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Schroder UK Growth Fund plc

Financial Highlights

30 April 2009 30 April 2008 % Change
Net asset value per share 90.16p 143.59p (37.2)
Net asset value per share (excluding undistributed current year revenue) 88.15p 140.98p (37.5)
Share price 83.50p 134.25p (37.8)
Share price discount (based on NAV excluding undistributed current year revenue) 5.3% 4.8%
Total assets £176.4m £267.8m (34.1)
Loans £35.0m £42.5m (17.6)
Shareholders’ funds £141.4m £225.3m (37.2)
Market capitalisation £131.0m £210.6m (37.8)
Shares in issue 156.9m 156.9m -
Shares held in treasury Nil 3.4m
Year ended Year ended
30 April 2009 30 April 2008
Dividends per share 3.85p 3.85p -
Net asset value total return* (35.1)% (6.0)%
FTSE All-Share Index total return** (26.8)% (4.3)%
Total expense ratio™** 0.63% 0.64%

Source: Fundamental Data

Source: Thomson Financial Datastream

Calculated in accordance with AIC guidance. Based on operating costs, excluding performance fee, finance costs and back dated VAT recoverable, and expressed as a
percentage of average monthly net assets

Comparison of Portfolio Sector Distribution with the FTSE All-Share

Index* at 30 April 2009
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Schroder UK Growth Fund plc

Ten-Year Record

Market

Shareholders’ NAV price of Share price
Total assets funds* per Ordinary Ordinary discount

As at 30 April £ £ share** shares %o***
2009 176.4m 141.4m 90.16p 83.50p (7.39)
2008 267.8m 225.3m 143.59p 134.25p (6.50)
2007 279.5m 244.5m 155.36p 143.75p (7.47)
2006 257.1m 229.1m 139.59p 123.00p (11.89)
2005 204.3m 179.3m 108.90p 94.00p (13.68)
2004 192.9m 172.9m 102.92p 93.50p (9.15)
20083 161.7m 141.7m 84.24p 77.75p (7.70)
2002 240.0m 210.0m 119.73p 100.50p (14.40)
2001 338.3m 288.3m 150.75p 126.00p (12.88)
2000 368.0m 365.0m 175.63p 145.50p (12.70)

From 1 May 1999 to 30 April 2009, the Company purchased 65,901,684 shares for cancellation, at a cumulative cost of £83.6 million

From 1 May 2006 to 30 April 2009 the Company purchased 6,649,000 shares to be held in treasury at a cumulative cost of £9.2 million of which 6,299,000 shares were cancelled and 350,000
re-issued

Net Asset Value including undistributed current year revenue

Discount based on Net Asset Value including undistributed current year revenue

Return Net dividends Cost of Actual
per Ordinary per Ordinary running trust* gearing

As at 30 April Share Share £°000 ratio***
2009 3.66p 3.85p 979 112
2008 4.11p™ 3.85p 1,489 114
2007 3.94p 3.50p 1,539 1.14
2006 3.36p 3.35p 1,366 112
2005 3.20p 3.15p 1,208 113
2004 2.96p 3.00p 1,159 1.10
20083 2.91p 3.00p 1,057 1.13
2002 3.42p 3.50p 1,531 1.14
2001 3.07p 4.80p™ 2,128 1.10
2000 3.41p 4.00p 2,451 0.98

Operating expenses before tax relief (excl. performance fees and interest payable)
Includes a special dividend of 1.80p per share
Total assets less cash divided by shareholders’ funds

*  Excludes £800,000 for back dated VAT recovery on management fee

Ten-Year Total Returns to Five-Year Share Price and NAV
30 April 2009 Performance”

Share FTSE All- 200
price NAV Share Index
% % % 175 —— Share price total return
—— NAV total return
1 year (35.34) (35.08) (26-83) 150 —— FTSE All-Share total return
2 years (87.08) (38.55) (29.75)
3 years (25.58) (30.01) (21.16) 125
4 years 0.70 (7.82) 4.35 100
5 years 4.56 (1.08) 15.49 2005 2006 2007 2008 2009
6 years 32.56 25.47 42.64 *All data have been rebased to 100 at start of period
7 years 579 (6.55) 10.74 Source: Fundamental Data
8 years (12.42) (21.81) (0.51)
9 years (22.47) (30.84) (8.18)
10 years (22.19) (26.58) (1.85)

Source: Fundamental Data
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Chairman’s Statement

Performance

The year ended 30 April 2009 was extremely challenging for all investors in the UK market and the aggressive
positioning of the Company’s portfolio led to under-performance against the FTSE All-Share Index. During the year,
the Company’s net asset value produced a negative total return of 35.1%, while the share price posted a negative
total return of 35.3%. These compare with a negative total return of 26.8% produced by the FTSE All-Share Index
over the same period.

Given the concentration of the portfolio, which is a feature of our Manager’s investment approach, it is no surprise
that performance against the FTSE All-Share has been volatile. Much of the under-performance against the Index,
which was made worse by the Company’s gearing, was seen during the last three months of 2008 and the portfolio
subsequently out-performed the Index as the market rallied.

The portfolio continues to be aggressively positioned to take advantage of an economic recovery and, in markets
such as those seen during the year, further volatility against the Index should be expected.

Further comment on performance and investment policy may be found in the Investment Manager’s Review.

Earnings and Dividends

The Company’s focus continues to be on total return without constraining the Manager to deliver any given level of
investment income. When the Company’s investment policy was altered in November 2006 we indicated that the
concentration of the portfolio would impact on the Company’s ability to pay an increasing dividend stream. For the
year under review we are maintaining rather than increasing the total dividends for the year, as earnings per share
have fallen back and are quite likely to fall further in the current year. Part of the second interim dividend is thus
being financed from reserves.

The Directors have declared a second interim dividend of 2.20p per share, making a total of 3.85p per share for the
year as a whole, the same as the previous year. The second interim dividend will be payable on 31 July 2009 to
shareholders on the Register on 17 July 2009.

Gearing Policy
During the year, the Company reduced its borrowing facility from £45 million to £35 million. At the end of the year
under review, the facility was fully drawn at £35 million.

The effective net gearing level (which takes account not only of the borrowings but any cash held by the Investment
Manager) at the beginning of the year was 14.0% and had fallen to 10.7% by the end of the year. The average
effective net gearing level during the year under review was 14.5%. The Company’s gearing continues to operate
within pre-agreed limits so that net effective gearing does not represent more than 20% of shareholders’ funds. It
should be recalled that the effect of gearing is to amplify underlying investment performance.

Discount Management Policy

The Board continued to operate a formal discount management policy during the year under review to maintain the
discount to the net asset value at which its shares are quoted on the London Stock Exchange at no greater than
5% over the long-term. The average discount during the year ended 30 April 2009 was 3.7 %.

Although the Directors did not purchase shares for cancellation during the year under review, a total of 3,399,000
shares being held in treasury were cancelled. The Directors are seeking authority from shareholders for a renewal of
the required authorities to purchase shares for cancellation and to hold shares in treasury for re-issue at a premium
to net asset value, to assist with achieving the target longer-term discount level established by the formal discount
management policy.

From time to time, it will be necessary for the Board to review target levels should general market conditions
change.

Continuation Vote and Outlook
The Notice of the Annual General Meeting contains an ordinary resolution proposing that the Company should
continue as an investment trust for a further five year period. As part of the Board’s due diligence process when
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Chairman’s Statement

considering whether to recommend to shareholders that the Company continue in business as an investment trust,
the Board has reviewed the overall performance of the Company and has been advised on the views of
shareholders by its Corporate Broker and Manager.

Performance in both relative and absolute terms since the change in strategy in 2006 has been mixed and, during
the market turmoail in the second half of 2008, was very disappointing. However, the Manager’s investment strategy
and the associated positioning of the portfolio have been clearly set out both to investors and the market and this
clarity has helped to retain and attract investors to the Company. As a result, the share price has remained on a
tight discount (or occasionally a slight premium) to net asset value.

The Board considers that the long term investment objectives of the Company remain appropriate and that the
current Investment Manager is well placed to deliver superior returns over the longer term.

The events of the last 12 months have been a salutary reminder of the short term risks of investing in equities. Apart
from the immediate pain in terms of a lower share price, it has created understandable doubt in many investors'
minds of the longer term appeal of the UK stock market. As a Board we feel strongly that, while short term volatility
will continue, the Company has considerable opportunity to achieve a real rate of return over the coming years. The
risk of sustained economic depression now seems to have been abated by governments' aggressive pump-priming
worldwide, while we take comfort from the Manager's confidence that the Company's investments are priced well
below their likely value once economic conditions stabilise.

This is not to ignore the real dangers of disappointments along the path to recovery, or that future returns may
continue to come in a volatile way. The challenge we continue to set the Manager, however, is to invest in a
concentrated list of stocks in which they hold the strongest conviction of making money. We believe this is still a
valid strategy for the next few years.

The Board has therefore decided unanimously to recommend that the Company continues as an investment trust.
The directors will be voting their shares accordingly and wish to encourage all other shareholders likewise to vote in
favour of continuation.

Subscription Share Issue

On 19 May 2009 the Company announced that it was considering proposals for a bonus issue of subscription
shares. Enclosed with this Annual Report is a combined circular and prospectus to shareholders relating to the
proposed bonus issue.

The Board believes that subscription shares represent an attractive way in which investors can participate in any
future net asset growth of the Company through subscribing for shares. In addition, on any exercise of the
subscription share rights, the capital base of the Company will increase, resulting in a lower total expense ratio.

A general meeting has been convened for 6 August 2009 (immediately following the conclusion of the Annual
General Meeting) at which the resolution to approve the bonus issue will be put to shareholders. The Board
recommends that you vote in favour of the resolution.

Annual General Meeting

The Annual General Meeting will be held at 12.00 noon on Thursday 6 August 2009, and shareholders are
encouraged to attend. | hope as many of you as possible will be able to come along. The meeting, as in previous
years, will include a presentation by the Investment Manager on the prospects for the UK market and the
Company's investment strategy.

Alan Clifton
Chairman

7 July 2009
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Investment Manager’s Review

Performance
Over the 12 months to 30 April 2009 the total return on the Company’s net asset value was -35.1%, compared to
the total return from the FTSE All-Share index of -26.8%.

In a volatile year, most of this underperformance was due to the Company’s portfolio not being well positioned for
what turned out to be a major fall in both economic activity and the stock market. The clearest example was the
gearing. Gearing has helped performance in past years: in 2008/09 it has been a major negative. Net effective
gearing was 15-17% of net asset value in the middle of last year, before the stock market’s material falls in
September and October.

Stock selection decisions have had a large impact on performance in individual months, both positively and
negatively, with the impact over the full year being negative. The main disappointments were financials in the fourth
quarter of 2008, not just with the well-publicised problems in the banks but others such as Legal & General, 3i,
and International Personal Finance. At that time the portfolio also suffered from other pro-cyclical holdings (eg
mining company Xstrata), preferred to more defensive sectors such as pharmaceuticals.

The successes included retail holdings such as Next and Burberry. Whilst trading has been tough on the high
street, things have not been disastrous and the fall in mortgage rates has helped to offset the impact of rising
unemployment and falling house prices.

Market Background

The fall in share prices over the last 12 months came as higher US mortgage defaults, which started in 2007, grew
into a spiral of bad news in the global financial sector. This exacerbated the economic slowdown that had already
begun, initially in the US, but spreading to a global recession. Concerns over inflation were soon replaced with
speculation that deflation could be more of a risk.

The failure of Lehman Brothers in September marked a watershed, startling not only financial markets but also
companies in the real economy. Banks reduced lending, causing industrial companies and consumers to focus on
preserving cash, reducing orders throughout the supply chain. The abrupt slowdown in activity led to markets
plunging in September and October, and again in January and February.

Towards the end of the fiscal year things have improved, with marginally better news on the banks and the
Chinese and US economies driving a recovery. Economic data has remained mixed, but there has appeared to be
a feeling in the stock market that things are no longer worsening. This has been supported by better data from
China, a rally in commodity prices, and reports from a number of companies that activity may be stabilising. Other
key events have included the Bank of England’s quantitative easing, and interest rates being cut worldwide to
historically low levels.

Investment Activity and Portfolio Strategy
We have taken a more tactical approach this year given the extreme levels of volatility. This has resulted in relatively
high activity within the portfolio, which remains concentrated in our highest-conviction ideas.

The opportunities were often in finding when cyclical companies’ shares had fallen too far. We mentioned above
the successful investment in retail companies. With hindsight the portfolio had been too early with the domestic
banks, but early in 2009 the continued share price falls led to our increasing the exposure to cyclical companies
like financials and miners.

A few months later, a number of these shares have risen materially, leading to a new opportunity to switch into
some more defensively-placed businesses - such as Unilever, GlaxoSmithKline and Tesco — whose share prices
have lagged the recovery. The portfolio retains a pro-cyclical stance, however, as we believe that cyclicals remain
hugely undervalued.

Outlook

Further recovery by the stock market looks possible, but any major upside will be dependent on the economic
situation improving significantly, rather than simply looking ‘less bad’. Such an improvement looks demanding in
the immediate term, so we believe the market is more likely to trade in a range. Crucially, though, downside
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pressures appear limited given the volume of cash waiting to come in from the sidelines, and the portfolio
continues to use its bank facility to gear up in anticipation of stronger share prices over the next 12-18 months.
At year end the net gearing was 10.7% of net asset value.

The portfolio continues to be concentrated in a short list of the shares where we have the greatest confidence of
gain. Many of these currently are pro-cyclical stocks such as mining companies, retailers and banks. We also
continue to look for shares where we believe the stock market is underestimating the ability of a new management
team to transform a company’s future, with examples added this year including Logica and Resolution Life.
Although the portfolio is underweight more defensive sectors, we are now seeing opportunities in defensive
laggards such as GlaxoSmithKline and Tesco.

We continue to weigh up tactical positioning versus our longer-term conviction. Whilst it is tempting to trim cyclical
exposure more significantly given the scale of the recent rally, we believe the market is fairly well-supported and
that the holdings remain extremely attractively valued on a medium-term recovered-earnings basis. As such, the
shifts into more defensive names are being carried out at the margin.

Schroder Investment Management Limited
7 July 2009
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Investment Portfolio

As at 30 April 2009

Market Value

% of

of Holding Shareholders’
Company Sector Classification Principal Activity £°000 Funds
Barclays Financials Banking and financial services group 8,622 6.10
BG Group Qil & Gas Oil and gas exploration and production group 7,592 5.37
Xstrata Basic Materials Global diversified mining group 6,957 4.92
Experian Group Industrials Credit and marketing services 6,093 4.31
Burberry Group Consumer Goods Designs and sources apparels and accessories 5,997 4.24
BHP Billiton Basic Materials Global mining company 5,876 415
Invensys Technology Energy resource management services 5,826 412
Next Consumer Services UK fashion and accessories 5,745 4.06
Royal Dutch Shell ‘B’ Oil & Gas Integrated oil group 5,551 3.92
Dana Petroleum Qil & Gas Oil and gas exploration company 5,484 3.88
Shire Healthcare International speciality pharmaceutical company 5,247 3.71
Charter Industrials International engineering firm 5,065 3.58
Misys Technology Global application and software services provider 4,857 3.43
Standard Chartered Financials Banking and financial services group 4,857 3.43
Lloyds Banking Group Financials Banking and financial services group 4,806 3.40
Home Retail Group Consumer Services Home and general merchandising retailer 4,768 3.37
Rio Tinto Basic Materials Global mining company 4,620 3.27
Legal & General Financials UK financial services group 4,487 3.17
ICAP Financials Interdealer broker 4,274 3.02
Logica Technology Technology solutions company 4,258 3.01
Twenty largest investments 110,982 78.46
3i Group Financials Private equity company 4,207 2.97
Thomson Reuters Consumer Services News and financial information provider 4,068 2.88
British Airways Consumer Services International airline 4,008 2.83
Rolls Royce Industrials Power systems provider 3,983 2.82
Unilever Consumer Goods Consumer goods group 3,956 2.80
International Power Industrials Independent power generation company 3,469 2.45
Tesco Consumer Services International food retailing group 3,321 2.35
Whitbread Consumer Services Leisure group 3,185 2.25
Royal Bank of Scotland Financials Banking and financial services group 3,129 2.21
GlaxoSmithkline Healthcare International pharmaceutical company 3,093 219
International Personal Finance Financials Provider of financial products and services 3,071 217
Resolution Financials Speciality Finance 2,403 1.70
BP Qil & Gas Integrated oil group 2,265 1.60
Rolls Royce ‘C’ Industrials Power systems provider 101 0.07
Northern Rock Financials Banking and financial services group 0 0.00
Total investments 155,241 109.75
Net current liabilities (13,798) (9.75)
Total equity shareholders’ funds 141,443 100.00

At 30 April 2008, the twenty largest investments represented 78.20% of Shareholders’ Funds.
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Report of the Directors

The Directors submit their Report and Accounts of the Company for the year ended 30 April 2009.

Company’s Business

The Company carries on business as an investment trust and is an investment company within the meaning of
section 833 of the Companies Act 2006. In order to continue to obtain exemption from capital gains tax, the
Company has conducted itself with a view to being an approved investment trust for the purposes of Section 842 of
the United Kingdom Income and Corporation Taxes Act 1988 (as amended). The last accounting period for which
the Company has been treated as approved by the Inland Revenue is the year ended 30 April 2008 and the
Company has subsequently directed its affairs so as to enable it to continue to qualify for such approval. The
Company is not a close company for taxation purposes.

Business Review

Investment Objective
The principal investment objective of the Company is to achieve capital growth predominantly from investment in
UK equities, with the aim of providing a total return in excess of the FTSE All-Share Index.

Investment Policy

The Company invests in a concentrated portfolio of stocks principally selected for their potential to provide attractive
absolute returns for shareholders. The portfolio is invested primarily in UK equities, including convertible securities
and equity-related derivatives. The yield on the Company’s investment portfolio is of secondary importance.

The Directors expect that, with the objective of maximising returns to Shareholders, some form of gearing may be
employed by the Company from time to time, but they do not anticipate gearing levels in excess of 20% of
Shareholders’ funds. The Company may also hold up to 20% of Shareholders’ funds in cash or cash equivalents.

The Board has delegated management of the Company’s portfolio to Schroder Investment Management Limited
(the “Manager”). The Company now invests in a portfolio of stocks principally selected for their potential to provide
attractive absolute returns for shareholders. The Company’s portfolio is not constructed along index-relative lines
(the market capitalisation of a stock for example has no bearing on whether it is held in the portfolio or in what size).
Instead, a relatively concentrated portfolio of between 20 and 40 large and mid-cap stocks is selected on the basis
of the Manager’s investment conviction that they will provide attractive absolute returns. The size of individual stock
holdings depends on the Manager’s degree of conviction, not the stock’s weight in any index. The underlying
investment philosophy and process adopted in the research and selection of stocks has not changed. However, this
investment approach places more emphasis on generating attractive absolute returns in a relatively short time
horizon than a more traditional index-relative one.

The Board and the Manager believe that this more flexible investment approach provides greater scope for the
Company to benefit from truly active stock-picking.

The investment approach is in line with the approach adopted by the Managers’ open ended unit trust — The
Schroder UK Alpha Plus Fund.

Spread of Investment Risk

Risk in relation to the Company’s investments is spread as a result of the Manager monitoring the Company’s
portfolio on an on-going basis with a view to ensuring that the portfolio retains an appropriate balance to meet the
Company’s investment objective. The Investment Portfolio on page 8 demonstrates that, as at 30 April 2009, the
Manager held 35 investments spread over several sectors. The Board therefore believes that the objective of
spreading risk has been achieved in this way.

Performance
An outline of performance, market background, investment activity and portfolio strategy during the year under
review, as well as outlook, is provided in the Investment Manager’s Review.

Dividend Policy

The Company'’s focus is on total return without constraining the Manager to deliver any given level of investment
income. Prior to the change in investment policy in 2006, the Board aimed to provide shareholders with a stable
stream of income rising over the long term. As stated in the Circular to shareholders dated 23 October 2006,
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income from investee companies may be somewhat more volatile in future. Whilst this could impact on the
Company’s ability to pay an increasing dividend stream, the Company will continue to pay interim dividends for each
financial year on 31 January and 31 July.

Measuring Success - Key Performance Indicators

The Board has adopted three key performance indicators (“KPIs”) which assist it in measuring the development and
success of the Company’s business. The KPIs focus on the following areas: the measurement of the success of the
Company’s investment objective, the management of the discount and the rate of expenses incurred by
shareholders in the running of the Company.

Investment Performance

The Board considers that monitoring the relative success of the Company’s investment performance, measured
against its established benchmark, is one of its most important roles. Performance against peer group companies is
also reviewed.

Quarterly reports, including commentary on its view of markets, the impact of stock selection decisions and other
attribution analysis, portfolio activity and strategy and outlook for the portfolio are provided by the Manager and
form the basis of discussions at every board meeting. On a regular basis, the Board also reviews the investment
processes of the Manager and considers reports from its broker on the perception of shareholders and the market
on the Manager’s performance, and the Company’s strategy.

For the year ended 30 April 2009, the Company produced a negative total return on net asset value of 35.1%
compared to a negative total return of 26.8% for the benchmark. Charts showing the Company’s five-year
performance and sector distribution measured against the benchmark as at 30 April 2009 can be found on pages 2
and 3 of the Report and Accounts.

Each year the Board conducts an assessment of the Manager in the light of the performance achieved.
Explanations of the factors behind the performance for the year under review are set out in statements from the
Chairman and Investment Manager in the Report and Accounts. The Board remains supportive of the Manager and
believes that it has the depth of resource in its management team to enable the Company to out-perform over the
longer-term, backed by strong distribution capabilities and administration. The Board continues to work with the
Manager to adopt strategies to improve performance.

Discount Management

The shares of the Company often trade at a discount to net asset value and the management of this discount is a
key factor for the Board. The Board has therefore adopted a second KPI, which measures the success of the
Board’s strategy to limit volatility in the discount.

As the discount is a function of the balance between the supply and demand for the Company’s shares, a principal
objective for the Board is to ensure that, through Schroder’s marketing team and the Company’s stockbrokers,
potential shareholders and their advisers continue to be kept informed of the Company’s progress and the ways
they can invest in it.

Share buy-backs are a more direct way of managing the discount. The discount of the Company’s share price to its
underlying net asset value and the discounts of peer group companies, are monitored on a daily basis. The Board
introduced a formal discount management policy to take effect once the change in investment policy had been
approved by shareholders in November 2006, under which the Company will seek to maintain the discount to the
net asset value at which shares are quoted on the London Stock Exchange at no greater than 5% over the long-
term, subject to adverse market conditions. From time to time, it will be necessary for the Board to review target
levels should general market conditions change.

An authority allowing the Company to re-issue shares held in treasury at or above the prevailing net asset value per
share was also approved at the Annual General Meeting held in August 2008.
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During the year under review the share price discount averaged 3.7%. The Directors did not utilise the Company’s
share buy-back powers during the year under review as demand for the Company’s shares remained strong. A total
of 3,399,000 shares were cancelled from treasury during the year. At 30 April 2009, the Company’s share price
stood at a discount of 5.3% to net asset value, which compared with those of AIC UK Growth Sector companies
ranging between a premium of 10.8% and a discount of 43.8%.

Control of Total Expenses

One of the advantages of closed ended vehicles is their relatively low running costs compared with other investment
vehicles. The Board has adopted a third KPI which assists the Board in keeping the total expense ratio (“TER”) of
the Company under review.

An analysis of the Company’s costs, including management fees, directors’ fees and general expenses, is
submitted to each Board meeting. The Management Engagement Committee, comprised entirely of independent
directors, considers the terms of the management agreement with the Manager, including fees, on an annual basis.
Services (including costs) provided by most other providers including bankers, auditors, insurance providers and
printers are also reviewed annually.

The TER for the Company for the year to 30 April 2009 (calculated in accordance with AIC guidance as total
annualised net operating expenses, excluding back dated VAT recovery on management fees, after tax divided by
average net assets during the year) was 0.63%. This is significantly below the average for investment trusts in
general and for our peer group.

Principal Risks and Uncertainties

The Board has adopted a matrix of key risks which affect its business and a robust framework of internal control
which is designed to monitor those risks to enable the Directors to mitigate them as far as possible. A full analysis of
the Directors’ system of internal control and its monitoring system is set out in the Corporate Governance
Statement. The principal risks are considered to be as follows:

Market Risk

The Company is exposed to the effect of market fluctuations due to the nature of its business. A significant fall in UK
equity markets would have an adverse impact on the value of the Company’s underlying investments. The Board
considers the portfolio’s risk profile at each Board meeting and discusses with the Manager appropriate strategies
to mitigate any negative impact of substantial changes in markets.

Gearing

The Company utilises a credit facility, currently in the amount of £35 million, which increases the funds available for
investment through borrowing (“gearing”). Therefore, in falling markets, any reduction in the net asset value and, by
implication, the share price is amplified by the gearing. The Directors keep the Company’s gearing under constant
review and impose strict restrictions on borrowings to mitigate this risk. In the Circular to shareholders dated

23 October 2006, the Directors indicated that some form of gearing may be employed by the Company from time
to time, but they do not anticipate gearing levels in excess of 20% of shareholders’ funds. They also indicated that
the Company may hold up to 20% of shareholders’ funds in cash or cash equivalents. The Company’s gearing
continues to operate within pre-agreed limits so that actual gearing does not represent more than 20% of
shareholders’ funds.

Discount

Over time, investment vehicles and asset classes can become out of favour with investors or trusts may fail to meet
their investment objectives. This may be reflected in a wide discount of the share price to underlying asset value.
Directors periodically review whether the Company’s investment remit remains appropriate and they continually
monitor the success of the Company in meeting its stated objectives. Further details may be found under
“Investment Performance” and “Discount Management” above.

Regulatory Risks

The regulatory environment in which the Company operates is increasingly complex and the Company faces a
number of regulatory risks. A breach of section 842 of the Income and Corporation Taxes Act 1988 could result in
the Company being subject to capital gains tax on the sale of portfolio investments. Breaches of other regulations
such as the UK Listing Authority’s Listing Rules could lead to a number of detrimental outcomes and damage the
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Company’s reputation. Breaches of controls by service providers such as the Manager could also lead to
reputational damage or loss.

Resources

The Company has no employees; its investments are managed by Schroder Investment Management Limited,
which also acts as Company Secretary and provides accounting and administration services to the Company. The
principal terms of the Investment Management Agreement are set out on page 14.

Environmental Policy

As an investment trust, the Company has no direct social or environmental responsibilities; its policy is focussed on
ensuring that its portfolio is properly managed and invested. The Company has however adopted an environmental
policy, details of which are set out in the Corporate Governance Statement.

Revenue and Earnings

The net revenue return before finance costs and taxation for the year was £6,380,000 (2008: £7,491,000). After
deducting interest charges and taxation the amount available for distribution to shareholders was £5,744,000 (2008:
£6,681,000), equivalent to net revenue of 3.66p (2008: 4.26p) per ordinary share. Excluding recognition of a recovery
of £800,000 in respect of VAT on management fees to be reclaimed, net revenue was equivalent to 4.11p per share
for 2008.

Dividends for the Year Ended 30 April 2009

The Directors of the Company intend to continue to pay dividends at the end of January and July in each year.
Although it is their intention to distribute substantially all of the Company’s net income after expenses and taxation,
the Company is permitted to retain up to a maximum of 15% of its gross income from shares and securities in each
year as a revenue reserve. The Company may take advantage of this to facilitate a consistent dividend policy.

Having already paid a first interim dividend of 1.65p per share, the Board has now declared a second interim
dividend of 2.20p per share for the year ended 30 April 2009 which is payable on 31 July 2009 to shareholders on
the Register on 17 July 2009. Thus, dividends for the full year amount to 3.85p per share (2008: 3.85p per share).
As in previous years, the dividend is declared as an interim to enable payment at the end of July, ahead of the
Company’s Annual General Meeting in August.

Policy for the Payment of Creditors

It is the policy of the Company to settle all investment transactions in accordance with the terms and conditions of the
relevant market in which it operates. All other expenses are paid on a timely basis in the ordinary course of business.
There were no outstanding trade creditors, other than purchases for future settlement, at 30 April 2009 (2008: nil).

Purchase of Own Shares and Issue of Shares from Treasury

The total number of shares in issue on 7 July 2009 was 156,876,900. At the General Meeting held on 5 August
2008, an authority for the Directors to purchase up to 14.99% of the issued share capital of the Company was
renewed by shareholders. The Directors wish to renew the authority to purchase ordinary shares at the forthcoming
Annual General Meeting. Accordingly, a resolution authorising the Directors to purchase up to 14.99% of the share
capital in issue on 7 July 2009 will be proposed at the forthcoming Annual General Meeting for which notice is given
on page 39.

The Directors believe that it is in the best interests of the Company and its shareholders to have a general authority
for the Company to buy-back its ordinary shares in the market as they keep under review the share price discount
to net asset value and the purchase of ordinary shares. Purchases will only be made if the Directors consider that
any purchase would be for the benefit of the Company and its shareholders, taking into account relevant factors
and circumstances at the time. This authority will lapse at the conclusion of the Company’s Annual General Meeting
in 2010 unless renewed earlier.

The authority for the Company to purchase its own shares will allow the Company to hold up to 5% of the shares so
purchased in treasury for potential reissue as an alternative to the immediate cancellation of those shares.

The Company did not purchase any shares for treasury or cancellation during the year ended 30 April 2009.

The Board has determined that any shares may only be held in treasury for up to 12 months, after which time they
will be cancelled.
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Issues of Shares and Disapplication of Pre-emption Rights

At the 2008 Annual General Meeting the Directors were given powers to allot new ordinary shares or shares held in
treasury for cash other than pro rata to existing shareholders. The Directors wish to renew these powers at the
forthcoming Annual General Meeting. Accordingly, resolutions 9 and 10 as set out in the Notice of Meeting on

page 39 will be proposed as an ordinary and a special resolution respectively which, if passed, will give the
Directors power to allot ordinary shares for cash on a non pre-emptive basis up to an aggregate nominal amount of
£1,960,961 (equivalent to 7,843,845 ordinary shares of 25p and 5% of the Company’s existing issued ordinary
share capital at 7 July 2009), as if Section 89(1) of the Companies Act 1985 did not apply. These authorities will
lapse unless renewed at the Company’s Annual General Meeting in 2010.

The Directors intend to use the authority to issue shares whenever they believe it is advantageous both to new
investors and to the Company’s existing shareholders to do so. The authority will only be used to issue shares at a
premium to net asset value at the time of issue.

Directors and their Interests
The Directors of the Company and their biographical details can be found on the inside front cover. Except as noted
below, all Directors held office throughout the year under review.

In accordance with the Company’s Articles of Association, Mr Hutton is seeking election having been appointed
during the year, Mr Clifton will retire by rotation and, being eligible, offers himself for re-election. In addition, in
accordance with the Company’s policy on tenure as outlined in the Corporate Governance Statement, Mr Niven,
having served as a non-executive Director for more than 9 years, will retire at the forthcoming Annual General
Meeting and, being eligible, offer himself for re-election.

The Board, having reviewed its performance, considers that Mr Clifton and Mr Niven continue to demonstrate
commitment to their roles and provide valuable contributions to the deliberations of the Board. It therefore
recommends that shareholders vote in favour of their re-elections. The Board also recommends that shareholders
vote in favour of the election of Mr Hutton.

No Director has any material interest in any contract which is significant to the Company’s business.

The Directors’ interests in the Company’s share capital at the beginning and end of the financial year ended 30 April
2009, all of which were beneficial, were as follows:

Ordinary shares Ordinary shares

of 25p each of 25p each

Director 30 April 2009 1 May 2008
Alan Clifton 35,000 35,000
Andrew Hutton* 26,333 N/A
Keith Niven 38,311 27,959
lan Philips** 15,955 15,955
Stella Pirie 22,190 15,573
David Ritchie 40,000 20,000

Appointed as a Director of the Company on 3 September 2008.
Retired as a Director of the Company on 5 August 2008 and the balance was correct as at that date.

wox

There have been no changes in the above holdings between the end of the financial year and 7 July 2009.

As at the date of this Report, the Company had 156,876,900 ordinary shares of 25p each in issue (no shares were
held in treasury). Accordingly, the total number of voting rights of the Company as at the date of this report is
156,876,900.
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Substantial Share Interests

As at the date of this report, the Company has received naotifications in accordance with the FSA’s Disclosure and
Transparency Rule 5.1.2 R of the following interests in 3% or more of the voting rights attaching to the Company’s
issued share capital.

Number of Percentage of

Ordinary shares total voting rights

Quilter & Co. Limited 9,874,724 6.29
Rensburg Sheppards Investment Management Limited 9,417,331 6.00
Legal & General Group Plc 6,272,040 3.99
Barclays plc 6,018,095 3.84
East Riding of Yorkshire Council 5,000,000 3.19

Investment Manager

During the year under review the Board considered the services provided by the Investment Manager, Schroder
Investment Management Limited. Explanations of the factors behind the performance for the year under review are
set out in the Statement from the Chairman and the Investment Manager’s Review. The Board continues to consider
that the Manager has the appropriate depth of resource to achieve above-average returns in the longer-term. The
Board therefore considers that the Manager’s continued appointment under the terms of the current Investment
Management Agreement, further details of which are set out below, remains in the interests of shareholders as a
whole.

The Investment Manager provides investment management and company secretarial services to the Company in
accordance with an Investment Management Agreement. Fees (excluding performance fees) payable to the
Investment Manager under the Agreement are based on 0.4% of the Company’s net assets. Net assets are defined
as total assets less all current liabilities ot