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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 measured is the FTSE AlMWorld Index
fin sterling terms),

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

Invesiment trusts are UK public listed companies and os such comply with the requirements of
the UK Lisling Authority. They cre not autherised or regulated by the Financial Services Authority.

THIS DOCUMENT 15 IMPORTANT AND REGUIRES 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
authorised under the Financial Services and Markets Act 2000 if you are in the United
Kingdom or, if not, from another 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, tagether with any accompanying
documents, as soen as possible to the purchaser or transferee, or fo the stockbroker,
bank or other agent through whom the sale or transfer was or is being effected for
delivery to the purchaser or transferee.




MESSAGE FROM THE CHAIRMAN AND FINANCIAL HIGHLIGHTS

Message from the Chairman

In a volatile period for stockmarkets, Scottish Mortgage’s shares staged a significant
recovery in the second half of its financial year. The share price closed at 708p having
fluctuated in the period between a high of 781p and a low of 565p. Over the year to 31
March 2012 net asset value (NAV) per share fell by 58%, the share price by 4.6% and the
benchmark (the FTSE All-World Index in sterling terms) by 2.9%.

Performance is primarily assessed over the long term in line with the nature of the
investment approach. Over five years, the NAV has increased by 39%, the share price by
45% and the benchmark by 26% in total return terms (including capital and income);
over ten years the figures are 125% (NAV), 139% (share price} and 73% (benchmark).

The careful selection of individual companies and their subsequent performance
remains the most important influence on future long term returns. The Managers still
see considerable investment opportunities. There is excitement about the impact of new
technologies in many different sectors and continued enthusiasm for opportunities
presented by the rapid growth of the Chinese economy,

Financial Highlights — Year to 31 March 2012

Share Price -4.6% NAV -5.8%
Benchmark* -2.9%

NAV and Benchmark
Share Price {pence) [rebased to 100 ot 31 March 2011) Discount

*Benchmark: FTSE AllWorld Index fin sterling terms).
Source: Thomson Reuters Datasiream /Baillie Gitford & Co.
Past performance is not @ guide to future performance.
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ONE YEAR SUMMARY

One Year Summary

31 March 31 March
2012 2011 % change

Total asses [before deduction of debentures, long and short term borrowings) £2,378.3m £2,502.3m
Loans and debentures £366.0m £370.0m
Shareholders’ funds £2,012.3m £€2,132.3m
Net osset value per ordinary share [afier deducting borrowings at fair value)* 768.7p 816.5p {5.8)
Share price 708.0p 742 Op {4.6)
FTSE AlWorld Index (in sterling terms} 203.3 209.4 (2.9)
Dividends paid and proposed per ordinary share 13.00p 12.00p 8.3
Revenue earnings per ordinary share 13.07p 13.32p (1.9
Total expense ratio 0.51% 0.51%
Discount {after deducting borrowings at fair value) (7.9%) {2.1%)
Year to 31 March 2012 2012 2011 20011
Year's high and low High low High Low
Share price 781.0p 565.0p 742 5p 533.0p
Net asset value per ordinary share jafter deducting borowings at fair valuelt 861.6p 621.0p 816.5p 604.1p
Discount {after deducting berowings at fair value)t 2.7%) (11.2%) (6.5%) 115.0%)
Average sector discount [AIC Global Growth Sector) (9.1%) (11.5%) {10.3%| {13.0%)

31 March 31 March

2012 2011

Net return per ordinary share
Revenue return 13.07p 13.32p
Capital return (39.81p) 119.40p
Total return (26.74p) 132.72p

*Bonrowings are deducted at fair value [the estimete of market worth).
tCumrincome,

Past performance is not a guide 1o future perfarmance.
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Five Year Summary

5 Year Total Return Performance
figures rebosed 1o 100 at 31 March 2007)

* Benchmark: FTSE All World Index {in sterding lerms).

Discount to Net Asset Value
{plotied on a monthly basis)

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 2012.

Dividend and RPi Growth
(cumutative from 31 March 2007}
{figures rebosed to 100 at 31 March 2007)

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

Past performance is not a guide to futuse performance.
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CHAIRMAN'S STATEMENT

Chairman’s Statement

Investment Performance

The past year has been a very volatile one for warld stockmarkets
and, having at one point fallen by over 20% from last year's closing
price, the value of your Company's shares staged a significant
recovery in the second half of our financial year to close at 7C8p.

| warned in 201 1 that “shareholders should remember that not every
year will be as good as the period just ended” and indeed that was
prescient. Over the year to 31 March 2012 net asset value [NAV}
per share fell by 5.8%, the share price by 4.6% ond the benchmark
{the FTSE AlPWorld Index in sterling terms} by 2.9%, but these
endofyear statistics disguise the fact that in the period vnder review
our share price flucluated between a high of 78 1p and a low of
565p.

As stated in previous years, performance is primarily assessed over
the long term in line with the nature of the invesiment approach.
During the past five years, the NAY has increcsed by 39%, the share
price by 45% and the benchmark by 26% in total return terms
lincluding capital and income); over ten years the increases are
125% NAV, 139% share price and 73% benchmark. Your Directors
regerd this as © very satisfactory performance and believe that, in
the year under review, our Managers acted with greas skill in a very
lesting invesiment climate.

The past year has been charocterised by low confidence in markets
and a tendency for most commeniatars and participants to focus on
negative factors. In particular, anxiety about the future of the
Zurozone and warries about what oppears to be o double dip
recession in several European countries [including the UK) have been
recurrent. To o large extent good news has been ignored, with
investars transfixed by some of the horror stories emerging in
southern Europe, Included in the good news is the remarkable health
of much of the corporate sector, the good progress made by many
developed economies, natably, but not exclusively, Germany, and
the continued growth of advancing economies especially China,
albeit sometimes at a slightly slower poce than hitherto. But it is the
riots on the streets of Athens and the unemployment queues in Spain
which have tended to copture the headlines.

Past performance is not a guide 1o future performance.
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It is to the Managers’ credit that they have continued to maintain @
clear focus on progress at individua! compeny level whilst also being
prepared ta swim against the tide in their investment approach. They
still see considerable investment opportunities. Excitement about the
impact of new technologies in many different sectors and continued
enthusiasm for opportunities presented by the rapid growth of the
Chinese economy come through strengly in the Monagers’ Review.

Equity investment is not without risk, but the Managers’ approach
whereby the primary focus is on fundamenial and tharough anclysis
of individual companies and their long term growth prospects, rother
then on short term market predictions, is the rational one. Portfolio
diversification of company level and also by octivity remecins
importont. We have what is by most standards quite ¢ concentrated
portfolio feurrently 70 holdings for £2.4 billion of investments] and
the Board regularly challenges and questions the Menagers on
individual investments, diversification, risk concentraticn and brocder
frends.

Shereholders may note that the value of the equity portfolio listed in
the UK now siands at 12% of total assets; a decade ago it was
close to 50%. The portfolio does not resemble, let clone try to
match, the benchmark so there will be times when performance is
out of kilter with markets ond indices. Scoftish Mortgage aims to
appeal to investors who seek long term growth from investment in
equities chosen an ¢ global basis. | make no apology for the fact
that Scottish Mortgage is generally not well suited 1o investors with
short term horizons or those who cannot endure the occasionally
violent fluctuations inherent in equity investment.

Earnings and Dividend

As well as cffering capital growth, Scottish Morigage hos provided
shareholders with a siream of rising dividends over the years. This
year eornings per shore were 13.1p {13.3p last year). A final
dividend of 6.8p is proposed which will give a tofal dividend for the
year of 13.0p. This is o satisfaciory increase of 8.3% over lost year
and is well ahead of all measures of UK inflation {currently 3.6% on
an RP! basis). It is also the 30th consecutive increase in the total
dividend ahead of inflation.




Gearing

Gearing has been maintained ot broadly constant levels. Gross
assets fotalled £2,378m ot the year end and our fixed rate
debentures and flocting rate bank loans of £366m account for 15%
of total assets. While the bark loons are at histerically low interest
rates, our debentures generally carry high coupons, reflecting the
radically different conditions which prevailed when they were
aranged.

Discount and Buybacks

The discount ot which the Company's share price stands to net asset
value has continued to narrow and at the end of the finencial year it
stacd at 8% which, while higher than yaur Directors weuld like to
see, is nanatheless lower than that of our peer group. It is important
that the Managers communicate effectively with existing shareholders
so that the aspirclions of the Company and its owners are aligned.
Also important is the quest for a new generation of shareholders.
There are opportunities here as the ways in which advisers are
remunercted change with the introduction of the Retail Distribution
Review [RDR] and this is a particular area of facus for the Managers’
marketing department. The Company has maintained its low tetal
expense ratio [0.51%} which is among the lowest in the indusiry and
this important feature should be beneficicl in offracting new investors
when comparable charges on ather funds can be many times higher
than those incurred by Scottish Mortgoge.

Shares were again bought back last year when supply exceeded
demand. A total of 2.9m shares were repurchased, similar to the
amount in 2010/11 (3m}. These shares were transferred into
Treasury from which they can be redissued in future, but only ot a
premium fo net asset value. There cre now 3 1m shares in Treasury
available for re-issue. Net asset value was enhanced by 1.0p by
buybacks this year. Over five years the equivalent figure is 9.1p.

Board and AGM

I am very pleased that Dr Linda Yueh has agreed 1o join the Beard.
tinda has depth cf knowledge and experience, especiclly of China,
which | believe will be very valuable lo Scottish Mortgage, which
already has some £400m of investments in Greater Ching,

The Annual General Meeting will be held in Edinburgh at Baillie
Gitford's offices at 4. 30pm on the 28th June. James Anderson and
Tom Slater will make short presertations on the investments and |
hope you will be ckle to attend.

Baillie Gifford is holding on investment trust presentation in London
on 19th September at which Scottish Merigage will be featured.
Sharehalders interested Tn receiving details of this event should
contact Beillie Gifford's Client Relations Team [see page 54 for
contact delails),

CHAIRMAN'S STATEMENT

OQutlook

Although the health of much of the carporate sector appears to be
good in lerms of profitability and balance sheet strength, the
challenges at a macroeconomic level are considerable. Some
Eurcpean economies are faltering but others, notably Germany, are
doing very well and it is this remarkable divergence of fortunes
which is causing strains of titanic proportions within the Eurozone.
Even ardens supporters of the Eure project now belatedly accept that
certain countries should not have been admitled to the single
currency so early in the piece and their continuing membership
seems to be justified on the basis thai it acts os a financicl
straifjocket which, while peinful in the short term, will do the patient
good in the end; and that, in any event, the release keys were
discarded. Much has been achieved in the past year in terms of
averting o disorderly defeult for Greece, but in both that country and
elsewhere in southern Europe there remains an uneasy feeling that all
that has been bought is more time; enduring solutions are praving
elusive.

Locking further afield, there continue to be worrying developments in
the likes of North Korea and Iran. While shareholders will realise
that we hold no investments in eithes couniry, both have the capacity
to cause major disruptions o the value of all capital markets in the
world. Such worries have perhops served fo obscure a flow of
positive news this year, particularly from the United States which
could well be approaching an economic turning point as the
gradual unwirding of earlier years’ excesses moves towards a
conclusion.

For Scollish Marlgage it is the carehul selection of individual
companies and their subsequent performance which remain the most
impariant influence on future long term returns. Our Managers
continue to demenstrate that they are adept of identifying
oppertunities and, when taken together with the impact of low
operating costs, | believe our Company continues 1o offer its
shareholders a cempelling investment proposition.

JOHN SCOTT
Chairman
8 May 2012

SCOTTISH MORTGAGE INVESTMENT TRUST PLC 05




DIRECTORS AND MANAGERS

Directors and Managers

Directors
JPHS Scott

John Scott, the Chairman, is a former international investment
banker who maintains a number of interests in the investment frust
sactor. [ohn was eppointed a Director in 2001 and became
Chairmen en 31 December 2009. He is a former executive director
of lazard Brothers & Co., Limited. During his twenty years with
lazard, he was involved with the merchant bank’s corparate edvisory
activilies and its Asian businesses. He is currenffy a director of various
companies including Martin Currie Pacific Trust ple, JP Morgan
Claverhouse Invesimen Trust ple, Miller Insurance, Schroder Japan
Growth Fund ple and Alternative Assel Oppoertunities PCC Limited. [n
addition, he is chairman of Dunedin Income Growth Invesiment Trust
PLC and deputy chairman of Endace Limited.

MM Gray

Michael Gray, the Senior Independent Director, joined the Board
in 2004 after a successhul career in printing and technology
industries where he gained valuable global business experience.
As chairman and chief executive he led the growih of McQueen
International over a 17 year period as it evolved from being o
printing company into a global enterprise providing a range of
support services to technology companies. On McQueen’s
acquisiticn, he became senior vice president of Sykes Enterprises
Inc., a global NASDAQ quoted oulsourcing services company,

He retired from Sykes in 1999 and has many business, community
and sporting interests including being a member of the Advisory
Board of The Winning Scotland Foundation,

Professor JA Koy

John Kay has a distinguished record as an economist, academic,
author and commentator on business, government and economic
issues. John was appointed a Director in 2008, he is g Visifing
Professor at the London School of Economics, a director of law
Debenture Corporation p.l.c., Value and Income Frust PLC and is
undertaking o review of equity markets and long term decision
making for the Department of Business Innovation and Skills.
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FC McBain

Fiona McBain is chief executive of Scoftish Friendly Assurance,

a Glasgow based and mutually owned finoncial services group
with aver 500,000 policyholders. Fiona was appointed a Director
in 2009. Before joining Scottish Friendly in 1998, Fiona, a
chartered occountant, was employed by Prudential ple and Arthur
Young [now Ernst & Young) where she spent some time working
across a number of industry sectars, both in the UK and in the United
States. She is alsa o director of the Associalion of Firancial Mutuals.

WG McQueen

Gordon McQueen, the Chairman of the Audit Committee,

brings to the Board first class financial and banking expertise,

as a former finance director of the Bank of Scotland. Gordon was
appointed o Director in 200 1. Until 2003 he was an executive
director of HBOS ple, Bank of Scofland cnd Halifax ple, where his
main role was chief executive, Treasury. He is a director of JP
Morgan Mid Cap investment Trust ple, The Edinburgh Investment Trust
plc and Shaftesbury PLC.

Dr L Yueh

Dr Yueh is an economist, broadcaster and author. linda was
appeinted to the Board in May 2012 and is being put forward for
election of the AGM on 28 June. A Fellow in Economics ot Oxford
University, Linda directs the China Crowth Cenre at St. Edmund
Hall. She is Adjunct Professar of Fconomics al the london Business
Schaal and at the london Schoo! of Economics and Palifical
Science. linda is an associate of both the Globalisation Programme
at the Centre for Economic Performance and of the International
Alfairs, Diplomacy & Stategy Research Centre. Linda is @ director of
JPMorgan Asian Invesiment Trust ple and o Board Member of Londen
& Partners and an Advisory Boord Member of The Official Monetary
and Financial Institutions Forum {OMFIF).




John Scott Michael Gray

Fiona McBain Gorden McQueen

Managers and Secretaries

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

Baillie Gifford & Co is one of the largest investment frust managers
in the UK and currently manages eight investment trysts, Baillie
Gilford olso manage unit trusts and Open Ended Invesiment
Companies, together with investment porifolios on behalf of pension
funds, charities and other insfitutional clients, both in the UK and
overseas. Funds under the management or advice of Baillie Gifford
tatal over £78 billion at 31 March 2012. Based in Edinburgh, it is
one of the leading privately owned investment management firms in
the UK, with 36 partners and a siaff of around 700,

The Manager of Scotiish Mortgage's pertfolio is James Anderson,
a portner of Baillie Gifford, Head of Global Growth and a former
Chief Investment Officer. The Depuly Manager is Tom Slater, also o
partner and a member of Baillie Gifford's Global Growth Team.

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

DIRECTORS AND MANAGERS

John Kay

Linda Yueh

Management Details

Baillie Gifiord & Ce is appointed as investment managers and
secrefaries to the Company. The manogement centract can be
tlerminated at six menths’ notice,

Management Fee

Baillie Gifford & Co's annual remureration is 0.32% of tofal assels
less current liabilities {excluding short term borrowings for investment
purposes), calculated and payable on o quarterly basis.
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MANAGERS’ REVIEW

Managers’ Review

Each year the Amazon Annual Report incorporates the original
shareholder letter from 1997, Although the arigins of Scotiish
Moartgage are more distant and our thoughts are for less profound
than those of Jeff Bezos we think this is an admirable discipline.
What follows is therefore a summery of how our investment
approach has evelved over the last decade. We should be
prepared to be judged by it in the years ahead.

Our Core Investment Beliefs

Whilst fund managers claim to spend much of their careers assessing

the compelifive advaniage of companies they are notariously

reluciant 1o perform any such analysis on themselves. The tendency is

1o cite recent performance as evidence of skill despite the tuck,
tandomness and mean-reverting characteristics of most such data, |f
this does not suffice then attention turns to ¢ discussion of the high
educational qualifications, hard work and exotic remuneration
packages that the fund manoger enjoys. Sometimes the procedural
details of the invesiment process are outlined with heavy emphasis

on risk controls. litte aftention is given to either the distinctiveress of

the cpproach or the stralegic advontages the manager might enjoy

in order io moke imitation improbable. We think we should iy to do

better than this.

* We are long term in our investment decisions. It is only over
periods of o least five years that the competitive advantoges
and manoagerial excellence of companies becomes apparent.
It is these characteristics that we want to identify and support.
We own companies rather than rent shares. We do nof regard
ourselves as experts in forecasting the oscillations of ecenomies

or the mood swings of markets. Indeed we think that it is hard to
excel in such areas as this is where so many market participants

focus and whete so litlle of the value of companies lies. Equally
Baillie Gifford is more likely to possess competitive advartoges
for the good of shareholders when it adopts a long term
perspective. We are a 100 year cld Scoitish parinership. We
think about aur own business over decades not quarters. Such
stability may not be exciting but it does encourage patience in
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this most impatient of industries. We anly judge our investment
performance over five year plus time horizons. In truth it takes at
least a decade to previde adeguate evidence of investment skill,

The investment management industry is ilequipped to decl with
the behavioural and emational challenges inherent in todoy's
capital markets. Our time frame and ownership shucture help

us to fight these dangers. We ore besieged by news, dota ond
opinion. The bulk ef this information is of litle significance but

it implores you to rapid and usually hutile action. This can be
particularly damaoging ot times of stress. Academic research
argues that most incividuals dislike financial losses twice os much
as they take pleasure in gains. We fear that for fund managers
this relationship is close ta tenfold. Internal and externcl pressures
make the aveidance of loss dominant. This is damaging in a
poitfalio context. We need 1o be willing to cccept loss if there is
an equal or grealer chance of {almost unlimited gain.

We ore very dubicus about the value of routine information.

We have little confidence in quarterly earnings and none in

the views of invesimen: banks, We fry 1o screen out rather than
incorporote their noise. In contrast we think that the world offers
joyous opportunities to hear views, perspectives and visions that
are borely noliced by the markets. From our office in Shanghai
1o futurists in Californic there is more in the investment world than
the Financial Times or Wall Street Journal describe.

We are global in stock selection, asset allocation ond
gitribution. We are active not passive — or far worse — index
plus in stock selection, Holding sizes reflect the potential upside
and its probability [or otherwise] rather than the combination
of the market capitalization and geographical kecation of the
company and its headguarters. We do not have sufficient
confidence in our lopdown essel allocation skills to wish 1o
override stock selection. We da not have encugh confidence
in our market timing abilities 1o wish to add or remove gecring
ot frequent intervals. We do, however, have strong conviction
that our portfelio should be comparatively concentrated, and




1 New Oriental Education & Technology
Provider of private education in China.

that it is of litle use o sharehelders to tinker around the edges
of indices. WWe think this eventually produces betier investment
results and it certainly makes us more committed shareholders

in companies. We suspect that selecting stacks on the basis of
the past (their current market capitalization) s o pelicy desigred
to profect the security of tenure of asset managers rather than o
build the wealth of shareholders. Companies that are large and
esiablished lend to be internclly complacent and inflexible, They
are often vulnerable to assault by more ambitious and vibrant
newcomers.

*  We are Growth stock investors. Such has been the preference
for Value and the search to arbitrcge away mincer rating
differentials that investors find it very hard to acknowledge
the extracrdinary growth rates and retums that can be found
today. The growth that we are particularly interested in is of
an explosive nature and often requires minimal fixed assets or
indeed capital. We think of it as ‘Growth at Unreasonable
Prices’ rather thon the traditional discipline of ‘Growth at o
Reasonable Price’. We need to be willing to pay high multiples
of immediate earnings because the scale of fulure potenticl
ond retuns con be se dramatic. On the stocks that flourish the
valugtion will have tumed out 1o be derisorily low. On the others
we will lose money.

e We believe that it is our first duly o shareholders tc limit fees.
Both the investment management fee (equivalent to 0.32%) and
the TER [0.51%) are low by cemparative stendards but ct least
adeguate in absolute terms, We think that the mafign impact of
high fees is frequently underestimated. The difference between
a TER of 0.5% ond cne of 1.5% may not appear greai but if
the perspective is altered 1o think of costs as a percentoge of
expected annual retums then the contrast becomes obvious.

IF annual returns average 10% (sadly they have not in recent
vears) then this is the difference between removing 5% of your
returns or 15% each year. Nor do we believe in o perdermance
fee. Usually it undermines investment performance. It increases
pressure and narows perspective,

MANAGERS” REVIEW

2 Apple
The latest version of the iPad.

Portfolio Comments

The three contentions that we have cutlined in the past remain intact.
To repeat the formulation of 2010:

e The rise of China |ond to o lesser exient other emerging
economies) is fransforming the global economic scene.

*  Stockmorkets underestimate the power of lechnological change
in exaggerated revulsion to the bubble of 1998-2000.

* The Westemn financial systems are dengerously flowed .

Technological Innovation

We have seriously underestimated this force. It is more powerful than
we thought ard far broader in its application than we suspected.
We now believe it fo be the most imporiant influence on the
investment world. The opporfunities in front of us are likely tc be even
more dramatic than in the recent past. This is because the very pace
of change is in itself accelerating. It is very hard to grasp the
implications of this. The minds of narmal human beings, let alone
those of fund mancgers with their preoccupation with the immediate,
have difficulty n coping with change that is exponential rather than
linear and where the guidance offered by the past is so modest.

Apple is perhaps the simplest example of this process as its devices
are so dominant and as so much of its story is visible. In product
terms this has taken us from the criginal Apple computer retailing at
the equivalent of U5$2,5G0 in today's prices without @ monitor,
power supply or even a casing to an iPad with at least 10,000x as
much processing power for a fifth the price. In 2001 it took 91
weeks to sell one million iPods. In 2011 it tock 24 hours to sell ane
million iPhene 43s. For the company this will ranslate into scles of
over US$150bn this fiscal year {with China now running ai 20% of
sales] with near 40% operating margins and US$ 1 10bn in cash.
From the share price lows before the return of Steve Jobs in 1997 o
market value of below US$1.5bn has become US$550 bn.
Identifying and holding such extraordinary companies is our primary
task. Doing so holds far greater rewards than any amount of market
prognostication. Whilst we have owned Apple since early 2009 we
feel that we deserve more crificism than praise for our actions. Not
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MANAGERS' REVIEW

1 Novozymes
Enzyme manufacturer’s stadardization tanks in North Caroling.

just did it take us several yeors to buy the shares but we were alsc
quick to fake profits in 201 1. Our holding and our profits should
have been significantly larger.

We hope that we own several companies that can follow the same
path as Apple but are at @ much earlier stage of development. As
suggested earlier they are businesses with substontial growth
opportunities, minimal or negative capital requirements from a young
age ond what we think are sustainable competitive advantoges. This
often translates into formidable margins end retum on capital, Their
advantoges lie in network effects or in mare traditional dominance
by seale but the lack of capital intensity is in common. We think that
such companies are extremely unusual in the history of capitalism.
The markets are very uncomforiable in dealing with their exislence
and characteristics. They are hard to fit into the established val:ation
frameworks — panticularly those that stress the relationship between
the capitalizotion of @ company and the value of its fixed assets.
Although most of these companies ore American [or specifically
West Coast American) there is litle theoretical reason that this need
be so. The main exceptions ere currently Chinese which is infriguing.

Qur wo lorgest holdings conlinue to be Baidu and Amazon. Bath fit
into the description obove. They also reflect our strong preference for
companies that are led by their share-owning founders. Baidu has
continued to grow drematically but the raom to expand still seems
open-ended. It has only 321,000 paying customers. There are
approximately 40 million small businesses in China, Mobile search
is growing very rapidly and advertising is becoming critical 1o the
Chinese consumption surge. Amazon may be an even less mature
business. Unlike Apple or Baidu it currently operates on very low
margins. It has so many opportunities 1o invest that despite very
fovourchle cash-flow dynamics it can consume all the cosh it
generales. As long as it is investing in activities where its competitive
position ought to be powerlul and retuins improving then we are
content to be very patient investors in such o vision for all the
sesultant volatility in the share price.
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2 ABB
Work ot the Shanghai robetics factory.

Alternative Energy and Healthcare

We have grown accustomed 1o the extrcordinary pace of change in
the electranics and telecommunications industries. As we noted last
year similar developments are now working their woy into industries
in which innovation has previously been blocked by the selfinterest
of established players. Whilst oppesition can still slow progress it is
unlikely to be able io do more than delay transformation once the
relevant technologies acquire sufficient momentum, We haove opplied
this idea 1o the aliernative energy ond healhcare sectors. So far this
has proven a significant error in the first case and seems quile
promising in the latter. We have now sold First Solar but not before it
was one of our warst investment decisions. Whilst the cost of solar
energy has fallen even more sharply than we believed likely, the
compelitive advaniage once enjoyed by First Solar bas been ecten
away by the power of Chinese cempetition and by the advent of
shale gas.

Healthcare requires reform. It is costly, inefficient and frequently fails
to provide the best available medical outcomes. Whilst improving
this situation will be the task of decades it is possible the poce of
technological innovation is starting to chip cway at a previously
impervious system. Jus before his death Steve Jobs remarked that

"I think the biggest innovation of the 2 1st century will be the
intersection of biology and technology. A new era is beginning.’
Genome sequencing appears 1o be the criical scientific advance
enabling such a new era. lts costs are also falling ot around twice
the pace of the famed Moore's Law thas has transformed
semiconductor performance over the last four decades. We have
large shareholding in lllumina which is the established leader in this
technology. We have recently supported the company in its {thus far}
successful batile cgainst hostile tokeover by Roche. We also have
what has become a large holding in Intuitive Surgical, which is not
just the dominant leader in robotic surgery but is also the first pure
robotics company in any field of eetivity 1o become highly profitcble
ond of substantial size.




1 Fiat
Owner of top car brand Ferrari.

China

It is foshionable 1o be gloomy about Chinese prospecis. We are nol.
We think that the ransition from a low cost, low valued added
export behemoth to o domestic empire driven first by infrastructure
end increasingly by consumption is further and more smoothly
advanced than was believed possible. Productivity has risen
impressively. The rade surplus is largety a memeory, Naturally there
will be pauses and blockages. Whilst we think the autharities have
been right 1o clamp down on an overly-exuberant housing market
before it assumed bubble proportions this could not prevent local
excesses nor does it prop up growth, As productivity rises ond
innovation accelerates the Communist Party is likely to find the
process of evolufion still more complex.

But such concerns are minor compared with the scale of the
achievement and of the remaining potential, We think China has the
human capital, the patience and the competing multiplicity of cities
and regions fo conlinue its rise. Growth may, indeed should, slow
but we doubt it will collapse. VWe see no eventual reason why China
should be poorer than Britoin. We are encouraged thet we con find
enough individual companies of imagination and innovation and
wilth skong compelitive moats thai this admiration is o matter of
practical impartcnce. We have already discussed Baidu but
arguably Tencent has been even mere prescient in developing the
Chinese internet with is focus on social aspects and on mobile.
Certainly Facebook respects its prowess.

China’s refum to prominence has been distinguished mere by the
absence of dramatic disruptions than by their presence. Whilst
American ascent was marked by internal and external wars, booms
and busts, the last thirty years of Chinese progress has been
remarkable in its consistency, The current comparative serenity ir the
face of a troubled Wesiern economy equally appears remarkable. In
confrast India, Brozil and Russia all oppear 1o be struggling with
these changed conditions. Inflation, deficits, uncompetitive indusiries
and political failings have combined in varied guises to frigger
significant produclivity and growth disappeintments. Chino is very

special.

MANAGERS' REVIEW

2 Google
A view from Google Earth.

Western Financial Weakness

We do not have much to add 1o the daily medic preoccupotion with
the systemic foll-out from the catestrophic implosion of the blooted
world of finance in 2008-9. But some comment is probably
required. At one level we are moderately encouraged. Both the
American and German economies show signs of gradually
overcoming the damoge inflicted by finance. Given that it is now 7
years since the U.S. property bubble inffially burst ond that American
animal spirits are hard to repress entirely in perpetuity this is pleasing
but perhaps not surprising. In Germany finance and housing were
never o proud but thot employmens ond business confidence remain
50 buoyant despite banking frailties and Euwozone anxieties is tribute
1o the remarkable strength of German industry. Further south we are
more concerned that Spain still has several years of working through
a fearsome housing bust than we are that the age-old infelicities of
the Italion state will entirely undermine a population of cautious
savers and serious industrialists. Indeed we have recently bought
shares in Fiat Aulo s an improved generation of menagers can
combine with the allure of Ferrari lo revive the company. Less
controversially we would simply observe that replacing Silvio
Berlusconi with Maric Monti is also @ manogerial improvemen;.

Such notes of comparative optimism may be unusual amongst the
unremitting media gloom but they are net wised 1o obscure our
concern ai the continuing inability of the financial secior to reform
itself. Whilst modest and piece-meal measures have lessened the
returns and attraction of investment banking there is no evidence that
a culure of stabilily, restraint ord modesty hos yet been embraced
by the industry or been enforced by regulators. Whilsi the shock of
the crisis and the generosity of taxpayers moy defer disaster, the
lemptations and immediate rewards of finance capilal will remain
serious threats 1o the health of the Western world.
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MANAGERS' REVIEW

1 PPR 2 Fuchs Petrolub
Among many others, PPR's luxury brands include Gucci, Boftega High performance oils and lubricants.
Veneta, Yves Soint Lavrent and Alexander McQueen.

Conclusion

Although it has been @ fusirating yeer we find more to be excited
about than to fear. Innovation combined with globalization has
enabled the rise of a series of companies with historically
unpaialleled returns and growth opportunities. We think that this
process is for from complete. We think that it is underestimated and
misunderstood by markets. VWhilst we hope we are aware of the
dangers of avercenfidence, we cre also convinced that impatience
and fear hove all too often exerted 100 great an influence on
markets. Al times over the last yeor, most notably in late 2011, it has
seemed 1o us that the flight to presumed safety has been os
exaggerated as the rush towards technology stocks in 1999-2000.
Market distortions can just as easily result in undue depression as in
overvoluation. Indeed given the difficult recent experience of market
parlicipants, this currently seems more probable than an outburst of
excessive opfimism. Pessimism is very popular. We do naf share it.

JAMES ANDERSON
Manager of Scottish Mortgage
8 May 2012
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THIRTY LARGEST HOLOINGS AND TWELVE MONTH PERFORMANCE AT 31 MARCH 2012

Thirty Largest Holdings and Twelve Month Performance at 31 March 2012
Fair value Contribution  Fair value
31 March Absolute 1 to abselute 31 March
2012 %oftotal performance performance 2011
Name Business £'000 assets % % £000
Baidu Online search engine 197,2/9 8.29 6.2 08 172,596
Amazon.com Online retoiter 186,895 7 .86 12.7 0.6 167,061
PPR luxury goods producer and relailer 136,045 572 15.1 08 104,138
Brazil CPl Linked 2045 Brezilian government infltion linked bond 120,575 507 87 07 117307
Allas Copeo Engineering 113,961 4.79 (4.2} 0.4 101,279
Tencent Haldings Intermnet services 102,012 4.29 15.2 0.6 83,026
lhuming Biotechnology equipment 70,861 258 123.9) 10.2) 5170
Goagle Orline search engine 70,674 257 0.4 0.4 49,369
Intyitive Surgical Surgical robots 65,370 275 63.0 1.4 38,235
Sclesforce Cloud computing and hesting 61,701 2.59 14.9 03 12,405
Vale (CVRD) Iron ore and nickel mining 60,246 2.56 (18.2) {0.6) 58,576
Inditex International ¢lothing retaifer 60,201 2.53 22.4 G4 24,320
Banco Santander Banking 53,022 2.23 {26.7) (1.0) 84,357
New Qriental Education & Technology  Education and training 51,851 2.18 10.2 0.2 37,832
KGHM Copper mining 51,141 2.15 {22.8) 0.8) 26,560
ABB Power systems and automation 43,6472 1.83 112.5) [0.1) 32,095
Prudenticl International insuranca 42,165 1.77 30.3+ 0.4+ -
Novozymes Enzyme manufocturer 41,186 1.73 {2.4) 10.0) 32,088
Apple Computer technology 40,894 1.72 71.9 07 22,585
Intertek Group Business suppert providers 36,746 1.55 253 04 29,751
Deere Farm machinery 35,792 1.50 {14.7] {0.4) 72,557
Reckit Benckiser Consumer goods company 35,330 1.4% 11.0* 0.2+ -
RollsRoyce Group Aerospoce equipment 32,480 1.37 33.1 0.5 24,760
Whole Foods Market Foad retailer 32,383 1.36 27.3 0.4 28,929
Telekomunikacjo Polska Fixed and mobile telecoms 31,026 1.30 {3.9) (0.1} 39,726
Telefonico ©2 Czech Republic Fixed and mobile telecoms 30,659 .29 (2.2) {0.1) 15,886
Aggieko Power equipment rentol 29,702 1.25 43.7 0.5 18,014
BASF Chemicals 27,811 1.17 4.3 0.2 15,265
Hero Motorcorp Motorcycle and scooter manufachurer 24975 1.05 20.4 {0.0) 14,208

Housing Development

Finance Corporation Mortgage bank 23,296 Q.98 {14.7) {0.2) 18,690
1,910,621 80.22 1,446,785

t Absclute performance [in sterding terms) hos been calculated on o tolol retun basis over the period 1 April 2011 to 31 March 2012,

* Figures relate to portperiod refurns where the equily has been purchased during the period.

Source: Baillie Gitford & Co/SiatPro.

Past performance is not a guide to future performance.
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INVESTMENT CHANGES AND DISTREBUTION OF PORTFOLIO

Investment Changes

Valuation ot Net acquisitions/ Appreciation/ Valuation at
31 March 2011 {disposals) {depreciaticon) 31 March 2012
£'000 £'000 £'000 £'000
Equities*:
MNorth Americo 839,450 {139,573) 155,539) 644,348
South America 102,080 10,908 127.691) 85,297
Europe
United Kingdom 239,518 8,825 50,116 208,459
Eurozone 275,670 67,836 {6,186]) 337,320
Developed Europe {non euro 193,965 38,299 [19,868) 212,396
Rest of Europe 152,544 37,953 40,926} 149,571
Africe and the Middle East 11,056 - (608} 10,448
Asia
China 340,086 28,460 19,304 387,040
India 32,898 18,545 (3,172) 48,271
lapan 40,246 {16,067} {13,167} 11,012
Rest of Asia 20,628 {38.,660) 4,031 55,999
Austrglasic 27,922 123,059) 14,863) -
Total equities 2,346,073 {6,533) (98,479 2,241,061
Sterling bends 20,458 120,402 {56) -
Euro bonds 2,413 (2,740) 327 -
Brazilian bonds 117,307 - 3,268 120,575
Total bonds 140,178 {23,142) 3,539 120,575
Total invesiments 2,486,251 {29,675) (94,940} 2,361,636
Net liquid assets 16,027 {2,906} 3,562 16,683
Total assets 2,502,278 [32,581) {91,378) 2,378,219

The figures above for total ossets are made up of tolaf net assets before deduction of debentures, lang and short term borrowings.

*Equities include OFICs.

Distribution of Portfolio
Geographical 2012 {2011}
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Classification of Investments

CLASSIFICATION OF INVESTMENTS

North South Africa and 2012 2011

Classification America America Europe Middle East Asia  Ausiralasio Total Total
Equities*: % % % % % % % %
Cil and Gas - - 0.4 - - - 0.4 3.2
Qil and gas producers - - Q4 - - - 0.4 1.6
Oil equipment, services and distribution » - - - - - - 1.6
Basic Materials - 2.6 4.0 - - - 6.6 4.9
Chemicals - - 1.8 - - - 1.8 1.4
Mining - 2.6 22 - - - 4.8 3.5
Industrials 27 04 13.6 - 2.2 - 8.9 20.5
Aerospace and defence - - 22 - - - 2.2 2.4
Generel industriols - - - - - - - 1.0
Electronic and elecirical equipment 0.9 - 1.8 - - - 27 3.3
Industriol engineering 1.5 - 7.4 - - - 89 9.7
Support services .3 0.4 2.2 - 2.2 - 5.1 4.1
Consumer Goods - 0.6 27 - 1.8 - 5. 5.8
Automobiles and parts - - 1.2 - 1.8 - 3.0 2.0
Beverages = - - = - - - 1.3
Household goods and home construction - - 1.5 - - - 1.5 -
teisure goods - - - - - - - 1.4
Personal goods - 0.6 - - - - 0.6 -
Tobacco - - - - - - - 1.1
Health Care 57 - 1.7 - 0.3 - 77 3.2
Health care equipment and services 2.7 - - - - - 27 1.5
Pharmaceuticals ond biotechnology 3.0 - 1.7 - 0.3 - 50 1.7
Consumer Services 101 - 9.3 - 1.7 - 21.1 19.3
Food and drug retailers 1.4 - 0.6 - - - 2.0 3.0
General retailers 8.7 - 8.7 - 1.4 - 18.8 14.7
Media - - - - - - 1.0
Trovel and leisure - - - - 0.3 - 0.3 0.6
Telecommunications - - 2.4 - - - 2.6 2.2
Mehile telecommunications - - 2.6 - - - 2.6 2.2
Financials 0.2 - 6.1 0.4 1.5 - B.2 13.8
Banks - - 3.4 0.4 - - 38 7.8
Nenlite insurance - - - - - - - 2.8
Real estate invesiment and services - - - - - - -
Fincncial services 0.2 - 2.3 - 1. - 4.0 2.7
Open ended invesment companies - - 04 - - - 0.4 0.5
Technology 8.4 - 1.5 - 13.7 - 23.6 209
Software and computer services 6.5 - 1.3 - 13.7 - 21.5 15.3
Technology hardware and equipment 1.9 - Q.2 - - - 2.1 5.6
Total Equities™ 27.1 3.6 419 0.4 21,2 - 94.2
Total Equities* - 2011 33.6 4.1 34.5 04 20.1 1.1 93.8
Bonds - 5.1 - - - 5.1 5.6
Net Liquid Assets 0.6 0.1 (0.3) - 0.3 - 0.7 0.6
Total Assets [before deduetion of

debentures, long and short lerm borrowings) 7 8.8 41.6 04 21.5 - 100.0
Total Assets ~ 2011 342 89 35.2 04 20.2 1.1 100.0
Debentures, Long and Short Term

Borrowings 6.9) - {8.5) - - - {15.4) (14.8)
Shareholders’ Funds 20.8 8.8 a3 0.4 215 - 84.6
Shareholders’ Funds ~ 2011 207 89 249 Q.4 202 1.1 85.2
Number of equity investmenis* 15 3 35 1 15 - 69 83

*Including OEICs.
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LIST OF INVESTMENTS

List of Investments as at 31 March 2012

Fair value % of total
Classificotion Name Business £'000 assets
North America
Electionic and electrical equipment Flir Systems Inticred sensors 21,490 0.9
Indusirial engineering Deere Farm machinery 35,792 1.5
Support services Linkedin Cerp Business-related social networking site 6,385 0.3
Healih core equipment and services Inuitive Surgical Surgical robots 65,370 27
Pharmaceuticals ond biatechnclogy llyming Biotechnelogy equipment 70,861 3.0
Food and diug retailers Whole Foods Market Food retailer 32,383 1.4
General retgilers Amazon.com Online retciler 184,895
eBay Internet trading company 13,353
Opentoble Electronic restaurant reservations 6,585
206,833 87
Financicl services W1 Harper Fund* Venture capilal 3,812 0.2
Software ond computer services Google Online search engine 70,674
Solestorce Cloud computing and hosting 61,701
Rackspace Hosting Cloud computing ond hosting 22,671
155,046 6.5
Technology hardware end equipment  Apple Computer fechnology 40,894
F5 Networks Networking equipment 5,482
46,376 1.9
Total North American Equities 444,348 27.1
South America
Mining Vale [CVRD} Iron ore and nickel mining — Brozil 60,946 2.6
Support services America Lotino Logistica Railroad operator = Brozil 10,789 04
Personal goods Natura Manufacturer and marketer of skin products - Brazil 13,562 0.6
Total South American Equities 85,297 3.6
Europe
Oil and gas producers Gozprom Gas production and distibution - Russia 10,064 0.4
Chemicals BASF Chemicols - Germany 27.811
Fuchs Petrolub Manufaciurer of lubricants = Germany 13,280
41,091 1.8
Mining KGHM Copper mining — Poland 51,141 22
Aerospace and defence Meggitt Aerospace equipment and systems = UK 19,817
Rolls-Royce Group Aerospace equipment — UK 32,480
52,297 2.2
Electronic and elecirical equipment ABB Pawer systems and automalion — Switzerland 43,642 1.8
Industrial engineering Allas Copeo Engineering — Sweden 113,961
Scndvik Engineering — Sweden 13,607
Renishaw Electronic equipment — UK 19,201
Aggreko Power equipment rental — UK 29,702
176,471 7.4
Support services Inferiek Group Business suppart providers — UK 36,746
Serco Group Government outsourcing = UK 17,512
54,258 2.2
Automobiles and parts Porsche Automobiles ~ Germany 11,230
Fiol Automobiles — laly 15,349
26,579 1.2

*Denotes unlisted security,
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LIST OF ENVESTMENTS

Fair value % of total
Classification MName Business £000 assefs
Eyrope [continued)
Household gocds and home construction  Reckitt Benckiser Censumer goods company — UK 35,330 1.5
Phatmaceuticals and biotechnology MNovozymes Enzyme manufacturer - Denmark 41,186 1.7
Foed and drug retailers Jeronimo Martins Retailer - Porugol 14,618 0.6
General retailers Inchcope Moler distributor — UK 2,389
PPR Luxury goods producer and refailer - France 136,045
Inditex Internaticnal clothing retailer - Spain 60,201
205,625 8.7
Mobile telecommunications Telekomunikacja Polska Fixed and mobile telecoms — Poland 31,026
Telefonica O2 Czech Republic  Fixed and mobile telecoms — Czech Republic 30,659
61,685 2.6
Banks Bonco Santander Banking - Spain 53,022
Garanti Bankast Banking - Turkey 12,970
Standard Chartered Banking — UK 14,754
NBMNK Barking — UK 2,706
83,452 3.4
Real estate invesiment and services Black Sea Property Fund Bulgarion property trust 180 -
Financial services intermedicie Capital Group Mezzanine finance provider — UK 8,265
level E Maya Fund Artificial intefligence based algorithmic trading — UK 4,906
Prudential International insurance — UK 42,165
55,336 23
Open ended investment companies Baillie Gifford Global
Discovery Fund Global growth fund 9,708 0.4
Software and computer services Arm Holdings Semiconducter and sofware design company — UK 15,778
Mail.RU Group Software and computer services — Russia 13,531
29,309 1.3
Technology hardware and equipment  Aixtron LED manufaciuring equipment — Germany 5,764 0.2
Total European Equities 997,746 41.9
Africa and Middle East
Banks Standard Bank Group Banking — South Africa 10,448 0.4
Total African and Middle East Equities 10,448 0.4
Asia
Support services New Oriental Education &
Technclogy Education and training — China 51,851 2.2
Automobiles and parts Hero Moatarcorp Motoreycle and scooter manufacturer — India 24,975
Astra International Automotive conglomerate — Indonesio 17,268
T 42243 1.8
Pharmaceuticals and biotechnology Celltrion Biopharmaceutical company - Korea 7,921 0.3
General retailers Belle International Footwear — China 9,343
Rakuten Online retailer — Jopan 11,012
Dangdang E-Commerce — China 11,950
32,305 1.4
Travel and leisure Ctrip.com Travel agent — Chino 7,868 0.3
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LIST OF INVESTMENTS

Fair value % of total
Clussification Name Business £'000 assets
Asia (confinyed)
Financial services Housing Development Finance
Corporation Mortgoge bonk — India 23,296
Singapore Exchange Securities exchange owner/operater - Singapere 10,184
Innavation Works Development
Fund* Invastment company — China 2,872
36,352 1.5
Software and computer services Baidu Chrline search engine ~ Chino 197,279
Taiwan Semiconductor
Manufacturing Semiconductor manufecturer — Toiwan 20,626
Tencent Holdings Internet services — China 102,012
Vonceinfo Technologies Computer services — China 4,765
324,682 13.7
Total Asion Equities 503,222 212
Total Equily Investments 2,241,061 94.2
Fixed Interest
Brazilian real denominated Brozil CPI Linked 2045 120,575 5.1
Total Fixed Interast 120,575 3.1
Total Investments 2,361,636 99.3
Net Liquid Assels 16,683 0.7
Total Assets at Fair Valve 2,378,319 100.0

{before deduction of debentures, long end short term borrowings)

*Denotes unlisted security.
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TEN YEAR RECORD

Capital
Debenture Net Net
stocks, long Shareholders’ asset value asset valve
Tatal  ondshortterm  Shareholders’ funds per share * per share * Share Discount t Discount t
At assets borrowings funds per share {fair) {par) price {fair) {par]
31 March £'000 £'000 £000 p [+ p p % %
2002 1,509,887 206,899 1,302,988 421.4 409.4 423.6 369.0 9.9 12.9
2003 1,051,545 207,225 844,320 283.3 268.0 285.5 234.5 12.5 17.9
2004 1,355,341 227,560 1,127,781 376.3 362.8 381.5 3050 159 20.1
20054 1,455,704 213,083 1,242,621 420.4 398.8 4226 333.0 16£.5 21.2
2006 1,985,162 231,809 1,753,353 608.6 584.1 6102 521.5 10.7 14.6
2007 2,045,515 275,650 1,769,865 628.8 607.1 631.0 542.0 10.7 14.1
2008 2,276,071 439,627 1,836,444 670.3 651.4 672.5 600.0 79 10.8
2000 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 1,839,908 709.0 692.8 711.2 609.0 121 14.4
201 2,502,278 369,684 2,132,294 831.2 816.5 833.5 7420 2.1 11.0
2012 2,378,219 365,996 2,012,323 793.4 768.7 795.6 708.0 7.9 1.0

Net asset value per ordinary share has been calculated oher deducting long ferm borrowings at either par value or fair value (see note 22, page 50).

T  Discount is the differance berveen Scottish Morigage's gquoted share price and its underlying net asset value with borrowings ot either par value or fair value.

#  Restated, investments valued af fair value {bid} and dividends declared cfter the year end are no longer treated os o kicbility ot the yeor end. Figures prior to 2005
have not been restated for these changes.

Revenue Gearing Ratios
Revenue Dividend paid
Available earnings per and proposed Total

Gross for ordinary ordinary per ordinary expense Actual Potential
Year fo revenue shareholders share § share {net) ratio § gearing § gearing *
31 March £000 £'000 p p %
2002 36,377 24,213 7.56 &6.25 0.47 109 11&
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 Q.80 @.50 0.49 110 1o
2008 49,575 27,043 Q.79 10.30 0.51 118 124
2009 57,470 34,571 12.67 11 12.30 11 0.54 11 129
2010 49,174 30,200 11.18 11.30 0.52 109 117
2011 53,703 34,374 13.32 12.00 0.5t 110 117
2012 52,689 33,473 13.07 13.00 0.51 111 118

1 The caleuleiion of eemings per ordinary share is based on the revenue from ordinary activiies iter laxation and the weighted average number of ordinary shares
In issue [excluding treasury shares| [see note 7, page 39).

9  Fatio of total operating costs 1o overage shareholders’ funds.

§  Toral assets [including all debt used for investment purposes) less oll cash and fixed interest securities [ex convertibles] divided by shoreholders” funds.

A Toml assets (including oll debt used for investment purposes) divided by shareholders” funds.

tt Includes a nonrecurring ¥.5p per share from the reimbursement of previous years’ VAT and associcted interest thereon.

Cumuiative Performance {taking 2002 as 100)

Net asset Revenue  Dividend paid

value per Net asset Benchmark t1 Share price  earnings per  and proposed Retail
At share value fotal total Share total ordinary per ordinary price
31 March [par) return [par) A% Benchmark 3 return AA price return AA share share {nef] index
2002 100 100 100 100 100 100 100 100 100
2003 67 69 68 (ol 64 65 98 106 103
2004 Q0 95 84 8e 83 88 106 112 106
2005 100 105 Q2 99 20 Q7 74 118 109
2006 144 154 116 129 141 156 117 136 112
2007 149 162 120 137 147 165 130 152 17
2008 159 176 116 135 163 185 129 165 122
2009 o4 106 89 108 Q6 112 168 197 121
2010 168 195 129 160 165 198 148 181 126
2011 197 231 137 173 201 246 176 192 133
2012 188 225 133 173 192 23¢9 173 208 138
Compound annual returns
5 year 4.7% 6.8% 2.1% 4.8% 5.5% 7.7% 59% 6.5% 3.3%
10 year 6.5% 8.4% 2.9% 5.6% 6.7% 9.1% 5.6% 75% 3.3%

A7 Source: Thomson Reuters Datastream.
1t On | April 2007 the Company changed its benchmark fram 50% FTSE AllShare Index and 50% FTSE World ex UK Index [in sterling terms) 1o 100% FTSE AlWWorld
Index (in sterling terms). For the purposes of the cbove the returns an both benchmarks for their respactive periods hove been linked 1o form a single benchmark,

Past performence is not @ guide to future performance.
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DIRECTORS’ REPORT

Directors’ Report

The Directors present their Report together with the firancial
statements of the Company for the year to 31 March 2012,

Business Review

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

The Company carries on business as an invesiment trust, It was
approved as an investment frust under section 1158 of the
Corporation Tox Act 2010 for the year ended 31 March 2011,
subject to matters that may arise from any subsequent enquiry by HM
Revenue and Customs into the Company's tax return, In the opinion of
the Directars, the Company has subsequently conducied its affairs so
os o encble il fo continue to seek such approval.

Objective

Scottish Merigage cories on business os an Investment Trust. The
investment cbijective is fo maximise tofal return, whilst also generating
rec| dividend growth, frem a focused and actively managed glebal
podfalio. The equity portialio is relatively concentrated and
investments are chosen on their long term merits rather than with
reference to geographical asset allocation or the composition of an
index. The Company aims to achieve a greater return than the FTSE
AlFWorld Index fin sterling terms) over a five year rolling period.

Investment Policy

Scottish Martgage is a fruly octive fund and does not attempt to track
its benchmark index. lis objective is to maximise ictal refurn, whilst
also generating real dividend growth, from a focused and actively
managed global porffolio. Investiments are chosen for inclusion
within the equity porfolic by looking closely at the merits of
individual companies in a shuctured and raticnal fashion,

A global perspective is taken. Asset allocation is the outcome of
stock selection and not arrived at by making specific allocations
lo regions, industries or sectors, Achieving diversification is o
requirement when selecting investments but an ynconstrained
approach is adopted and there are no fixed limits set os o
geographical, industry and sector exposure. levels of diversity
achieved are monitored by the Board on a regular basis,

The number of equity holdings will ypically range between
50 and 100 and are chosen kom around the world.
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A long ferm investment horizon is observed and litlle attention is paid
io short ferm market trends when deciding policy. This patient
approach allows market volatility 1o be exploited 1o shareholders’
long term advantage. An average holding period for invesiments

of five years or more is forgeted.

Investment may be made in fixed interes! securities, converiible
securities, funds, unquated entities and other assets based on the
individual investment cases. With prior approval of the Beard, the
Company may use derivatives for the purpose of efficient portfolio
management (i.e. for the purpose of reducing, ransferring or
eliminating invesiment risk in its investment, including protection
against currency risk) ond for investment puiposes. The primary
investmeni focus is on equity investments predominantly with good
liquidity.

Exposures to any one enlily are monitored regularly by the Board.
At the lime af investment the maximum exposure 1o any one holding
is limited o 8% of tofal assets. A maximum of 40% of total assets
may be invested in heldings individuaily exceeding 3% of total
assets. These two restrictions do not apply to invesiment in unit trusts or
OFICs, investments by way of rights issues or cestain government
bands. The moximum permitted investment in other UK listed
invesiment companies in oggregate is 15% of gioss assets.

Botrowings ore invested in equity markets when it is believed that
invesiment considerations merit the Company taking ¢ geared
posilion to equities. Gearing levels, and the extent of equity gearing,
both in absolute terms and relative fc the peer group, are discussed
by the Board and Managers at every Board meeting. The portion of
borrowings which is not invested in equities may be invested in fixed
interest securilies. Apart from in exceptional circumstances the
Company will not take out additionat borrowings i, at ihe time of
borrowing, this takes the leve! of effective gearing beyond 130%
with net asset value calculated with borrowings ot par volue.

The benchmark is o reference point for judging performance and
emphctically is not a porffolio construction tool. The portfolio does
not set out 1o reproduce the index and there will be periods when
performance diverges significantly from the benchmark. Performance
ogainst the benchmark is ossessed primarily over a five year rolling
term.

Details of investment sirategy and activity this year can be found in
the Chairman's Statement on pages 4 and 5 and the Managers’
Review on poges 8 to 12. A detailed anclysis of the Company's
invesiment portfolio is set out on pages 1610 18.




Discount

The Board recognises that it is in the long term interests of shareholders
to manage discount volatility and believes that the prime driver of
discounts over the longer term is performance. The Board does not
have a formal discount target at which shares will be baught back
os it believes that the announcement of specitic targets is likely Io
hinder rather than help the successful execution of @ buyback policy.
Future buybacks will be considered primarily by reference to the
Company's discount relative fo ifs peers.

During the year the Campany bought back a tofal of 2,900,000
shares, dll of which are held in ireasury, increasing net asset value
per share by 0.13%. Between 1 Aprit 2012 and the date of this
report no further shares have been bought back.

Performance

At each Beaord meeting, the Direciors consider a number of
performance measures to assess the Company's success in achieving
its objectives.

The key performance indicators [KPls) used to measure the progress
and performance of the Company aver time are established industry
measures and are as follows:

* the movement in net asset value per ordinary share fafter
deducting borrowings at fair valus);

* the movement in the share price;

» the movemenl of net asset value and share price performance
compared to the Benchmark;

& the discount {aher deduciing borrowings ot fair value;
* the ‘otal expense ratic;

* earnings per share; and

e dividend per share.

The one, five and ten year records of the KPls are shown on pages
1.2, 3end 19.

In addtion to the above, the Board considers performance against
other companies within the AIC Globat Growth Sector.

Results and Dividends

The net asset value per shore lafter deducting bairowing at fair value|
decreased by 5.8% during the year, compared o a decrease in the
benchmark of 2.9%; the discount was 7.9% at 31 March 2012.

The Boord recommends ¢ final dividend of 6.80p per ordinary
share which, together with the interim of 6.20p already paid, makes
a total of 13.00p for the year compared with 12.00p for the
previous year.

IF approved, the recommended final dividend on the ordincry shares
will be paid on 2 July 2012 1o shareholders on the register at the
close of business on 1 June 2012. The exdividend date is 3C May
2012.

The Company’s Registrars offer a Dividend Reinvestment Plan
[see page 51| and the final date for elections for this dividend
is 11 June 2012,
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Borrowings

There are four debentures in issue, all of which are listed and quated
on the londen Stock Exchange and details of which are given on
pages 42 and 48 to 50. In addition, multicurrency loan facilifies
are in place which cre olso shawn on page 42,

During the year the Lloyds TSB Bank loan, which hod drowings of
US$80 million and €59.8 million was repaid and a new three year
£100 million multicurrency facility was entered into with National
Australia Bank which has been drawn down in US$.

Review of the Year and Future Trends
A review of the main features of the year and the invesiment autllook
is contained in the Chairman’s Statfement and the Manogers’ Review
on pages 4, 5 and 8 10 12 respectively.

Principal Risks and Uncertainties

The Company's assets consist mainly of listed securities and its
principal risks are therefore market related and 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 conigined in note 22 to the financial stalements
on pages 45 o 50.

Other risks faced by the Company include the following:

Regulatory Risk — failure to comply with applicable legal and
regulaiory requirements could tead to suspension of the Company's
Stock Exchange Listing, finoncial penclties or @ qualified audit
repart. Breach of section 1158 of the Carporation Tax Act 2010
could lead to the Company being subject to lex on capital gains.
The Managers monitor invesiment movemenis and the level of
forecast income and expenditure to ensure the provisions of sectian
1158 are not breached. Baillie Gifford's heads of Business Risk &
Infernal Audit and Regulatory Risk provide regular reports io the Audit
Cammifiee on Baillie Giflord’s monitoring programmes.

Maijor regulatory change could impose unnecessary compliance
burdens on the Company or threaten the viability of the investment
company structure. In such circumstances representation is made to
ensure that the specicl circumsiances of investment frusts are
recognised.

Operational/Financial Risk — failure of the Managers’ accounting
systems or those of other third party service providers could lead 1o
an inability to provide accurate reporting and moniioring or a
misappropriction of assets. The Manogers have o comprehensive
business continuity plan which focilitates continued operation of the
business in the event of a service disruption or major disaster. The
Board reviews the Managers’ Report on Interral Cenirols and the
reports by other key third party providers are reviewed by the
Managers on behalf of the Board.

Discount Yolatility - the discount at which the Compony’s shares
trade can widen. The Board monitors the level of discount ond the
Company has autharity to buy back its own shares,

Gearing Risk ~ the Company may borrow money for investment
purposes. If the investments fall in value, any borrowings will magnify
the extent of this loss. f borrowing facilities are not renewed, the
Company may have to sell invesiments to repay borrowings.
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All borrowings require the prior approvel of the Board and gearing
levels are discussed by the Boord and Managers of every meeting.
The majority of the Company’s invesiments are in quoted securities
that are readily realisable.

Employees
The Company has no employees.

Social and Community Issues

As an invesiment frust, the Company has no direct social or
communily responsibilities. The Company, however, believes that
it is in the shareholders” interests to consider environmentcl, social
and governance factors when selecting ond retaining investments.
Details of the Company's policy an socially responsible investment
con be found under Corporate Governance and Stewardship on

pcge 25.

Corporate Governance

Compliance

The Boord is committed to achieving and demansirating high
standards of Cerperate Governance. This statement outlines how the
principles of the June 2010 UK Corporate Governerce Code

{the “Code”}, which can be found at www.fre.org.uk, were applied
throughout the financial yecr.

Fhe Board confirms that the Company has complied thraughout the
year under review with the relevant provisions of the Code except
that the Chairman of the Board is o member of the Audit Committee.
The Board believes it is appropriate for Mr JPHS Scott to be a
member of the Committee o5 he is considered to be independent
and there are no conflicts of inerest.

The Association of Investment Companies has published ifs own
Code of Corperate Governance which provides o framework of
best practice for invesiment companies which can be found at
www.theaic.co.uk. The Boerd is of the opinien that the Company
has complied with the recommendations of the AIC Code.

The Board

The Board has averall responsibility for the Company's offairs. I has
o number of matters reserved for its approval including strategy,
investment policy, currency hexlging, borrowings, gearing, treasury
matters, dividend and comporate govemance policy. A separate
meeting devoled fo siralegy is held each year. The Boord also
reviews the financial siatemenis, investment transactions, revenue
budgets and performance. Full and timely information is provided

to the Board to enable the Board to funclion effectively and to allow
Directors fo discharge their responsibilities.

Following the appaintment of Dr linda Yueh on 3 May 2012 the
Board comprises six Directors, ofl of whom are norrexecutive,

The Chairman is responsible for organising the business of the
Board, ensuring its effectiveness and setting its ogenda.

The executive responsibility for investiment management has been
delegoted 1o the Company’s Managers and Secretaries, Baillie Gifford
& Co, and, in the contexi of a Board comprising cnly non-executive
Directors, there is no chief executive officer. Mr MM Gray is the
Senior Independent Direclor,

The Directors believe that the Board has @ balance of skills and
experience that enables it to provide effective strategic leadership and
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proper governance of the Company. Information about the Directors,
including their relevant experience, can be found on pages ¢ and 7.

There is an ogreed procedure for Directors 1o seek independent
g P p
professicnal advice, if necessary, ot the Company’s expense.

Terms of Appointment

letters which specify the terms of oppointment are issued ta new
Directors, The letters of oppoiniment are availeble for inspection on
request.

Under the provisions of the Company’s Articles of Associafion, a
Director appointed during the year is required 1o refire and seek
election by shareholders at the next Annucl General Meeting. In
accordance with the Code all Directors cffer themselves for
re-election annually.

Independence of Directors

All the Directers are cansidered by the Board 1o be independent
of the Menagers and free of any business or other relationship that
could interfere with the exercise of their independent judgement.

Mr JPHS Scott and Mr WG McQueen, have served on the Board for
mote than nine years.

The Directors recognise the value of progressive refreshing of,
and succession planning for, company boards and she Board's
composition is reviewed annually. However, the Board is of the
view that length of service will not necessarily compremise the
independence or confribution of directors of an investment trust
company, where continvity and experience can be a benefit 1o
the board. The Board concurs with the view expressed in the AIC
Code that longserving Directors should not be prevented from
being considered os independent.

Following formal performance evcluation, the Board has concluded
that, notwithstanding their length of service, Mr JPRS Scott and Mr
WG McGlueen confinue to demonstrate independence of character
and judgement and their skills and experience are a benefit 1o the

Board.

Meetings

There is an annual cycle of Board meetings which is designed to
address, in o systematic way, overall sirctegy, review of investment
policy, investment performance, marketing, revenue budgets,
dividend policy and communication with shareholders. The Board
considers that it meets sufficientty regulorly to discharge its duties
effectively. The 1able below shows the attrendance record for the
Board and Comemitiee Meetings held during the year. The Annual
General Meeting was attended by all Directors serving at that date.

Directors’ Attendance at Meetings

Audit Nomination

Board Committee Committee
Number of meetings 6 2 1
JPHS Scott 6 2 |
MM Gray b 2 1
Professor JA Koy & 2 1
FC McBain & 2 1
WG McQueen 6 2 i

Dr L Yueh was appointed subsequent o the year end, 3 May 2012.




Nomination Committee

The Nominction Commitiee consists of the independent nom-executive
Directors and the Chairman of the Boord is Chairman of the
Commitlee. The Committee meets on an annual basis and at

such other fimes as may be required. The Commiitee has written
terms of reference which include reviewing the Board, identifying
and nominating new candidates for appoiniment to the Board,
Board appraisal, succession planning and training. The Committee
also considers whether Directors should be recommended for
reelection by shareholders. The Commitiee is responsible for
considering Cireciors’ potential conflicts of interest and for making
recommendations lo the Board on whether or not the potential
conflicls should be authorised. The terms of reference are ovailable
on request from the Company and on the Compeny's page of the
Manaoger's website: www.scoftishmorigageit.com.

The Nomination Committee reviewed the Direciors’ balance of skills,
knowledge, experience and length of service during the year. The
Committee concluded thet, in line with the policy for regular
refreshment of the Board, an cdditional Director should be
appeinted. The Commitiee identified the skills and experience thot
would strengthen the Boord having due regard for the benefirs of
diversity, including gender. The Commitiee considered several high
quality candidates and identified Dr Yueh as the preferred candidale
due to her infernalional knowledge and experience and in particular
her knowledge of China. Following an interview by the Baard, Dr
Yueh was appointed on 3 May 2012. The large number of high
quelity condidates made it unnecessary to use external search
consultonts or open advertising.

Following the appointment of Dr Yueh, wo Directors out of six are
women. While the Boord recognises the benefils of gender diversity,
the priority in appeinting new Directars 1o the Beard is to identify the
candidate with the best range of skills and experience to
complement existing Directors,

Performance Evaluation

The Nomination Commitiee met to assess the performance of the
Chairmen, each Direcior, the Board as o whole and its Commitiees.
Prior to the meeting each Director completed an evalvation form
which they discussed individuclly with the Chairman. The appraisal
of the Chairman was led by Mr MM Gray.

The appraisals considered, amongst other criteria, the balance of
skills of the Board, the contribution of individual Directors, the overall
competency and effectiveness of the Board and its Commitiees and
the continuing professioncl development undertaken by Directors
during the year. Following this process it was concluded that the
performance of each Director, the Chairman, the Boaord and its
Committees cantinues to be effective and each Director and the
Cheirman remains commitied to the Company.

A review of the Chairman’s and other Directors’ commitments was
carried out and the Nomination Commitiee is satistied that they are
copable of devoiing sufficient fime to the Company. There were

no significant changes to the Chairman's other commitments during
the year,

The Directors are considering the merits of having the Board
evaluation externally facilitated.
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Incduction and Training

New Directors are provided with an induction programme which is
failored to the particulor ciscumstances of the appointee. Briefings
were provided during the year on industry and regulatory matters,
taxation and company law. The Directors receive other fraining as
necessary.

Remuneration

As all the Directors are non-executive, there is no requirement for a
sepaiate remuneration commitlee. Directors' fees are considered by
the Board as a whole within the limits approved by shareholders.
The Company's policy on remuneration is sel out in the Directars’
Remuneration Report on pages 28 and 29.

Internal Controls and Risk Management

The Directors acknowledge their responsibility for the Company's risk
management and internal control systems and for reviewing their
effectiveness. The systems are designed to manage rather than
eliminate the risk of failure to achieve business objectives and can
only provide reasenable but not absolute assurance against material
misstatement or koss.

The Board corfirms that there is a continuing process for identifying,
evaluating and managing the significant risks faced by the Company
in accordance with the guidance ‘Interncl Control: Revised
Guidance for Direciors on the Combined Code'.

The Directors confirm that they have reviewed the effectiveness of the
Compary's risk management and internal confral systems and they
have procedures in place fo review their effectiveress on a regular
basis. No significant weacknesses were identified in the yeor under
review.

The practical measures to ensure compliance with regulotion and
company low, and to provide effective and efficient operotions and
investment management, have been delegaled to the Managers and
Secretaries, Baillie Gifford & Co, under the terms of the
Management Agreement. The practical measures in relation lo the
design, implementation and maintenance of control policies and
procedures 1o safeguard the assets of the Compeny and to manoge
its affairs properly, including the maintenance of effective operational
and compliance contrals and risk management have also been
delegated to Baillie Gifford & Co. The Board acknowledges its
responsibilities to supervise and control the discharge by the
Managers and Secretaries of the'r obligations.

The Baillie Gifford & Co hecds of Business Risk & Internal Audit and
Regulatcry Risk provide the Board with reguler reports on Baillie
Gifford & Co's monitoring programmes. The reporting procedures
for these depariments are defined and formalised within o service
level agreement. Baillie Gifford & Co conducts an annual review
of its system of internal controls which is documented within an
internal controls report which complies with Technical Release
AAF 01/06 — Assurance Reporis on Internal Contrals of Service
Organisations made available to Third Parties. This report is
independently reviewed by Baillie Gifford & Co's auditor and

o copy is submitted to the Audii Commitiee.
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The Company's invesiments are segregated from those of Baillie
Gifford & Co and their other clients through the appointment of
The Bank of New York Mellon as independent custodien of the
Company's investments, The custodian prepares a report on its

internal controls which is independently reviewed by KPMG LLP.

A detailed risk mop is prepared which ideniifies the significant risks
faced by the Company and the key controls employed to manage
these risks.

These procedures ensure that consideration is given regulary 1o the
nature and extent of the risks facing the Compaony and that they are
being actively monitored. Where changes in risk have been
identified during the year they also provide @ mechanism fo assess
whether further action is required to manage the risks identified. The
Board confirms that these procedures hove been in place throughout
the Company’s fincncial year and continue ta be in place up to the
dete of approval of this Repert,

Internal Audit

The Audit Committee carries out an annual review of the need for an
internal audit function. The Commitiee continues to believe that the
compliance and internal control systems and the internal oudit
function in ploce within the Mancgers and Secretaries provide
sufficient assurance that a sound system of intemal control, which
safeguards shoreholders’ invesiment and the Company's assets,

is maintained. An internal oudit function, specific io the Company,

is therefore considered unnecessary.

Accountability and Audit
The respeciive responsibilities of the Directors and the Auditor in

connection with the Financial Statements are set out on pages 30
and 31.

Going Concern

In accordance with the Financiol Reporting Council's guidance on
going concern and liquidity risk, the Directors have undertaken o
rigorous review of the Company's ability ta cortinue os o going
concern,

The Company's assets, the majority of which are invesiments in quoted
securities which ore readily realisoble, exceed its liabifities significanty.
The Board approves borrowing limits and reviews regularly the
omount of ary barrowings and complience with bonking covenants.
Accordingly, the financial statements hove been prepared on the
going concern besis os it is the Directors’ opinion that the Company
will continue in operational existence for the foreseeable future.

Audit Committee

An Audit Committee has been eslablished consisting of all Direciors.
Its quthority ond duties are clearly defined within its written terms of
reference, which are available on reguest from the Company and
on the Company's page of the Managers’ website:
www.scottishmortgageit.com. As the Board believes that My JPHS
Scott 1s independent and that there are no conflicts of interest, the
Bocrd considers it appropriate for him to be ¢ member of the Audit
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Committee. Mr WG McQueen is Chairman of the Audit Committee.
The Commitiee's responsibilities which were discharged during the
year include:

* monitoring and reviewing the integrity of the halfyearly and
annual financial statements and any formal cnnouncements
relating to the Company’s financicl pedormance;

* reviewing the adequacy and effectiveness of interal control and
risk manogement systems;

* moking recommendations to the Board in relation to the
appeiniment of the external oudilor and approving the
semuneration ond terms of their engagement;

* developing and implementing palicy on the engagement
of the external auditor te supply nan-audit services;

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

* reviewing the arrangements in place within Baillie Gifiord &
Co whereby its staff may, in confidence, raise concerns about
possible improprieties in matlers of finoncial reporting or other
matters insofar as they may affect the Company;

* reviewing the terms of the Investment Management Agreement;
and

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

KPMG Audit Flc is engoged as the Company's Auditor. Having
considered the experience and tenure of the cudii pariner and staff
and the nature of services provided, the Committee remains safisfied
with the Audilor’s effectiveness. The audit partners responsible for the
audit are rofated every 5 years and the current lead pariner was
appointed during the year. There are no contractucl obligations
restricting the Company's choice of external auditor.

The Commiltee receives confirmation from the Auditor that they have
complied with the relevant UK professional and regulatory
requirements on independence. Nomaudit fees for the year to

31 March 2012 were £640 and related to the certification of
financial information for the debenture trustees. The Commitiee does
not believe that this has impaired the Auditer’s independence.

Relations with Shareholders

The Boord places great impertance on communication with
shareholders. The Company’s Managers meet regularly with
institutional shareholders and repor: shareholders’ views to the
Board. The Cheirman is available to meet with shareholders as
appropriate. Shareholders wishing io communicate with any
members of the Board may do so by wrifng 1o them at the
Company's registered office.

The Company’s Anaual General Meeting provides a forum for
communication with all shareholders. The level of proxies lodged
for each resolution is announced at the Meeting and is published
on the Company’s page of the Managers’ website:
www.scoftishmortgageit.com subseguent io the meeting. The
nofice period for the Annual General Meeting is cf least wenty
working days.




Shareholders ond potential invesiors may obtain uplodate information
al www.scottishmortgageit.com.

Corporate Governance and Stewardship

The Compeny has given discretionary voting powers fo the
[nvesiment Managers, Baillie Giffoird & Co. The Managers vote
ogainst resolutions they consider may damage shareholders’ rights or
economic interests.

The Company believes that it is in the shareholders' interests to
cansider environmental, social and governance {'ESG'} faclors when
selecting and refaining invesiments and hove asked the Manogers to
toke these issues into account as long as the invesimenl objeclives are
not compromised. The Managers do not exclude companies from their
investment universe purely on the grounds of ESG factors bui adept @
positive engagement approach whereby matters are discussed with
management with the aim of impraving the relevant policies and
management syslems and enabling the Managers 1o consider how
ESG faciors could impact long term invesiment retums, The Managers'
Statement of Compliance with the UK Stewardship Code can be
found on the Managers' websile ot www.bailliegifford.com. The
Managess' policy has been reviewed ond endorsed by the Board.

The Monagers are signataries of the United Naotions Principles for
Responsible Investment and the Carbon Disclosure Project.

Conflicts of Interest

Each Director submils o list of potential conflicts of interest o the
Nomination Committee on an annual basis. The Commitiee
considers these carefully, tcking into aczount the circumsiances
surrounding them, and makes o recommerdation to the Board

on whether ar not the potential conflicts should be authorised.
Board authorisation is for o period of one year. Having considered
the lists of potential conflicts there were no situations which gave
rise lo a direct or indirect interest of a Director which conflicied
with the interesis of the Campany.

Bribery Act 2010

The Bribery Act came ino farce on 1 July 2011, The Company has
a zeso tolerance palicy towards bribery and is committted to
carrying out business fairly, honestly and openly. The Menagers also
adopt a zero tolerance approach and have policies and procedures
in place 1o prevent bribery.

Investment Managers

The Bocrd as o whole fuliils the function of the Manogement
Engagement Committee. An Investment Management Agreement
between the Company and Baillie Gifford & Co sets out the matters
over which the Managers have authority in accordance with the
policies and directions of, and subjec fo resirictions impased by,
the Board. The netice period for terminating the Maragement
Agreement is six months. Careful consideration has been given by
the Board as fo the basis on which the management fee is charged.
The Board considers that maintaining a low lotal expense ratio is in
the best interests of cll shoreholders as lower costs mean higher
refurns, particularly when compounded over leng periods. The Board
is ofso of the view that calculating the fee with reference to
performance woukd be unlikely to exert a positive influence over the
long term performance. Details of the fee arrangements with Baillie
Gifford & Co are shown on poge 37,
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The Board considers the Company's investment management and
secretarial arrangements on a continuing basis and a formal review
is conducted annually. The Board considers, amengst others, the
tollowing topics in its review: the quality of the personnel assigned
to handle the Compeny's affairs; the investment process and the
results achieved o date; the adminisirative services provided by the
Secrefaries and the marketing efforts underiaken by the Managers.
Foliowing the most recent review and the excellent results,
particularly over o five year bosis, 1t is the opinion of the Directors
that the eontinuing appoinment of Baillie Gifford & Co as
Managers, on the terms agreed, is in the interesis of sharehclders
as a whole.

Directors’ Interests

Ordinary 25p  Ordinary 25p

Nature shares held at shares held at

Name of interest 31 March 2012 31 March 2011
IPHS Scoft Beneficial 40,284 37.322
MM Gray Beneficicl 150,000 150,000
Nonbeneficial 12,500 12,500

Prafessor JA Kay Beneficial 5,000 5,000
FC McBain Beneficial 1,136 1,115
WG McQueen Beneficial 1,500 1,500

The Directors ot the yecr end, and their interests in the Company, were
os shown obove. Dr L Yueh acquired 812 shares on 4 May 2012 in
which she hos o beneficial inferest. There have been no other changes
inimated in the Directors’ interests up to 8 May 2012,

Directors

Or Yueh, having been appainted to the to the Boord on 3 May
2012, is required to seek election by shareholders at the Annual
General Meeting. The Directors believe that the Board will benefit
from her extensive knowledge and experience and recommend her
election to shareholders.

All other Directors will retire and offer themselves for reelection in
vecordance with the UK Corparate Govemnance Code.

Following formal performance evaluation, the Board considers that
the performance of the Directors continues to be effective and each
remains commiited 1o the Company. Their centribution to the Board
is greatly valued and the Boord recommends their re-election to
shareholders.

Director Indemnification and Insurance

The Company has entered into deeds of indemnity in fovour of each
of its Directors. The deeds cover any liabilities that may crise io a
third party, other than the Compeny, for negligence, default or
breach of trust or duty. The Direciors cre not indemnified in respect of
liakilities to the Company, any regulatory or criminal fines, any costs
incurred in connection with eriminal proceedings in which the
Direcior 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 liability 1o the extent that it is recovered from
another person.

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

No. of ordinary
25p shores held
at 31 March
2012

% of

Name issue *

BlackRock Inc (Indirect}
D.C. Themsen & Company Limited {Direct)
Legal & General Group Plc [Direci}

21,361,209 8.4
13,400,000 5.3
10,847,845 4.3

Since year end, D.C. Thomson & Company Limited hove notified the
Company that their direct holding is 12,700,000 odinary shares
[5.0%}. There have been no other changes to the major interests in the
Company’s shares intimated up to 8 May 2012,

*Ordinary shares in issue excluding treasury shares.

Share Capital

Capital Structure

The Company’s copital structure as at 31 March 2012 consists

of 284,346,176 ordinary shares of 25p each, of which
253,619,897 ore alloted and fully paid and 30,726,279 are
held in trecsury. There are no restrictions concerning the holding or
wansfer of the Company’s ordinary shares and there are no special
rights attached lo any of the shares.

Dividends

The ordinary shares carry a right to receive dividends. Interim
dividends are determined by the Directars, whereas the proposed
final dividend is subject 1o shareholder approval,

Capital Entitlement

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

Voting

Each ordinary shareholdes present in person or by proxy is entitled
io ane vote on a show of hands and, on a poll, to one vote for
every share held.

Information on the deadlines for proxy appointments can be found
on pages 56 and 57.

Purchase of Own Shares

During the year to 31 March 2012 the Company bought back
2,900,000 ordinary shares (nominal value £725,000), on the
london Stock Exchange, all of which are held in treasury. The fotal
consideration for these shares was £19,637,000. Between 1 April
2012 and the dele of this report no further shares have been bought
back. At 31 Maich 2012 the Company held 30,726,273 rreasury
shares.

The principal reasons for such share buy backs are:

li) o manoge imbalances between the supply of ond the demand
for the Company’s shares which may exacerbate any discount
of the quoted market price to the pyblished net asset value per
share; and
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(il to enhonce net asset value for continuing shareholders by
purchasing shares af a disceunt to the prevailing net asset value.

The shares in question were purchased o o price |after allowing for
costs] below the net asset value. As a result of such purchases the net
asset value per share of the Company has increcsed by
approximately 0. 13%. The current authority of the Company to make
marker purchases of up to 14.99% of the issued ordinary shares
{excluding treasury shares] expires af the end of the Annual General
Meeting.

Resalution 12, which is being proposed os a special resclutian,
seeks to renew the Compony's authority to moke market purchases
af its own ordinary shares for cancellotion or to be held in treasury.
The Company may hald bought back sheres in treasury and then:

la) sell such shares {or any of them) for cash for its equivalent under
the 2006 Act); or

[b] cancel such shares |or any of them].

Shares will only be re-sold from freasury at lor at a premium to] the
net asset value per erdinary share,

Treasury shares do noi receive distribuiions and the Company will
not be entitled 1o exercise the voting rights attaching to them.

The Directors are seeking shareholders’ opproval at the Annual
General Meeling fo renew the authority to purchase up to 14.99%
of the Company's ordinary shares in issue [excluding treasury shares)
ai the dete of the passing of the resolution, such authority 1o expire ot
the Annual General Meeting of the Company to be held in 2013,
Any such shares purchased shall either be cancelled or held in
treasury. Under the Listing Rules of the UK lisiing Authority of the
Financial Services Authority, the maximum price {exclusive of
expenses) that may be paid on the exercise of the authority shall be
an amaunt equal 1o 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

liil the higher of the price of the last independent rade and the
highest current independent bid as stipulated by Article 5{1) of
Commission Regulation (EC) 22 December 2003 implementing
the Market Abuse Directive as regards exemptions for buy back
programmes and stabilisation of financial instruments [No.

2273/2003).

The minimum price {again exclusive of expenses) that may be
paid wilt be 25p per shase. Purchases of shares will be made
within guidelines esicblished, from fime fo time, by the Board.
The Company does not have any warranis or options in issue.
Your attention is drawn to Special Resolution 12, in the Notice of
Annual General Meeting.

This authority, if conferred, will be exercised only if 10 do so weuld
result in an increase in net asset value per ardinary share for the
remaining shareholders and if it is in the best interests of shareholders
generally.




Authority to Allot Shares and Disapply

Pre-emption Rights

Resolution 13, which is being proposed as a special resolution,
seeks to give the Directors power to sell ordinary shares held in
wreasury {see above| for cash up to a meximum of £6,340,497 in
aggregate [representing 10% of the issued ordincry share capital
{excluding treasury shares) of the Company as at 8 May 2012}
without first being required to offer such shares to existing
sharehclders pro rata to their existing holdings.

This power will lost uniil the Annual General Meeting of the
Company 1o be held in 201 3.

The Directors consider that the power proposed to be granted by
Resalution 3 is advantageous should the shares trade ot o premium
to net osset value and natural liquidity is unable to meet demand.
The Directors de not intend to use this power Io sell shares on a non
pre-emptive basis at o discount to net asset value.

At 8 May 2012 the Company held 30,726,279 reasury shares,
representing 12.1% of the ordinary shares in issue (excluding
Ireasury shares).

The Direclors believe that granting the power 1o sell treasury shares
in the above circumstances is in the best interests of sharehclders as
a whole and recommend that shareholders vote in favour of the
resolution.

Recommendation
The Board unanimausly recommends you to vote in favour of the
resolutions to be proposed af the Annual General Meeting.

Creditor Payment Policy

It is the Company’s payment policy for the forthcoming financial year
1o obtain the best terms for all business. In general, the Company
agrees with its suppliers the terms on which business will take ploce
and it is ifs policy to abide by these terms. The Company had no
wade crediters at 31 March 2012 or 2011,

Disclosure of Information to the Auditor

The Directors who held office ot the date of opproval of this Directors’
Report confirm thal, so far as they are each aware, there is no relevant
audit information of which the Company’s Auditor is unaware and
the Direciors hove taken all the steps that they ought to have taken as
Directors in order to make themselves aware of any relevant audit
information and to establish that the Company’s Auditor is aware of
that information.

Independent Auditor

The Auditor, KPMG Audit Ple, is willing to cantinue in office

and, in accordance with section 489 and section 491(i) of the
Companies Act 2006, resclutions coneerning their reappointment
and gmunerction will be submitied to the Annual General Meeting.

JORN SCOTT
Chairman
8 May 2012
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DIRECTORS' REMUNERATION REPORT

Directors’ Remuneration Report

The Board hos prepared this repors in accardance with the
requirements of the Campanies Act 2004. An ordinary resolution
for the approval of this report will be put 1o the members at the
fertheoming Annual General Meeting.

The law requires the Company’s auditor 1o audit certain of the
disclosures provided. Where disclosures have been cudited, they
are indicated as such. The Auditor’s opinion Ts included in sheir
report on page 31.

Remuneration Committee

Following the appointment of Or Yueh on 3 May 2012 the
Company has six Directars, ol of whom are non-executive. There is
no separate Remuneration Committee and the Board os

a whole considers changes 1o Directors’ fees from fime fo time.
Baillie Gifford & Co, who have been appointed by the Board

as Managers and Secretaries, provide advice and comparative
information when the Board considers the level of Directors’ fees.

Policy on Directors’ Fees

The Board's policy is thai the remuneration of Direciors should be
set ot a reasonable level that is commensurate with the duties and
responsibililies of the role and consistent with the requirement 1o
atiraet and retain Directors of the appropriate quality and
experience. |i should clso refleci the experience of the Board as a
whole, be fair and should tcke account of the level of fees paid by
comparable investment irusts. This palicy will continue for the year
ending 31 March 2013 ond subsequent years.

The fees for the nonexecutive Directors are determined within the
limits sef out in the Company's Articles of Association which siate that
the maximum level of Directors’ fees are not to exceed £300,000
per annum or such larger amount as the Company may by ordinary
resolution determine. Nen-executive Directors are noi eligible for any
other remuneration apart from the reimbursement of allowable
expenses.
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The Board carried out a review of the level of Directors’ fees during
the year, and concluded thai the fees should remain unchanged for
the year to 31 March 2013 a1 £40,000 lor the Chairman and
£27,000 for each Director, with the additional fee far the Cheirman
of the Audir Commitee being £3,000. The lost increase was
effective from 1 April 2011,

Directors’ Remuneration for the Year (audited)

2012 2011

Name £ £
JPHS Scoft [Chairman} 40,000 36,000
MM Gray 27,000 24,000
Professor JA Kay 27,000 24,000
FC McBain 27000 24,000
WG McQueen [Audit Commitiee Chairman) 30,000 27,000
151,000 135,000

The Directors who served during the year received the above
remuneration in the form of fees,

Directors’ Service Contracts

It is the Board's policy thai none of the Directors has a service
contract. All of the Directors have been provided with appointment
letters and the terms of their appoiniment provide thai o Director
shall retire ond be subjecr 1o reelection at the first Annual General
Meeting after their appointment. Thereafter, Directors shall retire
onnually and, if they wish, offer themselves for re-election. There is
rc notice pericd and no provision for compensation upon early
termination of appointment,




Directors’ Service Details

Date of Due date for
Name appointment re-election/elecfion
JPHS Scon 31 October 2007 AGM 2012
MM Gray 26 February 2004 AGM 2012
Protessor 1A Kay 11 December 2008 AGM 2012
FC McBain 26 February 2009 AGM 2012
WG McQueen 15 February 2001 AGM 2012
L Yueh 3 May 2012 AGM 2012

Performance Graph
Scoltish Morigage's Share Price, FTSE All-Share Index and Benchmark=
{figures have been rebased to 100 at 31 March 2007

*All figures are lotal return {assuming ofl dividends ore reinvested).
t Benchmark: FTSE AltWarld Index [in stedling terms).

Past performance 1s nat a guide fo future performance.

DIRECTORS' REMUNERATION REPORT

Company Performance

The graph opposite compares the total retum {assuming all dividends
are reinvested| to ordinary shareholders compared 1o the tetal
shareholder refurn on o notional invesiment made up of shares in

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

of performance for UK listed companies. [Benchmark provided

for information purposes only).

Approval

The Directors’ Remuneration Report on pages 28 ond 2% wos
approved by the Board of Directors and signed on its behalf on
8 May 2012.

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 Report,
the Directors’ Remuneration Report and the financial statements
in accordance with applicable law and regulations,

Company law requires the Directors ta prepare financial statements
for each finencicl yecr. Under that low they hove elected to prepare
the financial statements in accordance with opplicable law and UK
Accounting Stondards (UK Generally Accepted Accounting Practice).
Under company law the Direclors must not approve the financial
stotements unless they are safisfied thot they give c true and fair view
of the siote of offairs of the Company and of the profit ar loss of the
Compony for that period. In preparing these financial statements,
the Directors are required to;

¢ seleci suitable accounting policies and then cpply them
consistently;

» make judgements and accounting estimates that are reasonable
and prudent;

* state whether opplicable UK Accounling Stendards have been
followed, subject to any material departures disclosed and
explained in the financial statements respectively; and

* prepare the financial stalemenis on the going concern bosis
unless it is inappropricte to presume that the Company will
coniinue in business.

The Directors are respansible for keeping adequate cccounting
records thal are sufficient to show ond explain the Company's
ransactions and disclose with reasenable accuracy at any lime the
financial position of the Company and encble them 1o ensure that
the financial siatements and the Directors’ Remuneration Report
comply with the Companies Act 2006. They are also responsible
tor safeguarding the assets of the Company and hence for taking
reasonable steps for the prevention and detection of fraud and
other irregularities.
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Under applicable low and regulations, the Directors are also
responsible for preparing o Directars’ Report, Directors” Remuneration
Repont and Corporate Governance Sictement that complies with that
low and those regulations.

The Direciors have delegated responsibility 1o the Managers for
the maintenance ard integrity of the Company’s page on the
Managers” website. Legislation in the United Kingdem governing
the preparation and dissemination of financial statements may
differ from legislation in other jurisdictions.

Each of the Directors, whose names and functions are listed within
the Directors and Managers section, confirm that, to the best of their
knowledge:

¢ the financial sictements, which hove been prepared in
accordance with applicable law and UK Accounting Standards
[UK Generally Accepied Accounting Practice), give a true and
fair view of the assets, liabilities, financial position and net return
of the Company; and

e the Directors’ Report includes a fair review of the development
and performance of the business and the position of the
Company, fogether with a description of the principal risks

igs that it faces.

By
JOHN SCOTT
8 May 2012




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 Scotish Mortgage
Investment Trust PLC for the yecr ended 31 March 2012 set out on
poges 32 to 50. The financicl reporfing framework that has been
applied in their preparation is applicable low and UK Accounting
Standards (UK Generally Accepted Accounting Practice).

This report is mode solely 1o the Company’s members, as o body, in
accordance with Chapter 3 of Part 16 of the Companies Act 20006,
Our audit work has been undertaken so that we might state to the
Cempany’s members those matters we are required 1o state to them
in an audilor’s repert and for no other purpose. To the fullest extent
permitied by law, we do not cccept or assume respensibility to
anyone other than the Company and the Company’s members, os a
body, for our audit work, for this repori, or for the opinions we have

formed.

Respective Responsibilities of Directors and Auditor
As explained more fully in the Directors’ Responsibilities Statement set
out on pege 30, the Directors are responsible for the preparation: of
the financial statements and for being satisfied thar they give a e
and fair view. Our responsibility is to audit and express an apinion
on the financial statements in accordance with applicable low and
Internaticnal Standards on Auditing [UK and Ireland). Those
standords require us to comply with the Auditing Practices Board's
{APB’s) Ethical Stondards for Auditors.

Scope of the Audit of the Financial Statements
A descriplion of the scope of on cudit of fineneial siclements
is provided on the APB's website at
www.frc.org.uk/apb/scope/private.cfm.

Opinion on Financial Statements
In our opinion the financial statements:

* give a true and foir view of the state of the Comparny's affairs as
at 31 March 2012 and of its loss for the yecr then ended;

* have been properly prepared in accordance with UK Generally
Accepted Accounting Practice; and

* hove been prepared in occordance with the requirements cf the
Companies Act 2006.

Opinion on other matters prescribed by the Companies
Act 2006

In our opinicn:

s the pan of the Directors’ Remuneralion Repor! 1o be audited has
been propery prepared in accordance with the Companies Act
2006; and

* ihe information given in the Directors’ Report for the financial
year for which the financial statements are prepared is consistent
with the finencicl statements.

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

Under the Companies Act 2006 we are required to report io you if,
in our opinion:

* odequate cecounting records have not been kept, or returns
cdequate for our oudit have not been received from branches
not visited by us; or

= the financial statements and the part of the Direclors’
Remuneration Report to be audited are not in agreement with
the accounting records and returns; or

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

» we hove not received all the information and explanations we
require for our audit,

Under the Listing Rules we are required 1o review:

* the Directors’ statemen, set oui on page 24, in relation o going
concern;

* the part of the Corporate Governance Siatement relafing lo
the Company’s complionce with the nine provisians of the
UK Corporate Governance Code specified for our review; and

s certain elements of the report to shareholders by the Board on

d)irzrors' remuneration.

Catherine Burnet {Senior Statutary Auditor]
for and on behdlf of

KPAMG Audit Fle, Statutory Auditor
Chartered Accountants

Edinburgh

8 May 2012
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Income Statement

For the year ended 31 March

2012 2012 2012 2011 2011 2011
Revenue Capital Total Revenue Capital Total
Notes £000 £'000 £000 £000 £7000 £000
[Losses]/gains on investments i+ - (94,940) (94,940) - 325,193 325,193
Currency gains/{losses) 14 - 5,074 5974 - [4.578) {4,578)
Income 2 52,689 - 52,689 53,703 - 53,703
Investment management fee 3 {3,632} {3,632} i7,264) 13,638] [3.638) (7.276)
Other odminisitative expenses 4 {2,380} - {2,380) (2,438) - (2,438)
Net return before finance costs
and taxation 46,677 192,598 (45,921) 47 627 316,977 364,604
Finance costs of borrowings 5 (©,401) [,4C1) (18,802) 18.814) 18.814) {17,628}
Net return on ordinary
activities before taxation 37,276 (101,999 (64,723) 38,813 308,163 344,976
Tax on ordinary octivities 6 (3,803) - (3,803) {4,439 - (4,439)
Net return on ordinary
activities after taxation 33,473 (101,999} (68,526} 34,374 308,163 342,537
Net return per ordinary share 7 13.07p (39.81p) (26.74p) 13.32p 119.40p 132.72p

The total column of this statement is the profit and loss account of the Company,
All revenue and capital itlems in this statement derive from continuing operations. No cperations were acquired or discontinued during the year.

A Stotement of Totol Recognised Gains and Losses is not required ¢s all gains ond losses of the Company hove been reflected in the
chave statement.

The accompanying notes on pages 36 to 50 ore an integral part of the financial stolements.
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Balance Sheet

As at 31 March

2012 2012 2011 2011
Notes £'000 £000 £'000 £'000
Fixed assets
Invesiments held ot fair value through profit or loss Q 2,361,636 2,486,251
Current assets
Debtors 10 8,321 15,468
Cash and shorl term deposits 20,855 14,699
29,176 30,167
Creditors
Amounts falling due within one year 11 [125,295) {178,745)
Net current liabilities {96,119} (148,578
Total assets less current liabilities 2,265,517 2.337,673
Creditors
Amounts falling due after more than one year 12 253,194) {205,379)
2,012,323 2,132,294
Capital and reserves
Called up share capiial 13 71,086 71,086
Capitol redemption reserve 14 19,094 19,094
Caopital reserve 14 1,844,229 1,965 865
Revenue reserve 14 77,914 76,249
Shareholders’ funds 15 2,012,323 2,132,294
Net asset value per ordinary share 22 768.7p 816.5p
lakter deducling borrowings ot foir value)
Net asset value per ordinary share 16 795.6p 833.5p

lafter dedueting borrowings at parl

The Financial Statements of Scottish Morigage Investment Trust PLC {Company registration Mo, SC007058) were approved and authorised
for issue by the Bocrd and signed cn 8 May 2012.

JOHN SCOTT

Chairman

The accompanying notes on pages 36 to 50 are an integral part of the financial statements.
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RECONCILIATION OF MOVEMENTS IN SHAREHOLDERS' FUNDS

Reconciliation of Movements
in Shareholders’ Funds

For the year ended 31 March 2012

Capital
Share redemption Capital Revenue  Shareholders”
capital reserve reserve reserva funds
Notes £°000 £:000 £000 £000 £'000
Shareholders’ funds at 1 April 2011 71,086 19,094 1,965,865 76,249 2,132,294
Net return on ordinary activifies after toxation 14 - - (101,999 33,473 (68,526)
Shares bought back 13 - - (19,637) - (19,637
Dividends paid during the year 8 - - - {31,808 (31,808)
Shareholders’ funds at 31 March 2012 71,086 19,094 1,844,229 77914 2,012,323
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 ot 1 April 2010 71,086 19,094 1,677,917 71,813 1,839,908
Net return on ordinary activities after taxation - - 308,163 34,374 342,537
Shares bought back 13 - - (20,215} - (20,215)
Dividends paid during the year 8 - - - {29,938) (29,936)
Shareholders’ funds at 31 March 2011 71,086 19,094 1,965,845 76,249 2,132,294

The accompanying notes an poges 36 to 50 are an integral part of the financial statements.
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CASH FLOW STATEMENT

Cash Flow Statement

For the year ended 31 March

2012 2012 2011 2011

Notes £'000 £'000 £'000 £'000
Net cash inflow from operating activities 17 44,484 49,530
Servicing of finance
Interest paid (18,803) (18.323)
Net cash outflow from servicing of finance (18,803 118,323)
Taxation
Income tax refunded 38 21
Cwerseas fax incurred {3,896} (4,488)
Total tax paid {3,858) {4,467
Financial investment
Acquisitions of investments (621,168} {446,404)
Disposals of investments 654,761 414,713
Realised currency profit 3,562 1,009
Net cash inflow/{outflow) from financial investment 37.155 {30,592)
Equity dividends paid 8 (31,808} 129.936)
Net cash inflow/(outflow) befare financing 27,170 {33.788)
Financing
Shares bought back 13 [19,637) {20,2135)
Bank loons repaid (102,206} (151,049)
Bank loans drawn down 100,829 200,853
Net cash (outHow)/inflow from financing (21,014 29,589
Increase/(decrease) in cash 18 6,156 (4,199)
Reconciliation of net cash flow

. to movement in net debt 18

Increase/[decresse] in cash in the period 5,156 (4,199)
Decrease/|increase) in bank loons 1,377 (49,804)
Exchange movement on bank loans 2,412 15,677)
Other noncash changes 169 174
Movement in net debt in the year 10,144 159,506}
Net debt at 1 April (355,285) {205,779
Net debt at 31 March {345,141) (355,285)

The cccompanying nofes on pages 36 to 50 are an integral part of the financiol statements.
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NOTES TO THE FINANCIAL STATEMENTS

1 Principal Accounting Policies

The financial stotements far the yeor to 31 March 2012 have been
prepared an the basis of the cccounting palicies set out below,
which are unchanged from last year and have been applied
consistently.

{a) Basis of Accounting

The financial statements are prepared on @ going concern basis
under the historical cost convenlion, modified to include the
revaluation of fixed osset investments, ond on the assumption thot
cpproval as an investment trust will continue to be granted.

The Directors consider the Company's functiona! currency 1o be
sterling as the Company's shareholders are predominantly based in
the UK and the Company is subject 1o the UK's regulatory

envirpnment,

The finoncicl statements have been prepored in accordance with
The Companies Act 2006, applicable UK Accounting Standards
and with the Siatement of Recommended Practice ‘Financial
Statements of Investment Trust Companies’ {issued in Januory 2009},

In order to reflect better the activities of the trust ond in accordance
with guidonce issued by the AIC, supplementary informalion which
analyses the profit and loss account between items of a revenue ond
capitol noture has been presented in the income statement,

Financial assets and finoncial liabilities are recognised in the
Company’s balance sheet when it becomes a party 1o the
contraciual provisions of the instrument.

(b} investments

Purchases and sales of investments are accounted for on o trade
dale basis. All investments are designated as valued ot fair value
through profit or lass upon initicl recognition. The fair value of listed
securities invesiments is bid value, or in the case of FTSE 100
constituents, of lost traded 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
ond are classified for valuation purposes according to the principal
geographical arec of the undedying holdings.

The fair value of unlisted investments uses valuation techniques,
defermined by the Directors, based upon latest decling prices,
stockbroker valuations, net asset values and other information, as
appropriate.

Gains and losses arising from changes in the fair value of
investments are considered 10 be realised 1o the extent shat they are
readily convertible to cash, without accepting adverse terms, at the
bolance sheet date. Fair value gains on unlfisted investments are not
consiclered to be recdily cenvertible to cash and are therelore
frected as unrealised. The treatment of listed investments is
dependent upon the individual circumstances of each holding.

{c) Income

li} ncome from eguity 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 to
receive payment is established.

i} Interest from fixed interest securifies is recognised on an effective
interest rate basis.Where income returns are for a nonfixed
cmount, the impact of these returns on the effective interest rate
is recognised cnce such returns are known. If there is reasonable
doubt that o return will be received, iis recognition is deferred
until that doubt is removed.
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liii) Franked income is stated net of tax credits.

{iv) Unfranked investmeni income includes the taxes deducted at
souice,

[v} Interest receivable on deposits is recognised on an accruals

basis.

Ivi] If scrip is token in lieu of dividends in cash, the net amount of
the cash dividend declared is credited to the revenue account.
Any excess in the vclue of the shares received over the amount
of the cash dividend foregone is recognised as capitat.

{d) Expenses

All expenses are accounted for on an accruals basis. Expenses are
charged through the revenue column of the income statement except
as follows: where they relate directly to the acquisition or disposal of
an investment {fransaction costs), in which case they are recognised
as capilal within losses/gains on invesiments; and where they are
connected with the maintenance or enhancement of the value of
invesiments, in which cose they are charged 50:50 to the revenue
account and capital reserve.

{e) long Term Borrowings and Finance Costs

long term borrowings are carried in the balance sheet at the
curnulative amount of net proceeds ofter issue, plus accrued finance
costs afiribulable to the stepped interest debentures. The finance
costs af such borrowings are allocated 50:50 to the revenue column
of the income stalement and capital reserve at a constant rate on the
carrying amount. Issue costs are wriften off at a consiant rate over
the life of the borrowings. Gains and losses on the repurchase or
early settlement of debt is wholly charged to ccpital.

{fi Taxation

The tax effect of different items of Income ond expenditure is
allocated between revenue and capital on the same basis as the
particular item 1o which it relates, under the marginat method, using
the Company’s effective 1ax rate for the accounting period.

Deferred toxation is provided on all timing differences, caleulated at
the current tox rcte relevant to the benefit or liability. Deferred tax
ossefs are recognised only 1o the extent that it will be more likely
than not that there will be toxable profits from which underlying
fiming differences can be deducted.

{g) Foreign Currencies

Transactions involving foreign currencies are converted ot the rate
ruling at the time of the ransaction. Assets and liabilities in foreign
currencies are franslated at the closing rates af exchange at the
bolance sheet date. Any gain or loss arising from @ change in
exchange rate subsequent 1o the date of the transaction is included
os an exchange gain or loss in capital reserve or revenue reserve as
appropriate.

{h) Capital Reserve

Gains and losses on disposal of investments, changes in fair value of
invesiments held, exchange differences of a copital nature and the
amcunt by which other assets and liobilities valued at fair volue
differ from their book cost are dealt with in this reserve. Purchases of
the Company’s own shares are also funded from this reserve. 50% of
managemen! fees ond finance costs are ollocaled to the capilel
reserve in accordance with the Compeny’s objective of combining
capital and income growth.




NOTES TO THE FINANCIAL STATEMENTS

2 Income
2012 2011
£'000 £'000
Income from investments
Franked investment income* 6,156 5,970
UK unfranked investiment income* 797 1,480
Overseas dividends 39,140 38,993
Overseos interest 6,575 6,710
52,668 53,353
Other income
Deposit inferest 13 26
Underwriting commission and commitment fees 8 324
21 350
Total income 52,689 53,703
Total income comprises:
Dividends from financicl assets desigrated at fair value through profit or loss 45 378 45,108
Inierest from financial assets designated af fair value through profit or loss 7,290 8,245
Deposit inlerest from linancial assets not ot fair value through profit or loss 13 26
Other income not from financiol assets 8 324
52,689 53,703
*Includes OFIC income,
3 Investment Management Fee
2012 2012 2012 201 2011 201
Reverue Capital Total Reverue Capital Total
£'000 £°000 £000 £'000 £000 £°000
Investment management fee 3,632 3,632 7,264 3,638 3,638 7,276

Baillie Gifford & Co is employed by the Company as Managers and Secrefaries under @ management agreement which is terminable on
not less than six months’ notice, or on sharter nofice in cerain circumstances. The fee in respect of each quarter is 0.08% of tolal assets less
current liabilities [excluding short term borrowings for investment purposes). The management fee is tevied on all assets, including holdings
in collective investment schemes {OEICs) monaged by Baillie Gifford & Co; however the OEICs’ shore closs held by the Compaony does not
iself attroct o management fee.

4 QOther Administrative EXpenses - all charged to the revenue column of the income statement

2012 2011
£°000 £000
General administrative expenses 2,205 2,280
Directors’ fees (see Direclors” Remuneration Report page 28) 151 135
Auditor’s remuneration for audit services 23 22
Auditor's remuneration for other services — certification of results for the debenture trustees 1 ]
2,380 2,438
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5 Finance Costs of Borrowings

2012 2012 2012 2011 2011 2011
Revenue Capital Total Revenue Capital Total
£'000 £'000 £7000 £000 £'000 £7000
Financial liabilities not at fair value
through profit or loss
Bank loans and overdsafts repayable
within five years 2,507 2,507 5,014 1,208 1,908 3,816
Debentures repayable whally or parthy
in more than five years 6,894 6,894 13,788 6,906 46,906 13,812
2401 9.401 18,802 8,814 8,814 17,628
6 Tax on Ordinary Activities
2012 2012 2012 2011 201 20m
Revenue Capital Total Revenue Capital Total
£°000 £'000 £7000 £000 £000 £000
Overseas taxation 3,803 - 3,803 4,439 - 4,43%
2012 2011
£000 £000
The tax charge for the year is lower than the standard rate of corporation tax in the UK of 26%
{2011 - 28%)
The differences are explained below:
Net return on ordinary activities befare taxation {64,723 346,976
Net return on ordinary activities before taxation multiplied by the standard rate of corporation tax
in the UK of 26% (2011 - 28%) {16,828) 97,153
Capital returns not taxable 23,131 [89.772)
Income noi taxable (franked investment income) (1,601} {1,672
Income not taxable [overseas dividends) {9.585] {9.351)
Adijustment 1o income received from OEICs for tax purposes 3 5
Taoxable expenses in the yeor not utilised 4,969 3,872
Overseas withholding tox 3,803 4,439
Double taxation relief 89 {235)
Cunent tox charge for the year 3,803 4,439

Ar 31 March 2012 the Company had surplus management expenses and losses on nankading loan relationships of £79 million

(2011 ~ £59 million) which have net been recognised as o deferred tox asset. This is because the Company is not expected to generate
taxable income in a future period in excess of the deductible expenses of that future period and, accardingly, it is unlikely that the
Company will be able to reduce future tox liabilities through the use of existing surplus expenses.
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7 Net Return per Ordinary Share

2012 2012 2012 2011 2011 201
Revenue Capital Total Revenue Capital Total
Nel retun per ordinary shore 13.07p {39.81p} {26.74p) 13.32p 119.40p 132.72p

Revenue refurn per ordinary share is based on the net revenue on ordinary activities alter taxation of £33,47 3,000
{2011 - £34,374,000), and on 256,199,678 (2011 - 258,103,596) ordinary shares, being the weighted average number of
ordinary shares lexcluding treasury shares) during the year,

Capital refurn per ordinary share is based on the net capital loss for the financial year of £101,999,000 {2011 - net capital gain of
£308,163,000], ond on 256,199,678 {2011 - 258, 103,596) ordinary shares, being the weighted average number of ordinary
shares [excluding treasury shares) during the year.

There are no dilutive or potentially dilutive shares in issue.

8 Ordinary Dividends

2012 2011 2012 2011
£000 £000

Amounts recognised as distributions in the year:
Previous year’s final (paid 4 July 2011} 6.20p 5.80p 15,904 14,968
Interim [poid 25 November 2011} 6.20p 5.80p 15,904 14,968
12.40p 11.60p 31,808 29,936

Also set out below are the total dividends paid and proposed in respect of the financial year, which is the basis on which the

requirements of section 1158 of the Corporation Tax Act 2010 are considered. The revenue available for distribution by way of
dividend for the year is £33,473,000 {2011 - £34,374,000).

2012 2011 2012 2011
£'000 £'000

Dividends paid and payable in respect of the year:
Interim dividend per ordinary share [paid 25 November 201 1) 6.20p 5.80p 15,904 14,968
Proposed final dividend per ordinary share [payable 2 July 2012) 6.80p 6.20p 17,246 15,904
Adjusiment to previous year's final dividend re shares bought back - (84)
13.00p 12.00p 33,150 30,788

9 Fixed Assets — Investments

Level 1 Level 2 leve! 3 Total
As at 31 March 2012 £'000 £'000 £'000 £000
listed equities 2,226,765 7.612 - 2,234,377
listed debt securities - 120,575 - 120,575
Unfisted equities - - 6,684 6,684
Untisted debt securities - - - -
Total financial asset investments 2,226,765 128,187 6,684 2,361,636
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9 Fixed Assets — Investments (continued)

level 1 Level 2 tevel 3 Total
As gt 31 March 2011 £'000 £'000 £'000 £000
listed equities 2,338,177 5,429 - 2,343,606
listed debt securities 9,761 117,307 8,523 135,591
Unlisted equities - - 2,467 2,467
Unlisted debt securities - - 4,587 4,587
Total finencial osset investments 2,347,938 122,736 15,577 2,486,251

Investments in securities are financicl assets designated of fair volue through profit or loss on initial recogpition. In occordance with
Financial Reporting Standard 29 'Financial Instruments: Disclosures’, the preceding icbles piovide an anclysis of these investmen:s based
on the fair volue hierarchy described below, which reflects the reliobility ond significonce of the information used to measure their fair
value.

Fair Value Hierarchy

The fair value hierarchy vsed to anclyse the fair values of financial assets is described below. The levels are determined by the lowest
[that is the least relioble or least independently observable) level of input that is significant io the fair value measurement for the individual
investment in its enfirety as follows:

Level 1 - invesiments with quoted prices in an active market;

Level 2 — investments whose feir value is based directly on obsarvable current market prices or is indirectly being derived from market
prices; and

Level 3 — investments whose fair value is determined using a valuation technique based on assumptions that are not supported by
observcble current market prices or are not bosed on observable market dato.

Listed equities Listed debt Unlisted Total
£'000 £000 £'000 £000
Cost of investments at 1 April 2011 1,561,984 76,372 Q,565 1,647,923
Investment holding gains/(losses] of 1 April 2011 781,620 59,219 {2,511] 838,328
Yalue of investments at 1 April 2011 2,343,606 135,591 7,054 2,486,251
Movements in year:
Purchases at cost 615,244 - 3,785 619,029
Sales — proceeds (632,262 {16,445) - 648,707}
- gains/{losses) on scles 3,630 {15,492} - {11,862)
Amortisation of fixed income book cost - 3 - 3
Change in listing 6,700 - 16,700 -
Changes in investment holding gains and losses {102,541) 16,918 2,545 {83,078)
Value of investments at 31 March 2012 2,234,377 120,575 6,684 2,361,636
Cost of investments of 31 March 2012 1,555,298 44,438 6,650 1,606,386
Investment holding gains/(losses] at 31 March 2012 679,079 76,137 34 755,250
Value of investments at 31 March 2012 2,234,377 120,575 6,684 2,361,636

The purckoses and sales proceeds ligures above include transaction costs of £968,000 (2011 - £483,000) and £669,000
(2011 - £455,000) respeciively.

Of the losses on sales during the year of £11,862,000 (2011 — gains of £109,495,000] a net gain of £145,013,000
{2011 ~ gain of £60,000} was included in the investment holding goins/(losses) at the previcus year end.
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9 Fixed Assets — Investments (continued)

The following icbles show reconciliations from the opening balances to the closing balances for fair value measurements in level 3 of the
fair value hierarchy.

Gains/ Holding

Value at Purchases/ Sales Changein (losses) on gains/ Value at

1 April 2011 amorfisation  proceeds listing sales {losses) 31 March 2012

£'000 £'600 £'000 £000 £'000 £'000 £000

Listed debt securities 8,523 - (8,482) - [14,475) 14,434 -
Unlisted equities 2,467 3.785 - - - 432 6,684
Unlisted debt securities 4,587 - - (6,700] - 2,113 -
15,577 3,785 {8,482 {6,700) (14,475) 16,979 6,684

Gains/ Holding

Value at Purchases/ Saoles Changein {losses) on gains/ Value at

1 April 2010 amortisation  proceeds listing sales (losses) 31 March 2011

£'000 £'000 £'000 £'000 £'000 £000 £000

Listed debt securities 4,684 - - - - 3.839 8,523
Unlisted equities - 2,865 - - - 1398] 2,467
Unlisted debt securities 2,285 3,400 - - - {1.098) 4,587
6,969 6,265 - - - 2,343 15,577

The gains and losses included in the above tobles have all been recognised in the income statement on page 32. The Cempany believes
that other regsonably possible allernative valuations for its Level 3 holdings would not difter significantly from those included in the
finoncial statements.

2012 2011
£'000 £'000
Net (losses}/gains on investments designated at fair value
through profit or lass on initial recognition
|Losses)/gains on sales {11,862) 109,495
Changes in investment holding gains/{losses} {83,078) 215,698

(94,940} 325193

During the year the Compaony had a holding in an Open Ended Investment Company "‘OEIC’] manoged by Baillie Giffard & Co, the
Company's invesiment manager. The share class held in the QEIC does nol atiract o mancgement fee. At 31 March the Company held:

2012 2012 2012 2011 2011 2011

C income Value % of fund C income Valve % of fund

shares held £'000 held shares held £'000 held

Baillie Gifford Global Discovery Fund* 2,554,821 %708 47.0 3,466,358 13,970 43.5

*On 1 May 2011 the Fund changed its name from the Baiflie Gifford European Smaller Companies Fund to the Boillie Gifford Global
Discovery Fund.

10 Debtors
2012 2011
£'000 £'000
Amaunts falling due within one year:
Incame accued 5,842 6916
Sales for subsequent setilement 1,705 7.759
UK taxation recaverable 22 5¢
Oither debtors and prepoyments 752 734
8,32} 15,468

None of the above debtors ore financial asse!s designated at fair velue through profit or loss. The carrying amount of debtors is @
reasonable approximation of fair value.
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11 Creditors - Amounts falling due within one year

2012 2011

£'000 £'000

loyds TSB Bank plc mulicurrency loan - 102,846
The Royal Bonk of Scetland loan 50,842 -
The Bank of New York Mellon multi-currency loan 61,960 61,759
Purchases for subsequent setilement 2,974 5113
Share buybacks poyable 4,994 4,467
Other creditors and accruals 4,525 4,560
125,295 178,745

Included in other credilors s £1,153,000 {2011 - £1,252,000 in respect of the invesiment management fee.

Borrawing facilities

AT year US$9S million multicurrency loan facility has been arranged with The Bank of New York Mellon.

A 2 year €41 million loen facility has been crranged with The Royal Bark of Scofland ple.

A 3 year £100 million multicurrency loan facilily, at the iime of drow down, has been armanged with National Australic Bank Limited.

At 31 March 2012 drawings were as follows:

The Bank of New York Mellon US$99 million at an inferest rate of 1.36% per annum
The Royal Bank of Scatland ple €61 million at an interest rate of 2.72% per annum
National Australia Bank Limited U53$163 million af an interest rate of 2.63% per annum

The main covenants relating to the above loans are:

il Total borrowings shall not exceed 35% of the Compeny's net asset value.

[il  The Company's minimum net assel value shall be £760 million.

i} The Company shall not change the invesiment manager without prior written consent of the lenders.

During the year the Lloyds TSB Bank ple loan, which had drawings of U$8C million end €59.8 million was repaid and a new three year
£100C million facifity was entered into with Naotional Ausialio Bank.

12 Creditors — amounts falling due after more than one year

Nominal Effective 2012 2011
rate rate £000 £000

Debenture stocks:
£20 million 8-14% stepped interest debenture stock 2020 14.0% 12.3% 21,747 21,860
£75 million 6.875% debenture stock 2023 6.875% 6.9% 74,599 74,562
£50 million 6-12% stepped interest debenture stock 2026 12.0% 10.8% 54,158 54,281
4Y2% iredeemable debenture stock 675 675

Bank loans:

National Australia Bank Limited multicurrency loan 102,015 -
The Royal Bank of Scotland lean - 54,001
253,194 203,379

Debenture stacks

The debeniure stocks are stoled at the cumulative omount of net proceeds ofter issue, plus cccrued finance cosis atiributable to the stepped
interest debentures. The cumulative effect is to increase the carrying amount of borrowings by £5,504,000 (2011 - £5,703,000) over
nominal value. The debenture stocks are secured by @ floating charge over the ossets of the Company.
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13 Called Up Share Capital

2012 2012 2011 2011

MNumber £'000 Number £'000

Alletted, called up end fully poid ordinary sheres of 25p each 253,619,897 63,405 256,519,897 64,130
Treasury shares of 25p each 30,726,279 7.681 27,826,279 6,956
Total 284,346,176 71,086 284,346,176 71,086

The Company's outhority permits it to hold shares bought back ‘in treasury’. Such hreasury shares may be subsequently either sold for cash
[at, of at a premium lo, net assel value per ordinary share) or cancelled. In the year to 31 March 2012 a total of 2,900,000

{2011 - 3,000,000) ordinary shares with a nominal value of £725,000 (2011 ~ £750,000) were bought back of a total cost of
£19,637,000 (2011 - £20,215,000) and held in trecsury. At 31 March 2012 the Company had autherity te buy back o further
35,552,332 ordinary shares.

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

14 Capital and Reserves

Caopital

Share  redemption Copital Revenve  Shareholders’

capital reserve reserve reserve funds

£'000 £000 £'000 £000 £000

At 1 Aprit 2011 71,086 19,094 1,965,865 76,249 2,132,294
Losses on sales - - {11,862 - (11,862)
Changes in investment holding gains and losses - - {83,078} - {83,078)
Exchange difierences - - 3,562 - 3,562
Exchange difierences on multicusrency loans - - 2.412 - 2,412
Shares bought back - - (19,637} - (19,637)
Invesiment management fee charged to capital - - (3,632 - (3,632)
Finance costs of borrowings charged fo capital - - (9.401) - (9,401)
Dividends paid in year - - - (31,808} (31,808}
Revenue return on ardinary activities afier taxation - - - 33,473 33,473
At 31 March 2012 71,086 19,094 1,844,229 77914 2,012,323

The copital reserve includes investment holding goins of £735,250,000 (2011 — gains of £838,328,000) as disclosed in note 9.

15 Shareholders’ Funds

2012 2011
£000 £000

Total shareholders’ funds are atributable as follows:
Equity shares 2,012,323 2,132,294

Total shareholders’ funds have been calculated in accordance with the provisions of FRS26. However, the net asset value per share figures
in nate 16 have been colculated on the basis of shareholders’ rights to reserves as specified in the Adicles of Association of the Company.
A reconciliation of the two figures is as follows:

2012 2011
Shareholders’ funds attributable to ordinary shares {as above} £2,012,323,000 £2.132.294,000
Number of ordinary shares in issue af the year end* 253.619.867 256,519,897
Shareholders’ furds per ardinary share 793.4p 831.2p
Additions/(deductions)
- expenses of debenture issue i0.6p) (0.6p)
- allocaticn of interest on borrowings 2.8p 2.9p
iNet assef value per ordinary share 795.6p 833.5p

*Excluding shares held in treasury.
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16 Net Asset Value per Ordinary Share

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

2012 2011 2012 2011
£'000 £'000
Ordinary shares 795.6p 833.5p 2,017,827 2,137,997
2012 2011
£000 £°000

The movements during the year of the assefs chiributable to the ordinary shares were s follows:
Total net ossets af the start of the year 2,137,997 1,845,785
Total recognised gains and losses for the year {68,520) 342,537
Dividends paid in the year 131,808) (29,936
Adjustiment fo debentures (199} (174)
Shares bought back 119.637) 120,215)
Total net assets at 31 March 2,017,827 2,137,997

Nef asset value per ordinary share is based on net assets [adjusted to reflect the deduction of the debentures ot par/nominal velue

[see note 22} and on 253,619,897 {2011 - 256,519,897 ordinary shares, being the number of ordinary shares lexcluding treasury
shares) in issue of the year end. Sharehclders’ funds as reported on the face of the balance sheet have been caleulated in accordance
with the provisions of FR$26. A reconciliction of the two sefs of figures under these two conventians is given in note 15,

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

2012 2011

£000 £000

Net return an ordinary aclivities befere finance costs end 1axation {45,921) 364,604
losses/[gains] on investments 94,040 (325,193}
Currency |goins)/losses {5.974] 4,578
Amartisation of fixed income book cost (3 (46}
Decrease in accrued income 1,167 1,028
Increcse in debtors [19) 1362}
increase in creditors 294 4,921
Nert cash inflow from operating activities 44,484 49,530

18 Analysis of Change in Net Debt
COther

Al 1 April non-cash Exchange At 31 March

2011 Cash flows changes movement 2012

£000 £000 £'000 £'000 £'000

Cash af bark and in hand 14,699 6,156 - - 20,855
loans due within cne year 1164,605) 102,206 154,001) 3,598 (112,802)
Lloans due in two to five years [54,001]) [100,829) 54,001 {1,188 [102,015)
Debenture stocks (151,378) - 199 - [151,179)
(355,285 7,533 199 2,412 (345,141)
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19 Related Party Transactions
The Directors’ fees for the year are detailed in the Directors” Remuneration Report on page 28. No Directer has a centract of service with
the Company. During the year no Directar wos 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, ond the management fee due to Baillie Gifford as at 31
March 2012 is disclosed in note 11. Details of the holding in an Open Ended Investment Company managed by Baillie Giflord & Co
are shown in note ¢ on page 41.

20 Contingencies, Guarantees and Financial Commitments
At the year end the Company had o capital commitment amounting to U5$14,769,400 (2011 - US$20,750,000] in respect of two
subscription agreements, Innovation Works Development Fund, L.P. with o total commitment of US$15 million which expires on 21 May
2020 and WI Harper Fund VIl Management with a total commitment of US$10 million which expires on 3 March 2019. At 31 March
2012 US%$4.50 million and US$5.73 million (2011 - US$2.25 million and U$$2.00 million) has been drawn down on each of these

agreements respectively.

21 Summary of Main Investment Restrictions
{As incorporated within the Invesiment Management Agreement between the Company and Baillie Gifford & Co )

Holding size
At the time of invesiment, & maximum of 8% of total assets may be invested in any one holding. This reshiction does not apply to
investment in collective investment schemes, issues by way of rights or ceriain government bonds.

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

The maximym peimitted investment in other UK listed invesiment companies in aggregate is 1 5% of gross assers.

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

The Managers must seek permission aof the Board to iavest in collective investment schemes managed by Baillie Gifford & Co.

With prior approval of the Board, the Company may undertake derivative transactions for the purpose of efficient portfolio management
and for investment purposes.

22 Financial Instruments
As an Investment Trust, the Company invests in equilties and makes ather investmenis so as to achieve its investmen: objective of
maximising iotal return, whilst alse generating real dividend growth, from a focused and actively managed global portlolio, In pursuing
its investment objective, the Company is exposed to various types of risk that cre associated with the financial instrumenis and markets in
which 1t invests.

These risks are cotegorised here as market risk (comprising currency risk, interest rote risk and other price risk), liquidity risk and credit risk.
The Board monitors closely the Company’s exposures 1o these risks but does so in order to reduce the likelihood of a permanent loss of
capitol rather than lo minimise the short term volatility. Risk provides the potential for both loss and geins and in ossessing risk, the Board
encourages the Managers to exploit the opportunities that risk offords.

The risk management palicies and procedures outlined in this nole have not changed substantially from the previous accounting period.

Market Risk

The fair value of future cash flows of o finenciol instrumen: or other investment held by the Company may fluctuate because of changes
in market prices. This market risk comprises three elements — currency risk, interest rate risk and other price risk. The Board of Directors
reviews and agrees policies for managing these risks and the Company’s Investment Managers both assess the exposure o market risk
when making individual investmen! decisions and monitar the overall level of market risk ccross the investment portfolio on & continuing
basis. Details of the Company’s investment portfolio are shown in note © and on pages 15 to 18.

Currency Risk
Ceriain aof the Company's assets, liobilities and income are denominated in currencies other then sterling {the Company's functional
currency and that in which it reports its resulis). Consequently, movements in exchange rates moy affect the sterling value of these items.

The lnvestment Managers monitor the Company’s exposure o foreign currencies and report to the Beard on a regular basis. The
Invesiment Managers assess the risk lo the Company of the foreign currency exposure by considering the effect en the Company's net
osset value and income of @ movement in the rates of exchange to which the Company's assets, liabilities, income and expenses are
exposed. However, the country in which o compeny is lisied is not necessarily where it eams #ts profiis. The movement in exchange
rates on eamings may have a more significant impact upon & company’s valugtion than a simple rranslation of the currency in which the
company is quoted.

Foreign currency borrowings can limit the Compeany's expesure to anticipcted fuiure changes in exchange rates which might otherwise
adversely offect the value of the porfolic of investments,
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22 Financial Instruments (continued)

Currency Risk [continued)
Exposure lo curiency risk through asset allocation, which is calculated by reference to the currency in which the asset or liability is quoted,
is shown below.

Cash and Loans and Other debtors Net
Investments deposits debentures and creditors * exposure
Asat 31 March 2012 £000 £°000 £°0C0 £'000 £'000
Us dollar 1,026,100 13,249 1163,975) 204 875,578
Euro 337.320 - 150,842) 364 284,842
Brazilian reol 144,926 - - 2,738 147,664
Swedish krong 127,568 - - - 127,568
Hong Kong dollar 111,355 - - - 111,355
Polish zloty 82,167 - - - 82,167
Indian rupee 48,271 - - - 48,271
Swiss france 43,642 - - 95 43,737
Danish krone 41,186 - - 58 41,244
Czech koruna 30,659 - - - 30,659
Jopanese yen 11,012 29 - - 11,041
Orther overseas currencies 58,791 4,518 - 1,973 65,282
Total exposure 1o currency risk 2,062,997 17,796 (214,817} 5,432 1,871,408
Sterling 208,639 3,059 (151,179) 9.604) 140,915
2,361,636 20,855 {365,996) 14,172) 2,012,323

*Includes net non-monetary asseis of £48,000.
Cash and Loans and Other debtors Net
Investments deposits debentures and creditors * exposure
As at 31 March 2011 £°000 £'000 £°000 £'000 £000
US dollar 1,205,079 14,490 (111,666 1,975 1,109,878
Euro 278,083 - {106,940} 292 171,435
Brezilian real 135,151 - - 2,524 137,675
Swedish krona 119,070 - - - 119,070
Hong Keng dellar 113,548 - - - 113,548
Polish zloty 46,286 - - - 66,286
indian rupee 32.898 - - - 32,898
Swiss franc 32,095 - - Q6 32,19
Danish krone 42,800 - - a0 42,840
Czech koruna 15,886 - - - 15,886
Japanese yen 40,246 - - 583 40,829
Other overseas currencies 130,913 - - 1,895 132,808
Total expasure to currency risk 2,212,055 14,490 (218,606 7,405 2,015,344
Sterling 274,196 209 (151,378 16,077 116,950
2,486,251 14,699 (369,984] 1,328 2,132,294

*Includes net non-monetary assets of £51,000.

Curmrency Risk Sensitivity

A1 31 March 2012, if sterling had strenglhened by 5% in relafion to all currencies, with all ather varicbles held constant, total net
assets and total refurn on ordinary activilies would have decreased by the amounts shown below. A 5% weakening of sterding against
all currencies, with cll other variables held constant, would hove had an equal but oppasite effect on the financial statement amounts.
The analysis is performed on the same basis for 201 1.
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22 Financial Instruments (continued)

Currency Risk Sensitivity [continued)

2012 2011

£°000 £'000

US dollar 43,779 55,494
Euro 14,342 8,572
Brazilian real 7.383 6,884
Swedish krona 6,378 5,953
Hong Kong dallar 5,568 5677
Polish zlaty 4,108 3,314
Indion rupee 2,414 1,645
Swiss franc 2,187 1,610
Danish krone 2,062 2,142
Czech koruna 1,533 795
Joparese yen 552 2,041
Other overseas currencies 3,264 6,640
93,570 100,767

Interest Rate Risk
Interest rate movements may affect directly:

* the fair value of the invesiments in fixed interest rate securities;

* the level of income receivable on cash deposits;

+ the fair value of the Company's fixed-raie borrowings; and

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

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

The possible effects an fair value end cosh flows that could arise as o result of changes in interest rates are taken into account when
making investment decisions and when entering borrowing agreements.

The Board reviews on a regulor basis the amount of investments in cash and fixed income securities and the income receivable on cash
deposits, flocting rate noles and other similar investments.

The Compeny finances part of its activilies trough bormowings ot opproved levels. The amount of such borrowings and the opproved
levels are monitored and reviewed regularly by the Board. Movemenls in interest rates, to the extent that they offect the market value of
the Company's fixed rate borrowings, may olso affect the amount by which the Company's share price is at a discount or a premium o
the net asset value ot fair value.
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22 Financial Instruments (continued)
The interest rate risk profile of the Company's financial assets and liabilities ot 31 March is shown below:

Financial Assets 2012 2012 20n 2011
2012 Weighted Weighted 2011 Weighted Weighted
Fair value average  average period Fair valve average  average period
£'000 interest rate untit maturity * £'000 interest rate until maturity *
Fixed rate:
Sterling bonds {perpetual) - - - 9,761 7.5% n/a
Euro bonds - - - 442 - 8 years

Flogting rate:
Sterling bonds {interest rate linked

to sterling LIBOR] - - - 10,697 3.7% 13 years
Euro bends [interest rate linked

to euro LBOR) - - - 1,971 21% 74 years
Brazilian bonds [index linked) 120,575 12.3% 33 years 117,307 11.5% 34 years
Cash and shortderm deposits:

Orther overseas currencies 17,796 - n/a 14,490 - n/a
Srer[ing 3,059 0.1% n/a 209 0.1% n/a

*Based on expected maturity date.

The cash deposits generally compsise call or short term money market deposits of less than one manth which are repayable on demand.
The benchmark rate which defermines the interest payments received on cash balances is the bank base rate.

Financial Liabilities 2012 2011
£000 £000

The interest rale risk profile of the Company’s financial licbilities at 3} March was:
Floating rate — US$ denominated 61,960 111,666
— Euro denomincled - 52,039
fixed rate  — Sterling denominated 151,179 151,378
- Euro denominated 50,842 54,001
— US$ denominated 102,015 -
365,996 369,984

The maturity profile of the Company's financial fiabilities ot 31 March was:

In one year or less, or on demand 112,802 164,605
In two 1o five years 102,015 54,001
In more than five years (weighled average period fixed 13 yeors) 150,504 150,703
No fixed date for repayment 675 675

365,996 369,984

Interest Rate Risk Sensifivity

An increase of 100 basis paints in bond yields as of 31 March 2012 would have decreased tolal net assets and fotal retum on ordinary
aclivities by £17,712,000 (2011 - £146,972,0C0). A decrease of 100 basis points would have had an equal but opposite effect,

An increase of 100 basis poinis in bond yields os af 31 March 2012 would have increased the net asset value per share [with
borrowings at fair value] by 0.43p (2011 - decreased by 0.75p). A decrease of 100 basis points would have had an equal but
opposite effect.

Cther Price Risk
Changes in market prices other than those arising from interest rate risk or currency risk may also affect the value of the Company's
net assefs.

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

48 ANNUAL REFORT 2012




NOTES TO THE FINANCIAL STATEMENTS

22 Financial Instruments tcontinued)
Other Price Risk Sensitivity
Fixed assef investments are valued at bid prices which equate to their fair value. A full list of the Company’s investments is given on pages
16 10 18. In additicn, a geographical anclysis of the portfolic, an analysis of the investment portfolio by broad industrial or commercial
sector and a list of the 30 largest investments by their aggregote market value are conlained in the Managers’ Review Section,

111.0% (2011 = 110.0%)} of the Company’s net assets are invested in quoted equities. A 3% increase in quoted companies equily
valuations ai 31 March 2012 would have increased total assets and total return on ordinary activities by £67,031,00C (2011 -
£70,308,000). A decrease of 3% would have had an egucl but opposite effect.

Liquidity Risk

This is the risk that the Company will encounter difficulty in meeting abligations associaled with financial licbilities.

Liquidity risk is potentially significant but the majerity of the Company's assets cre investments in quoted securities that are believed to be
readily realisable. The Board provides guidance fo the Invesiment Managers as fo the maximum exposure to Gny one holding and to the
maximum aggregate exposure 1o substantial holdings.

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

Credit Risk
This is the risk that a failure of a counterparty fo a hansaclion to discharge its obligations under that mansaction could result in the
Company sulfering a loss.

This risk is managed as follows:

* Where the Investment Managers mcke an investment in o bond or other security with credit risk, that credit risk is assessed ond then
compared to the prospective investment return of the security in question,

* The Boord regularly receives information from the Investment Managers on the credit ratings of those bonds and ather securities in
which the Company has invested.

* The Company's lisied investments are held on its behalf by The Bank of New York Mellon {acting as agentl, the Company's
custodian. Bankruptcy or insolvency of the custodian may couse the Compeny's rights with respect to securities held by the custodian
1o be delayed. The Invesiment Managers monitor the Compony's sisk by reviewing the cusiodian’s infemal contral reports and
reporting its findings fo the Board.

* |nvestment transaclions are carried oul with a lorge number of brokers whose creditworthiness is reviewed by the Investment
Managers. Transactions are ordinarily undericken on a delivery versus payment basis whereby the Company’s cusiodian bonk
ensures thal the counterparly fo any transaction entered into by the Company has delivered on its obligations at the same time as any
transfer of cash or securities away from the Company is completed.

e Transactions involving derivatives, and other arangements wherein the craditworthiness of the enlity acling as broker or counterparty to
the transaction is likely to be of sustcined interest, ore subject 1o rigorous assessment by the Investment Managers of the crediworthiness
of that counterparty. The Company's aggregate exposure to each such counterparty is monitored regularly by the Boord.

e Cosh is held only ot banks that are regularly reviewed by the Managers,
Credit Risk Exposure

The maximum exposure to direct credit risk at 31 March waos: 2012 2011
£'000 £'000

Fixed interest investments 120,575 140,178
Caosh ond short term deposits 20,855 14,696
Debtors and prepayments 8,321 15,468
149,751 170,345

None of the Campany's financicl assets are post due or impaired.
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22 Financial Instruments (continued)

Fair Value of Financial Assets and Financial Liabilities

The Direciors are of the opinion that the financial assels and licbilities of the Company are siated at foir value in the balonce sheet

with the exception of long term borrowing. Long term borrowings in relation to debentures are included in the cecounts of the amortised
amoun of net proceeds after issue, plus accrued finance cosis in accordance with FRS26. The fair value of bank loans is calculated
with reference to government bonds of comparable maturity and yield. A comparison with the fair value [closing offer value) is as

follows:
2012 2012 2012 2011 201 2011
Par/nominal Book Fair Par/nominal Book Fair
£'000 £'000 £'000 £000 £°000 £'000
8-14% stepped interest debenture stock 2020 20,000 21,747 31,660 20,000 21,860 29,240
&.875% debenture stock 2023 75,000 74,569 94,140 75,000 74,562 83,303
6-12% stepped interest debenture stock 2026 50,000 54,158 85,740 50,000 54,281 76,445
AY2% irredeemable debenture stock 675 675 616 675 675 531
Total debentures 145,675 151,179 212,156 145,675 151,378 189,519
Fixed rate loans 102,015 103,738 54,001 53,737
Tolcl lang term borrowings 253,194 315,894 205,379 243,256

All short term borrowings are stated at fair value, which is considered to be equal 1o their par value.

Deduciing long term borrowings at fair volue would have the effect of reducing the net asset value per share lom 795.6p o 768.7p.
Taking the market price of the ardinary shares at 31 March 2012 of 708.0p, this would have given o discount fo net asset value of
7.9% as ageinst 11.0% on o debt at por basis, At 31 March 2011 the effect would have been to reduce the net asset value from
833.5p 1o 816.5p. Taking the market price af the ordinary shares at 31 March 2011 of 742.0p, this would have given a discount
to net asset value of 9.1% cs against 11.0% on a debt at par basis.

Capital Management

The capital of the Company is its share capital and reserves as set out in notes 13 and 14 together with its borrowings (see notes 11
and 12). The obijective of the Company is to maximise tatal return, whilst also generating recl dividend growth, rom o focused and
actively managed globol perfolio. The Company’s investment poficy is set out on page 20. In pursuit of the Company’s obijective, the
Board has a responsibility for ensuring the Company’s ability to continue as o going concern and details of the related risks and how
they are managed are set out on page 24. The Company has the autherity to issue and buy back its shares (see pages 26 and 27)
and changes to the share copital during the year are sel out in notes 13 and 14. The Company does not have any externally imposed
capital requirements other than the covenants on its loans which are defailed in notes 11 and 12.
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Further Shareholder Information

How to Invest

The Company's shares are fraded on she London Stock Exchange.
They can be bought by placing an order with a stockbroker,

by asking o professional odviser to do so, or through the Baillie
Gifford savings vehicles [see page 53). You can olso find specific
details about investing in Scoftish Mortgage at
www.scottishmorigageit.com.

Sources of Further Information on the Company

The price cf shares is guoted daily in the Financio! Times and

cen also be found on the Scottish Marigage poge of the Baillie
Gifford website af www.scottishmortgageit.com, Trustnet af
www.trustnet.co.uk and on other financial websites. Company
factsheets are also ovailable on the Baillie Gifford website and are
updated monthly. These are available from Baillie Gifford on request.

Scottish Morigage Share Identifiers

ISIN - GBOOC7838849

Sedol 0783884

Ticker SMT

The Ordinary sheres of the Campany are listed on the londan Stock

Exchange and their price is shown in the Financial Times, Daily
Telegraph and The Scoisman under ‘Investment Companies’.

AIC

Scottish Mortgage was one of the founding members of The
Association of Investment Companies in 1932. The AlC's website
www.theaic.co.uk contains detailed information about invesiment
trusts, such as factsheets and siatislics on the investment trust indusiry.
The AIC also holds o series of private investor roadshows throughout
the year at which Baillie Gifford will be in atiendance.

Key Dates

Ordinary shareholders normally receive wo dividends in respect
of each financial year. An interim dividend is paid of the end of
November and a final dividend is paid in ecrly july. The Annyal
Genetal Meeting is normally held in late June or early Juby.

Capital Gains Tax

For Caopital Gains Tax indexation purposes, the market value
(ad]usted for the benus issue of 4 for 1) of an ordinary share
in the Company as at 31 March 1982 was 30.6p.

Share Register Enquiries

Computershore Investor Services PLC maintains the share register on
behalf of the Company. In the event of queries regarding shares
tegistered in your own name, please contoct the Registrars on

0870 707 1300.

This helpline also offers an automated selfservice functionality
lovailable 24 hours o day, 7 days o week] which allows you to:

* hear the latest share price;
¢ confirm your current share holding balance;
o confirm your payment histary; and

» order Change of Address, Dividend Bank Mandate and
Siock Transler farms.

By quofing the reference number on your share certificate
you can check your holding on the Registrar’s website af
www.investorcentre.co.uk.

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

* view your share porifolic and see the latest market price of
your shares;

* cclculate the total market value of each shareholding;
s view price histories and trading graphs;

* regisler to receive communications from the Company, including
the Annual Report and financial Statements, in electronic formar;

* ypdate bonk mandates and change address details;
* use online dedling services; and

* pay dividends directly into your overseas bank account in
your chaosen local currency.

To take advantage of this service, please log in at
www.investorcentre.co.uk and enter your Shareholder Reference
Number and Company Code {this infermation can be found on the
last dividend voucher of your share certificate).

Dividend Reinvestment Plan

Computershare operates a Dividend Reinvesiment Plan which con be
used fo buy additiona! shares instead of receiving your dividend via
cheque or into your bank accouni. For further information log in 1o

www.investorcentre.co.uk and follow the instructions or telephone
0870 707 1694,

Electronic Communications and Proxy Voting

IF you hold stock in your own name you can choose to receive
communications frem the Company, and vole, in electronic format.
This method reduces costs, is environmentally friendly and, for many,
is convenient too. The paragraphs below exploin how you can use
these services.

* Electronic Communications If you would like to take advantage
of this service, please visit our Registrar's website at
www.investorcentre.co.uk and register. You will need your
shareholder reference number (which is on your share certificate
and tax voucher] to hand. If you then agree to the terms and
conditions, in fuiure, on the day that documents are sent to
shareholders by post, you will receive an email providing the
website address link to the documents, After you register, poper
documents will be available on reguest.

s Electronic Proxy Yoting You can also retum proxies electronically
at www.investorcentre.co.vk/eproxy. If you have registered for
electronic communications you will be issued a PIN number
to use when returning proxies to the secure Registror website.

You do not need 1o register for electronic communications to
use elecironic proxy voting, paper proxy forms will contain
a PIN number to allow you 1o return proxies electronically.

If you have any questions cbout this service please confoct
Computershare on 0870 707 1300.
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Scottish Mortgage is an investment trust. Investment
trusts offer investors the following:

* paricipation in a diversified porfolio of shares;

s conslanl supervision by experienced prolessional managers; ond

* the Compony is free from capital gains tax an capital profits
realised within its porifolio although investars are siill fiable for
capiial gains tox on profits when sefling their investment.

These accounis have been approved by the Directors of Scottish
Morigcge Invesiment Trust PLC.

Analysis of Shareholders at 31 March

2012 2011

Numberof 2012 Number of 2011

shares held % shares held %
Institutions 80,321,030 31.7 84,958,204 33,1
Intermediaries 120,478,724 47.5 116,604,803 45.5
Individuals 27,123,112  10.7 29,756,823 11.6
Baillie Gifford
Share Plans/ISA 24,379,661 2.6 23,271,501 2.1
Marketmakers 1,247,370 0.5 |,928,.566 0.7

253,619,897 100.0 256,519,897 1000
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Cost-effective Ways to Buy and
Hold Shares in Scottish Mortgage

The Shore Plan and ISA brochure
available ot
www.scottishmortgageit.com

Press advertisement for
Scottish Merigage.

Baillie Gifford Sovings Menagement Limited offers o number of plons thot
enable you to buy ond hold shares of Scottish Martgage costefficienty.
Purchases and sales are normally subjeci to o decling price spreed and
Government stomp duty of 0.5% is payable on purchases.

The Baillie Gifford Investment Trust Share Plan
= No inilial charge

*  No annual wropper charge

s Normally checper than dealing through o stackbroker

¢ lnvesi a lump sum from £250 or monthly from just £30

®  No maximum investment limits

* Stop and start saving at any time with no chorge

e Twice weekly decling [usvally Tuesday and Friday)

*  Awihdrawal charge of just £22

The Baillie Gifford Investment Trust ISA

¢ Taxeflicien: investment

* No setup charge

* Flat rate annucl management charge currendly of £32.5C + VAT

s lump sum investment from £2,000 cumenlly up to o maximum of
£11,280 each year

»  Sove monihly from £100

= Awithdrawal charge of just £22

ISA Transfers
¢ Tronster exisling 1SAs from other plan monagers into the
Baillie Gifford 1SA

» Consolidate your plans into a managed global investment
*  Minimum tansfer value £2,000

The Baillie Gifford Children’s Savings Plan

¢ An excellent way for parents, grandparents or other adubts to invest
for a child

s No inilial charge

* No annual wiopper charge

*  The oplion of o designcled cecount or o bare trust in fovour of the child

¢  Flexible investment options: lump sum from £100 or monthly saving
from just £25

* A withdrowal charge of just £22

Online Management Service

You can also epen and manage your Share Plan/Children’s Savings Plan* and/

or ISA anline, through cur secure Cnline Management Service [OMS] which can

be cccessed through the Baillie Gifford website of

www.bailliegifford.com/oms. As well os being able to view the details of your

plan online, the service clso oflows you fo:

*  gef current valuations;

*  macke lump sum investmenis;

*  swilch between invesiment trusts {except where there is mare than ane
holder);

* set up a direct debil to make regulor invesiments; and

* ypdaote cenoin personal details.

*Please note that o bare frust connot be opened via OMS. A bare trust

application form must be completed.

Risks

* Post performance is not a guide to future performance.

*  Scoftish Mortgoge is listed on the Llondon Stock Exchange. As o
result, the value of its shares and any income from those shares is not
guoranteed and could go dawn as well as up. You may nat get back
the amount you invested.

¢ As Scottish Morigoge invesls in overseas securities, changes in the rates
of exchange may also cause the value of your investment {and any
income it may pay) to go down or up.

*  Scottish Morigage invests in emerging markets where difficulties in
decling, seftlement and custody could arise, resulling in a negative
impact on the value of your investment.

*  Scottish Mongage hos borrowed money to make furher investments
[sometimes known as ‘gearing’]. The risk is that when this money is
repoid by the Company, the value of these investmenis may not be
enaugh to cover the borrowing and interest cosls, and the Company
will make o loss. If the Compony's investments foll in value, any
borowings will increase the amount of this loss.

¢ Scoltish Morgage can buy bock its own shares. The risks fram
boriowing, referred ta above, are increased when o Company buys
back its shares,

s Market values for securilies which have become difficull to rade may
not be readily availeble and there can be no essurence that any value
assigned lo such securities will accurately refleet the price the Company
might receive upon their sale.

*  Scolish Morigage chorges 50% of the irvestmeni management fee and
50% of borrowing coss lo copital which reduces the capital value. Also,
where income is low, lhe remaining expenses may be greater than the fofal
income received, meaning Scalfish Morgage moy not pay o dividend and
the copital vafue would be further reduced.

*  You should note that tax rates and reliefs may change at any time end
their value depends on your circumstances.

*  Details of other risks that opply to investment in the plans shown
on this page are conlained in the product brochures.

Scattish Morigoge lavestment Trust FIC is a UK public listed compony and as

such complies with the requirements of the UK Listing Authority. b is not authorised

and regulated by the Finoncicl Services Authority.

Beillie Gifford Savings Moragement limited (BGSM] is the manoger of The
Baillie Gifford Invesiment Trust Share Plan, The Baillie Gifford Children's Savings
Plan and The Baillie Gifford Investment Trust 1SA. BGSM is wholly owned by
Beillie Gifford & Co whe is the Managers and Secretaries of Scottish Martgoge
Investmeni Trust PLC. BGSM and Baillie Gitford & Co ase authorised and
reguloted by the Financial Services Authority and both are based at Calton
Square, 1 Greenside Row, Edinburgh EH1 3AN.

The staff of Baillie Gifford & Ca, ond/or the Directors of Scottish Morigage, moy
hold shares in Scottish Mortgage or may buy or sell shares rom time lo time.
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Communicating with

Shareholders

Trust mogazine

Promoting Scottish Mortgage

Baillie Gifford carries aut extensive marketing activity ko promote Scottish
Morigage 1o insiitutional, intermediary and direct investars. The Board
warmly supports the promation of the plans described on page 53 in arder
1o bring the merits of Scottish Mortgage lo as wide an cudience as possible.

Trust Magazine

Trust is the Baillie Gifford investment trust magazine which is published three
times a year. It provides an insight Ja our invesiment approach by including
interviews with our fund managers, os well as conloining investment trust
news, investment features ond articles cbout the trusts managed by Baillie
Gifford, including Scottish Mortgage. Trust plays an important role in helping
to explain our products so thal readers can really understand them. For a
copy of Trust, please contoct the Baillie Gifford Client Relations Team (see
contact defails opposite].

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

Guides to Investment Trusts

Boaillie Gifford has produced o number of educational guides on investment
trusts. These are designed to explain how investment trusts work and to explain
the: various ways you can invest in them. If you would like copies of any of the
guides, please conlact the Bailiie Gifford Client Relations Team [see contact
details oppositel.

Scottish Morigage on the Web

Uptodate information about Scotiish Marigage is on the Scoltish Morigage
page cf the Managers' website at www.scottishmorigageit.com. You will
find full details of Scottish Mongage, including recent portfolio information
and performance figures.
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A Scottish Marigage web page at
www.scoftishmortgageit.com

Suggestions and Questions

Any suggestions on how communications with shareholders can be improved
are welcome. Please contact the Beillie Gifford Client Relations Team (see
confact deioils below] and give them your suggestions. They will also be very
hoppy to answer any questions that you may have, either aboul Scottish
Morigage or the plans described on page 53.

Literature in Alternative Formats

It is possible to provide copies cf literature in alternative formats, such as
large print or on audio tope. Plecse contoct the Baillie Gillord Client
Relaticns Team for more information.

Client Relations Team Contact Details

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

Telephone: GBOO 027 0133

Your call may be recorded for iraining or monitoring purposes.

E-mail: trustenguiries@bailliegiford.com

Websile: www.bailliegifford.com

Fox: O131 275 3955

Client Relations Team

Baillie Gifford Savings Management Limited

Calton Square

1 Greenside Row

Edinburgh EH1 3AN

For Scoltish Morigage specific queries, please use the following contoa
details:

Wehsite: www.scottishmartgageit.com
E-mail: scottishmortgage@bailliegifford.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, please ask an authorised intermediary.




NOTICE OF ANNUAL GENERAL MEETING

The Annual General Meeting of the Company will be held ot the offices of
Baillie Gifford & Co. Please arrive at the entrance at The Cube, 45 Leith
Streel, Edinburgh, EH1 3AT as shown on the map {rather than the usual
main entrance on Greenside Row) on Thursday, 28 June 2012 at 4.30pm.

If you have any queries os fo how to vote or how to attend
the meeting, please call us on 0BOO 027 0133,

Baillie Gifford may record your call.

Public Tronsport
By Rail:
Edinburgh Waverley — approximately a 5 minute walk away.
By Bus:
Lothian Buses local services include: 1,5, 7, 8, 10, 12, 14, 15,
15A, 16, 22, 25, 34,

Access fo Waverley Train Station on foot.

Notice of Annual General Meeting

MNatice is hereby given that the one-hundred ond third Annual
Generol Meeting of Scottish Morigoge lnvestment Trusi PLC will be
held within the offices of Baillie Gifford & Co, The Cube, 45 Leith
Street, Edinburgh, EH1 3AT on Thursday, 28 fune 2012 at 4.30pm

for the following purposes:

Ordinary Business
To consider and, i though fit, to pass the following resolutions as
Ordinary Resclutions:

1. To receive and adopt the Financial Stalements of the Company
for the year to 31 March 2012 with the Reports of the Directors
and of the Independent Auditor thereon.

2. To approve the Direciors’ Remuneration Report for the year to

31 Morch 201 2.

To declare a final dividend.

To reefect Mr JPHS Scott as a Director.

To re-elect Mr MM Gray as a Director.

To re-elect Professor JA Kay as a Directar.
To re-elect Ms FC McBain as a Direclor.

To reelect Mr WG McGueen as a Director.
To elect Dr | Yueh as a Director,

0 To reappoint KPMG Audit Plc as Independent Auditor of the
Company o hold office until the conclusion of the next Annual
Generol Meefing af which the financial stotements are loid
belore the Company.

=0 ®NOo UMW

11 .To authorise the Directors to determine the remuneration of the
Independent Auditor of the Company.

To consider and, if thought fit, io pass the following resoluticns os
Special Resolutions:

12.That, in substitution for cny existing cuthority, but without
prejudice io the exercise of any such authority prior to the
date hereof, the Compcny be and is hereby generally and
unconditionally authorised, in accordance with Section 701 of
the Companies Act 2006 [the "Act’], to make market purchases
[within the meaning of Section 693(4] of the Aci) of fully paid
ordinary shares of 25 pence each in the capital of the Company
['ordinary shares'] {either for retention as treasury shares for future
reissue, resale, ransfer or for cancellation), provided that:

fal the maximum cggregate number of ordinary shores
hereby authorised 1o be purchased is 38,017,622
being opproximately 14.99% of the issued ordinary
share capital of the Company on the dete on which this
resolution is passed;

fb} the minimum price (excluding expenses| which may be paid
for each ordinary share is 25 pence;,

[c} the maximum price lexcluding expenses) which may be paid
for each ordinary share shall not be more than the higher of:

{il 5 per cent above the average dosing price on the
Llondon Stock Exchange of on ordinary share over the
five business doys immediately preceding the dale of
purchase; and

{ii) the higher of the price of the lost independent tade and
the highest curent independent bid on the london Stock
Exchange; and

(d

unless previously varied, revoked of renewed by the Compaony
in general meeting, the authority hereby conferred shall expire
af the conclusion of the Company’s Annual General Meefing
to be held in respect of the financiol year ending 31 March
2013, save that the Company may, prior 1o the expiry of
such autherity, enter into a contract or centracts to purchase
ordinary shares under such authority which will or might be
completed or executed wholly or partly after the expiration of
such authority and may make a purchcse of ordinary shares
pursuant o any such conlfract or confracis.
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13.That, the Directors of the Compeny be and they are hereby
generally empowered pursuant to section 573 of the Companies
Act 2006 {the 'Act') to sell equity securities [as defined in
sections 560(1) and 560i2| of the Act] in the Company if,
immediately before the sale, such shares are held by the
Company as Ireasury shares [as defined in section 724(3) of
the Act] ['trecsury shares') for cash consideration {as defined in
section 727(2) of the Act) as if subsection [}) of section 561 of
the Act did not apply to any such sole, provided that this power
shall be limited 1o:

[o] the sale of treasury shares in connection with a rights issue
in favour of the holders of ordinary shares of 25 pence
each in the Company {"Shares’) where the equity
securities respectively attributable to the interests of all
such shareholders are proportionate [as nearly as may be
practicable) to the respective number of Shares held [or
deemed or notionally held) by them but subject to such
exclusions or other asrangements as the Directors deem
necessary or expedient in relation to fractioncl entittements
of to deal with problems under the laws, or requirements of,
any regulatory body or stock exchenge in any tesritory; ond

(b

the sale of treasury shares [other than pursuant to peragraph
la] of this resolution) of up to an cggregate nominal value
of £6,340,497 being 10% of the Campany's issued Share
Capital as at 8 May 2012;

and shall expire at the condlusion of the next Annual General
Meeling of the Company to be held in 2013, sove thot the
Company may, before such expiry, make any offer or enter into
en agreement which would or might require treasury shares to
be sold after the expiry of such power, and the Directors of the
Company may sell treasury shares in pursuance of such offer or
agreement as if the power conferred hereby had not expired.

By order of the Board

Baillie Gifford & Co
Managers and Secretaries
2) May 2012
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Notes

]

As a member you are entitled 1o appeint @ proxy or proxies to
exercise all ar any of your rights 1o altend, speak and vote ot the
AGM. A proxy need not be a member of the Cempany but must
attend the AGM 1o represent you. You may appaoint more thon
one proxy provided each proxy is appointed 1o exercise righis
attached o different shares. You can anly appaint a proxy using
the procedure set oui in these notes and the notes to the proxy
form. You may not use any electronic address provided either in
this notice or any related documents fincluding the circuler and
proxy form} 1o communicate with the Company for any purpose
other than those expressly stated.

To be valid any proxy form or other instrument appainting a
proxy, together with any power of attarney or other authority
under which it is signed or & certified copy thereol, must be
received by post or (during normal business hours only) by band
al the Registrars of the Company at Computershare Investor
Services PLC, The Paviliens, Bridgwater Road, Bristol, BS®9 &6ZY
or www.investorcentre.co.uk/eproxy no later than 48 hours
fexcluding non-working doys) before the time of the meeting or
any adjouned meeting.

. CREST members who wish to appoint a proxy or proxies through

the CREST electronic prexy oppointment service may do so by
using the procedures described in the CREST Manual and/

or by logging on to the website www.euroclear.com/CREST.
CREST personal members or other CREST sponscred members,
and those CREST members who have appointed a voting service
provider{s), should refer to their CREST sponsor or voting service
provider(s), who will be able 1o 1ake the oppropriate action on

their behall.

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

fa “CREST Proxy Instruction’] must be properly authenticated in
accordance with Euroclear UK & lrelond Limited's specifications,
and must contain the informotion required for such instruction,

as described in the CREST Manual. The message, regardless

of whether it constitutes the appoiniment of a proxy or is an
amendment to the instruciion given to a previously appointed
proxy musl, in order to be valid, be tonsmitted so as 1o be
received by the Company’s registrar {ID 3RA50) no later than
48 hours {excluding non-working doys) before the time of the
meeting or any adjournment. For this purpose, the time of receipt
will be taken to be the time {as determined by the timestamp
applied to the message by the CREST Application Hast) from
which the Company's registrar is able 1o refrieve the message
by enquiry 1o CREST in the manner prescribed by CREST.

Ater this time any change of instructions to proxies appointed
through CREST should be communicated 1o the appointee
through other means.




5. CREST members and, where applicable, their CREST sponsors,

or voling service providers should note thai Euroclear UK &
Ireland Limited does not moke available special procedures in
CREST for any pariicular message. Normal system timings and
limitations will, herefore, apply in relation fo the input of CREST
Proxy Instructions. It is the responsibility of the CREST member
concemned to take lor, if the CREST member is a CREST personal
member, or sponsored member, or has appointed o voling
service provider(s), lo procure that his CREST sponsor or voting
service provider(s) iokels)) such acfion as shall be necessary 1o
ensuse that o message is transmitted by means of the CREST
system by any particular time. In this connection, CREST
members and, where applicable, their CREST sponsors or voting
system providers are referred, in particular, to those sections of
the CREST Manual concerning proctical limitations of the CREST
system and timings.

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

. The teturn of a completed proxy form or other instrument of proxy
will not prevent you atiending the AGM and voting in person if
you wish.

. Shareholders pariicipaling in the Baillie Gifford Investment

Trust Share Plan, Children's Sovings Plan or the Boillie Gifford
Investment Trust ISA who wish to vote and/or altend the meeting
must complete and return the enclosed rephypaid Form of
Direction.

. Pursuant to Regulation 41 of the Unceriificaled Securities
Regulations 2001 and Section 311 of the Companies Act
2006 the Company specifies that to be entiled to attend and
vote at the Annual General Meeting lond for the purpose of
the determination by the Company of the votes they may casl,
shareholders must be registered in the Register of Members of
the Company no later than 48 hours {excluding non-working
days) prior lo the commencement of the AGM or any adjourmed
meeting. Changes ‘o the Register of Members after the relevant
deadline shcll be disregarded in determining the righis of any
person to attend and vole ot the meeting.

10.Any person to whom this notice is sent who is a person

nominated under Section 146 of the Companies Act 2006 1o
enjoy infermation rights {a ‘Nominated Person’] may, under an
agreement between him/her and the shareholder by whom he/
she was nominated, have a right 1o be appointed {or to have
someane else appeinted) as a proxy for the Annual General
Meeling. I a Nominated Person has no such proxy eppointment

right or does noi wish to exercise it, he/she may, under any such

agreement, have ¢ right 1o give instructions to the shareholder os
io the exercise of voting rights,

NOTICE OF ANNUAL GENERAL MEETING

11.The statement of the rights of shareholders in relation to the
appointment of proxies in Notes 1 and 2 above does nol apply
to Nominated Persons. The rights desciibed in those Noles can
only be exercised by shareholders of the Company.

12.The members of the Company may require the Company to
publish, on its website, {without payment) a statement {which is
also passed to the auditor) setting out any matter relating 1o the
cudit of the Company's accounts, including the auditor's report
ond the conduct of the audit. The Company will be required 1o
do so once it has received such requests from either members
representing at least 5% of the total voting rights of the Company
or at least 100 members who have a selevant right to vote and
hald shares in the Company on which there has been paid up
an average sum per member of at least £100. Such requests
must be made in writing and must state your full neme and
address and be sent 1o the Company at Calton Square,
| Greenside Row, Edinburgh, EH1 3AN.

1 3.Infosmation regarding the Annual General Meeting, incleding
information required by Section 31 1A of the Companies Act
2006, is available from the Company’s page of the Managers’
wehbsite at www.scottishmortgageit.com.

14.Members have the right 1o ask questions a1 the meefing in
accordance with Section 319A of the Companies Act 2006.

15.As at 8 May 2012 (being the latest practicable date prior fo the
publication of this notice} the Company's issued share capital
consisted of 253,619,897 ardinary shares [excluding treasury
shares), carrying one vote each. Therefore, the toial voting rights
in the Company as at 8 May 2012 were 253,619,897 votes.

16.Any person holding 3% or more of the total voting rights of the
Company who appeints a person other than the Chairman of
the meeling os his proxy will need o ensure that both he and his
proxy complies with their respective disclosure obligations under
the UK Disclosure and Transparency Rules.

17 .No Director has a contract of service with the Company.
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