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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.

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

Benchmark
The portfolio benchmark against which performance is measyred s the FTSE All World Index
{in stering terms).

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

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

THIS DOCUMENT IS IMPORTANT AND REQUIRES YOUR IMMEDIATE ATTENTION.

If you are in any doubt as to the action you should take you should consult your
stockbroker, bank manager, solicitor, accountant or other independent financial adviser
outhorised under the Financial Services and Markets Act 2000 if you are in the United
Kingdom or, if not, from ancther appropriately authorised financial adviser.

If you have sold or otherwise transferred all of your ordinary shares in Scottish Mortgage
Investment Trust PLC, please forward this document, together with any accompanying
documents, as soon as possible to the purchaser or transferee, or to the stockbroker,
bank or other agent through whom the sale or transfer was or is being effected for
delivery to the purchaser or ransferse,




MESSAGE FROM THE CHAIRMAN AND FINANCIAL HIGHLIGHTS

Message from the Chairman

Scottish Mortgage has had a good year in absolute and relative terms performing well
ahead of the benchmark index; our discount has narrowed and the five year figures,

which are important, are also strong. A 6.2% increase in the total dividend is proposed
making it the 29th successive increase greater than the prevailing rate of UK infiation.

companies as investments.
]

0.51% of shareholders’ funds.

While not every year will be as impressive as this one, it is pleasing to report that
Scottish Mortgage was the top performing trust in the Global Growth Sector aver five
years in NAV terms as shown by the Association of Investment Companies’ rankings.

Performance is, and will be, driven by the success of the choice of individual

¥

Meanwhile, expenses have again been controfled and represent a highly competitive

Financial Highlights — Year to 31 March 2011

Share Price +21.8% NAV +17.9%
Benchmark* +5.7%

NAV and Benchmark

Share Price (pence) rebosed o 100 at 31 Morch 2010 Discount

*Benchmark: FTSE All World Index (in sterling terms}.
Source: Thomson Reuters Dotostream/Baillie Gifford & Co.
Past perfermance is not a guide to fulure performance.
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ONE YEAR SUMMARY

One Year Summary

31 March 31 March
2011 2010 % change
Total assets [before deduction of debentures, long and short term borrawings) £2,502.3m £2,154.6m
loans end debentures £370.0m £314.7m
Shareholders’ funds £2,132.3m £1,839.9m
Net asset volue per ordinary share (after deducting borrowings ot fair value)* 816.5p 692 8p 179
Shere price 742.0p 609.0p 21.8
FTSE All World Index [in sterling terms) 2004 198.1 57
Dividends paid and proposed per ardinary share 12.00p 11.30p 6.2
Revenue earnings per ordinary share 13.32p 11.18p 19.1
Total expense ratio 0.51% 0.52%
Discount [after deducting berowings at foir value) 9.1% 12.1%
Year to 31 March 2011 20N 2010 2010
Year's high and low High Low High Low
Share price 742.5p 533.0p 611.0p 350.0p
Net asset value per ordinary share (after deduciing borrowings at fair valuelt 816.5p 604 1p 702 .0p 383.8p
[Discount] /premium [after deducting barrowings at fair value)t 6.5%) {15.0%) 18.0%) {15.7%)
Averoge secicr discount [AIC Global Growth Sector) 110.3%) {13.0%) [7.2%) {13.0%)
31 March 31 March
20N 2010
Net return per ordinary shore
Revenue relym 13.32p 11.18p
Capital return 119.40p 306.88p
Total return 132.72p 318.06p

* Barrowings are deducted af fair value |the estimate of market worlh),
1Cum-income.

Past performanee is not @ 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 2011,

5 Year Total Return Performance Dividend and RPI Growth
(figures rebased 1o 100 at 31 March 2006) {(cumulative from 31 March 2006)
(figures rebased 1o 100 at 31 March 2006}

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

*On | Aprit 2007 the Company chonged Tts benchmark from 50% FTSE
AllShare Index and 50% FTSE World ex UK Incex |in sterling terms) to
100% FTSE All WorlZ Index lin sterling rerms). Far the purposes of the
above grachs the refurns on both benchmarks for thelr respeciive cerdeds
hove been linked 1o form a single benchmark.

Pcst pefformance is not o guide 1o future performance.
SCOTTISH MORTGAGE INVESTMENT TRUST PLC DX




CHAIRMAN'S STATEMENT

Chairman’s Statement

Investment Performance

The past year has again been o good one for Scoftish Morigage:
net asset value (NAV] per share rose by 18% and the share price
by 22%, both well ahead of the 6% increase in cur benchmark (the
FTSE All World Index in stering terms). Closing ot 742 pence, the
share price set o new record for the year end. Despite the reverses
seen in the wake of the 2008 lehman-precipitated financial crisis
our five year figures, too, are excellent. These in many ways ore
mere important to sharehalders and at 31 March 2011 the five
year totcl retun |copiial and dividends) wos 58% in share price
terms [53% in NAY] while the benchmark total return was 35%.
While shareholders should remember that not every year will be as
good as the period just ended, it is pleasing to report that Scottish
Moerigage was the top performing trust in the Global Growih Sector
over five years in NAV terms os shown by the Associction of
Investment Companies’ rankings at 31 March 2011,

Investment Philosophy

The Managers' investment philosophy has not changed and remains
one to which the Directors fully subscribe. Companies ore anclysed
by the Managers using o process which includes appraisal of: the
strength of menogement, competitive pasition, the customer
perspeciive, the prospects for sales and margins and the current and
pofential valuation. Also of particular imporiance to the Managers’
view is establishing how their assessment differs from the market and
trying to answer the question "whai will happen after five years2”.
The approach and perspective is neither short term nor market led.
Instead considercble effort is made 1o identify major changes in
frends that might take place within intervals of decades rather than
individual years. The Managers' Review that follows gives an
criginal view of Ihe invesiment perspective end provides insight into
Baillie Gifford's modus operandi ond investment process, both of
which are central to what this Trust offers its owners.

The Managers also fully support the Board's desire to maintain
Scoltish Morigage's low cost cdvantage. At 0.51%, the total
expense ralic is amengst the lowest of similar international funds.
low costs significantly boost cumulative long term returns.

Past performance is not o guide to future performance.
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As pointed out in previous years, Scoftish Mortgege does not
cttempt o track any index and as we have seen its performance is
therefore likely to diverge from the benchmark we hove adopled os
most suitoble for a global growth fund. There will be some years
when relative returns are negative os well as years when retums are
pasitive but when the index does better than the Company. That is
the characteristic of Scoltish Morigoge's investmen! proposition and,
in the Directors’ view, the shares are an investment for those who
can telerate this volatility and who consequently are likely 1o be long
term halders.

World View

The past twelve months have been marked by continued recovery in
equity markefs as, notwithstanding earthquckes, welt explasions and
revalutians, confidence hos lorgely been maintained. Companies
generclly have performed well, the financic! system has been
relatively stable os banks strengthen their bolance sheets and, in the
public sector in some countries (natably the UK), attention has turned
fo cutling government expenditure and debt. Interest rates in the US
and Europe have stoyed low, many economies have been subject to
continued slimulus through quantitative easing and other measures
while inflation, though present, hos not generally proved
problematic.

The sirength of the German economy hos been porticularly
impressive while those who feared o double dip recession in the
US ond other parts of the developed werld have been spared such
disappoiniment. Peripheral parts of Europe heve struggled
considercbly and are likely to require support from the centre for
some time yet. However bleak the current financial outlook for
several froubled Eurozone states, for now the indications from
{porticularly} Germany are that the bailouts required by Greece,
Ireland and Pertugal are a price that has to be paid o defend the
integfity of the Euro and to protect the balance sheets of those bonks
whose lending to other Eurozone countries has perhaps verged on
the imprudent.




Thal greal engine of growth, the Chinese economy, has been
restrained somewhat by ceniral policy tightening, a welcome
necessity given earlier fears of overhecting. Nonetheless, in 2010
Chinese growth was siill o remarkable 1C.3% and the year will be
remembered os the one when China overtaok Japan 1o become the
world's second largest economy. Many developing naficns continue
1o enjoy good growth rates and hove increasingly siable finoncial,
sociol and political systems os well os o ropidly exponding closs of
consumers.

Gearing

We continue to believe in the use of gearing as o tool to enhance
shareholder returns, particularly when we are able to occess
bonowings af low cost, assisted by the Company’s Aaa long term
credit raling. Throughout the period Sceitish Mortgage's gearing
ratios have been mainlained at o breadly consiant level. As asset
prices rose, this enlciled additional borrowings end a further

€& | million was taken out during the year. Al ihe yeor end gross
assets totalled £2,500 million and borrowings of £370 million
represented 15% of that total, If the value of cur cash depesits and
bond porifelic is taken into account, net gearing waos approximately
10%.

Earnings and Dividend

Eornings oi 13.3p per share were buoyant, increasing 19% on the
previous year and ¢ final dividend of 6.2p {2010 - 5.8p) is
proposed. This will give ¢ total for the year of 12p, ¢ 6.2% increase
on last year’s 1 1.3p ond an increase over the paost five years of
41%. If approved by shareholders, this provides o doubling of the
dividend in ten years and will represent for the 29th successive year
a dividend increase greoter than the prevailing rate of UK inflation.

Discount and Buybacks

The discount has narrowed during the year; while the Boord finds
this gratifying, we often wonder, given the remarkable chenges
which this Company has seen in the past decade ond the
perfermance record achieved, why our shares rade ot a discount ¢t
oll. The Managers conlinue lo focus their marketing efforis on
maintaining a good flow of relevani information fo existing
shoreholders and potential shareholders. Afiracting new generctions
of leng term owners is important for our future and Scottish Morigage
confinues 1o invest in this project.

As in previous years, when supply exceeded immediote demand
shares were bought back. Over the year 3 milion shares were
re-purchased {considerably fewer than the 12,6 million repurchased
in the preceding year) ond were transferred into treasury, thus
enhancing NAV per shore by 1.1p.

AGM

The Annucl Generol Meeting will be held in Edinburgh ot Baillie
Gifford’s offices at 4.30pm cn 3Cth June (ihere is 0 map contained
within the Notice of the Meeting lowards the end of the Repori].

One resclution to be put to the Meeting is a request to increase the
limit an Directors' fees. Although the current level remains within the
ollowed ceiling outhorised by the Cempeny’s Aticles, the Resolution
seeks lo reploce specilic limits with an cggregate limit for all
Direciors which will provide flexibility in future years,

CHAIRMAN'S STATEMENT

At the Meeting, Jomes Anderson, your Manager, and his Ceputy,
Tom Slater, will make shori presentations on the investmenis. The
Direciors very much hope that we will meet you then.

Outlook

We are living in fimes of exiraordinary economic change and any
coherent investment siraiegy needs to Icke account of the growing
impartonce of China and ihe rapid economic development of
countries such as Brozil end Indio; and at the same time the relalive
stagnafion of so many economies in what used o be called the
developed world. In the past 20 years, the Chinese economy has
grown over sixfold for oulshipping the US and Japan,

The Managers remain enthusiostic about the long term ocutlook and
currently find an obundance of interesting long term investment
propositions. Two familiar and importan: contentions suggest that this
is a good time fo tcke o long term view of markets. Firsi, many
countries are growing rapidly and developing o large, mainly urban
and consumption driven, middle class. Secondly, we appear 1o be
in a phase of accelerating technalagical discovery, the impeact of
which is likely 1o be felt beyond the tradilionelly defined technology
sector including, amongst others, in the fields of healthcare, bioteck,
robofics, arificial intelligence, agriculure and allernative energy.
These themes ore developed in the Managers’ Review thot follows.

Concurrent with these economic changes, the interested investor hos
@ dozzling arroy of schemes and opportunisies to have money
managed in ever more exotic, ostensibly scientific — and often
expensive — manners, Yet it is for from clecr that any of these
approcches has, on o reasonably consistent basis, cutperformed the
entirely straight forward approach that Scattish Mortgage pursues,
Indeed, once high and often multiple levels of monagement fees are
taken inta account in these more complex approaches, it is rorely the
investor who comes oul in froat.

So, this is o good moment to reflect on wha! Scofiish Mortgage is
seeking to offer its shareholders: 99% of our equity exposure is
achieved by holding the shares of companies individually selected
by our Managers, es distinct from investing in other funds or
derivatives. Our cim is 1o provide a long lerm trensparent, low cost
ond rradeable investment vehicle which copiures exposure ta o
diversified porticlio of componies around the world, capable of
delivering returns that exceed both inflation and the morket average.
By any measure, our Managers have succeeded in recent years and
| know thet sharehelders will join me in congratutating them on their
confinuing success.

JOHN SCOTT
Chairman
12 May 2011

SCOTTISH MORTGAGE INVESTMENT TRUST PLC ISR




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
JPHS Scott

John Scott, the Chairman, is a former international investment
banker who maintains a number of interests in the investment trust
sector. John wos appointed a Director in 2001 and became
Chairman on 31 December 2009, He is o former executive director
of lozord Brothers & Co., Limited. During his twenty years with
lazard, he waos involved with the merchan! bank's corporate advisory
activities and its Asian businesses. He is currently a direcior of various
companies including Martin Currie Pacific Trust ple, JP Morgan
Claverhouse Investment Trust ple, Miller Insurence Services, Schrader
Japan Growth Fund plc and Alternative Asset Opportunities PCC
limited. In addition, he is chairman of Dunedin Income Growth
fnvestment Trust PLC and deputy chairman of Endace Limited.

MM Gray

Michael Gray, the Senior Independent Director, joined the Board
in 2004 after a successful career in printing and technelogy
industries where he gained valuable global business experience.
As chairman and chief executive he led the growth of McQueen
Infernational ever @ 17 yeor pericd as it evolved from being a
printing compony into a global enterprise providing a range of
suppert services to technology companies. On McGueen's
acguisition, he became senior vice president of Sykes Enterprises
Inc., a global NASDAG! guoted outsourcing services company.

He retired from Sykes in 1999 ond currently has many business,
community, charity and sporting interests and responsibilities
including being o member of the Advisory Board of The Winning
Scotlond Foundetion and of The Scottish Government’s Rural
Development Council.
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Professor JA Kay

John Kay has a distinguished record as an economist, academic,
author and commentator on business, government and economic
issues. John wos oppoinied a Director in 2008, he is o Visiling
Professor ot the london School of Economics, a director of low
Debenture Corporation p.l.c., Value and Income Trust PLC and @
member of the Scottish Government’s Council of Ecenomic Advisers.

FC McBain

Fiona McBain is chief executive of Scottish Friendly Assurance,

a Glasgow based and mutually owned financial services group
with over 500,000 policyholders. Fione was appointed a Director
in 2009. Before joining Scoflish Friendly in 1998, Fiona, a
chartered accountont, was employed by Prudential pic and Arthur
Young [now Ernst & Young] where she spent some time working
across o number of industry sectors, both in the UX and in the United
States. She is clso a director of the Associafion of Financicl Mutuals.

WG McQueen

Gordon McQueen, the Chairman of the Audit Committee,

brings to the Board first class financial and banking expertise,

os a former finance director of the Bank of Scotfand. Gordon was
appoinied a Director in 2001. Until 2003 he was an executive
director of HBOS plc, Bank of Scotland end Halifax ple, where his
main role was chief executive, Treosury. He is o direcior of |P
Maorgan Mid Cop Investment Trust ple and Shaftesbury PLC.




John Scott Michael Gray

Fiona McBain Gordon McQueen

Managers and Secretaries

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

Baillie Giffard & Co are one of the largest investment trust managers
in the UK and eurrently manoge eight invesiment trusts, Baillie Gifford
also manoge unit trusts and Open Ended Investment Compenies,
together with invesiment porticlios on behalf of pension funds,
charities and other institutional clients, both in the UK and overseas.
Funds uader the management or advice of Baillie Gifford total over
£74 billion at 31 March 2011 Based in Edinburgh, it is one of

the lecding privotely owned investment management firms in the UK,
with 35 periners and a staff of over 670.

The Manager of Scotiish Morigage's porifolio is James Anderson,
a pariner of Baillie Gifford, Head of Global Growth cnd o former
Chief Investment Officer. The Deputy Manager is Tom Sloter, clso a
member of Baillie Gifford's Global Grawth Team.

The firm of Baillie Gifford & Co is authorised and reguloted by
the Financiol Services Authority.

DIRECTORS AND MANAGERS

John Kay

Management Details

Baillie Gifford & Co are cppointed as investment managers and
secrefaries to the Company. The managemeni coniract can be
terminaled at six months' notice.

Management Fee

Baillie Gifford & Co's annual remuneration is 0.32% of total assets
less current liabilities (excluding short term borrowings for invesiment
purposes), calculated ond poyable on o quortery basis.

SCOTTISH MORTGAGE INVESTMENT TRUST PLC TENEEEEN




MANAGERS’ REVIEW

Managers’ Review

The global economy has seldom been stronger. The pace of
ecenomic change has never been grecter. We suspect that this will
only accelerale over the next decade. This has profound implications
far investors. Preoccupation with unpredictable short term oscillaticns
in economies and markels has opened up @ deep gulf between the
crucial deferminants of economic progress and speculafive
behoviour. It seems most unlikely that the future of the global
economy ond of intefigent siock selection lies in on ability 1o
ponlificate about Greek, Irish and Poriuguese debt. One of the
virlues of o global investment trust with access to long term capital
oughl to be its abilify lo franscend such fashions.

What happened in the year under review?

Once again the inexorable development of China is our siorting-
point. It seems 1o us that the tronsition from a lowcost exporting
behemath to a consumer of first resort and a crucible for innovative
corporate models was the key story of last year, Whilst we suggested
last year that this might eventually happen we are surprised by just
how fasl the change appears Io be cccurring. in the course of 2010
China become the home of the world's fastest computer, the world’s
fastest irain and the world's lorgest genome sequencing institute.
Most impariantly of all the stariling results obiained by the Shanghai
regicn in the OECD backed PISA educational survey revealed just
how quickly China is upgrading its human capitcl. This demends that
our mental models of the Chinese economy need constant revision,
This is directly relevant for our portfolio. After a year of extraordinary
shore price performance our largest holding is now the Chinese
internet search compony Baidu. It and our sixth largest equity position
in Tencent are representative of the dynomism, scale and nationcl
characteristics of the Chinese internet. Such companies are offering
challenges o the US business models that have been so dominart in
the inncvation of the last century.

Whilst the continving ascent of the Chinese economy has been the
dominant feature of the lost year the greatest surprise hes beer the
extroordinary revival of the German econcmy. This has received
remcrkably litle attenfion amidst the trovails of for smaller ond for
less sophisticated economies. Far years it has been popular to
belitle the virtues of the sober Germar approach in contrast o the
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glitz, leverage and inequalities so beloved of Anglo-American
finance capitalism. We do not fhink this is merely a moment of
simple cyclicel optimism. Fortified by o recent visil lo Berlin we
consider it fikely thot Germany can enjoy growih rates above 3%
for several years to came as the recovery broadens into increased
capital expenditure ond even consumplion. We think that German
industry has patienfly priced itself back into international
competitiveness, re-ofiened is rade towards rising nations ond
established enviable brand leadership in key seciors. Meanwhile
governments of bath left and right have maintained national fiscal
order whilsi the populace has resisted the lure of property inflation.
That many Germen banks have failed 1o operate with similar sense
is o persistent failure but one that is unlikely to undermine overall
prosperity. It seems to us that much of this follows the model of the
revival of Scandinavicn economies in the last 10 years after tough
struggles against debt ond compelitiveness problems. These
economies are now thriving. This oo appears sustainable. As yet
we hove been more successful in identifying individual corporate
successes in Sweden [Allas Copco once again) and Denmark
{Novozymes) than in Germany itself.

The decade ahead

Thus far we have described the world in fraditional national terms.
Whilst the current prospects of China and Germany juslify this
approach we suspect that the next decade will require @ gradual
refreat from such corvenient lobels. Scotiish Mortgoge has spent
much of the kest decade shifting from an indulgent home-market bias.
As lote as 2005 our four largest holdings were all UK listed
companies [none of which we now own nor regret selling).

We have succeeded in maving fo a genuinely global perspective
but the comparative simplicities of this beneficial change are now
showing signs of fraying. At one level there has clways been a
potential weakness: the fund manogement industry has o tendency 1o
link naticnal economic circumstances and corporate performance
more tightly than underlying reality permits. Such institulional biases
are confainable but the future seems likely to hold more sericus
chellenges to our current investment methodology.




1 Baidu

Pre-eminent Chinese internet search company.

Dominant cities

Corporate prospects are simulicneausly becaming more local ond
more global. This statement requires explanation. We are finding
that an increosing percentage of our invesiment ideas and holdings
are concentrated in o smaller and smaller number of cities {or at most
regions). Dramatic corporcte success seems fo be much more
frequently achieved in a limited number of locctions combining
openness to innovation, educational prowess, social liberalism and
occess to suppertive finance. If we can understand the way this
process seems to work and ideniify the 20-30 cifies thot are the key
exemplars then we stand a belter chance of investing successfully.
This does not mean that we will ignore other locations but it does
require us to comprehend the cultures of these cities rather than
seeking refuge in cutmoded generalizations such as ‘emerging
markefts.” In specific terms it is why we are in the process of opening
o Shanghai research office. It is also why if this experiment proves
successful we would be mere likely to look to replicate it in San
Francisco rather than in o more immediately obvious candidate city
like Rio de Janeiro.

The all-important pace of change

Whilst the origins of corporate wealth may well be dominated by

o comparatively small number of cities the speed and power of
technologicel chonge is likely to overwhelm such considerations. if
the current rates of exponential change continue (or even cecelerate)
in fiekds as diverse as genetics, robotics, dota availability,
nanotechnology and synthetic biology then the importance of
geography may be subsumed in greater challenges. Companies,
socielies and indeed humanity will be intensely strained by the pace
of change. Geographic boundaries may become relatively
meaningless. Machines are not concerned by geography. It will
almost cerainly be another blow lo believers in conventional risk
metrics. It will eventually defy belief that lorgeness and sofety were
once closely equated. Trogically BP and Tokyo Electric Power should
have given pause for thought amongst propenents of this notion in
2010-11 but there is litfle sign of such open-mindedness.

Our emphasis on the ferocious pace of change may well cppeor
abstruse ond abstact but we are already finding that the most critical

MANAGERS’ REVIEW

2 Atlos Copeo
Swedish engineering equipment.

characteristic to search for in our invesiment process is 0 management
mentality and business model flexibility that can thrive amidst rapidly
changing conditions. From Jeff Bezos and his conscious policy of
intense low cosl experimeniclion to exploit technological

improvemenis ai Amazon to the rethinking of sourcing policies that
has so aided the dramatic international expansion of Inditex (Zara) we
think thot such attitudes are the key 1o building competitive advantage
over the years chead. Relying on lecdership inertia wil fail,

Cloud computing

The combinotion of managerial excellence with cecelerating
technological progress has taken us in some new directions in recent
months. We have come 1o the view that coud computing now has the
ability both to cut costs and improve service levels oerass the corporate
and government sectors as expanded upon in the Trip Note that
follows this Review. This development is very likely 1o be at the cost of
traditional hardware and scltware gianis but presents very substantial
opportunities for new entrants. We hove gradually been building o
holding in sclestorce.com. Il seems te us 1o be the single company with
the breadth of product and ambition that might moke it the dominant
company in the industry over the next decade, We think that the
market preoccupalion with a high immediote multiple of eamings is
very myopic. We also admire the efforts of Rackspace to make itself
the highest service option within cloud outsourcing. It has done this
principally by thoughtful meotivation of employees including by share
opticns that are spread much more broadly than is commonly the case.

New directions in healthcare

A year ago we argued that healthcare was ripe for sweeping
change. We clso expressed frustration that we hod made limited
progress in identifying companies that could lead this transformetion.
We conlinue fo view the historic pharmoceutical and medical supply
companies as likely to be casuclties rather than beneficiaries of this
development. With healthcare providers finally proving less
generous, with research budgets ever more squeezed to maintain
eornings and with many of the supposed clinical advances of the
last decade looking increasingly questionable we think problems
abound. [nfernally these companies are viclims of their own immense
bureaucracies. We own none of them.

SCOTTISH MORTGAGE INVESTMENT TRUST PLC IFKEENG—_—




MANAGERS’ REVIEW

1 intuitive Surgical
Surgeon conscle used for rabotic surgery.
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To our relief we are now starting to find affractions in o different
group of healthcare companies. We have continued to add to our
holding in Intuitive Surgical {the robot surgery leader). It may make
the human surgeons seem quaint and redundant os the years go by.
We have recently started buying [Humina which is the dominant
supplier of tools for the genomics industry. This is a field where
progress in science and price is so rapid that we think it is mistoken
fo worry that thus for i has not delivered significant clinicel benefits.
Agair these ore both componies that are convinced of the need for
continying innovation and prepared fo spend boldly in pursuit of
continved leadership.

Condlusion

As should have become apparent we are increasingly disillusioned
by the dominant preoccupations and methodologies of the financial
services indusiry. We do not believe that lollowing the endless twists
and tums of mocroeconomic gyrations, querterly earnings or market
sentiment offers good odds of success. This is speculation not
investment. It surprises us how lilile the chaos of recent years has
deferred others from such highly competitive pursuits. We ore
delighted if others think that they can ploy these games more
successfully than history suggests. Instead we base our investment
inclinations on the comparatively prediclable forces of tlechnokegicel
chonge and the reemergence of grect civilizations. Since we
believe still mere strongly in the increasing power of these twin
forces than last year we once again suggest that the probability is
that if the Managers prove reasonably competent then the long term
prospects should be bright,

JAMES ANDERSON
Manager of Scottish Martgage
12 May 2011
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2 Hllyming
A globcl leader in gene sequencing systems.
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California/Arizona Trip Note

The most complex order management system that exists foday,
operafing a vast supply chain and distribution infrostructure, can be
used with grect ease. If you have ever shopped on Amazon.com
then you have already done it. Interacting with computer softwere
through a web browser is a model that has epplication well beyond
retaifing consumer gaods and is paving the way for ¢ sea change in
the [T work. The longstanding idea of delivering IT services remotely
tknown as Cloud Computing) is finclly tuming in to reclity and in the
process is creating some excifing investment opportunities.

With these changes in mind | went to Arizoro and Californio to
develop our thinking as to who the beneficiaries could be. The trip
also provided an apporiunity to meet a number of people from other
kaldings on the west coast of the Uniled States, o part of the world
that boasts some of the most innovative companies we can invest in.

Sclesforce.com is based in downtown San Francisco with offices
locking out onto the Bay Bridge and cakle cor station. It was
founded in 1999 by its lorgerthandife CEO Marc Benioff, a serial
enfrepreneur, author and philanthropist. Benicff set out fo altack the
behemoths of the enterprise software market such as SAP, Microsoft
and his former employer, Oracle. His approach has been to use the
Interret fo deliver o service, as apposed fo the traditional approach
of selling sofrware and an expensive implementation packoge. The
benelfit for consumers is that they can dromatically reduce their
computer hardware requirements and the associcted inhouse
management expertise. Eleven years later, salesforce.com's model
hos ottracted 83,000 customers. The compuler pawer required to
support this customer base is around 3% of what would be required
using o treditional hordware/software approach. We cannot
predict how much enterprise technology spending could one day
find its way onto salesforce.com’s plaiform but recent developments
have seen the company expanding weil beyond its original scles
mancgement remit and the opporlunity exists to become many times
larger than it is today.




1 salesforce.com
Pioneer in developing cloud computing.

Whilst the cost savings from this technology change represent o
maijor opportunity 1o increase efficiency in the corporate sector, it is
the potenlial far unleashing crealivity on @ much wider scale that
seems mos! exciting. When o company interacls wish its customers
through the Internet and the supporting IT infrastructure con be
outsourced, small businesses with a good idec con ochieve
ostonishing scale in a very short time. | met a number of young
businesses which cre not yet listed bul may, in the future, make it into
Scottish Mortgage's portfolic. Their achievements are quite different
from what we have seen before. Take Groupon, which is a focal
advertising and group shopping business. It had four hundred
subseribers in November 2008. Il now has over 65 million. This
growth weuld net hove been passible without the rapid sprecd of an
idea threugh the Internet combined with the ability to outsource all
the infrastucture required 1o suppert such o huge subscriber base to
anather company (in this case, Amozon.com’s web services
operation).

Cre striking aspect of the move 1o cloud computing is the way users
are taking matters into their own hands. It is no longer necessery 1o
commission a colleague in the IT department to buy in hardware
and sofiware and cenligure it before cne can starl experimenting.
Instead, users with limited technological knowledge can immediately
deploy powerful software, The subscription nature of these services
means limited upfront spending and the cost of experimentation is
vasily reduced. This should provide a boost to praductivity and it
also prompis us to change cur mental model of how competition in
technology works. We had previously believed that high switching
costs for customers would mean incumbent IT providers had an
enduring compefifive advantage. This now seems much less clear
and was, in part, behind the decision to sell our holdings in SAP
ond Cisco.

We think ihat in cloud compuling, os in many oreas, we can lecrn
from walching the actiens of those corporate leaders whase opinions
we respect. |t come as no surprise that Jeff Bezos, CEQ of Amazon,
was one of the first 1o identify this idea ond the opportunities it
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2 inditex
Zara’s, vio del Corso, Rome flagship store.

presenied. To understand how Amazon's web services business
works, if is necessary 1o step back and think about the infrastuciure
underlying the cloud computing model. Businesses shut down their
computer servers ond run their applications on pooled equipment in
remote locations. Nichalos Carr in his book “The Big Switch” draws
out the many parallels with the period one hundred years ago when
compenies stopped producing their own power and plugged into
the newly built electric grid. The economies of scale and efficiency
that this process preduced have direct relevance fo the changes in
compuling we are seeing todoy. The centralised power plants of the
eleciric grid have an equivalent in the vast data centres that are
required to supply the computing power for cloud-based
applicatians. Amazon has alreedy developed the software and
services fo run such facilities bosed on more thar a decade of work
for its own website. Il is able to deliver performance, reliability and
security on a very large scele which is what cloud-based
infrastructure requires. We are seeing a trend for young businesses
with no legacy IT systems, such as gomes producer Zynga and
movie dislributor Nefflix, choosing to use Amczon's services rather
than investing time and energy in building their own IT departments.

The other big phayer in the provision of cloud infrastructure is also
held within Scotiish Morigage's portiolio. Rackspace haos laken ©
different approach from Amazon. Where Amazon provides the nuss
and bolts for a customer to build their own system, Rackspace has
focused on providing o high level of service. Some companies will
embrace this new model and be comfortable using online tocls to
build their services, but others wilt find it more challenging and
require assistance. |t is this second group of business which
Rackspace is targeting. Excellent customer service has been
something of o rarity in the IT business: even Apple's inspirational
lecder, Steve Jobs, suggested we were holding our telephones
wrongly, rather than admitting there were problems with his product.
¥ Rackspace is able to deliver consistently in this arec then its
addressable market should be substantial.

SCOTTISH MORTGAGE INVESTMENT TRUST PLC EXEEEENGES
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1 First Solar
Ground mounted solar panels at Toledo Zoo, Chic.

Whilst the principal focus of the trip was on cloud computing, this
was also an opporlunity to follow up on outstanding questiens al
some of our other holdings. Google's headquarters {clso known as
the Googleplex} is o leaty 60 acre complex n Mounicin View
looking oul over San Francisco boy. The quirky campus with its free
bicycles, soler panels and life size replica of SpaceShipOne houses
one of the most innovative engineering businesses we have seen in
recent years, We think Google's growth potential remains significant
as the migration of advertising dollars lowards online fermats
continues and there remains a large gap batween consumption of
online media ond the associated advertising spend. Its culture seems
very unusual in the corporate world in that it is prepared o
experiment with new technologies and businesses withcut fear of
failure, even when that failure is very public. Amangst the company’s
experiments has been the development of an operating system for
mobile phones and this has turned out o be prescient. Google's
market share in smartphones has surged from a negligible level two
years ago to arcund 1/ 3rd of the US market 1oday. As the Internet
moves increasingly away from deskiop computers to mobile devices,
Goagle looks very well placed fo build o new and complementary
stream of profits.

The application of technology-driven productivity gains ko industries
thet have historically seen o slower pace of evolution is throwing up
some very inleresting opporlunities. One such creq is renewable
energy. We hove found it challenging 1o identify renewable energy
businesses Ihat posses susiainable competitive advanioges but think
one such is First Solor. As befits a soler panel manufecturer, First
Solar is located in the Soncran Desert, Arizona. Since 2004, the
company has reduced the cost of solar energy generation by over
20% per annum. The compounding effect of this is powerlul, with ¢
cumulative cost reduction aver that periad of 75%. With this kind of
progress, you do not have 1o look very far into the future 1o see an
end 1o subsidies for this technolagy and, with it, o fipping point in
usage. The solar industry is also achieving far grecter acceptance
with mainstream utilities, as illustrated by the imminent construction
project at Gila Bend, Arizona. This will be the largesi solar plani to
date with an oulput of 280MW, enough to pawer 77,000 homes.
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2 Novozymes

Novozymes' enzyme production in Kalundborg,
Denmark. Bioreactors iransform waste streams into
fertiliser which is then used by nearby farms.

However, this may well be dwarfed by First Solar’s plonned
installation in Ordos, Chine, with a memorandum of understonding
signed for a 2GW plant, equivalent in autput o a large coal or
nuclear generation facility,

We think the shift ‘o cloud compuling will become one of the more
important rends in technology over the coming yeors. This should
create significant opportunities for a number of companies, many of
which are located in he San Francisco bay ares. Innovation
continues 1o increcse the addressable market for many technology
businesses and we think this is o fertile area tor identifying ottractive
growing businesses.

TOM SLATER
Deputy Manager of Scottish Morigage
12 May 2011




THIRTY LARGEST EQUITY HOLDINGS AND EQUITY PERFORMANCE AT 31 MARCH 2011

Thirty Largest Equity Holdings and Equity Performance at 31 March 2011

Fair value Contribution Fair value
31 March Absclyte * Relative * 1o absolute 31 March
2011 % of total  performance performance performance 2010
Name Business £000 assets % % % £000
Baidu Ohnline search engine 172,596 6.9 118.2 101.4 5.3 77,278
Amazon.com Online resailer 167,061 6.7 255 15.8 2.1 120,009
PPR Luxury goods producer ond retailer 104,138 42 1.7 31 0.5 47,517
Alos Copco Engineering 101,279 4.0 65.3 52.5 2.6 83,831
Banco Santander Banking 84,357 3.4 (2.1 118.9} 0.4] 84,691
Tencent Holdings Internet service portal 83,026 3.3 14.7 58 0.5 30,900
Deere Farm machinery 72,557 29 56.4 443 1.5 47,030
First Solar Solar energy technology 63,624 2.5 24.0 14,4 0.5 30,640
Vale [CVRD) Iron ore ond nickel mining 58,576 2.4 27 {5.3] 0.1 58,268
Google Online search engine 49,369 2.0 2.2) (9.8 0.2) 47,770
Schiumberger Cil services 40,716 1.6 40.9 300 0.6 29,280
Telekomunikocjo Polska  Fixed ond mobile telecoms 39,726 1.6 13.7 AQ 0.5 26,050
Intuitive Surgicel Medical equipment 38,235 1.5 {8.5} {15.6) {0.2) 13,744
New Oriental Education
& Technology Education and training 37,832 1.5 10.7 2.2 0.2 34,118
Berkshire Hathaway Insurance 36,542 1.5 12.61 110.2} - 37,503
Garanii Bankasi Banking 35,449 14 4.1 [11.5) - 24,781
Meggitt Aerospace equipment and systems 34.45G 1.4 15.4 6.5 0.3 30,731
Nintendo Games consoles and software 34,334 1.4 121.6) 127.7) t.2) 71,650
Progressive Insurance Property and cosually insurance 33,629 1.3 10.7 2.1 0.2 37,106
Walgreen Pharmecy chain 32,561 1.3 4.3 13.8) {0.1) 43,022
ABB Electrenic and electrical equipment 32,095 1.3 7.0 (1.3] 0.1 30,747
Novozymes Enzyme manufacturer 32,088 1.3 32.0 218 0.5 24,441
Brown-Forman Wine ond spirits producer 31,688 1.3 11.9 3.3 0.2 29,384
Intertek Group Business sugport providers 29.75) 1.2 41.9 31.0 0.6 21,336
Whale Foods Market General retailer 28,G2¢ 1.1 728 594 0.6 16,773
Australio ond New
Zealand Banking Group Banking 27,922 [ 54 12.7) 0.1 27216
British American Tobocco  Tobacco 27,200 i1 15.5 6.6 0.3 24,694
KGHM Copper mining 26,560 1.1 651 52.3 0.4 34,170
Petrobras Cil producer 25,660 1.0 111.9) 118.7) 11.1] 108,260
Omnicom Advertising agency 25614 1.0 21.6 12.2 0.2 21,398
1,607,864 4.3 1,315,047

* Absolute ond relative performance hes been colculated on a total return basis over the period 1 April 2010 to 31 March 201 1. Absolute performanee is in sterling
terms; relative performance is against the benchmark: FTSE All Wodd Index (in steding terms).

Source: Baillie Gifford & Co/StatPro.

Past performance is not o guide 1o future performance.
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INVESTMENT CHANGES AND DISTRIBUTION OF PORTFOLIO

Investment Changes

Voluation at  Net acquisiticns,/ Appreciation/ Valuation at
31 March 2010 (disposals) |depreciation) 31 March 2011
£'000 £'000 £'000 £'000
Equities*:
North America 608,120 106,336 125,004 B32,460
South America 187,399 163,449 (21,870 102,080
Eurcpe
United Kingdom 239,290 {31,334) 31,553 239,518
Eurozone 185,991 20,899 {1,220 275,670
Developed Europe {non euro) 209,078 {67,705) 52,592 193,865
Rest of Eurcpe 131,787 7.876 12,881 152,544
Africo and the Middle East 11,854 - 798) 11,056
Asia
Ching 191,899 35,300 112,887 340,084
India 33,621 416 [1,139] 32,898
Jupan 83,436 125,077 (18,113) 40,246
Rest of Asia 99,595 {24,080] 15,113 90,628
Ausirclasic 27,916 - 6 27,922
Total equities 2,009,995 29,182 306,896 2,344,073
Sterling bonds 15,331 3,406 1,721 20,458
Eurc bonds 3,327 {2,019) 1,105 2,413
Brazilion bonds 101,836 - 15,471 117,307
Total bonds 120,494 1,387 18,297 140,178
Total invesimenis 2,130,489 30,549 325,193 2,486,251
Net liquId assets 24,096 (2,168) 1,099 16,027
Total assets 2,154,585 21,401 326,292 2,502,278

*Equities indude OFICs.

Distribution of Portfolio
Geographical 2011 {2010

ANNLIAL REPORT 2011

Sectoral 2011 {2010)

The figures cbove for total assels are made up of tolof net assels before deduction of debentures, long ond short term bonowings.




Classification of Investments

CLASSIFICATION OF INVESTMENTS

North South Africa and 2011 2010

Classification America  America Europe Middle East  Asia  Australosia Total Total
Equities™: % % % % % % % %
Cil ond Gos 1.6 1.0 0.6 - - - 3z 7.5
Oil and gos producers - 1.0 0.4 - - - 1.6 6.2
Qil equipment, services and distribution 1.6 - - - - - 1.6 1.3
Basic Materials 0.8 2.4 1.7 - - - 4.9 5.8
Chemicals 0.8 - 0.6 - - - 1.4 1.5
Mining - 2.4 1.1 - - - 3.5 4.3
Industrials 57 0.7 12.6 - 1.5 - 205 204
Aerospace and defence - - 2.4 - - - 2.4 2.5
General industrials 1.0 - - - - - 1.0 1.4
Electranic and electical equipment 1.8 - 1.5 - - - 3.3 1.6
Industrial engineering 29 - 6.8 - - - Q7 ¢.5
Support services - 0.7 1.9 - 1.5 - 4.1 5.4
Consumer Goods 1.3 - 20 - 25 - 58 9.5
Automobiles and parts - - 0.9 - 1.1 - 20 2.5
Beveroges 1.3 - - - - - 1.3 1.4
teisure goods - - - - i.4 - 1.4 3.3
Personal goods - - - - - - - 1.2
Tobaceo - - 1. - - - 1.1 1.1
Health Care 1.7 - 1.5 - - - 3.2 20
Health care equipment and services 1.5 - - - - - 1.5 0.6
Phormaceuticals and biotechnology 0.2 - 1.5 - - - 1.7 1.4
Consumer Services 121 - 6.0 - 1.2 - 19.3 14.2
Food and diug retailers 2.5 - 0.5 - - - 3.0 3.1
Generol retailers 8.6 - 5.5 - 0.6 - 4.7 Q7
Medio 1.0 - - - - - 1.0 1.0
Travel ond leisure - - - - 0.6 - 0.6 0.4
Telecommunicctions - - 2.2 - - - 2.2 2.4
Moabile telecommunications - - 2.2 - - - 2.2 2.4
Financials 2.8 - 69 0.4 2.6 1.1 13.8 16.4
Banks - - 58 0.4 0.5 ! 7.8 Q.9
Nonlife insuronce 28 - - - - - 2.8 3.4
Real estate - - - - - - - 0.5
Fincncial services - - 0.6 - 2. - 2.7 2.1
Open ended investment componies - - 0.5 - - - 0.5 07
Technology 7.6 - 1.0 - 12.3 ~ 20.9 149
Software and compuler services 3.0 - 0.7 - 1.6 - 15.3 10.0
Technology hardware and equipment 4.6 - 0.3 - 0.7 - 5.6 49
Total Equities* 336 4.1 3.5 0.4 20.1 1.1 93.8
Total Equities* - 2010 28.2 8.7 35.6 0.5 19.0 1.3 93.3
Bonds - 4.7 0.9 - - - 5.6 5.6
Net Liquid Assets 0.6 0.1 {0.2) - 0.1 - 0.6 1.1
Total Assets (before deduciicn of

debentures, long ond shorl term borrowings) 34.2 B.9 35.2 0.4 20.2 1.1 100.0
Totel Assels = 2010 28.2 13.5 7.4 0.5 181 1.3 100.0
Debentures, Long and Short Term

Borrowings (4.5} - {10.3} - - - (14.8) {14.6)
Shareholders’ Funds 29.7 8.9 24.9 0.4 202 1.1 85.2
Shareholders’ Funds - 2010 25.2 13.5 286 0.5 16.3 1.3 854
Number of equity investments* 27 3 M4 1 17 ¥ 83 73

*Inchuding OEICs.
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LIST OF INVESTMENTS

List of Investments as at 31 March 2011

Fair value % of total
Classification Name Business £'000 assels
North America
Qil equipmenl, services and
distribution Schlumberger Qil services 40,716 1.6
Chemicals Maonsanio Seed ond agricultural chemicals 20,727 0.8
General industrials Rockwell Automation Industrial qutomation providers 25,097 1.0
Electronic and electrical equipment Danaher Electronic ond electrical equipment 21,999
Flir Systems Infrered sensors 21,932
43,931 1.8
Industrial engineering Deere Farm machinery 72,557 2.9
Beveroges BrownForman Wine and spirits producer 31,988 1.3
Heclh care equipment ond services  Intuitive Surgical Medical equipment 38,235 1.5
Pharmaceuticals and bictechnology  lllumina Biotechnology equipment 5,170 0.2
Food and drug refeilers Walgreen Pharmacy chain 32,561
Whole Foods Market General retailer 28,929
61,490 2.5
General retailers Amazon.com Chline retailer 167,061
eBay Inlernet trading company 5,193
Home Depot Home improvement retailer 25,431
Opentable Electronic restaurant reservations 17,250
214,935 8.6
Media Omnicom Advertising agency 25,614 1.0
Nonlife insuronce Berkshire Hathoway Insurence 36,542
Progressive Insyrance Property and casually insurance 33,629
70,171 2.8
Financicl services WI Harper Fund* Venture capilal 1,248 -
Software and computer services Google Online search engine 49,369
Rackspace Hosting Cloud computing and hosting 11,850
salesforce.com Software 12,405
73,624 3.0
Technclogy hardware and equipment  Apgle Computer technology 22,585
F5 Networks Networking equipment 4,152
First Solor Soler energy technology 63,624
Linear Tech Integrated circuits 18,876
Riverbed Technology Telecommunications equipment 4,720
113,957 4.6
Total North American Equities 839,450 33.6
South America
Qil and gos producers Petrobras Qil producer 25,660 1.0
Mining Vale [CVRD) Iron ore and nickel mining 58,576 2.4
Suppoirt services America Latine logistica Raitway operator 17,844 0.7
Totol South American Equities 102,080 4.1
Europe
Qil and gas producers Gazprom Gas production and distribution ~ Russia 15,825 0.6
Chemicals BASF Chemicals — Germany 15,2645 0.6
Mining KGHM Copper mining - Poland 26,560 1.1
Aerospoce and defence Meggitt Aerospace equipment and systems — UK 34,450
Rolls Reyce Group Aerospace equipment provider ~ UK 24,760
59,210 2.4

*Denctes unlisted security.
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LIST OF INVESTMENTS

Fair value % of total
Clossification Name Business £000 assets
Europe {continued)
Elecironic and electrical equipment  ABB Electronic and electrical equipment -
Switzerlond 32,095
Greells Solor energy production = Germany 4,959
37,054 1.5
Industrial engineering Aggreko Power equipment retail — UK 18,014
Allos Copee Engineering — Sweden 101,279
Renishaw Electronic equipment — UK 21,865
Sandvik Engineering — Sweden 17,791
Vestas Windsystems Wind powes — Denmark 10,712
169,661 6.8
Support services Intertek Group Business support providers — UK 29,751
Serce Group Government outsourcing — UK 17,996
47747 1.9
Automabiles and parts Porsche Automchiles — Germany 23,452 0.9
Tobacco British American Tobacco Tabaceo — UK 27,200 1.1
Pharmaceuticals and biotechnology MNovozymes Enzyme manufacturer — Denmark 32,088
Teva Pharmaceuticals Generic pharmaceuticals — 1srael 4,878
36966 15
Food and drug retailers Jeronimo Martins Retailer — Portugal 11,588 0.5
General retailers Inchcope Moitor distributar — UK 8,645
Inditex Apparel retciler - Spain 24,320
PPR Luxury goads producer ond refailer - France 104,128
137,103 5.5
Mobile telecommunications Telekomunikacje Polsko Fixed and mobile telecoms — Poland 39,726
Telfonico ©O2 Czech Republic Fixed and mobile relecoms — Czech Republic 15,886
55,612 2.2
Banks Banco Santonder Bonking — Spain 84,357
Gaoranti Bankasi Bonking — Turkey 35,449
NBNKt Banking - UK 3,344
Standerd Chartered Banking - UK 21,425
144,575 5.8
Real estote Black Sec Property Fund Bulgarian property trust 250 -
Financial services Infermediate Cepitc| Group Mezzanine fincnee provider — UK 2,319
level E Maya Fund Artificial intelligence bosed algerithmic
irading - UK 5,429
14,748 0.4
Open ended investment companies  Boillie Gifford European Smaller
Companies Fund Small company fund 13,970 0.5
Software and computer services Autonomy Carp Enterprise software — UK 17,320 0.7
Technology hardware and equipment  Aixtron LED manufacturing equipment — Germony 7,591 0.3
Total European Equities 861,697 34.5
Africa and Middle East
Banks Stenderd Bank Group Banking 11,056 0.4
Total African and Middle East Equities 11,056 0.4
Asia
Support services New Crientel Educction & Techralogy  Education and troining - China 37,832 1.5
Auvomobiles and ports Astra International Autometive conglomerate - Indonesio 13,907
Herc Honda Moators Motoreyele and scooter manufacturer — India 14,208

28,115

1.1

tincludes o holding in warrants.
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LIST OF INVESTMENTS

Fair value % of total
Classification Name Business £000 assets
Asia [continued}
Leisure goods Nintenda Games consoles and sofiware — Jepan 34,334 1.4
General refailers Belle Internclicnol Footweer = Ching Q9,509
Rakuten Oprline retailer — Jopan 5,912
15,421 0.6
Travel and leisure Ctrip.com Travel agent — China 15,032 0.6
Banks China Merchants Bank Banking — China 12,137 0.5
Financicl services Hong Kong Exchanges and Clecring ~ Securilies exchange owner/operator =
Hong Kong 8,876
Housing Development Finance
Corpaoration Morgoge bank - India 18,690
Innovation Works Development Fund*  Investment company — China 1,219
Singopore Exchange Securities exchange awner/operatar —
Singapore 23,922
52,707 2.1
Software and computer services Baidu QOnline search engine — China 172,596
Taiwan Semiconductor Manufocturing  Semiconductor manufacturer — Taiwan 25,266
Tencent Holdings Internet service portal — Ching 83,026
Vanceirfo Technologies Computer services — China 8,735
289,623 [ )
Technclogy hardware and equipment  Samsung Electronics Electronics monufacturer — Karea 18,657 0.7
Total Asian Equities 503,858 201
Australasio
Banks Australic and New Zesland
Banking Group Banking 27,922 1.1
Total Austrafasian Equities 27,922 1.1
Total Equity Investments 2,346,073 93.8
Fixed Interest
Stering denominated Business Morigoge Finence FRN 2037 1,464
Business Morigage Finance FRN 2041 640
Business Moartgage Finance FRN 2045 1,792
Cairngorm Limited Closs E FRN 2016 2,214
Lloyd's of Londan 7.421% 2017 Perp 9,761
Pantheon International Participotions Unsecured Subordinated loon Nole” 4,587
20,458 0.8
Euro denomingted Semper Finance FRN 20061 1,971
Skye CLO Income Notes 2019 442
2,413 0.1
Brazilian rea! denominated Brozil CPl linked 2045 117,307 4.7
Total Fixed Interest 140,178 5.6
Total Investments 2,486,251 99.4
Net Liquid Assets 16,027 0.6
Totaf Assefs of Fair Value
{before deduction of debentures, long ond short term borrowings) 2,502,278 100.0

*Denotes unfisted security.
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TEN YEAR RECORD

Capital
Debenture Net Net
stocks, long Shareholders’ asset value asset value
Totol  aond short term  Shareholders’ funds per share * per share * Share Discount Discount
At ossels borrowings funds per share {fair} {par} price {fair) {por)
31 March £000 £/000 £/000 p P p p % %
2001 1,660,182 195,893 1,464,289 445.4 430.9 A47.5 377.0 12.5 15.8
20072 1,509,887 206,899 1,302,988 421.4 40¢.4 423.6 362.0 G.Q 12.9
2003 1,051,545 207,225 844,320 283.3 268.0 285.5 2345 12.5 17.9
2004 1,355,341 227,560 1,127,781 379.3 362.8 38i.5 305.0 159 201
2005# 1,455,704 213,083 1,242,621 420.4 398.8 422.6 3330 16.5 21.2
2006 1,985,162 231,809 1,753,353 60B.6 5841 6109 521.5 10.7 14.6
2007 2,045,515 275050 1,769 865 628.8 607 .1 631.0 542.0 10.7 141
2008 2,276,071 439,627 1,836,444 670.3 651.4 672.5 600.0 7.9 10.8
2009 1,398,270 317,933 1,080,337 397.1 383.8 399.3 353.0 8.0 11.6
2010 2,154 585 314,677 1,839,908 709.0 6928 711.2 60%.0 12.1 14.4
201 2,502,278 369,984 2,132,294 831.2 816.5 833.5 7420 2.1 1.0

-

y  Net asset volue per ordinary shere has been colculated after deducting long term botrowings at either par value ot fair volue [see nole 22, page 49).

T Discounl is the difference between Scottish Mortgage's quoted share price and its underlying net asset value wilh borrowings at either par value or fuir volue.
#  Restaled, investments valued at foir value thid) and dividends declared citer the year end no langer rected as a lickility at the year end. Figures prior to 2005
have not been restated for these chonges.
Revenue Gearing Ratios
Revenua Dividend paid
Available earnings per and proposed Total

Gross for ordinary ordinary per ordinary expense Actual Potential
Year to revenue sharehalders share § share [net] ratio § gearing § gearing *
31 March £:000 £'000 p [ p
2001 44,075 25,212 7.57 6.00 0.51 104 113
2002 36,377 2¢213 7.56 6.25 0.47 109 116
2003 33,909 22,597 7.43 6.60 0.49 113 125
2004 35,829 23,931 8.05 7.00 0.60 111 120
2005 35,456 21,809 7.37 7.35 0.52 110 117
2006 41,456 25,738 8.82 8.50 0.52 108 113
2007 45,522 27,817 9.80 9.50 0.49 110 116
2008 49,575 27,043 Q.79 10.30 0.51 118 124
2009 57,470 34,571 12.67 1t 12.30 tt 0.54 119 129
2010 49,174 30,200 11.18 11.30 0.52 109 117
201N 53,703 34,374 13.32 12.00 0.51 110 nz

t  The caleulation of eamings per ordinary share is bosed on the revenue from ordinary octivities after taxation ond the weighted average number of ordinary shores
in issue lexcluding frecsury shores) [see note 7, poge 39},

Ratio o iotal aperaling costs 1o overoge shareholders’ funds.

Total assets {including oll debt used for investment purposes! less all cosh and fixed interest securities {ex convertibles) divided by shareholders™ funds.

Total assets {including oll debt used for investment purposes| divided by shareholders' funds.

tt Includes a nomrecurring 1.5p per share from the reimbursement of previous years' VAT and ossocioted inferest thereon.

U

Cumulative Performance (taking 2001 as 100)

Net osset Revenue Dividend paid

value per Net osset Benchmark t1 Share price  earnings per  ond proposed Retail
At share value total total Shore total ordinary per ordinary price
31 March {par) return {par] #* Benchmork 11 refurn A4 price return A& share share [nel] index
2001 100 100 100 100 100 100 100 100 100
2002 @5 97 Q5 Q7 o8 100 100 104 102
2003 64 66 64 67 62 65 98 110 105
2004 85 92 80 86 81 88 106 1z 108
2005 G4 101 87 06 88 7 o7 123 111
2006 137 149 110 124 i38 155 17 142 114
2007 141 156 114 133 144 164 129 158 e
2008 150 170 110 131 159 185 129 172 124
2009 89 102 85 104 4 112 167 205 123
2010 159 188 122 155 162 197 148 188 129
201 186 224 129 1468 197 245 176 200 134
Compound annual refurns
5 yeor 6.4% 8.5% 3.2% 6.3% 7.3% 9.6% 8.0% 7.1% 3.3%
10 year 6.4% 8.4% 2.6% 5.3% 7.0% 9.4% 5.8% 7.2% 3.0%

AA - Source: Thomson Reuters Dotastreom.
11 On 1 April 2007 the Company chonged its benchmark from 50% FTSE AlFShare index and 50% FTSE Wodd ex UK Index (in sterfing ferms) to 100% FTSE All World
Index (in sterling terms). For the purpases of the above the returns on both benchmarks for their respective periods have been linked 1o form o single benchmark.

Past performance is not a guide to future performance.
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Directors’ Report

The Directors present their Report logether with the financial
statements of the Company for the yeor io 31 March 2011,

Business Review

Business and Status
The Company is an invesiment compony within the meaning of
section 833 of the Companies Act 20006.

The Company carries on business as an investment trust, It was
cpproved as an investment rust under section 1158 of the
Corporation Tax Act 2010 for the year ended 31 March 2010,
subject to matters that may arise from any subsequent enquiry by HM
Revenue and Custems into the Company’s tox return. In the opinion of
the Directors, the Company has subsequently conducted its affairs so
as to encble it 1o continue 1o seek such opproval.

Objective

Scottish Morigage corries on business as an investment Trust. The
investment ob'\eciive is to moximise total return, whilst also generating
real dividend growth, from ¢ focused and actively managed global
portfelic. The equity partfolio is relatively concentrated end
investments are chasen on their long term merils rather than with
reference to geogrophical asset allocation or the composition of an
index. The Company sims to achieve a greater relum thon the FISE
All World Index (in sterling terms) over a five year rolling period.

Investment Policy

Scottish Mortgage is a truly active fund and does not attempt 1o track
its benchmark index. Its objective is to maximise total refum, whitst
also generating real dividend growth, from @ focused and actively
managed global porifolio. Invesiments are chosen for inclusion
within the equity portlalio by locking closely at the merits of
individual companies in @ structured and rational fashion.

A global perspective is tuken. Asset allocalion is the oulcome of
stock selection and not arrived ot by making specilic weightings
io regions, industries or sectors. Achieving diversification is a
requirement when selecting investments but an unconstrained
approach is adopted and there are o fixed limits set as to
geographical, industry and sector exposure. Levels of diversity
achieved are monitored by the Board on a regular basis.

The number of equity holdings will typically range between
50 and 1CQ and are chosen from around the world,
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A long term investment harizon is observed and litlle ctention is paid
to short lerm market trends when deciding policy. This potient
approach allews market volatility to be exploited to shareholders’
long term advantoge. An average holding period for investments

of five years or more is targsted.

Investment may be made in fixed interes! securities, converlible
securities, funds, unquoted entities and other assefs based on the
individual investment cases. With prior approval of the Board, the
Company may use derivatives for the purpose of efficient porifolio
management [i.e. for the purpase of reducing, transferring or
elimincling Investment risk in its investment, including protection
against currency risk] and for investment purposes. The primary
investment focus is on equity investments predominanily with good
liquidity.

Exposures 1o ary one enlity cre menitored regularly by the Board.
Al the fime of investment the maximum exposure to any one halding
is limited 1o 8% of lofal assets. A maximum of 40% of lotal cssets
may be invested in holdings individually exceeding 3% of total
assets. These two restrictions de not apply to investment in unit frusts or
QEICs, investiments by way of righis issues or cerlain gavernment
bonds. The maximum permilted investment in other UK listed
investment companies in aggregate is 15% of gross assets.

Borrowings cre invested in equity markets when it is believed that
investment considerations merit the Company taking o geared
position to equities. Gearing levels, and the extent of equity gearing,
both in absolute terms and relctive 1o the peer group, are discussed
by the Board and Managers ot every Board meeting. The portion of
borrowings which is nol invasted in equities may be invested in fixed
interest securifies. Apart from in exceptional circumstances the
Company will not take out addilional borrewings if, ot the time of
borrowing, this takes the level of effeclive gearing beyond 130%
with net asset value calculated with borrowings at par value.

The berchmark is a reference point for judging performance and
emphatically is not a portiolio construction tool. The portfolio does
nol set out 1o reproduce the index and there will be periods when
performance diverges significanily from the benchmark. Performance
against the benchmark is assessed over a five year rolling term.

Details of investment sirategy and activity this yeor can be found in
the Chairmon’s Statement on pages 4 and 5 and the Managers’
Review on pages 8 to 2. A defailed analysis of the Company's
investment portfalic is set out on poges 1610 18.




Discount

The Board recognises thol it is in the long term interasts of shareho!ders
to monage discount velolility and believes that the prime driver of
discounts over the longer term is performance. The Bocrd does not
have a formal discount forget of which shares will be bought back
as it believes thot the anncuncement of specific targets is likely to
hinder rather than help the successful execution of @ buyback policy.
Fulure buybacks will be considered primarily by reference fo the
Company's discount relative 1o its peers.

During the year the Company bought back a ietal of 3,000,000
shares, all of which are held in treasury, increasing net asset value
per shore by O.14%. Between 1 Aprit 2011 and the date of this
report no further sheres have been bought back.

Performance

At eoch Bocrd meeting, the Direclors consider a numker of
performance measures 1o ossess the Compeny'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 lcfler
deducting borrowings at fair value];

* the movement in the share price;

*» the movement of net asset value ond share price performance
campared to the Benchmark;

* the discount [after deducting borrowings at fair value);
* the toftal expense rotio;

* eamings per share; and

* dividerd per share.

The one, five and fen year recerds of the KPls are shown on pages
1,2, 3and 15,

In addition to the cbove, the Board considers perfarmance against
clher companies within the AIC Global Growth Secor.

Results and Dividends

The net asset value per share (oher deducting borrowing at fair
volue] increased by 17.9% during the year, compared to an
increase in the benchmark of 5.7%; the discouni was 9. 1% at
31 March 2011,

The Board recommends a final dividend of 6.20p per crdinary
share which, together with the interim of 5.80p already paid, makes
a total of 12.00p for the year compered with 11.30p for the
previous year.

If approved, the recommended final dividend or the ordinary shares
will be paid on 4 July 2011 to shareholders on the register at the
close of business on 3 June 2011 . The ex-dividend date is 1 June
2011.

The Company's Registrars offer a Dividend Reinvestment Plan
{see page 50| ond the final date for elections for this dividend
is 13 Jure 2011,
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Borrowings

There cre four debentures in issue, clf of which are listed and quoted
on the london Stock Exchange and details of which are given on
poges 42, 48 and 49. |n oddition, multicurrency loan facilities are
in place which are also shown on poge 42,

During the year bank loans of US$9% million and £100 million
were renewed and a new two yeor €61 million facility entered Into.

The Company has an Aca Issuer Rating by Moody's,

Review of the Year and Future Trends
A review of the main fectures of the year and the investment outlock
is contained in the Chairman’s Statement and the Managers' Review
on pages 4, 5 and 8 lo 12 respectively.

Principal Risks and Uncertainties

The Company's assets consist mainly of listed securities and its
principal risks are Iherefore market related ond include market risk
[comprising currency risk, interest rate risk and other price risk|,
liquidity risk and credit risk. An explanation of those risks and how
they are managed is confained in note 22 1o the financial statements
on poges 45 to 49,

Ciher risks faced by the Company include the following:

Regulatory Risk — failure to comply with epplicable legal and
regulatory requirements could lead to suspension of the Company’s
Stock Exchange Listing, financial penaltias or o qualified audit
report. Breach of section 1158 of the Corperation Tax Act 2010,
[formerly section 842 [CTA 1988 could lead to the Company being
subject fo tax on capital gains. The Managers monitor investment
movements and the level of forecest income and expenditure to
ensure the provisions of section 1158 cre not breached. Beillie
Gifford’s heads of Business Risk & Interncl Audit and Regulatory Risk
provide regular reports lo the Audit Commitiee on Baillie Gifford's
monitoring programmes.,

Major regulatory change could impose unnecessary complicnce
burdens on the Company or threaten the viability of the investment
company siructure. In such circumstances represeniation is made to
ensure that the special circumstances of investment trusls are
recognised.

Operational/Financial Risk - failure of the Manogers' accounting
systems or those of ather third party service providers could lecd 1o
an incbility to provide accurate reporling and menitoring or a
misappropriation of assels. The Manoger has o comprehensive
business continuity plan which facilitates continued operation of the
business in the event of o service disruption or major disaster. The
Board reviews the Managers’ Report an Infernal Controls and the
reports by other key third party providers are reviewed by the
Manoger on behalf of the Board.

Discount Volatility — the discount ot which the Company's shares
irade can widen. The Board manitors the level of discount and the
Company has cutharity 1o buy back its own shares.

Gearing Risk — the Company may borrow money for investment
purposes. If the investments fall in volue, ony borrowings will magnify
the extent of this loss. If borrowing facilities are not rerewed, the
Company moy have to sell investments o repay borrowings.
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All boriowings require the prior approval of the Board and gearing
levels are discussed by the Boord ond Aanagers at every meeiing.
The majority of the Company's investments are in quoted securities
thot are readily realisable.

Employees
The Company has no employees.

Social and Community Issues

As an invesiment trust, the Company has no direct social or
community responsibilities. The Company, however, believes that
it is in the shareholders’ interests to consider environmental, sociol
and govemance factors when selecting and refcining investments.
Detcils of the Compeny’s policy on socially responsible investment
can be found under Corporcte Governance and Stewardship on

page 24.

Corporate Governance

The Boord is commitied to achieving ond demorstrating high
standords of Corporate Governance. This statement outlines how the
principles of The Combined Cade on Corporate Governance
published in 2008, (the ‘Combined Code’) ond the AIC Code cf
Corporate Governance {the ‘AIC Code’] were applied throughous
the financicl yeor.

Compliance

The Board confirms that the Campany has complied throughout the
year under review with the relevant provisions of the Combined
Code excepl that the Chairman of the Board is @ member of the
Audit Commitiee. The Boord believes it is appropriate for

Mr JPHS Scott to be o member of the Committee as he is considered
1o be independent and there cre no conflicts of interest,

The AIC Cade provides o framework of best practice for investment
companies, The Board is of the opinion thal the Company has
complied with the principles of the AIC Code.

The Board

The Board has overall responsibility for the Company's affairs. It has
o number of matiers reserved for ks approval including strategy,
investment policy, currency hedging, borrowings, gecring, freosury
matters, dividend and corporate governance policy. A separate
meeting devoted to strategy is held eoch yeor. The Booid also
ieviews the financial statements, investment transactions, revenue
budgets and performance. Full and timely information is provided
to the Board 1o enable the Boord to function effectively and 1o allow
Directors to discharge their responsibilities.

The Board comprises five Directors, ofl of whom ore nonexecutive.
The executive responsibility for invesiment management has been
delegoted 1o the Compeny's Managers and Secretaries, Baillie Gifford
& Co, ond, in the conlext of ¢ Board comprising only nonexeculive
Directors, there is no chief executive officer. Mr MM Gray is the
Senior Independent Director.

The Directors believe that the Boerd has ¢ balonce of skills and

experience that enables it to provide effective stralegic leadership ond
proper governance of the Compeny. Information about the Directors,
including their relevant experience, can be found on pages é and 7.

There is an agreed procedure for Direclors fo seek independent
professional advice, if necessary, at the Company's expense.
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Terms of Appointment

The terms and conditions of Direcicrs’ oppointments are set aut in
formal letters of appointment. The letters of appointment are
ovailable for inspectian an request.

Under the provisions of the Compony's Articles of Assaciation, a
Direclor oppointed during the year is required lo refire and seek
election by shareholders af the next Annucl General Meeting.
Directors are required to submil themselves for reelection ot least
once every three years and Directors who have served for more
than nine years offer themselves for reelection annudlly.

Independence of Directors

All the Direciors cre considered by the Board 1o be independent
of the Manogers and free of any business or other relationship that
could interfere with the exercise of their independent judgement.

M JPHS Scott and Mr WG McQueen, who have served on the
Board for more than nine years, offer themselves for reelection
annually,

The Direciors recognise the value of progressive refreshing of,
and succession plonning for, company boards and the Board's
composition is reviewed annuclly. However, the Board is of the
view that leagth of service will not necessarily compromise the
independence or contibuticn of directors of an investment fryst
company, where continuity and experience can be a benelit io
the board. The Board concurs with the view expressed in the AIC
Code that long-serving Cirectars should not be prevented from
being considered as independent.

Following formel performance evaluction, the Bocrd has concluded
that, notwithstanding their length of service, Mr JPHS Scoft and M
WG McQueen continue to demonstrate independence of character
and judgement and their skills and experience are a benefit to the
Board.

Meetings

There is an annual cycle of Bocrd meetings which is designed to
oddress, in a systematic way, overcll sirategy, review of investment
policy, investment performonce, marketing, revenue budgels,
dividend policy and communicofion with shareholders. The Board
considers thal it meets sufficiently regulorly o discharge its duties
effectively, The table below shows the attendance record for the
Boerd and Committee Meetings held during the year, The Annual
General Meseting was altended by all Direclors serving at that dete,

Directors’ Attendance at Meetings

Audit Nomination

Board Commitee Committee
Number of meetings é 2 2
IPHS Scott 6 2 2
MM Groy o] 2 2
Professor JA Kay 5 2 2
FC McBain 5 1 2
WG McQueen 6 2 2




Nomination Committee

The Nomination Committee consists of the independent nonexecutive
Directors and the Chairman of the Board is Chairman of the
Committee. The Commitiee meets on an annual basis and o

such other fimes as may be required. The Committee has written
terms of reference which include reviewing the Board, identifying
and nominafing new candidates for appaintment Io the Board,
Bourd cppraisal, succession planning and taining, The Committee
also considers whether Directors should be recommended for
reelection by shareholders. The Committee is responsible for
considering Directors’ potenticl conflicts of interest and for mcking
recommendations to the Boord on whether or not the potential
conflicts should be outhorised. The terms of reference are available
on request from the Company and on the Company's website:
www.scoltishmortgageit.com.

Performance Evaluation

The Nominalion Commitiee met to assess the performance of the
Chairman, each Direcior, the Board as a whole and its Commitiees.
Prior 1o the meeting each Director compleled on evaluation form
which they discussed individually with the Chairman. The appraisal
of the Cheirman was led by Mr MM Gray.

The opproisals considered, amongst other criteria, the balance of
skills of the Board, the contribution of individual Directors, the overcll
competency and effectiveness of the Board and its Committees and
the continuing professioral development undertaken by Directors
during the year. Following this process it was concluded that the
performance of ecch Director, the Chairman, the Board and its
Commitiees continues 1o be effective and each Direclor ond the
Chairman remains committed 1o the Company.

A review of the Chairmon’s ond other Directors’ commitments wes
carried out and the Nomination Committee is satisfied that they cre
capable of devoting sufficient time to the Compony. There were

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

Induction and Training

New Directors are provided with an induciion piograrmme which is
tailored 1o the particular circumsiances of the appointee. Regulor
briefings are provided on chonges in regulatory requirements that
could offect the Company end Directors. The Direclors receive other
fraining s necessary.

Remuneration

As all the Directors are nonexecutive, there is no requirement for @
separgle remunarction commites, Ditectars’ fees are considered by
the Boord os a whole within the Timils opproved by shareholders.
The Company’s pelicy on remuneration is sef cut in the Directors’
Remureration Report on poges 28 and 29.

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 internal contrals is designed 1o manage rather than
eliminate risk and can only provide reosoncble but not absolute
assurance against material misstaternent or loss.

The Board confirms that there is a process for identifying, evaluating
and managing the sigrificant risks faced by the Company in
accordance with the guidance ‘internal Contrcl: Revised Guidance
for Directars an the Combined Code'.
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The Directors confirm that they have reviewed the effectiveness of the
systen and they hove procedures in place to review ifs effectiveness
on a regulor basis. No significant weaknesses were identified in the
year under review,

The practical measures to ensure compliance with regulation ond
company low, and to provide effective and efficient operations and
investment manogement, have been delegated 1o the Managers and
Secretaries, Baillie Gifford & Co, under the lerms of the
Management Agresment, The proctical measures in relation to the
design, implementation and maintenance of control policies and
procedures to safeguard the assets of the Company and to manage
its affairs properly, including the maintenance of effeciive operctional
and compliance controls and risk menagement have also been
delegcted to Baillie Gifford & Co. The Bocrd acknowledges its
responsibililies fo supervise and control the discharge by the
Managers and Secrelories of their obligations.

The Baillie Gifford & Co heads of Business Risk & Internal Audit and
Regulatory Risk provide the Board with regular reporis on Baillie
Giftord & Co's monitoring programmes. The repotting procedures
for these departments cre defined and formalised within a service
level agreement. Baillie Gifford & Co conduct an annual review
of their system of internal controls which is documented within an
internal conlrols report which complies with Technical Release
AAF 01/06 - Assurance Reports on Internal Contrals of Service
Organisations mode avoilable to Third Parties. This report is
independently reviewed by Baillie Gifford & Ca’s cuditor and

a copy is submitted to the Board,

The Company's investments are segregated from those of Baillie
Gifford & Co ond their other clients through the appointment of
The Bank of New York Mellon as independent cusicdian of the
Company's invesiments.

A detailed risk map is prepared which identifies the significant risks
faced by the Company ond the key controls employed to manage
these risks,

These procedures ensure that consideration is given regularly ta the
nature and extent of the risks facing the Company and thot they are
being actively morilored. Where changes in risk have been
identified during the year they also provide ¢ mechanism to cssess
whether further action is required to manage the risks idenfified. The
Board confirms that these procedures hove been in place throughout
the Compony's financicl year and continue to be in place up to the
date of approval of this Report.

Internal Audit

The Audit Commitiee carries out on annual review of the need for an
internal audit function. The Commitiee continues to believe thet the
complicnce and internal control systems and the internal audit
function in place within the Managers and Secretories provide
sufficient assurance that o sound system of internal control, which
safeguards shareholders’ investment and the Campany’s asses,

is mainfained. An infernal audit funclion, specific ic the Company,

is therefore considered unnecessary.

Accountability and Audit
The respective responsibililies of the Directors and the Auditor in
connection with the Financial Stalements are sel out on pages 30

and 31.
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Going Concern

In accordance with the Financial Reporting Council’s guidance on
going concern and liguidity risk, the Directors have undertaken a
rigorous review of the Company’s ability o conlinue as o going
concern. The Company's principal risks are market related and
include market risk, liguidity risk and credit risk. An explanation of
these risks and how they are managed is confained in note 22 to
the financial stotements.

The Company's assets, the majority of which are investments in quoted
securities which are recdily redlisable, exceed its lichilities significanily.
The Board opproves barrowing limits and reviews regularly the
amount of any borrowings and compliance with banking covenants.
The US$99 million loon from The Bank of New York Mellon hos been
renewed for o further year, the £100 million mult-<uriency locn from
ING N.V. was replaced with ¢ one year £100 million mulicurrency
loen facility from Uoyds TSB Bank plc ond @ iwo yeor €61 million
facility was arranged with The Royal Bank of Scefland ple.
Accordingly, the financial stotements have been prepared on the
going concemn bosis as it is the Directors’ opinion that the Company
will contirue in operational existence for the foreseeable future.

Audit Committee

An Audit Commitiee has been established consisting of cll Directors.
Its outhorily and duties are clearly defined within its written terms of
reference, which cre available on request from the Campeny and
on the Company's website: www.scottishmortgageit.com. As the
Boord believes that Mr JPHS Scott is independent and that there are
ne conflicts of interest, the Board considers it opprogricte for

M JPHS Scott to be a member of the Audit Committee. Mr WG
McQueen is Chairman of the Audit Commitee. The Caommittee’s
responsibilities which were dischorged during the year include:

* monitoring ond reviewing the integrity of the halfyeory and
annual finoncicl statemenis ond any formel announcements
relaling to the Company's financial performance;

* jeviewing slondards of internal control and risk management;

& making recommendotions to the Board in relation to the
oppoiniment of the external cuditor and approving the
remuneration and terms of their engagement;

* developing and implementing policy on the engogement
of the external auditor to supply non-oudit services;

* reviewing and monitaring the independence, objectivity and
effectiveness of the external auditor;

* reviewing the arrangements in ploce within Baillie Gifford &
Co whereby its sicff may, in confidence, raise concerns about
possible improprieties in malters of financial reporting or ather
matiers insofar as they may cffect the Compeny;

* reviewing the terms of the Invesiment Moncgement Agreement;
and

s considering annuolly whether there is a need for the Company
to have its own infernal audit funcion.

KPMG Audit Plc are engaged os the Company's Auditor. Having
considered the experience and lenure of the cudit pariner and stafi
ond the nature of services provided, the Committee remains satisfied
with the Auditor’s effectiveness. The cudit poriners respansible for the
oudit are rotaled every 5 years and the current lead partner has
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been in place for 5 years. Accordingly, @ new lecd audit partner
has been appointed for next year. There are no contractual
obligations resiricting the Company's choice of external cuditor.

The Commitiee receives confirmation from the auditor that they have
complied with the relevant UK professional and regulctory
requirements on independence. Nonraudil fees for the yeor o

31 March 2011 were £620 and related 1o the certification of
financial information for the debenture trysiees. The Committee does
not believe thot this has impaired the Auditor’s independence.

Relations with Shareholders

The Board ploces great importance on communication with
shoreholders. The Company's Managers meet regularly with
instituional shareholders and report shareholders’ views to the
Bocrd. The Chairman is available to meet with shareholders as
appropricte. Shareholders wishing o communicate with any
members of the Board may do so by writing fo them at the
Company’s registered office.

The Company’s Annual General Meefing provides a forum for
communication with all shareholders. The level of proxies lodged for
each resolution is announced of the Meeling and is published on the
Company's websile: www.scottishmortgageit.com subsequent to
the meeting. The notice period for the Annual General Meeting is at
least twenty working days.

Shareholders and potentiol investors may obisin upte-date information
on the Company’s website: www.scottishmortgageit.com.

Corporate Governance and Stewardship

The Company has given discretionary voting powers to the
Investment Managers, Baillie Gifford & Co, The Monagers vole
ogainst resclutions they consider may damage shareholders' rights or
economic interests.

The Compony believes that it is in the shareholders’ interests to
consider environmental, social and governance {'ESG') foctars when
selecting and retaining investments and have asked the Maragers to
take these issues into account as long as the investment obijectives are
not compromised. The Mancgers do not exclude companies from their
investment universe purely on the grounds of ESG faciors but adopt o
positive engagement approach whereby motters are discussed with
monagement with the aim of improving the relevant policies and
management systems and enabling the Maragers to consider how
ESG factors could impact long lerm investment retums. The Managers'
Statement of Compliance with the UK Stewardship Code can be
found on the Monagers' websile ot www. bailligifford.com. The
Managers’ policy has been reviewed ond endorsed by the Board,

The Managers are signatories of the United Nations Principles for
Responsible Investment and the Carben Disclosure Project.

Conflicts of Interest

Each Direcior submits a list of potential conflicts of interest to the
Nomination Committee on an annual basis. The Committee
considers these carefully, taking into account the circumstances
surrounding them, and mckes o recommendation to the Board

on whether or not the potential conflicts should be authorised,
Board authorisction is for a period of one year. Hoving cansidered
the lists of potenticl conflicts there were no situations which gave
rise to o direct or indirect interest of o Director which conflicted
with the interests of the Company.




Investment Managers

The Board os o whole fulfils the funclion of the Management
Engogement Committee. An Investmenl Management Agreement
between the Company and Baillie Gifford & Co sets out the matters
over which the Managers have authority in occordance with the
policies and directians of, cnd subject fo restrictions imposed by,
the Board. The notice period for terminating the Management
Agreement is six manths. Careful consideration hos been given by
the Board os 1o the basis on which the mancgement fee is chorged.
The Board considers that maintoining a low totol expense ratio is in
the best interests of all shareholders os lower costs mean higher
returns, particularly when compounded over long periods. The Boerd
is clso of the view that calculating the fee with reference to
performance would be unlikely to exer: a positive influence cver the
long term performance. Deicils of the fee arrangements with Baillie
Gifford & Co are shown an page 37.

The Board considers the Company's invesiment management and
secretarial arrangements on an ongoing basis and o formal review
is conducted annuolly. The Board considers, amongst others, the
following topics in its review: the quality of the personnel assigned
to handle the Company's offairs; the investment process and the
results achieved to dale; the administrative services provided by the
Secretaries and the marketing efforts undertaken by the Managers.
Following the most recent review, it is the opinion of the Direciors
that the continuing appointment of Baitlie Gifford & Co as
Managers, on the terms ogreed, is in the interests of shareholders
as a whole,

Directors’ Interests

Ordinary 25p  Ordinary 25p

Nature shares held at shares held ot

Name of interest 31 March 2011 31 Morch 2010
|PHS Scott Beneficial 37,322 34,398
MM Gray Beneficial 150,000 150,000
Nen-beneficial 12,500 12,500

Professar JA Koy Beneficial 5,000 5,000
FC McBain Beneficial 1,115 1,069
WG McQlueen Beneficial 1,500 1,500

The Directors at the year end, and their interests in the Company, were
as shown above. There have been na changes inlimated in the Directors’
interests up to 11 May 201 1.

Directors

Mr JPHS Scott and Mr WG McQueen having served for more than
nine years offer themselves for re-election annually. Mr MM Gray,
having served three years since he waos last elected to the Boord will
be refiring ond offering himself for re-election at the Annucl General
Meeting.

Following formal performance evaluation, the Board cansiders that
the performence of Mr JPHS Scott, Mr WG McQueen and Mr MM
Gray conlinues 1o be effective and each remains committed lo the
Company. Their contribution 1o the Board is greatly valued and the
Board recommends their reeleciion to shareholders.
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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 party, other than the Company, for negligence, defouli or
breach of trust or duty. The Directors are not indemnified in respect of
liabilities to the Company, any regulatory or criminal fines, any casts
incurred Tn connection with criminal proceedings in which the
Director is convicled or civil proceedings brought by the Company in
which judgement is given against him/her. In addition, the indemnity
does not apply to any liabilily to the exient thai it is recovered from
another person.

The Compony also maintains Directors” and Officers’ liability
insurance.
Major Interests in the Company’s Shares

No. of ordinary
25p shares held

% of

Name issue *

21,396,981 8.3
13,400,000 572
10,847,845 4.2

BlackRock Inc (Indirect)
D.C. Thomsen & Company limited (Direct)
legal & General Group Pk [Direct]

The above informetion has been intimated 1o the Compaony os ot
Vi May 201 1.

*Qrdinary shares in issve excluding treasury shares.

Share Capital

Capital Structure

The Company's capital structure as ol 31 March 2011 consists

of 284,346, 1 76 ordincry shares of 25p each, of which
256,519,897 cre dllotted and fully paid and 27,826,279 are
held in treasury, There are no reskictions concerning the holding or
transfer of the Company's ordinary shares and there are no specicl
righls atiached to any of the shores.

Dividends

The ordinary shares carry o right to receive dividends. Interim
dividends are determined by the Directars, whereas the proposed
final dividend is subject to shargholder approval.

Capital Entitlement

On a winding up, after meeting the liakilities of the Comparny, the
surplus ossets will be paid o ordinary shareholders in proportion to
their shareholdings.

Voting

Eack ordinary shareholder present in person or by proxy is entilled
fo one vote on o show of hands and, on a poll, to ene vote for
every share held,

Information on the deadlines for proxy appeintments con be found
on poges 55 ond 56.

Purchase of Shares

During the year 1o 21 March 2011 the Company bought back
3,000,000 ordinary shares (nomina! value £750,000), or the
london Stock Exchange, all of which are held in trecsury. The tofal
consideration for these shares was £20,215,000. Between 1 April
2011 ond the date of this repart no further shares have been bought
back. At 31 March 2011 the Company held 27,826,279 treasury
shares,
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The principel reasons for such shere buy backs are:

lil to monage imbalonces between the supply of and the demand
for the Company's shares which moy exacerbate any discount
of the quoted market price to the published net asset value per
share; and

fii] to enhance net asset value for confinuing shareholders by
purchasing sheres at a discount o the prevailing nel asset value.

The shores in question were purchased ot a price (ofter ollowing for
costs} below the net asset value. As o result of such purchases the net
asset value of the Company has increased by approximately 0.14%.
The current authority of the Company to make morket purchoses of
up lo 14.99% of the issued ordinory shares (excluding treasury
shares! expires of the end of the Annual General Meeting.

Resolution 9, which is being proposed as o special resolufion,
seeks o renew the Company’s outhorily to mcke market purchases
of its own ardinary shares for cancellation or to be held in treasury.
The Company may hold bought back shares in ireasury and then:

fol sell such shares [or any of them| for cosh for its equivalent under
the 2006 Act; or

[b) cencel such shares [or any of them).

Shores will anly be re-sold from treasury ot [or at o premium to} the
net asset value per ordinary share.

Treasury shares do not receive disiributions and the Company wil
not be entitled to exercise the voting rights attaching to them.

The Direciors are seeking shareholders’ opproval at the Annual
General Meeling o renew the authority to purchase up to 14.99%
of the Company’s ordinary shares in issue {excluding treasury shares)
ot the date of the passing of the resolution, such authority to expire ot
the Anrual General Meeting of the Company to be held in 2012,
Any such shares purchased shall either be concelled or held in
ireasury. Under the Listing Rules of the UK Listing Authority of the
Finencial Services Authority, the moximum price {exclusive of
expenses) that may be paid on the exercise of the authority shell be
an amount equal to

the higher of:

[l 5 per cent above the average closing price on the london
Stock Exchange of an ordinary shore over the five business days
immediately preceding the date of purchase; and

[ii} the higher of the price &f the last independent Irade and the
highest current independent bid os stipulated by Article 5(1) of
Commission Regulation (EC) 22 December 2003 implemeniing
the Market Abuse Directive as regards exemptions for buy back
programmes and stabilisation of financial instruments {Na.

2273/2003).

The minimum price {ogain exclusive of expenses| that may be
poid will be 25p per share. Purchoses of shares will be made
within guidelines esiablished, frem time to time, by the Boord.
The Company does not have any warrants or options in issue.
Your attention is drawn to Special Resolution 9, in the Notice of
Annual General Meetfing.

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 shoreholders and if it is in the best inierests of shoreholders
generally.
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Authority to Allot Shares and Disapply

Pre-emption Rights

Resolution 10, which is being proposed as ¢ special resolution,
seeks lo give the Directors power to sell ordinary shares held in
trecsury [see above) for cash up to a maximum of £6,412,997 in
aggregate (representing 10% of the issued ardinary shore capital
{exclucing treasury shares) of the Company as ot 11 May 2011)
without first being required to offer such shares 10 existing
shareholders pro reto to their existing holdings.

This power will last until the Annual General Meeting of the
Company to be held in 2012.

The Directors consider that the power proposed to be granted by
Resolution 10 is odvanlageous should the shares trade at o premium
to net asset valve and natural liquidity is uncble 1o meet demand.
The Directors do not intend to use this power to sell shares on a non
preemptive basis at a discount to net asset vaolue.

Af 11 May 2011 the Company held 27,826,279 treasury shares,
representing 10.8% of the ordinary shores in issue {excluding
heasury shares).

The Directors believe hat gronfing the power to sell treasury shares
in the above circumstcnces is in the best interesis of shareholders as
¢ whole and recommend that sharehalders vote in favour of the
resolution.

Articles of Association

Article 108 of the Company's Articles of Association provides that
the fees paid to, ond benefits in kind received by, the Chairman for
his services in such office and the fees poid to, and benefis in kind
received by, a Director for his services in such office should not
exceed in aggregate £45,000 ond in aggregate £30,000 per
annum respectively or such higher amounts as the Company may
from time to time by ordinary resolution determine. The Chairmen's
current fee is £36,000 and each Director’s fee is currently £24,000
with an additional £3,000 for the Chairman of the Audit
Commitiee. The Board hos concluded thot following a review of the
level of Directors’ fees during the year, fees should be increased to
£40,000 for the Chairman and £27,000 for each Director with the
additional fee of £3,000 for the Chairman of the Audit Commitiee.
It is also proposed that the Articles be cmended to replace the
maximum amount per annum that the Direclors may be paid
individually with the provision that in aggregate the maximum level
of Directors' fees are not to exceed £300,000 per annum, or such
higher cmount as the Company may by ordinary resolution
determine, Accordingly, Resolution 11, is being proposed in the
Natice of Annual General Meeling.

A copy of the proposed new Articles of Association of the Company
will be ovailable lor inspection ot the offices of Dickson Minto W.S.,
Broadgate Tower, 20 Primrose Street, Londen EC2A 2EW and at
the registered office of the Company, Callon Square, | Greenside
Row, Edinburgh EH1 3AN during nermal business hours on any
week day {Saturdays, Sundays and public holidays excepted] from
the dale of the nolice of the Annual General Meeling [the ‘Nolice')
until the conclusion of the Annual Genercl Meeting.




Recommendation
The Board unanimausly recommends you to vote in favour of the
resclufions to be proposed ot the Anrual General Meelfing.

Creditor Payment Policy

It is the Company’s poyment policy fer the forthcoming financial year
to obtain the best terms for all business. In general, the Company
ogrees with its suppliers the terms on which business will take place
and it is ifs policy to abide by these terms. The Company had no
rrade creditors at 31 March 2011 or 2010,

Disclosure of Information to the Auditor

The Directors who held office at the date of approval of this Directors’
Repori canfirm that, so far as they are each aware, there is no relevant
audit informaticn of which the Company's Auditor is unaware and
ihe Directors hove foken all the steps that they ought to have fcken as
Directors in order t¢ make themselves awere of any relevant audit
information and to establish that the Company's Auditor is aware of
that information.

Independent Auditor

The Auditor, KPMG Audit Plc, is willing to confinue in office

and, in accordance with section 489 and section 491(i) of the
Companies Act 2006, resolutions concerning their reappeintment
and remuneraticn will be submitted to the Annuok General Mesfing.

JCOHN SCOTT
Chairman
12 May 2011

DIRECTORS' REPORT
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DIRECTORS’ REMUNERATION REPORT

Directors’ Remuneration Report

The Board has prepared this report in accordance with the
requirements of the Companies Act 2006. An ordinary resolution
for the cpproval of this report will be put 1o the members ot the
forthcoming Annual General Meeling.

The law requires the Company's auditor to audit certcin of the
disclosures provided. Where disclosures have been audited, they
are indicated as such. The Auditor’s opinion s included in their
report on page 31.

Remuneration Committee

The Company has five Direclors, alf of whom are non-executive.
There is no separcte Remunerction Commiltee and the Board as
a whole considers changes to 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 Boord's policy is that the remuneration of Directors should be
set at ¢ reasonable level that is commensurate with the duties and
responsibilities of the role and consistent with the requirement o
aitract and relain Direclors of the appropriate quality and
experience. i should olso reflect the experience of the Boord s o
whole, be fair and should toke account of the level of fees paid by
comparable invesiment trusts, This policy wilt continue fer the year
ending 31 March 2012 and subsequent years.

The fees for the norexecutive Directors are determined within the
limits sef cut in the Company's Arficles of Association. Currently the
remuneration paid o the Chairman shall not exceed £45,000 per
annum and Directors’ remuneration shall not exceed £30,000 per
annum per Director. Shareholders’ approval to amend Arficle 108 in
order that in aggregate the maximum level of Directors’ fees are not
fo exceed £300,000 per annum or such lorger amount os the
Compary may by ordinary resolution determine is being sought o
the forthcoming Annual General Meeting (see Resolution 11 on
poge 55}. Non-executive Directors are not eligible for any other
remuneration apart from the reimbursement of allowable expenses.

ANNUAL REPORT 2011

The Board carried out o review of the lavel of Directors' fees during
the year, and concluded that the fees should be increcsed from
£36,000 to £40,000 for the Chairman and frem £24,000 to
£27,000 for each Director, with the additional fee for the Chairman
of the Audit Commitiee being held at £3,000. The increase to be
effective from 1 April 2011,

Directors’ Remuneration for the Year (audited)

2011 2010
Name £ £
JPHS Scott {Chairman} 36,000 27,000
Sir Donald MacKay
{retired 31 December 2009) - 27.000
GA Ball (retired 25 June 2009) - 5.644
MM Gray 24,000 24,000
Professor JA Kay 24,000 24,000
FC McBain 24,000 24,000
WG McQueen [Audit Committee Chairman) 27000 27,000
lord Strathclyde {retired 28 February 2010) - 22000
135,000 180,644

The Directors who served during the vear received the above
remuneration in the form of lees.

Directors’ Service Contracts

It is the Board's policy that nore of the Directors has a service
contracl. All of the Directors have been provided with oppointment
lefters and the terms of their appointment provide that a Director
shall retire and be subject to reelection ot the first Annual General
Meeting after their appointment. Thereafter, Directors are obliged to
refire by rofatien and, if they wish, to offer themselves for reelection,
no longer than every three years after that. Any Director who has
served on the Bocrd for more thon nine years will submit themsell
for reelection annually. There is no notice period and no provision
for compensation upon early termination of oppoinment.




Directors’ Service Details

Name

Date of
appointment

Due date for
re-election

JPHS Scott

MM Gray
Professor JA Kay
FC McBain
WG McQueen

31 October 2001
26 February 2004
1} December 2008
26 February 2009
15 February 2007

AGM June 2011
AGM June 2011
AGM 2012
AGM 2012
AGM June 2011

Performance Graph

Scoftish Marigoge's Share Price, FTSE AltkShare Index and Benchmark=
ffigures have been rebased to 100 at 31 March 2006

L]

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

t Benchmork: FTSE All World Index (in sterling terms).
The benchmatk has been choin linked, see focmote * on page 3.

Post performance is not a guide fo future performance.
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Company Performance

The graph opposite compares the tofal return {assuming all dividends
are reinvested) to ordinary sharehalders compared to the tofal
shareholder return on a national investment made up of shares in

the component parts of the FTSE All-Share [ndex. This index was
chosen for comparison purposes, as it is o widely used measure

of performance for UK listed companies. (Benchmark provided

for information purposes only].

Approval

The Directors’ Remunerction Report on poges 28 and 29 was
approved by the Board of Directors and signed on its behalf on
12 May 2011,

JOHN SCOTT !
Chairman
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STATEMENT OF DIRECTORS’ RESPONSIBILITIES

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

The Directors are responsible for preparing the Annual Repor,
the Directors’ Remuneration Report and the financial statements
in accordance with appliceble law and regulations.

Company law requires the Birectors to prepare financial sioternents
for each financial year. Under that law they have elected 1o prepare
the financial siatements in aceardance with applicable law and UK
Accounting Standards (UK Generclly Accepled Accounting Proctice).
Under company lew the Direclors must not approve the financial
statements unless they are sotisfied that they give o true and fair view
of the state of affairs of the Company ard of the profit or loss of the
Company for that period. In preparing these financial stotements,
the Directors are required to:

* select suitable accounting policies and then apply them
consistently;

¢ make judgements and occounting estimates that are reasonable
ond prucent;

* slate whether cpplicable UK Accounting Stondards have been
followed, subject to amy material deportures disclosed and
explained in the financial statements respectively; and

¢ prepare the financial stofements on the going concern besis
unless it is inappropricte to presume that the Company will
continue in business.

The Directors are responsible for keeping odequale accounting
records thal are sufficient to show and explain the Company's
transactions and disclose with reasonable accuracy at any time the
financial position of the Company and encble them 1o ensure that
the firancial siatements and the Direclors’ Remuneration Report
comply with the Companies Act 2006, They are also responsible
for safeguarding the assets of the Company ond hence for 1aking
reasonable steps for the prevention and detection of fraud and
other imegularities.
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The Directors have delegated responsibility to the Managers for
the maintenance and integrity of the Company's page on the
Manogers’ website. Legislation in the Uniled Kingdom governing
the preparction and dissemination of financicl stotements moy
differ from legislation in other jurisdictions.

Each of the Directors, whase names and functions are listed within
the Directors and Mancgers section, confirm that, o the best of their
knowledge:

e the financial stotements, which have been prepared in
accordance with applicable low and UK Accounting Stondards
(UK Generally Accepted Accounting Practice), give a true and
fair view of the assets, liabilities, financial position and net return
af the Company; and

 the Direciors' Report includes o fair review of the development
and performance of the business and the position of the
Compeny, together with o description of the principal risks
and uncertointies that it foces.

By order of the Board
JOHN SCCTT
12 May 2011




INDEPENDENT AUDITOR'S REPORT

Independent Auditor’s Report

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

We have audited the financial statements of Scottish Morigage
Investment Trust PLC for the period ended 31 March 2011 set out on
pages 32 1o 49. The financial reporting fremework that has been
opplied in their preporation is applicable law and UK Accounting
Standards (UK Generally Accepted Accounting Practice).

This report is made sclely lo the Company's members, as o body, in
occordance with Chapter 3 of Pert 16 of the Compenies Act 2006.
Qur audit work has been undertaken so that we might siate to the
Compony’s members those matters we are required to state fo them
in an auditar's report and for no other purpose. To the fullest extent
permited by law, we do not accepl or assume responsibility to
anyone ather than the Company and the Company's members, as a
body, for our audit work, for this report, or for the opinions we have
formed.

Respective Responsibilities of Directors and Auditor
As explained more fully in the Directors’ Responsibiliies Statement set
out on page 30, the Directors are responsible for the preparation of
the fincncial stalements and for being safisfied that they give o true
and fair view. Our responsibility is fo cudit the financial statements in
accordance with applicoble low and International Standards on
Auditing (UK ard Ireland). Those siondards require us to comply with
the Auditing Practices Boord's [AP3's} Ethical Standards for Auditors.

Scope of the Audit of the Financial Statements

A description of the scope of an cudit of financial statements is
provided on the APB's website at www.fre.org.uk/apb/scope/
private.cfm,

Opinion on Financial Statements
In our cpinion the financicl siotements:

* give a rue and fair view of the stofe of the Company's affairs as
at 31 March 2013 and of Tts net refurn for the year then ended;

* have been preperly prepared in accordance with UK Generally
Accepled Accounting Practice; and

¢ have been prepared in accordance with the requirements of the
Companies Act 20006.

Opinion on other matters prescribed by the Companies
Act 2006

In our cpinion:

¢ the part of the Directors’ Remuneration Report to be audited hos
been properly prepared in accordance with the Companies Act
2006; and

» the informaticn given in the Directors’ Report for the financial
yecr for which the financial siatements are prepared is consistent
with the financiol statements.

Matters on which we are required to report by exception
We have nothing o report in respect of the following:

Under the Comganies Act 2000 we are required la report ta you if,
in Qur opinion:
adequate accounting records have not been kept, or retumns

adequate for our audit have not been received from branches
not visited by us; or

¢ the financial stalements and the part of the Directors’
Remunerction Report to be audited cre nol in agreement with
the accounting records and returns; or

s certain disclosures of Direclors’ remuneration specified by law
are not made; or

* we hove not received alf the information and explanations we
require for our audit.

Under the tisfing Rules we are required tc review:

* the Direciors’ statement, set out on page 24, in relotion to going
concern;

s the par of the Corporate Governance Statement relating o
the Company's compliance with the nine provisions of the
June 2008 Combined Cede specified for aur review; and

» ceropf elemep of fhe Directors’ Remuneration Report.

Gareth Pémer

Senior Statutory Auditor
for and on behalf of
KPMG Audit Ple
Chartered Accountants
Edinburgh

12 May 2011
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Income Statement

For the year ended 31 March

2011 2011 2011 2010 2010 2010
Revenue Capital Total Revenus Capital Total
Notes £:000 £'000 £000 £:000 £'000 £°000
Geins on invesiments Q - 325,193 325,193 - 837,604 837,404
Currency {losses] /gains 14 - {4,578 (4,578} - 1,593 1,593
fncome 2 53,703 - 53,703 49,174 - 49,174
[nvestment management fee 3 13,638) [3,638) (7,276) {3,027] {3,027 {6,054}
Other adminisirative expenses 4 (2,438) - {2,438) (2,289 - {2,289}
Net return hefore finance costs
and taxation 47,627 316,677 364,404 43,858 836,170 880,028
Finance costs of bormowings 5 (8,814 {8,814) {17,628) 18.414) [8,414) {16,828)
Net return on ordinary
activities before taxation 38,813 308,163 346,976 35,444 827,756 863,200
Tax on ordinary activities 6 {4,439) - {4,439) 15,244) 1,143 14,101}
Net return on ordinary
activities after taxation 34,374 308,163 342,537 30,200 828,899 859,099
Net return per ordinary share 7 13.32p 119.40p 132.72p 11.18p 304.88p 318.06p

The totel column of this stotement is the profit and loss cecount of the Company.

cbove statement.
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The accompaonying nates an pages 36 to 49 are on integral port of the financial statements,

All revenue and copital items in this stofement derive from continuing operations. No operations were ocquired or discontinued during the yecr.

A Siatement of Totol Recognised Gains ond Losses is not required as alt gains ond losses of the Company have been reflacted in the




BALANCE SHEET

Balance Sheet

At 31 March
2011 2011 2010 2010
Notes £'000 £'000 £'000 £'000
Fixed assets
Investments held at fair value through profit or foss 9 2,486,251 2,130,489
Current assets
Debtors 10 15,468 9,824
Cash and short term deposits 14,699 18,898
30,167 28,722
Creditors
Amounts falling due within one year 1 (178,745] {167,751
Net current liabilities (148,578) (139,029}
Total assets less current liabiiities 2,337,673 1,991,460
Creditors
Amounts falling due after mare than one year 12 {205,379} {151,552
2,132,294 1,839,908
Capital and reserves
Called-up share capital 13 71,086 71,086
Copital redemplicn reserve 14 12,054 19,094
Capital reserve 14 1,965,865 1,677,917
Revenue reserve 14 76,249 71,811
Shareholders’ funds 15 2,132,294 1,839,908
Net asset value per ordinary share 22 816.5p 692.8p
|after deducling borrowings at fair value)
Net asset value per ordinary share 16 833.5p 711.2p

lofter deduciing borrowings at par]

The Financial Staterments of Scottish Morigage Investment Trust PLC (Company registration No. $C7058) were approved and cuthorised for
issue by the Boord and signed on 12 Moy 2011.

JOHN SCOTT

Chairman

The accompenying notes an pages 36 to 4% ore an integral part of the financiol statements.
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RECONCIEIATION OF MOVEMENTS IN SHARFHOLDERS' FUNDS

Reconciliation of Movements
in Shareholders’ Funds

For the year ended 31 March 2011

Capital
Share redemption Capital Revenue  Shareholders’
capital reserve reserve reserve funds
Notes £'000 £'000 £'000 £°000 £000
Shareholders’ funds at 1 April 2010 71,086 19,094 1,677.917 71,811 1,839,908
Net return on ordinary activities ofter toxotion 14 - - 308,163 34,374 342,537
Shares bought back 13 - - {20,215} - (20,215)
Dividends poid during the year 8 - - - (29,935 (29,936
Shareholders’ funds at 31 March 2011 71,086 19,094 1,965,865 76,249 2,132,294
For the year ended 31 March 2010
Capital
Share redemplion Copital Reverue  Shareholders’
capital reserve reserve reserve funds
Notes £'000 £'000 £'000 £'000 £'000
Shareholders’ funds ot ¥ April 2009 71,086 19,094 918,702 71,455 1,080,337
MNet return on ordinary activities ofter taxation - - 828,899 30,200 859,099
Shares bought back 13 - - (69.684) - 69,684)
Dividends paid during the year 8 - - - (29,844 {29.844)
Shareholders’ funds at 31 March 2010 71,086 19,094 1,677,917 71,811 1,839,908

The accompanying noles on pages 36 to 49 are an integral part of the financial stalements.
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CASH FLOW STATEMENT

Cash Flow Statement

For the year ended 31 March

2011 20114 2010 2010

Noles £'000 £000 £'000 £'000
Net cash infiow from operating activities 17 49,530 40,740
Servicing of finance
Interest paid (18,323) {18,968)
Net cash outflow from servicing of finance (18,323 (18.968)
Taxation
Income tax refunded /(poid) 21 (13
Overseas tax incurred {4,488) (4,080
Total tax paid (4.467) (4,093
Financial investment
Acquisitions of invesiments 1446,404) 1460,680)
Disposals of invesiments 414,713 527,163
Realised currency profit/(loss) 1,099 {1,508
Net cash (outflow)/inflow from financial investment (30.592) 64,975
Equity dividends paid 8 129,938) (29,8424
Net cash (outflow)/inflow before financing 133,788} 52,810
Financing
Shares bought back 13 {20,215) 169,684)
Bark loans repaid {151,049 (66,874}
Bank ioans drawn dewn 200,853 66,872
Net cash inflow/(outflow) from financing 29,589 69,686)
Decrease in cash 18 (4,199) (16,876}
Reconciliation of net cash flow
to movement in net debt 18
Decrease in cash in the period {4,199| 16,876)
(Increase] /decrease in bank loans T 49,804) 2
Exchange movement on bonk loons (5.677) 3,101
Other non-cash chenges 174 153
Movement in net debt in the year 159,506} 113,620)
Net debt at 1 April (295,779 (282,159}
Net debt at 31 March (355,285) (295,779)

The accompanying noles on pages 34 to 4% are an integral part of the financial statements.
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NOTES TO THE FINANCIAL STATEMENTS

1 Principal Accounting Policies

The financial statements for the year 1o 31 March 2011 have been
prepcred on the basis of the accounting policies set out below,
which ore unchunged from losi yeor and hove been applied
consistently.

{a) Basis of Accounting

The financicl statemenis are prepored on a going concem basis
under she historicel cost convention, modified to include the
revaluation of fixed asset invesiments, and on the assumption that
approval as an invesiment trust will continue 1o be granted.

The Directors consider the Campany’s funclienal currency to be
sterling as the Company's shareholders are predominanily based in
the UK end the Company is subject to the UK’s regulotory
environment.

The financial statements have been prepared in accordance with
The Companies Act 2006, applicable UK Accounting Standards
ond with the Statement of Recommended Praclice ‘Financial
Statements of Investment Trust Componies” (issued in Jonuary 2009).

In order to reflect better the activities of the trust and in accordance
with guidance issued by the AIC, supplementary information which
analyses the profit and loss account between items of a revenue and
capilal nature has been presented in the income statement.

Financicl assets and financial liabilities cre recognised in the
Company’s balance sheet when it becomes a porty lo the
coniractual provisions of the insirument.

(b} Investments

Purchases and sales of investments are accounted for on a tfrade
dote basis. All invesiments are designcted as valued at fair value
through prcfit or loss upon initial recognition. The fair value of listed
secyrities investments is bid value, or in the case of FTSE 100
consfituents, ot lost freded prices issued by the London Stock
Exchange.

listed investments include Open Ended Investment Companies
{'CEICs’] authorised in the UK; these are valued ot closing price
and are classified for valuation purposes according to the principal
geogrophical area of the underlying holdings.

The fair value of unlisted investments uses voluation techniques,
defermined by the Direciors, based upon latest dealing prices,
stockbrokes valuations, net osse! values and other information, os
cppropricte.

Gains and losses arising from changes in the fgir value of
invesiments are considered ta be realised 1o the extent that ihey are
recdily converlible fo cosh, without accepling adverse terms, cf the
balance shee! date. Foir value gains on unlisted investments cre not
considered to be readily converlitle 1o cash and are therefore
treated s unrealised. The treaiment of listed investments is
dependent upon the individual circumsionces of each holding.

[c) Income

[} Income from equity investments is brought into account on the
date on which the investments are quoted exdividend or, where
no exdividend date is quoted, when the Company's right 1o
receive poyment is established.

il Interest from fixed interest securities is recognised on an effective
interest rate basis.

ANNUAL REPORT 2011

(iii] Franked income is staled net of tax credils.

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

M inlerest receivable on deposits is recognised on an accruols

basis.

ivi] If scrip is taken in lieu of dividends in cash, the net amount of
the cash dividend declored is credited to the revenue account.
Any excess in the volue of the shares received over the amount
of the cash dividend foregone is recognised as copital.

{d) Expenses

All expenses are accounied for on an occruals basis. Expenses are
charged through the revenue column of the income siatement except
as fallows: where they relate directly to the acquisition or disposal of
an investment {fransaclion costs), in which case they are recognised
as capital; end where they are connected with the maintenance or
enhancement of the value of investments, in which case they are
charged 50:50 to the revenue occount and capital reserve.

{e) Long Term Borrowings ond Finance Costs

leng term borrowings are corried in the balence sheet af the
cumulative amount of net proceeds atier issue, plus accrued fincnce
costs atiributable to the stepped interest debentures. The finance
costs of such borrowings are allocated 50:50 to the revenue column
of the income staiement and capital reserve at a constant rate on the
corrying amount. Issue costs are writien off ol o constant rate over
the lite of the borrowings. Gains and losses on the repurchase or
early sefflement of debt is wholly charged 1o capital.

{f} Toxation

The lax effect of different irems of income and expenditure is
allocated between revenue and capilal on the some basis as the
particular item to which it relates, under the marginal method, using
the Compary's effective tax rate for the accounting periad.

Deferred toxation is provided on all fiming differences, caleuloted ot
the current tox rate relevant to the benefit or liability. Deferred tox
assets are recegnised only to the extent that it will be more likely
than not that there will be taxable profits from which underlying
timing differences can be deducted.

{g) Foreign Currencies

Transactions involving fareign currencies are converted ot the rate
nling ai the fime of the transcclion. Assets and licbilities in foreign
currencies are translated at the closing rotes of exchange at the
balance sheet date. Any gain or loss arising from a change in
exchange rale subsequent to the date of the transaction is included
os an exchange gain or loss in ccpiro| reserve Of revenue reseive as
appropriate.

{h} Capital Reserve

Gains and lesses on disposal of invesiments, changes in fair volue of
investments held, exchonge differences of a capital noture and the
amount by which other assets and liobilities valued at fair value
differ from their book cast are deal: with in this reserve. Purchases of
the Company's own shares are also funded from this reserve. 50% of
manogement fess and finance costs are ollocaled 1o the capital
reserve in accordance with the Company's objective of combining
capital and income growth.




NOTES TO THE FINANCIAL STATEMENTS

2 Income
2011 2010
£000 £000
Income from investments
Franked investment income* 5,970 5,367
UK unfranked investment income* 1,680 1,634
Overseas dividends 38,993 35,483
Overseas interest 6,710 6,077
53,353 48,561
Other income
Deposit interest 26 20
Underwriting commission and commitment fees 324 593
350 613
Total income 53,703 49,174
Total income comprises:
Dividends from financiel assets designated ot fair value through profit or loss 45,108 41,298
Interest from financicl assets designcted of foir value through profit or loss 8,245 7,263
Deposi interest from financial assets nor at foir volue through profit or loss 26 20
Cther income not fram financial assets 324 593
53,703 49,174
*Includes OEIC income.
3 Investment Management Fee
2011 2011 2011 2010 2010 2010
Revenue Capital Totdl Revenue Capitol Total
£'000 £°000 £°000 £'000 £000 £'000
Investment management fee 3,638 3,638 7276 3,027 3,027 6,054

Baillie Gifford & Co are employed by the Company as Managers and Secrefaries under a management agreement which is terminable on
nat less than six months’ notice, or on shorter notice in cerain circumstances. The fee in respect of each quarter is 0.08% of total assets less
current liabilities [excluding short erm borrowings for invesiment purposes). The management fee is levied on all assets, including haldings
in collective investment schemes {QEICs| mancged by Baillie Gifford & Co; however the GFICs’ share class held by the Company does not
itself atiract @ monagement fee.

4 Other Administrative Expenses - all charged to the revenue column of Lhe income statement

2011 2010
£'000 £'000
General adminisirative expenses 2,280 2,086
Directors’ fees [see Directors’ Remuneration Report page 28) 135 181
Auditor's remuneration for audit services 22 21
Auditor’s remuneration for other services — certification of resulis for the debenture trustess 1 1
2,438 2,289
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NOTES TO THE FINANCIAL STATEMENTS
5 Finance Costs of Borrowings
201 2019 2011 2010 2010 2010
Revenue Capital Total Revenue Capital Total
£'000 £000 £000 £:000 £'000 £'000
Financia! liobilities not at fair value
through profit or loss
Bank loans and overdrafts repayable
within five yaors 1,908 1,908 3816 1,497 1,497 2,994
Debentures repayable wholly or partly
in more than five years 4,906 6,506 13,812 6,917 6,917 13,834
8,814 8,814 17,628 8,414 8414 16,828
6 Taxon Ordinary Activities
2011 2001 20N 2010 2010 2010
Revenue Capital Totol Revenue Capital Total
£'000 £'000 £000 £'000 £'000 2000
UK corporation tox - - - 3,496 [1,143) 2,353
Overseas taxation 4,439 - 4,439 4,1C1 - 4,101
Double taxation relief - - - {2,353 - (2,353
Tetal current tax 4,439 - 4,439 5,244 (1,143} 4,101
201 2010
£'000 £'000
The tax charge for the yeor is lower than the standard rate of corporation tox in the UK of 28%
(2010 - 28%)
The differences are exploined below:
Net return on ordinary activilies before taxation 346,976 863,200
Net return on ardinary activities before taxation myltiplied by the stonderd rate of carporation tax
in the UK of 28% (2010 - 28%) $7.153 241,696
Capital returns not faxable 189,772) (234,975)
Income not taxable {franked invesiment income) 11,672 (1,503}
Income not taxable {oversecs dividends) (5,586} {4,925
Adijustment to income received from OEICs for tax purposes 5 16
Taxable expenses in the year net utilised /{utilised) 3872 (309
Overseos withholding tax 4,439 4,101
Current tax charge for the year 4439 4,101

At 31 March 2011 the Company had surplus monogement expenses and fosses on nandrading loan relationships of £59 million

{2010 - £46 million} which have nct been recognised as o deferred tax assel. This is because the Company is not expected fo generate
taxable income in a fulure period in excess of the deductible expenses of that future period and, accordingly, it is unlikely that the
Company will be able to reduce future tox liabiliies through the use of existing surplus expenses.
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NOTES TO THE FINANCIAL STATEMENTS

7 Net Return per Ordinary Share

201 2011 200 2010 2010 2010
Revenue Capital Total Revenue Capital Total
13.32p 119.40p 132.72p 11.18p 306.88p 318.06p

Revenue return per ordinary share is bosed on the net revenue on ordinary cctivities after taxation of £34,374,000 (2010 -
£30,200,000], and on 258,103,596 (2010 - 270,102, 144] ordinary shares, being the weighted average number of ordinary
shares excluding treasury shares| during the year.

Capital return per ordinary share is based on the net capital gain for the financial vear of £308,163,000 (2010 - net cepital gain of
£828,899,000), and on 258,103,596 (2010 - 270,102,144 ordinary sheres, being the weighted average number of ordinary

shares {excluding treasury shares| during the year.

There are no dilufive or potentially dilutive shares in issue.

8 Ordinary Dividends

2011 20010 201 2010
£'000 £'000

Amounts recognised as distributions in the year:
Previous year’s final [paid 1 July 2010) 5.80p 5.50p 14,968 14,955
Interim (paid 3 December 2010) 5.80p 5.50p 14,968 14,889
11.60p 11.00p 29,936 29,844

We also set out below the tola dividends paid ond proposed in respect of the financial yesr, which is the basis on which the
requirements of section 1158 of the Corporalion Tox Act 2010 cre considered. The revenue available for disribution by way of

dividend for the yeor is £34,374,000 (2010 - £30,200,000).

2011 2010 201 2010
£'000 £000

Dividends paid and payable in respect of the year:
Interim dividend per ordinary share |paid 3 December 2010) 5.80p 5.50p 14,968 14,889
Propesed final dividend per ordincry share (payable 4 July 201 1) 6.20p 5.80p 15,904 15,052
Adjustment to previous year's final dividend re shares bought back (84) (10
12.00p 11.30p 30,788 29,931

9 Fixed Assets — Investments

Levef 1 Level 2 Level 3 Total
As at 31 March 2011 £000 £'000 £'000 £'000
Listed equities 2,338,177 5,429 - 2,343,604
Listed debt securities 9,761 117,307 8,523 135,591
Unlisted equities - - 2,467 2,467
Unlisted debt securities - - 4,587 4,587
Tolol financial assel investments 2,347,938 122,736 15,577 2,486,251
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NOTES TO THE FINANCIAL STATEMENTS

9 Fixed Assets — Investments antinued)

Llevel 1 Llevel 2 level 3 Total
As at 31 March 2010 £000 £'000 £000 £:000
Listed equities 2,000,995 - - 2,009,995
Listed debt securities 11,689 101,834 4,684 118,209
Unlisted debt securifies - - 2.285 2,285
Total finoncial asset investments 2,021,684 101,836 6,969 2,130,489

Investments in securities are financial ossets designaled at fair volue through profil or loss on initial recognition. In occordance with
Finoncial Reporting Standard 29 'Financial Instruments: Disclosures’, the preceding tables provide an analysis of these investments bosed
on the fair value hierarchy described below, which reflects the reliability and significance of the information used te measure their fair
value.

Fair Value Hierarchy

The fair volue hierarchy used to analyse the fair values of financial assets is described below, The levels cre determined by the lowest
(that is the least reliable or least independently observable] level of input that is significant 1o the foir value measurement for the individual
investment in its entirety os follows:

| . . o .
Level 1 — investments with quoted prices in an active market;

Level 2 — invesiments whase foir value is based directly on cbservable current market prices or is indirectly being derived from market
prices; and

Level 3 — investments whose fair value is determined using a valuation technique bosed on assumptions that ore not supperted by
observable current market prices or are not based on cbsenvoble market data.

Listed equities Listed debt Unlisted Total
£°000 £'000 £°000 £000
Cost of investments ot 1 April 2010 1,427,398 77,161 3,300 1,507,859
Invesiment holding gains/|losses) at 1 April 2010 582,597 41,048 i1,015) 622,630
Value of investments ot 1 April 2010 2,009,995 118,209 2,285 2,130,489
Maovements in year:
Purchaoses at cost 445252 - 4,265 451,517
Scles — proceeds {418,934) [2,060) - {420,994}
- goins/|losses) on sales 108,270 1,225 - 109,495
Amortisation of fixed income book cost - 464 - 4%
Changes in investment holding goins/{losses) 169,023 18,171 {1,496 215,498
Velue of investments at 31 March 201} 2,343,606 135,591 7,054 2,486,251
Cost of investments at 31 March 201 1 1,561,985 76,372 9,565 1,647,923
Investment holding goins/[losses) ot 31 March 2011 781,620 59,219 12,511) 838,328
Value of invesiments at 31 March 2011 2,343,606 135,591 7,054 2,486,251

The purchases and sales proceeds figures above include transaction costs of £483,000 (2010 - £829,000] and £455,000 (2010 —
£576,000) respectively.

Of the gains on scles during the year of £109,495,600 {2010 ~ goins of £44,394,000] ¢ net gain of £60,000 {2010 - loss of
£91,740,000) was included in the investment helding gains/[losses) at the previcus year end.
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9 Fixed Assets — Investments (continued)

NOTES TO THE FINANCIAL STATEMENTS

The following tebles show reconciliations from the opening balances 1o the closing balances for foir value meosurements in Level 3 of the

fair value hierarchy.

Volue ot Purchases/ Sales  Gainson Helding Value ot

1 April 2010 omortisation  proceeds sdles gains 31 March 2011

£'000 £'000 £000 £000 £'000 £'000

listed debt securities 4,684 - - - 3,839 8,523
Unlisted equilies - 2,865 - - 1398} 2,467
Unlisted debt securities 2,285 3,400 - - 11,098 4,587
6,969 6,265 - - 2,343 15,577

Value a! Purchases/ Sales Gains an Holding Value at

1 April 2009 amortisation  proceeds sales gains 31 March 2010

£'000 £'000 £'000 £000 £000 £'000

Listed debt securities 2,603 - - - 1,691 4,684
Unlisted debt securities 3,300 - - - (1,015} 2,285
6,293 - - - 6746 6,969

The gains and losses included in the above iables hove all been recagnised in the income statement on poge 32. The Company believes
that ather reasonably possible alternative veluations for its level 3 holdings would not difter significanthy from those included in the

financial statements.

2011 2010
£'000 £'000
Net gains on investments designated ot fair value
through profit or loss on initial recognition
Gains on sales 109,495 44,394
Changes in invesiment holding gains/|losses) 215,698 793,210
325193 837,604

During the year the Company had a holding in an Open Ended Investment Campany [OEIC") managed by Beillie Gifford & Co, the
Company’s investment manager. The share class held in the OEIC doees not attract a management fee. At 31 March the Company held:

2011 20101 2011 2010 2010 2010
C income Value % of fund C income Value % of fund
shares held £000 held shares held £'000 hald
Baillie Gifferd European Smaller
Componies Fund 3,466,398 13,970 43.5 4,286,705 14,935 369
10 Debtors

2011 2010
£000 £'000

Amounts falling due within one year:
Income accrued 6916 7,894
Sales for subsequent setilement 7.759 1,478
UK 1exafion recoverable 59 80
Other debiers and prepayments 734 372
15,468 9,824

None of the above debtars are financial assets designated at fair value through profit or loss. The corrying amouni of debtors is o

reascncble opproximation of fair value.
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NOTES TO THE FINANCIAL STATEMENTS

11 Creditors - amounts falting due within one year

201 2010

£'000 £'000

Uoyds TSB Bank ple multi-currency locn 102,846 -
ING Bank N.V. multicurrency loan - 97,860
The Bank of New York Mellon multicurrency loan 61,759 65,265
Purchases tor subsequent setlement 5113 -
Other creditors and accruals ¢,027 4,626
178,745 167,751

Incluced in other creditors is £1,252,000 {2010 - £974,000) in respect of the investment management fee.

Borrowing facilities

A | year US$99 million mullicurrency loan fecility, of the fime of draw down, has been arranged with The Bank of New York Mellon.
A 1 year £100 million mullicurrency loan facility, ot the time of draw down, has been arranged with Lloyds 758 Bonk ple.

A 2 yeor €51 million loan facility, af the time of draw down, has been ananged with The Royal Bank of Scatland ple.

Al 31 March 2011 drawings were as follows:

The Bank of New York Mellon US$99 million at ¢n interest rate of 1.41% per cnnum
Lloyds TSB Bank US$80 million at on interest rate of 1.46% per cnnum

€598 miltion at an interest rate of 2.13% per annum ond
The: Royal Bank of Scotland €51 million ct on inlerest rate of 2.72% per annum

The main covenants relating to the above loans are:

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

fity  The Company’s minimum nel osset vale shall be £760 million.

{iif The Company shall noi change the investment manager withaut prior written consent of the lenders,

12 Creditors — amounts falling due after more than one year

Nominal Effective 2001 2010
rate rate £000 £000

Debenture stocks:
£20 million 8-14% stepped interest debenture stock 2020 14.0% 12.3% 21,860 21,961
£75 million 6.875% debenture stock 2023 6.875% 6.9% 74,562 74,525
£50 million 6-12% stepped inerest debeniure siock 2026 12.0% 10.8% 54,281 54,391
4'/2% irredeemable debenture stock 675 675

Bank loans:

The Royal Bank of Scotlend ple Evro loan 54,001 -
205,379 151,552

Debenture stocks

The debenture siocks are stated of the cumulolive omount of net proceeds afier issue, plus occrued finance cosis atiributable o the stepped
interest debentures. The cumulative effect is to increase the camying amount of borowings by £5,703,000 [2010 - £5,877.000) over
nominal value. The debenture stocks are secured by a floating charge over the assets of the Company.
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13 Called-up Share Capital

NOTES TO THE FINANCIAL STATEMENTS

2001 2011 2010 2010

Number £°000 Number £:000

Allotted, called-up ond fully paid crdinary shares of 25p each 256,519,897 64,130 259,519,897 64,880
Treasury shares of 25p each 27,826,279 6,956 24,826,279 4,206
Total 284,346,176 71086 284,346,176 71,086

The Company's authority permits il ta hold shares bought back ‘in treasury’. Such treasury shares may be subsequently eifrer sold for cash
{at, er ot o premium to, net asset value per ordinary share] or concelled. In the year to 31 March 2011, g total of 3,000,000 {2010 -
12,570,000} crdinary shores with ¢ nominal value of £75C,000 [2010 - £3,142,500) were bought beck at a tolal ¢ost of £20,215,000
(2010 - £49,684,000) and held in freasury. At 31 March 2011 the Company had autharity to buy back o futher 37,134,677 ordinary

shares.

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

14 Capital and Reserves

Copital

Share  redemption Capital Reverue  Shareholders’

capital reserve reserve reserve funds

£°000 £000 £'000 £000 £'000

At} Ap!il 2010 71,086 19,094 1,677.917 71,811 1,839,908
Gains on sales - - 109.495 - 109,495
Chcnges in investiment holding gains - - 215,698 - 215,698
Exchange differences - -~ 1,099 - 1,099
Exchange differences on multicurrency loans - - (5,677) - {5,677)
Shares bought back - - {20,215) - {20,215)
lnvestment mancgement fee charged to capital - - {3,638 - (3,638
Finance costs of borrowings charged to capilct - - (8,814) - (8,814)
Dividends paid in year - - - (29,936} (29,936)
Revenue return on ordinary activifies after taxation - - - 34,374 34,374
At 31 March 2011 71,086 19,094 1,965,865 76,249 2,132,294

The capital eserve includes investment holding gains of £838,328,000 (2010 — gains of £6722,430,0004 as disclosed in note 9.

15 Shareholders' Funds

2011 2010
£'000 £'000
Total shareholders* funds are atiributable as follows:
Equity shares 2,132,294 1,839,908

Tolal shareholders’ funds have been calculated in accordonce with the provisions of FRS26. However, the net asset value per share figures
in note 16 have been calculoted on the basis of shareholders’ rights to reserves as specified in the Arlicles of Association of the Company.

A reconciliation of the two figures is as follows:

Shareholders’ funds ofiributable o ordinary shores (os obove)
Number of ordinary shares in issue at the yeor end®

£2,132,294000  £),839,908,000
256,519,897 259,519,897

Shoreholders’ funds per ordinary share 831.2p 709.0p
Additions/ [deductions)

~ expenses of debeniure issue (0.6p} {0.7p
- cllocation of interest on borrowings 2.9p 29
Net asset value per ordinary share 833.5p 711.2p

*Excluding shares held in trecsury,
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16 Net Asset Value per Ordinary Share

The net asset value per ordinary share and the net assets afiributeble to the ordinary sharehalders at the year end caolculated in
accordance with the Aricles of Association were os follows:

201 2010 2011 2010
£'000 £°000
Ordinary shares 833.5p 71.2p 2,137,997 1,845,785
20N 2010
£'000 £'000

The movements during the year of the assels attributable to the crdinary shares were os folfows:
Total net assets ot the start of the yeor 1,845,785 1,086,367
Total recognised gains and losses for the year 342,537 859,009
Dividends appropriated in the year {29,934 [29,844)
Adjustment to debentures 174 {153}
Shares bought back {20,215) (69,684)
Total net assets of 31 March 2,137,997 1,845,785

Net asset volue per ordinary share is based on net assets [odjusted to reflect the deduction of the debentures at par/nominal vclue

lsee note 22)) ond on 256,519,897 (2010 - 259,519,897} ordinary shares, being the number of ordinary shares {excluding treasury
shares) in issue at the year end. Shareholders’ funds as reporied on the face of the balance sheet hove been caleulated in accordance
with the provisions of FRS26. A reconciliation of the two sets of figures under these two conventions is given in note 15,

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

2011 20010

£'000 £'000

Net return on ordinary activities before finance cosis and axation 364,604 880,028
Gains on investments — securities 1325,193) {837,604}
Currency losses/|gains) 4,578 {1,593}
Amortisation of fixed income book cost (46) (7%
Decrease in cccrued income 1,028 270
[Increase]/decreose in debicrs [362) 449
increase /|decrease] in creditors 4,921 (731
Net cash inflow from operating octivities 49,530 40,740

18 Analysis of Change in Net Debt
Other

A1 April ron<cash Exchange At 31 March

2010 Cash flows changes movement 20N

£'000 £°000 £000 £'000 £000

Cash ot bank and in hand 18,898 14.199) - - 14,699
Loans due within one year (163,125 204 - {1,684) (164,605)
Loons due in two lo five years - [50,008) - {3,993} [54,001)
Debenture stocks (151,552 - 174 - [151,378)
{295,779} {54,003} 174 (5,671 {355,285}
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NOTES TO THE FINANCIAL STATEMENTS

19 Related Party Transactions
The Direclors’ fees for the year are detailed in the Directors’ Remuneration Report an page 28. 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 section 412 of the
Companies Act 2006. The details of the management fee are set out in note 3, and the moncgement fee due to Baillie Gifford as at 31
March 2011 is disclosed in note 11.

20 Contingencies, Guarantees and Financial Commitments
At the yeor end the Company had o contingent liabifity amounting to £3,300,000 (2010 - £6,700,000) in respect of o subscription
agreement relaling fo participating unsecured loan notes in Pantheon International Participaticns ple {'PIPY), which expires on 31
December 2G11. The PIP loan noles of por value £6,700,000 held by the Company were valued ot £4,587,00C ot 31 March 2011
(2010 - par valve of £3,300,000, volued at £2,285,000].

During the year two further subscription agreements were entered into, Innovation Works Development Fund, LP. with a lotal commitment
of US$15 million which expires on 21 May 2020 and Wi Harper Fund VIl Mancgement with @ total commitment of US$ 10 million
which expires on 3 March 2019. At 31 March 2011 US$2 25 million and U5$2 million has been drawn down on each of these
ogreements respectively.

21 Summary of Main Investment Restrictions
[As incerporated within the Investment Manogement Agreement between the Compony and Baillie Gifford & Co)
i

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

A maximum of 40% of total assets may be invested in holdings individually exceeding 3% of the value of the Company's total assets.
Again, this resiriction does not apply fo collective investment schemes, issues by way of rights or cerfain government bonds.

The maximum permitted investment in other UK listed investment companies in aggregate is 15% of gross assets.

Categories of investment
Mo invesiment shall be made on which there is unlimited liabiliry.

The Manogers must seek permission of the Board fo invest in collective investment schemes managed by Beillie Gifford & Co.

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

22 Financial Instruments
As an Invesiment Trust, the Company invesis in equities and makes other investments so os to achieve its invesiment objective of
maximising tolol return, whilst also generating real dividend growth, from a focused and aciively managed globol pertfalio. In pursuing
its investment objeclive, the Company is exposed to various types of risk that are associated with the financiol instruments and markets in
which it invests.

These risks are calegorised here as market risk {comprising currency risk, interest rate risk ond other price risk), liquidity risk and credil risk.
The Board monitors closely the Company’s exposures to these risks but does so in order to reduce the likelihood of o permanent loss of
capital rather than 1o minimise the short term volatility. Risk provides the potential for both loss and gains end in assessing risk, the Board
encourages the Managers to exploit the opportunities that risk affords.

The risk management policies and procedures outlined in this note have not chenged substantially from the previcus accounting period.

Market Risk

The fair valve ¢f future cash flows of o financial instrument or other investment held by the Company may fluctuate because of changes
in markel 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 assess the exposure to market risk
when moking individual invesiment decisions and monitor the overall level of market risk across the invesiment portfolio on an ongoing

basis. Details of the Company's investment portiolio are shown in note 9 and on pages 15 to 18.

Currency Risk
Certain of the Company’s assets, liabilities and income are denomincted in currencies other than sterling [the Company's functional
currency and that in which it repors its resulis). Consequently, movements in exchenge rates may affect the steding value of those items.

The Investment Managers monitor the Company's exposure to foreign currencies and report to the Board on a regular besis. The
Investment Mancgers assess the risk to the Company of the foreign currency exposure by considering the effect on the Company's net
asset volue and income of a movement in the rates of exchange 1o which the Company's assets, liabilities, income and expenses are
exposed. However, the country in which o company is listed is not necessarily where it earns its profiis. The movement in exchange
rates on eamings may have a more significant impact upon @ company's valugtion than a simple franslation of the currency in which the
company is quoted.

Foreign currency borrowings can limit the Company’s exposure 1o anficipated future changes in exchange rates which might olherwise
adversely offect the value of the portfolio of investments,

SCOTTISH MORTGAGE INVESTMENT TRUST PLC ELSEINENER




NOTES TO THE FINANCIAL STATEMENTS

22 Finandcial Instruments (continued)

Currency Risk {continued)
Exposure 1o currency risk through asset ollocation, which is calculated by reference to the currency in which the asset or liability is quoted,
is shown below.

Caosh and toans and Other debtors Net
Investments deposits debentures and creditors * exposure
As at 31 March 2011 £'000 £°000 £°000 £'000 £°000
US dellar 1,205,079 14,490 {111,6606) 1,975 1,109,878
Euro 278,083 - [106,940) 292 171,435
Brazilion real 135,151 - - 2,524 137,675
Swedish kiona 119,070 - - - 119,070
Hong Keng dollar 113,548 - - - 113,548
Polish zloti 66,286 - - - 66,286
Danish krone 42,800 - - 40 42,840
Jopanese yen 40,246 - - 583 40,829
Swiss fronc 32,095 - - o) 32,19
Other overseas currencies 179,697 - - 1,895 181,592
Total exposure 1o currency risk 2,212,055 14,490 {218,606) 7 A05 2,015,344
Slerling 274,196 209 1151,378) 16,077) 116,950
2,486,251 14,699 {369,984) 1,328 2,132,294

*Incluces net non-monetary assets of £51,000
Cash ond Loans and Other debtors Net
Investrents deposits debentures and creditors * exposure
As at 31 March 2010 £000 £000 £000 £000 £000
US dollor Q86,429 ’7 (65,265} 1,290 902,531
Euro 189,318 - - 227 189,545
Brazilian real 122,707 - - 2,280 124,987
Swedish krona 114,153 - - - 114,153
Hong Kong dollar 79.405 - - - 79,405
Polish zloti 60,221 - - - 60,221
Danish keone 38,625 - - 30 38,655
lopanese yen 83,436 - (52,969 1,161 24,628
Swiss frenc 56,300 - (37.891) {375) 18,034
Other overseas currencies 150,245 - - 279 150,524
Total exposure lo currency risk 1,860,839 7 (163,125) 4,892 1,702,683
Sferhﬂg 26R.4650 18,821 {151,552 306 137,225
2,130,489 18,898 (314,677} 5,198 1,839,908

*Includes net non-monetary assefs of £52,000.
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NOTES 7O THE FINANCIAL STATEMENTS

22 Financial Instruments (continued)

Currency Risk Sensitivity

At 31 March 2011, it sterling had strengthened by 5% in relation to all currencies, with all other variables held constant, lotal net
assets and folg! return on ardinary octivities would have decreased by the amounis shown below. A 5% weckening of sterling against
all currencies, with cll other variobles held constant, would have had en equal but opposite effect on the financial statement amaunis.
The cnalysis is performed on the same basis for 2G10.

2011 2010

£'000 £'000

US doller 55,494 45,127
Eure 8,572 Q477
Brazilion recl 6,884 6,249
Swedish krong 5,953 5,708
Hong Kong dollar 5677 3,970
Polish zloti 3,314 3,01
Danish krone 2,142 1,933
Jopanese yen 2,041 1,231
Swiss franc 1,610 Q02
Other overseas currencies ¢.080 7,526
100,767 85,134

Interest Rate Risk
Interest rate movements moy clfect directly:

¢ the fair volue of the investments in fixed interest rate securities;

¢ the level of income receivable on cash deposits;

s the fir value of the Company's fixed-rate borrawings; and

* the interest poyable on the Company's varicble rate borowings.

Interest rate movements may also impact upon the market value of the Company's investments cutwith fixed income securities. The effect
of interest rate movements upon the earnings of o company may have o significant impact upan the valuation of that compony's equity.

The possible effects on fair volue and cash flows that could orise as a result of changes in interest rates are loken into cecount when
making investment decisions and when entering borrowing agreements.

The Boord reviews on o regular basis the amount of investments in cash and fixed income securities and the income receivoble on cash
deposits, flooting rate notes and other similor investments.

The Company finances part of its activities through borrowings at approved levels, The amount of such borrowings cnd the opproved
levels are monitored and reviewed regularly by the Board. Movements in interest rates, to the extent that they affect the market value of
the Company's fixed rote borrowings, may also cffect the amount by which the Compeny's shere price is at a discount or a premium to
the net osset value of fair value.

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

Financial Assets 2011 2017 2010 2010
201 Weighted Weighted 2010 Weighted Weighted
Fair value average  averoge period Fair value average  cverage pericd
£°000  inferest rote until maturity * £000  inferest rate unfil maturity *
Fixed rate:
Sterling bonds (perpetual) 9,761 7.5% n/a 9,630 7.6% n/a
Furo bonds 4472 - 8 years 2,326 3.1% 7 years

Floating rate:
Sierling bonds [interest rate linked

io sterling LBOR 10,697 3.7% 13 yeors 5,701 37% 14 yeors
Euro bonds [interest rale linked

ta evro IBOR) 1,971 2.1% 74 yecrs 1,001 4.5% 75 yeors
Brozilian bonds [index linked) 117.307 11.5% 34 yeors 101,836 11.0% 315 years

*Based on expecled moturity date.

The cash deposits generally comprise call or short term money market deposits of less than one manth which ore repaycble on demand.
The benchmork rate which determines the interest payments received on cash balances is the bank base rate.
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NOTES TO THE FINANCIAL STATEMENTS

22 Financial Instruments (continued)

Financial Liabiities 2011 2010
£'000 £'000

The interest rate risk profile of the Company’s financicl liabiliies a1 3 Morch was:
Flocfing rate — US$ denominated 111,666 65,265
- Euro denomingted 52,939 -
Fixed rale - Sterling denominaied 151,378 151,552
~ Euro denominated 54,001 -
— Yen denominated - 50,0469
- Swiss franc denominated - 37,891
369,984 314,677

The maturity profile of the Company's finoncial liabilities at 31 March was:

In one year or Jess, or on demand 164,605 163,125
In two to five years 54,001 -
In more than five years (weighted avercge period fixed 13 years) 150,703 150,877
No fixed dote for repayment 675 675

369,984 314,677

Interest Rate Risk Sensitivity
An increase of 100 basis points in bond yields os at 31 March 2011 would have decreased tolal net assets ond total return on ordinary
activities by £16,972,000 {2010 - £14,624,000]. A decrease of 100 basis points would have had an equol but opposite effect.

An increose of 100 basis poinis in bond vields as ot 31 March 2C1 1 would have decreosed the net csset volue per share [with
borrowings at fair volue] by 0.75p (2010 - increcsed by 0.58p). A decrease of 100 basis points would hove had an equal bul
opposite effect.

Other Price Risk
Changes in market prices other than those arising from interest rafe risk or currency risk may also offeci the volue of the Company’s
net assets,

The Boerd manages the market price risks inherent in the investment portfolio by ensuring full and timely access 1o relevant information
from the Invesiment Managers. The Board meets regularly ond at each meeting reviews invesiment performance, the investiment portfolio
and the rationale for the current invesiment positioning lo ensure consistency with the Company's obijeclives and investment policies. The
portfolio does not seek to reproduce the index, investments are selected based upon the merit of individual companies and therefore
performance may well diverge from the short lerm fluctuations of the benchmark.

Other Price Risk Sensitivity

Fixed assel invesiments are volued ai bid prices which equale to their fair value. A full list of the Company's investments is given on poges
1610 18. In addition, o geographical analysis of the portfolio, an analysis of the investiment portfolio by broad industrial or commercial
sector and o list of the 30 largest equity investmenis by their aggregate morket value cre contained in the Managers' Review Section.
110.0% of the Company's net assels are invested in quoted equities. A 3% increase in quoted equity valuations af 31 March 2011
would have increased fotal assets and tofal return on ordinary activities by £70,308,000 (2CG10 - £60,300,000). A decrease of 3%
would hove had an equal but epposile effect.

Liquidity Risk
This is the risk thot the Company will encounter difficulty in meeting obligations associated with financial liabiliies.

Liquidily risk is potentially significant but the majority of the Company's assets are investmenis in quoted securities that are believed 1o be
recdily reclisable. The Board provides guidance fo the nvestment Mancgers as to the maximum exposure fo any one holding and io the
maximum oggregate exposure to subsiantiol holdings.

The Company has the power 1o take out borrowings, which give it access to additional unding when required.
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NOTES TO THE FINANCIAL STATEMENTS

22 Finanaoal Instruments continued)

Credit Risk
This is the risk that a failure of @ counterparty to o transaction to discharge its abligations under that tronsaction could result in the Company
suffering a loss.

This risk is managed as follows:

* ‘Where the Invesiment Managers moke an investment in @ bond or other security with credit risk, thot credit risk is ossessed and then
compered 1o the prospective invesimens return of the security in question,

* The Board regularly receives information from the Investiment Managers on the credit ratings of those bonds and other 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 cusiodian.
Bankruptey or insolvency of the custodian may cause the Company's rights with respect to securities held by the custodian to be
delayed. The Investmenl Maragers monitar the Company's risk by reviewing the cusiadian’s infernal control reporis and reporting its
findings to the Board.

* Investment transactions cre carried out with a large number of brekers whose creditworthiness is reviewed by the Investiment Managers.
Transactions are ordinarily undertaken on ¢ delivery versus payment basis whereby the Company's custodian bank ensures that the
counterparty lo any lransaction entered into by the Company has delivered on its obligations belore any transter of cash or securities
away from the Company is compleled.

* Transactions invelving derivatives, and other arrangements wherein the creditworthiness of the entity acting as broker or eounterporty to
the transaction is likely 1o be of sustained interest, are subject lo rigorous assessment by the Investment Managers of the creditworthiness of
that counterporty. The Company's aggregate exposure to each such counterparty is monitored regulory by the Board.

* Cash is held only of banks that are regularly reviewed by the Managers.

Credit Risk Exposure

The maximum exposure to credit risk at 31 March was: 2011 2010
£000 £000

Fixed interest investments 140,178 120,494
Cosh and shoil term deposits 14,699 18,898
Debtors and prepayments 15,468 9,824
170,345 149,216

None of the Compary's financial assets are past due or impoired.

Fair Value of Financial Assets and Financial Liabilities

The Directors are of the opinion that the financial assets and liobilities of the Company are stoted at feir value in the bolance sheet with the
exception of long term borrowing. long term borrowings are included in the accounts in accordonce with FRS26. A comparison with the
fair value {closing offer value) is as follows:

2011 200 2011 2010 2010 2010

Par/nominal Book Feir Par/nominal Book Fair

£'000 £°000 £'000 £000 £'000 £°000

8~14% stepped interest debenture stock 2020 20,000 21,860 29,240 20,000 21,961 31,890
6.875% debenture stock 2023 75,000 74,562 76,445 75,000 74,525 82,313
&—12% stepped interest debenture stock 2026 50,000 54,281 83,303 50,000 54,391 78,800
4% irredeemable debenture stock 675 675 531 675 675 525
Tolal debentures 145,475 151,378 189,519 145,675 151,552 193,528
Fixed rate loans 54,001 53,737 - -
Total long term borrowings 205,379 243,256 151,552 193,528

All short term borrowings are stated ai fair value.

Deducting long term borrowings at fair value would have the effect of teducing the net assel value per share fram 833.5p 10 816.5p.
Toking the market price of the ordinary shares ot 31 Maich 2011 of 742.0p, this would have given a discount to net asset value of 9.1%
as against 11.0% on o debt af por basis. At 31 March 2010 the effect would hove been to reduce the net asset value from 711.2p fo
$92.8p. Toking the marker price of the ordinary shares at 31 March 2010 of 609.0p, this would hove given a discount 1o net assef value
of 12.1% os agoinst 14.4% on ¢ debi of por bosis.

Capital Management
The Company does not have any externclly imposed capital requirements. The capital of the Company is the ordinary share capital
[see note 13) which is managed in accordance with its investment policy in pursuit of its investment objective, both of which are detailed on

poge 20. Shares may be issued and /or repurchased as explained on pages 25 and 26.
SCOFTISH MORTGAGE INVESTMENT TRUST PLC




FURTHER SHAREHOLDER [NFORMATION

How to Invest

They can be bought by placing an order with a slockbroker,
by asking a professional adviser to do so, or through the Beillie

defails about investing in Scottish Mortgage of
www.scoltishmortgageit.com,

Sources of Further Information on the Company
The price of shares is quoted daily in the Financial Times and
can alss be found on the Scottish Morigage poge of the Baillie
Gilford website at www.scottishmortgageit.com, Trusinet ot
www.frustnet.co.uk ond on other finaneiel websites. Compeny

AlC

Scaitish Mortgage was one of the founding members of The

the yecr af which Baillie Gifford will be in aftendance.
Key Dates

Ordinory shoreholders normally receive two dividends in respect
ot each financial yeer, An interim dividend is paid ot the end of
November and a final dividend is poid in ecrly July. The Annual
Generol Meeling is normally held in lote June or early July.

Capital Gains Tax
For Capilal Gains Tax indexation purposes, the market value

{odjusted for the bonus issue of 4 for 1} of an ordinary share
in the Cempaony as at 31 March 1982 wos 30.6p.

Share Register Enquiries

behalf of the Company. In the event of queries regarding shares
registered in your own name, please contact the Registrars on
0870 707 130C.

This helpline clso offers an automated seltservice functionality

*  hear the latest share price;
* confirm your current share holding balonce;
* confirm your payment history; and

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

ANNUAL REPORT 2011

The Company’s shares are raded on the London Stack Exchange.

Gifford savings vehicles (see pege 52). You car also find specific

factsheets are also available on the Baillie Gifford website and are
Epdcred monthly. These ore available from Baillie Gifford on request.

Associalion of Investmen: Companies in 1932. The AIC's website
www.theaic.co.uk contains detailed information about invesiment
trusts, such as factsheets and statistics on the investment frust industry.
The AIC also holds o series of private investor rocdshows throughout

Compulershare Investor Services PLC mainlains the share register on

lovailable 24 hours a day, 7 days a week] which allows you to:

Further Shareholder Information

By quating the reference number on your share certificate
you can check your holding on the Registrar's websile al
www-uk.compulershare.com/finvestor.

They also offer a free, secure share management website service
which allows you to;

* view your share portfolic and see the lotest market price of
your shares;

» calculcte the total market price of ecch shareholding;
* view price histeries and rading graphs;

* regisler io receive communications from the Company, including
the Annual Report and Financial Stalements, in elecironic format;

¢ ypdate bank mandates and change address details;
¢ use online dealing services; and

* pay dividends directly info your overseos bank account in
your chasen local currency,

To toke advantage of this service, plecse log in at
www-uk.computershare.com/investor and enler your Shareholder
Reference Number and Company Code {his informatian con be
found on the last dividend voucher or your share ceriificate).

Dividend Reinvestment Plan

Computershare operates a Dividend Reinvesiment Plan which can be
used ta buy additional shares instead of recaiving yaur dividend via
cheque or into your benk account. For further information log in to
www-uk.computershare.com/investar and follow the insiructions

or telephone 0870 707 1694,

Electronic Communications and Proxy Voting

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

¢ Efectronic Communications If you would like o take advaniage
of this service, please visit our Regisiror's website ot
www-uk.computershare.com/investor and register. You will
need your shareholder reference number {which is on your share
certificate and tax voucher) to hand. If you then agree 1o the
terms and conditiens, in fulure, on the day that documenis are
sent to shareholders by post, you will receive an e-mail providing
the website address link 1o the documents. After you register,
paper documents will be ovailable on request.

* Electronic Proxy Veting You can also return proxies electronically
ol www .eproxyappointment.com. If you have regislered for
electionic communications you will be issued 6 PIN number
ta use when refurning proxies to the secure Registror website.

You do not need io register for electranic communications to
use electronic proxy voting, pcper proxy forms will contain
a PIN number ‘o allow you to relurn proxies electronicolly.

If you have any questicns about this service please cantact
Computershare on 0870 707 1300.




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

* participation in o diversified porifolic of shares;

* conslont supervision by experienced professional managers; end

» the Compeny is free from capital gains tax on capital profils
realised within its pertfolio although investers cre still ligble for
capilal gains tox on prolits when selling their investment.

These accounts hove been approved by the Directors of Scotiish
Morigage Investment Trust PLC.

Analysis of Shareholders at 31 March

2011 2010

Mumber of 2011 Number of 2010

shares held % shares held %
Institutions 84,958,204 33.1 89,086,412 343
Intermedicries 116,604,803 455 118,097,256 455
Individuals 29,756,823 1146 27,453,422 106
Baillie Gifford
Share Plans/ISA 23,271,501 21 22,550,879 87
Marketmakers 1,628,566 0.7 2,331,928 09

256,519,897 100.0 259,519,897 1000

FURTHER SHAREHOLDER INFORMATION
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COST-EFFECTIVE WAYS TQ BUY AND HOLD SHARES IN SCOTTISH MORTGAGE

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

The Share Plan and 1SA brochure
ovailoble ot
www.scollishmortgogeit.com

Press advertisement for
Scoltish Morlgage.

Boillie Gifford Savings Management Limited offers & rumber of plons that enable
you to buy ond hold shares of Scottish Mortgoge costefficiently. Purchases and
sales are nermally subject to o dedling price sprecd and Govemment stamp duty
of 0.5% is payable on purchases.

The Baillie Gifford Investment Trust Share Plan
* No initial charge

¢  No annual wrapper charge

* Normally cheaper than dedling through o steckbraker

* Invest a lump sum from £250 or monthly from just £30

s No moximum investment limits

* Stop and siort saving at any time with no charge

*  Twice weekly dealing {usually Tuesday and Friday)

* A withdrawal chorge of just £22

The Baillie Gifford Investment Trust ISA

s Toxefficient invesiment

s No setup charge

*  Flat rote annuol management charge currently of £32.50 + VAT

*  Lump sum invesiment from £2,000 currently up to @ maximum of
£10,680 each year

*  Save monthly from £100

* A withdrowal charge of just £22

ISA Transfers

»  Tionsfer existing ISAs from other plan managers into the
Baillie Gifford I15A

+ Consolidate your glans info a monaged global investment

*  Minimum transfer vale £2,000

The Baillie Gifford Children’s Savings Plan

*  An excellent way for porents, grandparents or ofher adults to invest
for o child

*  No inifial charge
* Mo annual wiopper cherge
*  The oplion of o designated account or a bare tust in favour of the child

*  Flexible investment opticns: lump sum from £100 or monthly saving
from just £25

e A withdrawol chorge of just £22
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Online Management Service

You can olso open and monage your Share Plan/Children's Savings Plon* and/

or I3A enline, through our secure Online Management Service [OMS)] which can

be accessed through the Boillie Gifford website af

www.bailliegifford.com/oms. As well os being oble o view the deleils of your

plan online, the service alsa allows you te:

*  get current valuations;

¢ make lump sum investmenis;

®  switch between investment trusts ([excepl where there is more than one
holder);

* selup o direct debit o make regular investiments; and

* update cerlain personal details.

*Please note that a bare trust cannct be opened vio OMS. A bare frust

application form must be completed.

Risks

*  Past pedormance is not a guide to future performance.

*  Scoftish Mortgage is listed on the London Steck Exchonge. As @

result, the value of its shares and ary income from thase shares is not

guaranteed and could go down as well os up. You may nof get back

the amount you invested.

As Scottish Martgage invests in averseas securilies, changes in the rales

of exchonge moy also cause the value of your invesiment [and any

income it may payl to go down or up.

*  Scoftish Morigage invests in emerging markels where difficulties in
dedling, setlement and custody could arise, resulting in @ negative
impact on the value of your investment.

*  Scoftish Morgage has borrowed maney to moke further investments
{sometimes known as 'gearing’]. The risk is that when this money is
repoid by the Company, the volue of these invesiments may not be
enough ta cover the borrowing and interest costs, and the Company
will make o loss. If the Company's investments fall in value, any
borowings will increose the amount of this loss.

*  Scotish Morigoge can buy back its own shares. The risks frem
borowing, referred to above, are increased when a Company buys
back its shares.

*  Market values for securities which have become difficult lo trade may
not be readily available and there can be no assurance that any value
assigned fo such securities will accurately reflect the price the Comparny
might receive upon their sale.

*  Scoftish Merigage charges 50% of the invesiment management fee and
50% of borowing costs to capilal which reduces the capitel value. Also,
where income is fow, the remaining expenses may be greater than the total
income received, meaning Scettish Marlgage moy nol pay o dividend and
the copital value would be furher reducad.

*  You should note that tox rates and reliefs moy change at any time and
their value depends on your circumslances.

*  Defails of other risks that apply to investment in the plans shown
on this page are contained in the product brochures.

Scottish Mortgage Irvestment Trust PLC 15 o UK public listed company end os

such complies with the requirements of the UK listing Autharity. # is not authorised

ord regulated by the Financial Services Authority.

Baillie Giffard Savings Menagement Limiled {BGSM] is the manager of The
Baillie Gifferd Investment Trust Share Plan, The Baillie Gifford Children's Savings
Plan and The Baillie Gifford Invesiment Trust ISA. BGSM is wholly owned by
Baillie Gifford & Co who ore the Managers and Secretaries of Scottish Morigage
Invesiment Trust PLC. BGSM and Baillie Gifford & Co ore authorised and
regulated by the Financial Services Authority ard both are bosed ot Calion
Square, | Greenside Row, Edinburgh EH1 3AN.

The staff of Baillie Gifford & Co, and/or the Directors of Scottish Mortgage, may
hold shores in Scotiish Morigoge or moy buy or sell shares fram fime to time.




COMMUNICATING WITH SHAREHOLDERS

Communicating with

Shareholders

‘Trust” mogozine

Promating Scottish Mortgage

Baillie Gifford carries ou extensive marketing cctivity jo promote Sccttish
Morigage to institutional, intermediary and direct investors. The Board
warmby supports the promotion of the plons described on poge 52 in order
1o bring the merits of Scottish Mortgage to os wide an cudience os possible.

Trust Magazine

Trust is the Baillie Gifford investment trust mogozine which is published three
times a year. |t provides an insighi to our investment approach by including
interviews with our fund managers, as well os conloining invesiment trust
news, investment features and anlicles about the frusts managed by Baillie
Gifford, including Scottish Marigoge. Trust plays on importont role in hefping
to explain our praducts so that readers can really understand them. For a
copy of Trust, please contoct the Baillie Gifford Client Relotions Team (see
coniect detcils opposite].

An online version of Trust can be found at www.bgtrustonline.com.

Al orticles ore avoilable o read on screen and can now olso be
downloaded in PDF formas.

Guides to Investment Trusts

Boillie Gifford has produced a number of educationol guides on investment
trusts. These are designed to explain how Investment Trusts work end io explain
the verious ways you con invest in them, If you would like copies of any of the
guides, please contact the Baillie Gifford Client Relations Team (see coniac
detoils opposite].

Scottish Mortgage on the Web

Uptodate information about Scotish Morigage is on the Scottish Mortgage
page of the Managers' websile ot www.scottishmortgogeit.com. In the
Invesiment Trust section you will find hull details of Scottish Mongege,
including @ monthly commentary, recent perfolio informatien and
performance figures.

You can also find a history of the Trust, an explonation of the effecis of
gearing ond o flexible performance reporting tool.

If you are interested in investing directly in Scoitish Morigoge, you con
do so online. There are a number of companies offering real time onlire
deoling services — find out more on the Buying Shores section of Scattish
Morigage's website www.scottishmortgogeit.com.

A Scoltish Mortgage web page of www.scoltishmorigageit.com

Suggestions and Questions

Any suggestions on how communications with sharehalders can be improved
are welcome. Please contact the Baillie Gifford Client Relations Team (see
contaci defails below] and give them your suggestions. They will also be very
happy to answer cny questions that you may have, either about Scattish
Morigoge or the plons described on page 52

Literature in Alternative Formats

It is possible to provide copies of lireroture in allernative formats, such as
large print or on cudic tope. Please contect the Baillie Gifford Client
Relations Team for more informetion.

Client Relations Team Contact Details

You can contact the Baillie Gifford Client Relations Team by telephone,
email, fox or post:

Telephone: 0800 027 0133

Your call may be recarded.

E-mail: tustenquiries@bailliegifford.com

Website: www.bailliegifford.com

Fax; 0131 275 3955

Client Relations Team

Baillie Gifford Sovings Monogement Limited

Colion Square

1 Greenside Row

Edinburgh EHT 3AM

Far Scottish Mortgage specific queries, please use the following cantact
defails:

Website: www.scolishmorigogeit.com

E-mail: scottishmortgoge@bailliegifiord.com

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, plecse ask an outhorised intermediary.

SCOTTISH MORTGAGE INVESTMENT TRUST PLC CEIENEEEN




NOTICE OF ANNUAL GENERAL MEETING

Natice is hereby given that the onerhundred and second Annual
General Meeling of Scoltish Mortgage Investment Trust PLC will be
held within the offices of Baillie Gifford & Co, Calton Sguare,

1 Greenside Row, Edinburgh, EH1 3AN on Thursday, 30 June
2011 at 4.30pm for the following purposes:

Ordinary Business
To consider and, if thought fit, to pass the following resolutions as
Ordinary Resclutions:

1. To receive and adopt the Financicl Statements of the Company
for the yeor 1o 31 March 2011 with the Reports of the Directors
and of the Independent Auditcr thereon.

2. To approve the Directors” Remuneration Report for the yeor to
31 March 2011,

To declare a final dividend.

To reefect Mr MM Gray as a Director.

To reelect Mr JPHS Scott as a Direclor.

To reelect Mr WG McQueen as ¢ Director.

To reappoini KPMG Audit Plc as Independent Auditor of the
Company i held office uniil the conclusion of the next Annual
General Meeling ot which the financial slatements are laid
belore the Company.

N O koW

8. To aulhorise the Directors 1o determine the remuneration of the
Independent Auditor of the Company.

To consider and, it thought fit, o poss the following resclutions as
Speciol Resolufions:

G. That, in substitution for any existing authority, but without
prejudice 1o the exercise of any such authority prier to the
date hereof, the Company be and is hereby generclly and
unconditionally authorised, in cecordance with Section 701 of
the Comparias Act 2006 (the ‘Act’), lo moke market purchases
[within the meaning of Section £93/4) of the Aci) of fully paid
ordinary shares of 25 pence each in the capitc! of the Company
['ordinary shares’) [either for refention s treasury shares for future
reissue, resale, transter or for cancellation), provided that:
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The Annual Generaf Meeting of the Company will be held at the offices
of Baillie Gifford & Co, Calton Square, 1 Greenside Row, Edinburgh,
EH1 3AN on Thursday, 30 June 2011 at 4.30pm.

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 caill.

Notice of Annual General Meeting

la) the maximum aggregate number of ardinary shares
hereby authorised to be purchased is 38,452,332
being opproximately 14.99% of the issued ordinary
share capital of the Company on the date on which this
resolution is passed;

(b

the minimum price {excluding expenses] which may be paid
tor each ordinary share is 25 pence;

the maximum price {excluding expenses| which may be paid
for each ordinary share shell not be more than the higher of;

e

[il 5 per cent chove the average closing price on the
london Stock Exchange of an ordinary shere over the
five business doys immediately preceding the date of
purchase; and

i} the higher of the price of the lost independent trade and
the highest current independent bid on the Llondon Stock
Exchange; and

(d

unless previously varied, revoked or renewed by the
Compony in general meeling, the authority hereby conferred
shall expire at the conclusion of the Company’s Annuaf
General Meeting fo be held in respect of the financial year
ending 31 March 2012, sove that the Company may,
grior 1o the expiry of such authority, enter info a contraci or
contracts to purchase ordinary shares under such autherity
which will or might be completed or executed wholly or
partly after the expiration of such cuthority and may make
a purchase of ordinary shares pursuant to any such contract
or controcis.

10.That, the Directors of the Company be and they are hereby
generally empowered pursuont fo section 573 of the Companies
Act 2000 {the "Act’) 1o sell equity securities las defined in
sections 560{1) and 560(2) of the Acf] in the Company if,
immediately before the sale, such shares are held by the
Company as Ireasury shares [os defined in section 724(3) of
the Act] {'treasury shares') for cosh consideration {os delined in
section 727|2) of the Act] as if subsection {1) of section 561 of
the Act did not opply to any such sale, provided that this powe
shclt be limited to: :




lc) the sale of treasury shares in connection with a rights issue
in fovour of the holders of ordinary shares of 25 pence
each in the Company {'Shares’) where the equity
securities respectively offribuicble to the interests of all
such shareholders are proportionate (as nearly as moy be
practicable] to the respactive number of Shares held [or
deemed or notionally held) by them but subject to such
exclusions or other arrangements as the Cireclors deem
necessary of expedient in relation 1o fractional entitlements
of to deal with problems under the laws, or requirements of,
any regulatory body or siock exchange in any territory; and

b

the sale of treasury shares [other than pursuant o paragraph
{al of this resolution) of up to an oggregete nominal value
of £6,412,997 being 10% of the Company's issued Share
copital as at 11 May 201 1;

ond shall expire al the conclusion of the next Annuat General
Meeting of the Company to be held in 2012, save thot the
Compony may, before such expiry, make cny offer or enter into
an ogreement which would or might require Ireasury shares fo
be sold after the expiry of such power, and the Directors of the
Company may sell treasury shares in pursuance of such offer or
ogreement as if the power conferred hereby had not expired.

Special Business
To consider and, if thaught fit, lo pass the following resolution as @
Specicl Resolution:

11.That the Aricles of Association of the Company be and hereby
are omended by the deletion of Article 108 and the insertion of
the following article as Aricle 108 in substiution therefore:

"Directors’ fees

The directors shall be paid, out of the funds of the Company by
way cf fees for their services as directors, such sums |if any] as
the Bocrd may from time o lime determine [not exceeding in
the aggregate £ 300,000 per annum or such larger amount as
the Company may by ordincry resolution determine) and such

remuneration shall be divided between the direciors as the Boord

shall agree or, failing agreement, equally. Such remuneralion
shall be deemed to accive from day to day. The provisions of
this Article shall not apply 1o the remuneration of any director
who is appainted 1o any execulive office (whether part time or
full time) which remuneration shall be established pursuant to the
provisions of Aricle 107"

By order of the Board

Baillie Gifford & Co K‘%‘, Q{M ~ (o

Managers and Secrelaries
23 May 201
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Notes

1

As o member you cre enfiled to appoint a proxy or proxies to
exercise all or any of your rights 1o cfiend, speak and vote af the
AGM. A proxy need not be @ member of the Company but must
atiend the AGM to represent you. You may appaint more than
one proxy provided eoch proxy is appointed 10 exercise rights
atfached to different shares. You can only appoint o proxy using
the procedure set out in these notes and the notes fo the proxy
form. You may not use ony electronic oddress provided either in
this nalice or any refated documents [including the eirculer and
proxy form) to communicate with the Company for any purpose
other thon those expressly sioted.

To be volid any proxy form or other instument appointing o
proxy, fogether with any power of atiomey or other authority
under which it is signed or a cerlified copy thereof, must be
received by post or [during normal business heurs only) by hend
at the Registrors of the Company at Computershare Investor
Services PLC, The Pavilions, Bridgwater Road, Bristol, BS9G
OZY of www.eproxyappeintment.com no later than 48 hours
lexcluding non-working days) before the time of the meeling or
any adjourned meeting.

. CREST members who wish o cppoint o proxy or proxies through

the CREST electronic proxy oppoiniment service may do so by
using the procedures described in the CREST Manucl and/

or by logging on to the websile www.euroclear.com/CREST.
CREST personal members or other CREST sponsored members,
and those CREST members who have oppointed o voling service
provider{s), should refer to their CREST spensor or voling service
providers), whao will be able to take the cppropriate actien on
their behalf.

In order for a proxy appointment or instruction made using the
CREST service to be valid, the appropriote CREST messcge

la "CREST Proxy Instruction’] must be properly authenticated in
accordance with Euroclear UK & Ireland Limited's specifications,
and must caontain the information required for such instruction,

as described in the CREST Manual. The message, regardless

of whether it constitutes the appointment of o proxy or is an
amendment to the insiruction given o o previously appointed
proxy must, in order to be valid, be tansmitted so as to be
raceived by the Company’s registrar {ID 3RAS50) no later than 48
hours {excluding nonrworking days) before the fime of the meeting
or any adjournment. For this purpose, the time of receipt will be
taken to be the time [os determined by the timesiemp applied

1o the message by the CREST Application Host) fram which the
Company's registrar is able o retrieve the message by enquiry

1o CREST in the manner prescribed by CREST. After this fime any
chonge of instructions to proxies appoinied through CREST should
be communicaled to the appointee through other means.
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5. CREST members and, where applicable, their CREST sponsors,
or voling service providers should note thet Eureclear UK &
Ireland Limited does not make available special procedures in
CREST for any parficular message. Normal sysiem limings and
limitations will, therefore, apply in relation lo the input of CREST
Proxy Instructions. It is the responsibility of the CREST member
concemed 1o take [or, if the CREST member is @ CREST personal
member, o sponsored member, or has appointed a voting
service provider(s), to procure that his CREST sponsor or vating
service provider(s) tokels)) such action as shall be necessary to
ensure that o message is transmitied by means of the CREST
system by any particular ime. In this connection, CREST
members and, where applicable, their CREST sponsors or voling
system providers are referred, in particuler, 1o those secfions of
the CREST Menual conceming practical limitctions of the CREST
system and fimings.

6. The Company may treat as invalid a CREST Proxy Instruction
in the circumstances set out in Regulation 35(5)la) of the
Uncerificated Securities Regulations 2001.

7. The return of o compleled proxy form or other instrument of proxy
will not prevent you attending the AGM and voting in person if
you wish,

8. Shareholders perticipating in the Bailie Gifford Investment
Trust Share Plan, Children's Sevings Plan or the Baillie Gifford
Investment Trust ISA who wish to vote and /or citend the mesting
musl complete and retum the enclosed reply-paid Fom of
Direction.

@. Pursuant to Regulation 41 of the Uncertificated Securities
Regulations 2001 ond Section 311 of the Companies Act
2006 the Company specifies that to be entiled to atiend and
vole af the Annual General Meeting [and fer the purpose of
the determinction by the Company of the votas they may cost,
shareholders must be registered in the Register of Members of
the Company no later than 48 hours (excluding nom-working
deys) prior to lhe commencement of the AGM or any adjourned
meeting. Changes 1o the Register of Members after the relevant
deadline shall be disregorded in determining the rights of any
person 1o ciiend ond vole ot the meeling.

10.Any person to whom this rotice is sent who is a persen
nominated under Section 146 of the Companies Act 2006 1o
enjey information rights lo ‘Nominated Person’) may, under an
agreement between him/her and the shareholder by whom he/
she was nominated, have o right to be oppointed {or to have
someone else appointed] as o proxy for the Annual Gereral
Meeting. If a Nominated Person has no such proxy appointment
right or does nat wish lo exercise it, he/she may, under any such
agreement, have o right 1o give instructions lo the shareholder as
fo the exercise of voting rights.
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11.The statement of the rights of shareholders in relation 1o ihe
appeintmeni of proxies in Notes 1 and 2 above does net apply
to Nominated Persors. The rights described in those Notes can
only be exercised by shareholders of he Company.

12.The members of the Company may require the Company to
puklish, on its website, (without payment) a starement {which is
clsc passed to the auditor) setting cut any malier relating lo the
audit of the Compony's accounts, including the cuditor’s report
and the conduct of the audit. The Company will be required 1o
do so once it has received such requests from either members
representing af least 5% of the total voting rights of the Company
or at least 100 members who have a relevant right to vote and
hold shares in the Compxany on which there has been paid up
an average sum per member of af leost £100. Such requests
must be made in writing and must sicte your fuli name and
address and be sent 1o the Compeny at Calton Square,
1 Greenside Row, Edinburgh, EH 1 3AN.

13.Informotion regarding the Annual General Meeting, including
information recuired by Section 311A of the Companies Act
20006, is availoble from the Compony’s page of the Managers’
website al www scoltishmortgageit.com.

14.Members have the right to ask queslions af the meefing in
accordance with Section 3 19A of the Companies Act 2006,

15.Asat 11 May 2011 (oeing the latest practicable date prior to
the publication of this notice) the Company’s issued share copitcl
consisted of 256,519,897 ordinary shares (excluding tfreasury
shares), carrying one vote each. Therefore, the tofal voting rights
in the Company as at 11 May 2C11 were 256,519,897 votes.

16.Any person holding 3% or mare of the total voting rights of the
Company who appoints o person cther than the Chairman of
the meeting as his proxy will need to ensure: that both he and his
proxy complies with thelr respective disclosure obligations under
the UK Disclosure ard Transparency Rules.

17.A capy of the proposed new Articles of Association of the
Company will be available for inspection ot the offices of
Dickson Minte W.S., Brocdgoate Tower, 20 Primrose Street,
Londen EC2A 2EW and af the registered coffice of the
Company, Calien Square, 1 Greenside Row, Edinburgh
EH1 3AN, during normal business hours an any week day
[Saturdays, Sundays and public holidays excepted) from the
date of this nofice of the AGM uniil the conclusion of the AGM.

18.No Birector has o conlract of service with the Company.
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