked investment income includes the taxes deducted at source.

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

{vi) 1F scrip is taken in lieu of dividends in cash, the net amount of the cash dividend declared is credited to the revenue account. Any excess in the
value of the shares received over the amount of the cash dividend foregone is recognised as capital.

{d) Expenses

All expenses are accounted for on an accruals basis. Expenses are charged through the revenue column of the Income Stalement except as follows:

whece they relate directly to the acquisition or disposal of an investment {ransaction casts), in which case they are recagnised as capital; and where they

are connected with the maintenance or enhancement of the value of invesiments, in which case they are charged 50:50 to the revenue account and

redlised capital reserve.

{e} Long Term Borrowings and Finance Costs

long term borrowings are carried in the bolance sheet af the cumulative amount of net proceeds after issue, plus accrued finance costs attributable
fo the stepped inierest debentures. The finance costs of such borowings are allocated 50:50 1o the revenue column of the Income Siatement and
realised copital reserve at a constant rate on the carrying amount. Issue costs are written off ¢t a constant rate over the life of the borrowings. Gains
and losses on the repuichase or early setlement of debit is wholly charged fo capital.

[} Taxation

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

Deferred taxation is provided on all fiming differences, caleulated ot the current tax rate relevant fo the benefit or liakility. Deferred tax assets are recognised
only to the extent that it will be more likely than not that there will be taxable profits from which underlying fiming differences can be deducted.

lg) Foreign Currencies

Transactions involving foreign currencies are converted al the rale ruling at the time of the fransaction. Assets and liabilities in foreign currencies are
translated at the closing rates of exchange at the balance sheet date. Any gain or loss arising kom a change in exchange rate subsequent to the date
of the fransaction is included as an exchange gain or foss in capital reserve or revenue reserve os apprepriate,

{h} Capital Reserves

i} Capital Reserve Redlised:
Gains and losses on realisation of investiments, changes in fair value of instruments which are readily convertible to cash, without accepting adverse
terms, and realised exchange differences of a copital nature are dealt with In this reserve. Purchases of the Company’s own shares for cancellation
are also funded from this reserve. 50% of management fees and finance costs ore allocated to the realised copital reserve in accordance with the
Compary's objective of combining capital and income growth.

(i) Capital Reserve Unredlised:
Changes in fair value of invesiments that are not readily convertible to cash, without accepling odverse terms, and the amounts by which other
assefs and liabilities valued at foir value differ from their book value are declt with in this reserve.

SCOTTISH MORTGAGE INVESTMENT FRUST PLC ESEEN ‘



NOTES TO ACCOUNTS

2 Income

2009 2008
£'000 £000

Income from investments

Franked investment income 5,624 11,391
UK unfranked investment incomet 2,017 1,932
Overseas dividends 41,316 30,146
Overseas interest 5,406 5,428

54,363 48,897
Other income

Underwriting commission and commitment fees 580 70

3,107 678

Total income 57,470 49,575

Total income comprises:

Dividerds from financial assets designated at fair value through profit or loss 47,287 41,859
Interest from financial assets designated at fair value through profit or loss 7,076 7,038
Deposit inlerest from financial assets not at fair value through profit or foss 617 508
Other income not from financial assets 580 70

57,470 49,575

Income from investments

Listed UK 5,624 1,482
Listed overseas 48,705 37,415
Unlisted 34 —

54,363 48,897

tincludes OFIC income.

3 Investment Management Fee

l Deposit interest a1z 408
Interest on VAT racovered (see note 4] 1,910 -

2009 2008
Revenue Capital Total Revenue Capital Totel
£'000 £'000 £000 £000 £'000 £000
Investment management fee 2,821 2,821 5,642 3717 3,717 7434
Unrecoverad VAT thereon - - - 158 158 316
2821 2,821 5,642 3,875 3,875 7,750

Bailie Gifford & Co are employed by the Company as Managers and Secrefaries under o monagement agreement which is terminable
on net less than 12 months’ notice, or on shorder natice in certain circumstances. The fee in respect of each quarter is 0.08% of total
assets less current liabilities (excluding short term borowings for investment purposes). The management fee is levied on all assets,
including holdings in collective investment schemes (OEICs) managed by Baillie Gifford & Co; however the OEICs’ share class held by
the Company does not itself atfract ¢ management fee.

In 2007 the European Court of Justice ruled that invesiment trust management fees should be exempt from VAT. During the period, in respect
of the periods 1990 1o 1996 and from 2000 to 2007 the Company received o reimbursement of £5,666,000 which has been
allocated to revenue and copital in the monner in which it had originally been charged, plus £1,910,000 of interest thereon.

ANNUAL REPORT 2009

I 4 Recovered VAT



=3}

NOTES TO ACCOUNTS
5 Qther Administrative Expenses —all charged to the revenue column of the income statement
2009 2008
£'000 £'000
General adminisiiative expenses 1,695 1,908
Directors' fees [see Directors’ Remuneration Report page 26| 169 139
Auditors’ remuneration for audit services 20 20
Auditors’ remuneration for other services — certification of results for the debenture trustees ] 1
1,885 2,068
Finance Costs of Borrowings
2009 2008
Revenue Capital Total Revenue Capital Total
£°000 £'000 £'000 £'000 £'000 £'000
Financial liabilities not at fair
value through profit or loss
Bank loans and overdiahs
repayable within five years 3859 4,621 8,480 3,089 3,089 6,178
Debentures repayable whally or
partly in more than five yecrs 6,927 6,927 13,854 6,936 6,936 13,872
10,786 11,548 22,334 10,025 10,025 20,050
Tax on Ordinary Activities
2009 2008
Revenue Capital Totul Revenue Capital Total
£'000 £'Q00 £'000 £:000 £'000 £'000
UK corporation tax 11,257 i7.860) 3,397 6,708 (3,908) 2,800
Overseas taxation 3,397 - 3,397 2,800 - 2,800
Double faxation reliet (3,397} - {3,397 {2,800} - {2,800)
Total current tax 11,257 (7,860} 3,397 6,708 (3,908) 2,800
Recovery of relundable income
written off in previous years - - - 144 - (144)
11,257 {7,860) 3,397 6,564 {3,908} 2,656
2009 2008
£'000 £'000
The tax charge for the vear is lower than the standard rate of corporation tox in the UK
of 28% (2008 - 30%)
The differences are explained below:
Net refurn on ordinary oclivities before taxation (708,898 142,500
Net return on ordinary activities before taxation multiplied by the standard rate of
corporation tax in the UK of 28% (2008 - 30%) (198,491} 42,750
Capital retuns not taxable 207,808 {35,838
Income not taxable (franked investment income) {1,575 {3,417
Losses from pravious periods utilised {4,357 -
Overseas withholding tax 3.397 2,800
Double taxation relief {2,397 {2,800
Adjustment to income received from OEICs for tox purposes 12 17
Tax on refundable income written off in previous years - 144
Current tax charge for the year 3,397 2,656

At 31 March 2009 the Company had surplus management expenses and losses on nontrading loan relationships of £42 million
(2008 - £56 million} which have not been recognised as a deferred tax asset. This is because the Company is not expected to
generate taxable income in © future period in excess of the deductible expenses of that future period and, accordingly, it is unlikely
that the Company will be oble to reduce future tax liabilities through the use of existing surplus expenses.
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NOTES TO ACCOUNTS

8 Net Return per Ordinary Share

2009 2008
Revenye Capital Total Revenue Capital Total
12.67p (273.74p) (261.07p) 9.79p 40.82p 50.61p
Revenue return per ordinary share is based on the net revenue on ordinary activities after taxation of £34,571,000 (2008 -
£27,043,000), and on 272,833,733 {2008 - 276,364,832) ordinary shares, being the weighted average number of
ordinary shares during the year.
Cepital return per ordinary share is based on the net capital loss for the financial year of £746,866,000 (2008 — net capital
gain of £112,801,000), and on 272,833,733 (2008 - 276,364,832) ordinary shares, being the weighted average number
of erdinary shares during the year.
There are no dilufive or potentially dilutive shares.
9 Ordinary Dividends
2009 2008 2009 2008
£°000 £'000
Amounts recognised as distributions in the period:
Previous year's final {paid 2 July 2008) 5.3Cp 5.00p 14,521 13,984
Interim {paid 28 November 2008) 6.80p 5.00p 18,530 13,742
12.10p 10.00p 33,051 27,726

by way of dividend for the year is £34,571,000 {2008 - £27,043,000).

We also set out below the tofal dividends paid and proposed in respect of the financial year, which is the basis on which the
requirements of secticn 842 of the Income and Corporation Taxes Act 1988 are considered. The revenue available for distribution

2009 2008 2009 2008
£'000 £000
Dividends paid and proposed in the period:
Interim dividend per ordinary share {paid 28 November 2008)t 6.80p 5.00p 18,530 13,742
Proposed final dividend per ordinary share [payable 1 July 2009) 5.50p 5.30p 14,965 14,521
Adjustment to previous year's final dividend re shares bought back - {89
12.20p 10.30p 33,495 28,174
1The interim dividend includes a nonrecurring 1.5p per share.
10 Fixed Assets — Investments
2009 2008
£'000 £'000
Financial assets designated at fair value through profit or loss on initial recognition
tisted UK — equity investments 125,662 251,092
Listed Overseos — equity investments 1,153,928 1,919,232
Listed Cverseas —~ debt instruments 79,067 88,550
Unlisted — debt instruments 3,300 -
Total investments in tinancicl assefs at fair value through profit or foss 1,361,987 2,259,474
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NOTES TO ACCOUNTS
10 Fixed Assets — Investments (continued)

Listed in UK Listed overseas Unlisted Total
£'000 £'000 £'000 £'000
Cost of investments ot 1 April 2008 248,342 1,555,414 - 1,803,756
Fair value adjustment ar 1 Aprit 2008 3,350 452,368 - 455,718
Fair value of investments ot 1 April 2008 251,692 2,007,782 - 2,259,474

Movements in year:
Purchases at cost 57,612 322,021 3,300 383,833
Sales ~ procesds (85,004) (505,065) - {590,069)
~ gains 116,922) [48,134) - (65,056}
Amortisation of fixed interest book cost - 103 - 103
Changes in fair value (92,694) {533,604} - {626,298)
Change in listing 11,008 (11,008) - -
Fair value of investmants a1 31 March 2009 125,692 1,232,995 3,300 1,341,987
Cost of investments at 31 March 2009 215036 1,314,231 3,300 1,532,567
Fair value adjustment at 31 March 2009 (89,344 181,236) - {170,580)
Fair valuz of investments at 31 March 2009 125,692 1,232,995 3,300 1,361,987

The purchases and sales proceeds figures above include fronsaction costs of £596,000 {2008 — £1,443,000) ond £811,000

{2008 ~ £923,000) respectively.

2009 2008
Realised Unrealised Total Realised Unrealised Total
£'000 £000 £000 £:000 £000 £'000
Net gains on investments
designated at fair value through
profit or loss on initial recognition
Securities:
Gains on sales 165,054) - (65,056) 238,925 - 238,925
Changes in fair value 1626,298) - (626,298) {79.519) - (79,519)
{691,354) - {691,354} 159,406 - 159,406

Changes in fair value of investments which are readily convertible to cash, without accepting adverse terms, ot the bolance sheet date ore
considered fo be realised. Fair value gains on unlisted invesiments are not treated as readily convertible to cash, whereas the treatment of
fair value gairs on listed investments depends upon the individual circumstances of each investment.

Of the gains on sales during the year a net loss of £17,951,000 (2008 - gain of £49,109,000] was included in the fair value

adjustment at the previous yeor end.

During the year the Company had a holding in an Open Ended Investment Compeny [‘OEIC’} managed by Baillie Gifford & Co, the
Company’s investment manager. The share class held in the OEIC does not attract @ management fee. At 31 March the Company held:

2009 2008
C income Value % of C income Valve % of
shares held £'000 fund held shares held £000 fund held
Baillie Giffard European
Smaller Companies Furd 5767177 11,794 26.6 5767177 16,633 25.6
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NOTES TO ACCOUNTS
11 Debtors
2009 2008
£°000 £000
Amounts falling due within one year:
Income accrued 8,185 9,260
Sales for subsequent seitlement - 5,223
FX sales for subsequent setilement - 5,165
UK taxation recoverable 67 48
Other debtors and prepayments 821 330
9,073 20,026
The carrying amount of debtors is ¢ reasonable approximation of fair value.
12 Creditors - amounts falling due within one year
2009 2008
£'000 £'000
Lloyds TSB Scotland plc multicurrency loan 69,067 -
BNP Paribas multi-currency loan - 59,661
The Royal Bark of Scotland multicurrency loan - 50,315
Purchases for subsequent setlement 1,220 5,165
FX purchases for subsequent settlement - 5,170
Orher creditors and accruals 7,344 6,124
77,631 126,435

Included in other creditors is £369,000 {2008 - £1,071,000) in respect of the investment mancgement fee.

Borrowing facilities
A1 year £50 million multi-currency loan facility, ot the time of draw down, has been arranged with loyds TSB Scoflend ple.
A 3 year £100 million multi-currency loan facility, ot the time of draw down, has been arranged with ING Bank N.V.

Ar 31 March 2009 drawings were as follows:

Lioyds TSB Scotland plc US$ 99million at an interest rate of 3.11% per annum.

ING Bank N.V. ¥8,500 millfon at an interest rate of 1.63% per annum (see note 13},
CHF 60.5 million at an interest rate of 3.45% per annum {sze note 13),

The main covenants relating fo the above loans are:

(i) Tota! borrowings shall not exceed 35% of the Company's net asset value.

(il} The Company’s minimum nat asset value shall be £760 million.

(iii) The Company shalt not change the invesiment manager without prior wiitten consent of the lenders.

13 Creditors - Amounts falling due after more than ene year

2009 2008
Nominal rate Effective rate £000 £'000

Debenture stocks:
£20 million 8-14% stepped interest debenture stock 2020 14.0% 12.3% 22,052 22,132
£75 million 6.87 5% debenture stock 2023 6.875% 65.9% 74,488 74,451
£50 million &-12% stepped interest debenture stock 2026 12.0% 10.8% 54,490 54,580
4'2% irredeemable debenture stock 475 &675

Bank loans:

ING Bank NV, multi-curency loan 57,161 119,614
Uoyds TSB Scotland ple multicurency loan - 58,199
248,866 329,651

Debenture stocks . ,

The debenture stocks are stated at the cumulalive amount of net proceeds dfter issue, plus accrued finance costs attributable to the stepped
interest debentures. The cumulative effect is 1o increase the carrying amount of borrowings by £6,030,000 (2008 - £6,163,000) over
nominal value. The debenture stocks are secured by a floating charge over the assets of the Company.
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NOTES TO ACCOUNTS
14 Called-up Share Capital
2009 2008

Number £'000 Number £'000
Authorised ordinary shares of 25p each 360,720,000 90,180 360,720,000 90,180
Allotied, called-up and ully paid ordinary shares of 25p each 272,089,897 68,022 273,989,897 68,497
Treasury shares of 25p each 12,256,279 3,064 10,356,279 2,589
Total 284,346,176 71,086 284,346,176 71,086
The Company's authority permits it to hold shares bought back ‘in treasury’. Such treasury shares may be subsequently either sold for cash
{at, or at a premium to, net asset value per ordinary share) or cancelled. In the year to 31 March 2009, a toiel of 1,900,000 (2008 -

7,471,279} ordinary shares with a nominal value of £475,000 (2008 - £1,868,000] were bought back at o total cost of £10,761,000
(2008 — £45,539,000) and held in treasury. At 31 March 2009 the Company had authority to buy back a further 40,021,185
ordinary shares.

Under the provisions of the Company's Articles the share buy-backs were funded from the realised capital reserve.

15 Capital and Reserves

Capital Capital Copital Total
Share  redemplion reserve reserve Revenue shareholders’

capitol reserve  —realised - unrealised reserve funds ‘

£'000 £'000 £000 £'000 £'000 £000 !

At 1 April 2008 68,497 21,683 1,712,759 (36,430} 69,935 1,836,444 !
Adjustment to reserves* 2,58% {2,589 - - - -
Net loss on realisation of investments - - 65,056) - - (65,056}
Fair value movement of investments - - [626,298) - - {626,298)

i

Exchange differences - - 5,132 - 5,132

Exchange differences on multicurrency loans - - (36,426} (19,525) - (55,951)

Shares bought back - - 110,761) - - {10,761 i
Investment management fee charged to capital - - (2,821) - - (2,821)

VAT recovered - - 1,816 - - 1,816 I
Finance costs of borrowings charged to capital - - 111,548 - - (11,548 i
Tax relief on management fee and finance cosls - - 7.860 - - 7.860

Dividends pcid in year - - - - {33,051 [33,051)

Revenue relurn on ordinary activities affer taxation - - - - 34,571 34,571

At 31 March 2009 71,086 19,094 974,657 {55,955) 71,455 1,080,337

Distributable capital reserves

Changes in fair value of investments which are recdily convertible to cash, without accepfing adverse terms, ot the balance sheet date
are included in realised, rather than unrealised, capital reserves. The balances on both reserves at 1 April 2007 have been amended
by a reserve transler to reflect this change.

*The adjustment to the share capital ond the capital redemption reserve is to reflect that when shares have been bought back in prior
years and held in treasury they should not hove been treated as cancelled.

|
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16 Total Shareholders’ Funds

2009 2008
£'000 £°000
Total shareholders’ funds are atiributable as follows:
Equity shores 1,080,337 1,835,444

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

Shareholders’ funds offributable to ordinary shares [as above) 1,080,337,000  1,836,444,000
Number of ordinary shares in issue at the year end* 272,089,897 273,989,897
Shareholders” funds per ordinory share 397.1p 670.3p
Additions/[deductions)

— expenses of debenture issue (0.7pl [0.7p}
- allocation of interest on borrowings 2.9 2.9
Net asset valua per erdinary share 399.3p 672.5p

*Excluding shares held in freasury.

17 Net Asset Value per Ordinary Share

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

2009 2008 2009 2008
£'000 £000
Ordinary shares 399.3p 672.5p 1,086,367 1,842,607
2009 2008
£°000 £'000

The movements during the year of the assets attribulable to the ordinary shares were as follows:
Tolal net assefs at 1 Agpril 1,842,607 1,776,143
Total recognised gains and losses for the year (712,295 139,844
Dividends appropriated in the vear [33,051) 127,726}
Adiustment to debentures {133) (115)
Shares bought back [10,761) [45,539)
Total net assefs at 31 March 1,086,367 1,842,607

Net asset value per ordinary share is based on net assets [edjusted to reflect the deduction of the debentures at par/nominal value (see
note 23)) and on 272,089,897 {2008 - 273,989,897} ordinary shares, being the number of ordinary shares (excluding treasury
shares) in issue ot the yeor end. Shareholders' funds as reported on the face of the balance sheet have been computed in accordence
with the provisions of FRS26. A reconciliation of the two sets of figures under these two conventions is given in note 16.

18 Reconciliation of Net Return before Finance Costs and

Taxation to Net Cash inflow from Operating Activities

2009 2008

£000 £'000
Net return on ordinary activities before finance costs and faxaiion [686,564) 162,550
Losses/{gains) on investmenis — securities 621,354 [159,406)
Currency losses 50,819 36,613
Amortisation of fixed income bock cost _ (103) 43
Decrease in accrued income ' 1,058 ‘635
{increase) in debtors {491} 1113
Increase/(decrease] in creditors 612 (3,964
Net cosh inflow from operating activities 56,685 346,358

Y] ANNUAL REPCRT 2009




NOTES TO ACCOUNTS
19 Analysis of Change in Net Debt

AL T April Cosh  Other nencash Exchange At 31 March

2008 Hows changes movement 2009

£000 £°000 £°000 £000 £'000

Cash at bank and in hend 13,030 22,744 - - 35774
Lloans due within ane year (109,076} 123,941 (58,200) (24,832 {69.067)
loans due in two to five years {177,813} 53,571 58,200 {31,119 {97,161}
Debenture stocks {151,838} - 133 - {151,705}
(426,597} 200,256 133 {55,951} (282,159}

20 Related Party Transactions

The Directors’ fees for the year cre detailed in the Directors’ Remuneration Report on pege 26. No Director has a contract of service
with the Company. During the year no Director was interested in any contract or other matter requiring disclosure under the Companies
Act. The details of the management fee are set out in note 3, and the management fee due to Baillie Gitford as at 31 March 2009 is
disclosed in nole 12.

21 Contingencies, Guarantees and Financial Commitments

At the year end the Company had a confingent liobility amounting to £6.7 million (2008 — £10 millior} under o subscription agreement
relating to participating unsecured loan notes. The obligation will expire on 31 December 2010.

22 Summary of Main Investment Restrictions

[As incorporated within the Investment Management Agreement between the Company and Baillie Gifford & Co}

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

A maximum of 40% of totat assets may be invested in holdings exceeding 3% of the value of the Company’s total assets. Agein, this
restriction does not apply to collective investment schemes, issues by way of rights or certain government bonds.

Categories of investment
No investment shall be made on which there is unlimited liability.

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

Transactions in futures and options must be consistent with HM Revenue and Customs guidelines so as to ensure maintenance of the
Company's Investment Trust status.

23 Financial Instruments

As an investment Tust, the Company invests in equities and mckes ofher investments so as to achieve ifs investment objective of
maximising fotal return, whilst also generating real dividend growth, from a focused and actively managed global portfolio. I pursuing
its investment objeclive, the Company is exposed to various types of risk that are associoted with the financial instruments and markets in
which it invesis.

These risks are categorised here as market risk [comprising currency risk, interest rate risk and other price risk], liquidity risk and credit risk.
The Board monitors closely the Company’s exposures to these risks but does so in order to reduce the likelihood of a permanent loss of
capital rather than to minimise the short term volatility. Risk provides the potential for both loss and gains and in assessing risk, the Board
encourages the Managers to exploit the oppartunities that risk affords.

The risk management policies and procedures outlined in this note have not changed substantially from the previous accounting period.
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NOTES TO ACCOUNTS

23 Financial Instruments (continued)

Market Risk

The fair value of future cash flows of a financial instrument or other investment held by the Company may fluctuate because of changes in
market prices. This market risk comprises three elements — currency risk, interest rate risk and other price risk, The Board of Directors reviews
and agrees policies for managing these risks and the Company's Investment Managers both cssess the exposure to market risk when
making individual invesiment decisions and monitor the overall level of market risk across the inrvestment porffolio on an ongoing basis.
Details of the Company’s investment portfolio are shown in note 10.

Currency Risk
Cerlain of the Company’s assets, liabilities and income are denominated in currencies other than sterling {the Company's functional
currency and that in which it reports its results}. Conseguently, movements in exchange rates may affect the sterling value of those items.

The Investment Managers monitor the Company’s exposure to foreign currencies and report 1o the Board on a regular basis. The Investmen
Managers assess the risk to the Company of the foreign currency exposure by considering the effect on the Company’s net asset value and
income of a mavement in the rales of exchange to which the Company’s assefs, fiabilities, income and expenses are exposed. However, the
country in which ¢ company is listed is not necessarily where it eams its profits. The mavement in exchange rotes on oversecs earnings may
have a more significant impact upon ¢ company’s valuation than a simple translation of the currency in which the company is quoted.

Foreign currency borrowings can limit the Company's exposure to anficipated future changes in exchange rates which might otherwise
adversely affect the value of the portfelio of investments.

Exposure to currency risk through asset allocation, which is caleulated by reference to the currency in which the asset or liability is quoted,
is shown below.

Cash and Loans and Other deblors Net
Investments deposits debentures and creditors * exposure
At 31 March 2009 £'000 £000 £000 £'000 £000
s dollar 531,706 - [69,067) 1,136 523,775
Euro 148,661 - - 368 149,029
Swedish krona 97,155 - - - 97,155
Swiss franc 44 399 28,935 137,121) {18} 36,195
Japanese yen 79,642 - {60,040} 895 20,497
Other overseas currencies 274,762 - - 2,435 277,197
Total exposure to currency risk 1,236,325 28,935 {166,228) 4816 1,103,848
Sferling 125,662 6,833 [151,705) (4,307 {23,511)
1,361,987 35,774 (317,933} 509 1,080,337

*Includes nef non-monetary assets of £19,000.
Cash and Loans and Other deblors Net
Invesiments deposits debentures and creditors * exposure
At 31 March 2008 £'000 £'000 £'000 £'000 £000
US dollar 051,109 3,754 {65,409 1,826 891,280
Furo 274,461 2,291 (58,199) 1317} 218,236
Swedish krona 203,573 - - - 203,573
Swiss franc 101,795 - (79,612 619 21,564
Jopanese yen 89,457 - {84,569 166 5,054
Other overseas currencies 385,155 - - 2,244 387,399
Total exposure to currency risk 2,005,550 6,045 {287,789) 3,300 1,727,106
Sler|ing 253,924 6,085 {151,838) 267 109,338
2,259,474 13,030 {439,627} 3,567 1,836,444

* Includes net norrmonetary assets of £19,000.
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23 Financial Instruments (continued)

Currency Risk Sensitivity

NOTES TO ACCOUNTS

At 31 March 2009, if sterling had sfrengthened by 5% in relation to all currencies, with all other variables held constant, total net
assets and tofal return on ordinary activities would have decreased by the amounts shown below. A 5% weakening of sterling agoinst
all currencies, with all other variables held constant, would have had an equal but opposite effect on the financial statement amaunts.

The analysis is performed on the same basis for 2008.

2009 2008

£'000 £'000

US deollar 26,189 44,564
Euro 7,451 10,212
Swedish krona 4,857 10,178
Swiss franc 1,810 1,078
Jupanese yen 1,025 253
Other overseas currencies 13,860 19,370
55,192 B6,355

Interest Rate Risk
Interest rate movements may affect directly:

s the fair velue of the investments in fixed interest rate sacurities ;
e the level of income receivable on cash deposits;

* the fair value of the Company’s fixed-ate borrowings; and

* the interest payable on the Company's variable rate borrowings.

Interest rate movements may also impact upen the market value of the Company's investments outwith fixed income securities. The effect
of interest rate movements upon the eamings of @ compeny may have a significant impact upon the voluation of that company's equity.

The possible effects on fair value and cash Hows that could crise as a result of changas in interest rotes are taken into account when
making investment decisions and when entering borrowing agreements.

The Board reviews on a regular bosis the amount of investments in cash and fixed income securities and the income receiveble on cash
deposits, floating rate notes and other similar investments,

The Company finances part of its activities through borrowings at approved fevels. The amount of such borsowings and the approved levels are
monitored and reviewed regularly by the Board. Movements in interest rates, to the extent that they affect the market velue of the Company's
fixed rate borrowings, moy also affect the ameunt by which the Company's share price is at a discount or @ premium to the et asset value ot

fair value.

The interest rate risk profile of the Company's financial assets and liabilities af 31 March is shown below:

Financial Assets 2009 2008
Weighted Weighted Weighted Weighted
Fair value average average period Fair value average  average period
£'000 interest rate until maturity £000 interest rate unlil maturity
Fixed rate:
Steiling bonds - - - 2,577 8.4% 5 years
Sterling bends (perpetual)* 416 8.2% N/A - - -
Euro bonds 771 3.1% 8 years 2,735 13.8% 11 years
US bonds (perpetual}* 404 8.0% N/A 1,864 17.0% N/A
Floating rate:
Sterling bands (interest rate linked
to sterling LIBOR) 4,931 4.7% 10 years 14,651 9.7% 31 years
Euro bonds {interest rate
linked to euro LIBOR) [ARK] 5.3% 76 years 2,144 10.2% 77 years
Brazilian bonds {index linkad) 71,430 10.5% 36 vears 64,579 11.4% 37 years

*Bosed on expected maturity dote.

The cash deposits generally comprise call or short term money market deposits of less than ane month which are repayable on demand:
The benchmark rate which defermines the interest payments received on cash balances is the bank base rate.
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23 Financial Instruments (continued)

Interest Rate Risk [continued]

Financial Liobilities 2009 2008
£'000 £'000

The inferest rale risk profile of the Company’s financial liabilities ot 31 March was:
Flooting rate — Swiss franc denominated - 18,059
~ Yen denominated - 41,602
~ US$ denominated 69,067 50,315
Fixed rate  ~ Sterling denominated 151,705 151,838
- US$ denominated - 15,094
— Yen denominated 60,040 42,667
- Swiss franc denominated 37,121 61,553
— Euro denominated - 58,100
317,933 439,627

The maturity profile of the Cempany’s financial liabilities ot 31 March was:

In one year or less, or on demand 69,067 109,976
In two to five years 97,16} 177,813
In more than five years (weighted average period fixed 15 years) 151,030 151,163
No fixed date for repayment 675 675

317,933 439,627

Interest Rate Risk Sensitivity
An increase of 100 basis points in bond yields as at 31 March 2009 would have decreased tofal net assets and fotal return on ordinary
activities by £6,633,000 (2008 - £7,201,000). A decrease of 100 basis points would have had an equal but opposite effect.

An increase of 100 basis points in bond yields as ot 31 March 2009 would have increased the net asset value per share {with
borrowings at fair value) by 2.40p (2008 - 3.70p). A decrease of 100 basis points would have had an equal but opposite sffect.

Other Price Risk

Changes in market prices other than those arising from interest rate risk or currency risk may also affect the value of the Company’s net assets.

The Board manages the market price risks inherent in the investment porifolio by ensuring full and timely access to relevant information
from the Investment Managers. The Board meets regularly and at each meeting reviews investment performance, the investment portfolio
and the rationale for the current investment positioning to ensure consistency with the Compary’s cbjectives and investment policies.

The portfolio does not seek to reproduce the index, investments ore selected bosed upon the merit of individual companies and theretore
performance may well diverge from the short term fiuctuations of the benchmark.

Other Price Risk Sensitivity

Fixed asset invesiments are valued at bid prices which equate fo their fair value. A full list of the Company’s investments is given on pages
14 to 16. In addition, a geographicel analysis of the porffolio, an analysis of the investment partialio by broad industial or commercial
sector and a list of the 30 largest aquity investments by their aggregate market value are contained in the Managers’ Review Section.
118.7% of the Company’s net assels are invested in equities, A 3% increase in quoted equily valyations at 31 Moarch 2009 would have
increased tolal assets and tofal return on ordinary activities by £38,488,000 (2008 - £65,128,000). A decrease of 3% would have
had an equal but opposite affect.

Liquidity Risk

This is the risk that the Company will encounter difficulty in meeting obligations associated with financial liabiities.

Liquidity risk is potentially significant but as the majority of the Company’s ossets are investments in quoted securities that are believed to
be readily realisable. The Board provides guidance to the Investment Managers as to fhe maximum exposure to any one holding and 1o
the maximum aggregate exposure o substantial holdings.

The Company has the power 1o take out borrowings, which give it access to additional funding when required.

Credit Risk

This is the risk that a failure of o counterporty to ¢ transaction to discharge its obligations under that fransaction could result in the
Company suffering a loss.

This risk is managed as foliows:

+  Where the Investment Managers make an investment in o band or other security with credit risk, that credit risk is assessed and then
compared to the prospective invesiment refurn of the securily in question.
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23 Financial Instruments icontinued)

Credit Risk [continued)

NOTES TO ACCOUNTS

* The Board regularly receives information from the Investment Managers on the credit ratings of those bonds and ather securities in

which the Company has invested.

» The Company’s listed investments are held on its behalf by The Bank of New York Mellon {acting as agent), the Company’s
custodian. Bankruptcy or insolvency of the custodian may cause the Company’s rights with respect to securities held by the
custodian to be delayed. The Investment Managers monitor the Compaay's risk by reviewing the custodian’s internal control reporis

and reporting its findings to the Board.

s |nvestment transactions are carried oul with a large number of brokers whose creditworthiness is reviewed by the Investment
Managers. Transactions are ordinarily underaken on a delivery versus payment basis whereby the Company's custodian bank
ensures that the counterparty to any transaction entered into by the Company has delivered on its obligations before any transfer
of cash or securities away from the Company is completed.

* Tionsuclions involving derivotives, and other arrangements wherein the creditworthiness of the entily acting as broker or counterpory to
the ransaction is likely to be of sustained interest, are subject to rigorous assessment by the Investment Managers of the creditworlhiness
of that counterparty. The Company's aggregate exposure lo each such counterparty is monitored regularly by the Board.

¢ Cash is held only at banks that are regularly reviewed by the Managers.

Credit Risk Exposure
The moximum exposure to credit risk at 31 March was:
2009 2008
£'000 £000
Fixed interest investments 79,067 88,550
Cash and short ferm deposits 35,774 13,030
Debtors and prepayments 9,073 20,026
123,914 121,606

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

Fair Value of Financial Assets and Financial Liabilities

The Directors are of the opinion that the financial assets and liabilities of the Company are stated ot fair value in the balance sheet with
the exception of long term borrowing. long term borrowings are included in the accounts in accordance with FRSZ26. A comparison with

the fair value closing offer value) is as follows:

2009 2008
Par/nominal Book Fair Par/nominal Book Fair
£'000 £'000 £'000 £'000 £'000 £'000
8-14% stepped intarest
debenture stock 2020 20,000 22,052 31,721 20,000 22,132 34,153
6.875% debenture stock 2023 75,000 74,488 77,282 75,000 74,451 82,176
6&—12% stepped interest
debenture stock 2026 50,000 54,490 76,249 50,000 54,580 83,375
A% inedeemable debenture
stock 675 675 540 675 675 606
Total debentures 145,675 151,705 185,792 145,675 151,838 200,310
Fixed rate loans 97,161 99,100 177,813 181,086
Tota! long term borewings 248,866 284,892 329,651 381,396

All short term borrowings are stated at fair value.

Deducting long term borrowings at fair value would have the effect of reducing the net asset value per share from 399.3p to 383.8p.
Taking the market price of the ordinary shares ot 31 March 2009 of 353.0p, this would have given a discount to net asset value

of 8.0% os against 11.6% on a traditional basis. At 31 March 2008 the effect would have been 1o reduce the net asset value from
672 .5p 1o 651.4p. Taking the market price of the ordinary shares ot 31 March 2008 of 600.0p, this would have given a discount to
net asset value of 7.9% as cgainst 10.8% on a raditional basis.

Capital Mbnqgement

The Company does not have any externally imposed copital requirements. The capital of the Company is the ordinary share copital (see
note 14) which is managed in accordance with ifs investment policy in pursuis of its investment objective, both of which are detailed on
pages 18 and 19. Shares may be issued and/or repurchased as explained on pages 24 and 25.
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FURTHER SHAREHOLDER INFORMATION

Further Shareholder Information

How to Invest

The Company's shares are fraded on the london Stock Exchange.
They can be bought by placing an order with o stockbroker, by
asking a professional adviser to do so, or through the Baillie Gifford
savings vehicles [see page 50). If you are interested in investing
directly in Scottish Mortgage, you can do so online. There are a
number of companies oftering real time online dealing services —
find out mare by visiting the investment trust pages ct
www.bailliegifford.com.

Sources of Further Information on the Company

The price of shares is quoted daily in the Financial Times and
can also be found on the Scottish Mortgage page of the Baillie
Gifford website at www.scottishmortgageit.com, Trustnet at
www.trustnet.co.uk and on other financial websites. Company
tactsheets are also ovailable on the Baillie Gifferd website and
are: updated monthly. These are available from Baillie Gifford
on request.

AlC

Scattish Mortgage was one of the founding members of The
Association of Investment Companies in 1932. The AICS website
www.theaic.co.uk contains detailed information about investment
irusts, such as factsheets and statistics on the investment trust industry.
The AIC also hold a series of private investor roadshows throughout
the year at which Baillie Gifford will be in attendance.

Key Dates

Ordinary sharehalders normally receive two dividends in respect
of each financial year. An interim dividend is paid at the end of
November and a final dividend is paid in eary July. The AGM is
normally held in late June or early July.

Capital Gains Tax

For Capital Gains Tax indexation purposes, the market value
(adijusted for the bonus issue of 4 for 1] of an ordinary share
in the Company cs at 31 March 1982 was 30.4p.
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Share Register Enquiries

Computershare Investor Services PLC maintains the share register
on behalf of the Company. In the evert of queries regarding shares

registered in your own name, please contact the Registrars on
0870 707 1300,

This helpline alsc offers an automated selfsarvice functionality
{available 24 hours a day, 7 days o week] which dliows you to:

¢ hear the lotest share price;
* confirm your current share holding balance;
* confirm your payment history; and

¢ order Change of Address, Dividend Bank Mandate and Stock
Transfer forms.

They also offer o free, secure share management website service
which allows you to:

= view your share portfolio and see the latest market price of your
shares;

¢ caleulate the total market price of each shareholding;

* view price histories and frading graphs;

e update bank mandates and change address details; and
¢ use online dealing services.

To take advanioge of this service, please log in at
www-uk.computershare.com/investor and enter your Shareholder
Reference Number and Company Code (this information can be
found on the last dividend voucher or your share certificate).

Dividend Reinvestment Plan

Computershare opercte a Dividend Reinvestment Plan which can be
used to buy additional shares instead of receiving your dividend via
cheque or into your bank account. For turther information log in to
www-uk.computershare.com/investor and follow the instructions

" or telephone 0870 707 1694, -




FURTHER SHAREHOLDER INFORMATION

Analysis of Shareholders

At 31 March 2009 Al 31 March 2008

Number of Number of
shares held % shares held %
tnstifutions 106,515,744 39.2 113,932,814 41.6
tntermediaries 110,037,280 40.4 106,716,403 39.0
Individuals 30,286,931 111 31,294,080 11.4
Baillie Gifford Share Plans/1SA 20,926,116 7.7 19,454,203 7.1
Marketmakers 4,323,826 1.6 2,592,397 0.9
272,089,897 100.0 273,989,897 100.0

Electronic Communications and Proxy Voting

If you hold stock in your own name you can choose to receive
communications from the Company, and vote, in electronic format.
This method reduces costs, is environmentally friendily and, for many,
is convenient 1oo. The paragraphs below explain how you can use
these services,

* Electronic Communications If you would like to take odvantage
of this service, please visit our Registrar's website at
www-uk.computershare.com/investor and register. You will
need your shareholder reference number {which is on your share
cerfificate and tax voucher) 1o hand. If you then agree to the
terms and condifions, in future, on the day that documents are
sent to shareholders by post, you will receive an e-mail providing
the website address link to the documents. After you register,
paper documents will be availeble on request.

¢ Electronic Proxy Voling You can ¢lso return proxies efectronically
at www.eproxyappointment.com. If you have regisfered for
electronic communications you will be issued a PIN number

1o use when refurning praxies to the secure Registrar website,
You do nat need to register for electronic communications 1o

use electronic proxy voling, paper proxy forms will contan

a PIN number 1o allow you 1o retum proxies electronically.

CREST Proxy Voting

IF you are a user of the CREST system {including a CREST Perscnal
Member), you may appoint one or more proxies or give on
instruction fo a proxy by having an appropriate CREST messoge
transmitted. To appeint a proxy or fo give an insfruction to a proxy
[whether previously appointed or otherwise] via the CREST system,
the CREST message mus! be received by the issuer's agent ID

number 3RASQ} not later than 48 hours before the fime appointed
for holding the meeting. For this purpose, the time of receipt will be
token to be the ime {as determined by the timestamp generated by
the CREST system) from which the issuer's agent is able to refrieve
the message. CREST Personal Members or other CREST sponsored
members should contact their CREST sponsors for assistance with
appointing proxies via CREST. For further information on CREST
procedures, limitations and systems fimings, olease refer to the CREST
Manual. The Company may treat as invalid a proxy appoirtment
sent by CREST in the circumstances set out in Regulation 35(5)(a)
of the Uncerfificated Securities Regulations 2001. Computershare
Investor Services PLC is authorised and regulated by the Financicl
Services Authority.

if you have any questions about these services please contact

Computershare on 0870 707 1300,

Where this has been received in a country where the provision
of such a service would be contrary to local laws or regulafions,
this should be teated as information only.

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

s Pariicipation in a diversified portfolio of shares.
s Constant supervision by experienced professional managers.

* The Company is free from copital gains tax on capital profits
realised within its portlclio although investors are still liable for
copital gains tax on profits when selling their invesiment.

These accounts have been approved by the Directors of Scoltish
Mortgage Investment Trust PLC.
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COST-EFFECTIVE WAYS TO BUY AND HOLD SHARES IN SCOTTISH MORTGAGE

Press udvertisernent for
Scottish Morigage.

The Share Plan and ISA brochure available
at www.scottishmortgageit.com

Cost-effective Ways to Buy and Hold
Shares in Scottish Mortgage

Baillie Gifford & Co aoffers a number of plans that enable you to buy and
held shares of the Trust costefficienty, Purchases and sales are normally
subject to a dealing price sprecd and Government stamp duty of 0.5%
is payable on purchases.

The Baillie Gifford Investment Trust Share Plan
o No initial charge
* No annual wrapper charge

+ Normally cheaper than dealing through a stackbroker
¢ |avest a lump sum from £250 or menthly from just £30
*  No moximum investment limits

* Stop and start saving at any time with no charge

L ]

Twice weekly dealing {usually Tuesday and Friday)
* A withdrawal charge of just £22

The Baillie Gifford Investment Trust ISA

* Toxefficient invesiment

s Ngo setup charge

» flat rate annual management charge currently of £32.50 + VAT

* Lump sum investment from £2,000 currently up to @ maximum of
£7,2C0 each year

s Save monthly from £100

¢ A withdrawal charge of just £22

ISA Transfers

e Transfer exisiing 1SAs from other plon managers into the Baillie
Gifford 1SA

s Consolidate your plans into a managed global investment

*  Minimum transfer value £2,000

The Baillie Gifford Chitdren’s Savings Plan

»  An excellent way for parents, grandparents or other adulis fo invest
for o child
¢ No initic] charge
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*+  No annual wrapper charge
* The aption of a designated account or a bare frust in favour of the child

+  Flexible investment options: lump sum from £250 or monthly saving
from just £30

e A withdrawal charge of just £22
Further Information

If you would like mare information on any aof the plans described, please
contact the Baillie Gitford Client Relations Team. Contact details are
given below.

Literature in Alternative Formats

If you require literature in alemalive formats, such as large print or on
audio tape, please contact the Client Relations Team.

Client Relations Team Contact Details

Telephcne: 0800 027 0133
Email: trustenquiries@bailliegifford.com
Fax: 0131 275 3955

Client Relations Team

Baillie Giltord Savings Management Limited
Calton Square

1 Greenside Row

Edinburgh

EHT 3AN

wavw. bailliegifford.com
Your call may be recorded.

Please note that Baillie Gifford is not permitted to give financial advice.
if you would like advice or if you have any questions about the suitability
of any of these plans for you, please ask an authorised intermediary.

For Scottish Morgage specific queries, please use the following contact
details:

E-mail: scottishmorigage@bailliegifford.com




Asticle in Trust' magazine to mark Scotfish Mortgage's centenary year.

COMMUNICATING WITH SHAREHOLDERS

A Scottish Morlgage web page al www.scottishmorigageit.com

Communicating with

Shareholders

Promoting Scottish Mortgage

Baillie Gifford carries cut extensive marketing activity to promote Scotish
Morlgage to institulional, intermediary and direct investors. The Board warmly
supports the promalion of the plans described on the previous page in order
to bring the merils of Scoltish Morigoge to as wide an cudience as possible.

Trust Magazine — see below for fink

Trust is the Baillie Gifford investment Irust magazine which is published

twice a year, h provides an insight to our investment approach by including
interviews with our fund managers, as well as containing investment frust
news, investment features and criicles abowt the rusls managed by Buillie
Giflord, including Scotiish Merlgage. Trust plays an important role in helping
10 explain our products so that readers can really understanc them. For a
copy of Tust, please contact the Bailliz Gitford Client Relations Team

or visil www.lrustmogazine.co.uk

All articles are available to read on screen and can new also be
downloadad in PDF format.

Guide to Investment Trusts

Baillie Gifford has produced a ‘Guide to Investment Trusts' that is designed lo
explain how lrusts work and to demystify some of the terms used. They have
also produced a guide explaining the various ways you can save or invesl
for & child, including how you can use investment Irusts and how they
compoare lo olher scvings and investmenl options. A new guide ramed
‘Investing for retirement' is now also available. If you wauld like @ copy,
please contact the Client Relalions Team.

Scottish Mortgage on the Web

Uptodate information about Scottish Mortgage is on the Managers’ website
al www.scoftishmartgagsit.com. In the lnvestment Trust section you will

find full details of the Trust, including a monthly commentary, recent portiolio
information ond performance figures.

You cen also find a brief history of the Trust, an explonation of the effects of
gearing and a flexible performance reporting tool.

If you are interested in investing directly in Scoltish Morigage, you can
do se anlire. There are @ number of companies offering red! time anline
dealing services - find oul more by visiting our invesiment trust pages at
www.bailliegifford.com.

Online Management Service

You can also open and manage your Share Plan and/or ISA onling, through
our secure Online Management Service [OMS] which can be accessed
through the Baillie Gifford websile. OMS enables you lo apply for, open and
administer a Baillie Gifford Invesiment Trust Share Plon or fnvesiment Trust iSA
online. As well as being able to view the delails of your plan online, the
service also allaws you lo:

= get current valuations;
* make lump sum investments;

»  switch between investment frusts {except where there is more than one

holder);
e sef up o direct debit to make regular invesiments; and

* update cerain personal details.

Award Winners

For the second year in a row, Scolfish Morlgage was successhul in the
What Investment Awards. Selected by a panel of indusiry experts, Scollish
Morlgage won the Generalist Investment Trust of the Year award,

Baillie Giflord & Co was the Winner of the Premier Gioup Award in fhe
Money Observer lnvestment Trust Awards 2008, Baillie Gifford alse picked
up a Highly Commended for ‘Best Global Trust’ award for Scottish Morigage.

Suggestions and Questions

Any suggesticns on how communications with shareholders can be improved
are welcomed, so please do confact the Baillie Gifford Client Relations Team
and give them your suggestions. They will also be very happy to answer

any questions you may have, either about Scottish Marigage o the plans
described opposite.
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RISK FACTORS

Risk Factors

Any investment in the shares of Scottish Mortgage involves risk. You should be aware of the
following risk factors that apply to investment trusts and investment through savings vehicles.

* Past performance is not o guide fo future performance.

e Scotiish Mortgage is listed on the stockmarket. As a result, the
value of the shares, and any income from those shares, is not
guaranteed and could go down as well as up. You may not get
back the amount you invested. You should view your investment
as long term,

e As Scottish Mortgage invests in overseas securities, changes
in the rates of exchange may also cause the value of your
investment land any income it may pay) fo go down or up.

* Scottish Mortgage can borrow money 1o make further investments
{sometimes known as ‘gearing’). The risk is that when this monay
is repaid by the Trust, the value of these investments may not
be enough to cover the bormowing and interest costs, and the
Trust will make a loss. If the Trust's investments fall in value, any
borrowings will increase the amount of this loss.

* Scottish Morigage can buy back and cancel its own shares.
The risks from borrowing, referred to above, are increased
when a trust buys back and cancels its shares.

» Scottish Mcrigage charges 50% of she investment management
fee and 50% of borrowing costs to capital which reduces
the capital value. Also, where income is low, the remaining
expenses may be greater than the total income received,
meaning Scottish Mortgage may not pay @ dividend and the
capital value would be further reduced.

* The staff of Baillie Gifford & Co, and/or the Directors of Scottish
Mortgage, may hold shares in Scottish Morigage or may buy or
sell shares from time to time, subject to Baillie Gifford's personal
gecount dealing rules.

o The value of tox reliefs will depend on your individuat
circumstances and tax rates and reliefs, as well cs the tax
treatment of ISAs could change at any time in the future,
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e Details of other risks that apply to investment in the plans shown
on page 50 are contained in the plan brochures.

* Scottish Mortgage Ivestment Trust PLC is a UK public listed
company and as such complies with requirements of the UK
Listing Authority. It is not authorised and regulated by the
Financial Services Authority.

The following risk factors only apply to investment in
the Investment Trust 1SA;

s You should be aware that in the case of a transter, if you change
your mind and exercise your cooling-off rights, your previous ISA
manager is under no obligation to accept your proceeds back. In
this case, oll tax benefits will be lost. If your previous ISA manager
accepls your meney back, there may be costs involved.

* Investors should also note that during an ISA fransfer the fransfer
proceeds will be uninvested for a period of fime {between
the sale of their existing holdings and the reinvestment of the
proceeds following the end of the coolingoff period] and
therefore they are exposed to the risk of missing any rise in the
market during that fime.

Baillie Gifford Savings Management Limited {BGSM) is the manager
of The Baillie Gifford investment Trust Share Plan, The Baillie Gifford
Children’s Savings Plan and The Baillie Gifford Investment Trust ISA.
BGSM has provided the information about these savings vehicles.
BGSM is wholly owned by Baillie Gifford & Co who are the
Managers and Secretaries of Scolfish Morigage Investment Trust
PLC. BGSM and Baillie Gifford & Co are authorised and regulated
by the Financial Services Authority and both are based at Calton
Square, 1 Greenside Row, Edinburgh EHT 3AN.

Baillie Gifford only provides information about its products and does
not provide investment advice.




NOTICE OF ANNUAL GENERAL MEETING

The Annudl General Meeting of the Company will be held
at The Merchants’ Hall, 22 Hanover Street, Edinburgh
EHZ 2EP on Thursday, 25 June 2009 at 4.00pm.

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

Baillie Gifford may record your call,

Notice of Annual General Meeting

{a) the moximum aggregate number of Shares hereby authorised
to be purchased sheli be 14.99% of the issued ordinary
share capital on the dafe on which this resolution is passed;

Nofice is hereby given that the one-hundredth Annual General
Meeting of Scottish Morigage Investmant Trust PLC will be held
within The Hall at The Merchants” Hall, 22 Hanover Street,

Edinburgh EH2 2EP on Thursday, 25 June 2009 ot 4.00pm b

the minimum price which may be paid for ¢ Share shall be

for the following purposes:

Ordinary Business

To consider and, i thought fit, to pass the following resolutions as
Ordinary Resolutions:

1.

To receive and adopt the Accounts of the Company for the year
to 31 March 2009 with the Reports of the Directors and of the
Independent Auditors thereon.

25p [exclusive of expensas);

[c} the maximum price (exclusive of expenses} which may be
paid for a Share shall be an amount equal to the higher of
[a} 105% of the average of the middle market quotations
las derived from the Daily Cfficial List of the Llondon Stock
Exchange) for the Shares for the 5 business days immediately
preceding the date of purchase and {b) the higher of the
price of the last independent trade and the highest current
independen: bid as stipulated by Article 5(1) of Commission

2. To approve the Directors’ Remuneration Report for the veor to
31 March 2009. Regulation (EC] 22 December 2003 implementing the
- Market Abuse Directive as regards exemptions for buy-back
3. To deciare a dividend. progremmes and stabilisation of financicl instruments (No
4. To elect Professor JA Kay as a Director. 2273/2003); and
. ) (d} unless previously varied, revoked or renewed by the

3. To elect Ms FC McBain os a Director. Company in general meeting, the cuthority hereby conferred
6. To reelect Sir Donald MacKay as a Birector shall expire at the conclusion of the Annual General Meeting

) of the Company to be held in 2010, save that the Company
7. To rerelect lord Stathclyde as a Director. may, prior 1o the expiry of such authority, enter info a centrac
8. To reappoint KPMG Audit Plc as Independent Auditors. or confracis fo purchase Shores under such authority which
Q. To authorise the Directors to determine the remuneration of the will or might be completed or executed whally or party lter

Independent Auditors.

To consider and, if thought fit, 1o pass the following resolutions as
Special Resolutions:

10.That, in substitution for any existing authority under section 166

of the Companies Act 1985 (the ‘Act’), but without prejudice to
the exercise of any such authority prior to the date hereof, the
Company be authorised, in accordance with section 166 of the
Act, to make market purchases {within the meaning of section
163(3) of the Act] of ordinary shares of 25p each in the copital
of the Company (either for retention as treasury shares tor future
sale or cancellation} |Shares'), provided that;

the expiration of such authority and may make o purchase of
Shares pursuant 1o any such contract or conkracts.

11.That, the Directors of the Company be and they cre hereby

generally empowered pursuant to section 95 of the Companies
Act 1985 lthe "Act’} 1o sell relevant shares {as defined in sections
Q42) to 94{3A) and section 94(5) of the Act) in the Company

if, immediately before the sale, such shares are held by the
Company as ireasury shares |os defined in section 162A{3) of the
Act) ['treasury shares') for cash {as defined in section 162D(2) of
the Act) as if subsection (1) of section 89 of the Act did not apply
fo any such sale, provided thot this power shall be limited to:
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NOTICE OF ANNUAL GENERAL MEETING

{a) the sale of freasury shares in connection with a rights issue in
favour of the holders of ordinary shares of 25p each in the
Company ('Shares'} where the equity securities respectively
attributable to the interests of all such shareholders are
proporficnate {as nearly as may be practicable] to the
respective number of Sharas held {ar deemed or notianally
held) by them but subject to such exclusions or other
arrangements as the Directors deem necessary or expedient
in relation 1o fractional entilements or to deal with problems
under the laws, or requitements of, any regulatory body or
stock exchange in any territory; and

b

the sale of treasury shares {other than pursuant fo paragraph
[a) of this resolution) of up to an aggregate nominal value
of £6,797,872 being 10% of the Compary’s issued Share
capital as ot 13 May 2009;

ond shall expire at the conclusion of the next Annual General
Meeting of the Company to be held in 2010, save that the
Company may, befare such expiry, make any offer or enter into
an agreement which would or might require treasury shares o
be sold after the expiry of such power, and the Directors of the
Company may sell reasury shares in pursuance of such offer or
agreement as if the power conferred hereby had not expired.

By order of the Board

Baillie Giford & Co 5 wL\w. : Hoal 5 ﬂ) .
Managers and Secretaries

21 May 2009
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Notes

1

A member entitled to attend, speak and vole at the mesting is entitled

fo appoint one or more proxies to attend, speck and, vote on his/her
behalf. A proxy need not be o member of the Company. A Farm of
Proxy for the use of members is enclosed and to be valid must be lodged
with the Registrar of the Company not later than 48 haurs before the lime
set for the meeling. Any Power of Attorney or any other authority under
which the proxy is signed (or a duly certified copy of such power of
authority} must be included with the proxy form. The appeiniment of a
proxy will ol prevent a member from subsequently attending and voting
in person.

Pursuant fo Regulation 41 of the Uncertificated Securities Regulations
2001, the Company specifies that only those shareholders entered on
the Register of Members of the Company as at the close of business on
23 June 2009 o, in the event that the meeting is adjourned, on the
Register of Members 48 hours betore the fime of ony adjourned meeting,
shall be entitled to cttend or vote af the meeting in respect of the number
of ordinary shares registered in their name at that lime. Changes (o the
entrigs on the Register of Members after the close of business on 23 june
2009 o, in the evert thar the meefing is odjourned, in the Register of
Members 48 hours before the fime of any adioumed meeting, shall be
disregarded in defermining the rights of any person to atiend or vote at
the meeting, notwithstanding any provisions in any enactment, the
Articles of Association of the Company or other instumeni to the conlrary.

Sharehalders participating in the Baillie Gifford Investment Trust Share
Plan, Children’s Savings Plan or the Baillie Gifford Investment Trust ISA
who wish to vote and/or attend the meeling must complate and relum
the enclosed replynaid Form of Direction.

In order to facilitate voling by corporate representatives af the meeting,
arrangements will be put in place at the meeting so that [i) if o corporate
shareholder has appointed the Chairman of the meeting as ifs corperate
representative with instructions to vote on a poll in accordance with the
directions of all of the other corporate representatives for that shareholder
at the meeting, then cn a poll those corporate representatives will give
voting directions to the Chairman and the Chairman will vole {or
withhold o vote} as corporate representaiive in accordance with those
directions; and {ii] if more than one corporate representative for the same
corporate sharsholder attends the, meeting but the corporate sharehalder,

NOTICE OF ANNUAL GENERAL MEETING

has not appointed the Chairman of the mesting as ils carporate
representative, a designated corporale represeniative will be nominatad,
from those corperate represeniatives who aitend, who will vote on a

poll and the other corporate representatives will give voting directions

to that designated corporate representative. Corporate shareholders

are referred to the guidance issued by the Institute of Chartered
Secretaries and Administrators on prexies and corporale represenialives
— www.icsa.org.uk — for further details of this procedure. The guidance
includes a sample form of representation letter if the Chairman is being
appeinted as described in (i) above.

The right to appoint o proxy does not apply to persons whase shares are
held on their behalf by another persan and who have been nominaled 1o
receive communications from the Company in aceordance with section
146 of the Companies Act 2006 {'nominated persons’). Nominated
persons may have a right under an agreement with the registered
shareholder who holds the shares on their behalf 1o be appointed {or to
have someone else appointed} os a proxy. Alternalively, if nominated
persons do not have such a right, or do not wish to exercise i, they may
have a right under such an agreement to give instructions to the person
holding the shares as to the exercise of voling rights.

As at 13 May 2009, the latest practicable dale prior lo publication of this
document, the Company had 271,914,897 ordinary shares lexcluding
freasury shares] in issue with @ fotal of 271,814,897 voling rights.

Any person holding 3% cf the total vating rights in the Company who
appoints a person other than the Chairman as his praxy will need to
ensure that both he and such third party complies with their respective
disclosure obligations under the Disclosure and Transparency Rules.

No Director has a contract of service with the Company.

The members of the Company may require the Company to publish, on
its website, a statement sefting out any matter refating 1o the audit of the
Company's accounts, including the Auditors’ Report and the conduct of
the audit, which they intend to raise af the next meeting of the Company.
The Company will be required to do so once it has received such
requests from either (i) members representing at least 5% of the fotal
vating rights of the Company or {ii] at least 100 members who have a
relevant right to vote and hold shares in the Company on which there
has been paid up an average sum per member of at least £100.
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