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COMPANY SUMMARY

Company Summary

COMPANY DATA AT 31 AUGUST 2000
Total assetst Shareholders’ funds Market capitalisation

£192m £165m £160m

T totel assets less current liabilities before deduction of bank loans.

Policy and Objective

Capital Structure

Continuance Vote

Baillie Gifford Japan’s obijective is to pursue long-term capital growth principally
through investment in medium to smaller sized Japanese companies which are
believed to have above average prospects for growth, The portfolic usually
consists of around 50 holdings ot any one time.

The portfolio benchmark against which performance is measured is 75% TOPIX
and 25% Tokyo Stock Exchange Second Section Index in sterling terms.

Baillie Gifford & Co are appointed as investment managers and secretaries to
the Company. The management contract can be terminated af twalve months
notice.

The Company's share capital consists of 12,750,000 ordinary shares of 25p
each which are issued and fully paid. The Company has been granted authority
to buy back a limited number of its own ordinary shares for cancellation. The
Directors are seeking 1o renew this authority at the forthcoming Annual General
Meeting.

Baillie Gifford & Co’s annual remuneration is 1.0% of the net assets of the
Company attributable to its shareholders, caleulated on a quarterly basis.

An 1SA and a PEP ransfer facility are available {see inside back cover). Up to
£7,000 per annum can be invested in a Maxi 1SA currently.

The Company’s Articles of Association give shareholders the right to vote
annually at the AGM on whether the Company should continue in business.
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YEAR’S SUMMARY

Year’'s Summary

31 August 31 August
2000 1999 % change
Total assels foral assets less current figbilities bafora deduciion of bank loans) £191.7m £153.8m 24.6
Bank loans £26.4m £23.3m 13.3
Equity shareholders” funds £165.3m  £130.5m 26.7
Net osset value per ordinary share 1,296.5p 1,023.6p 26.7
Share price 1,255.0p 880.0p 42.6
Benchmark composite index 17.7
TOPIX (in sterling terms) 17.9
Tokyo Stack Exchange Second Section Index in steding terms) 17.2
Earnings per ordinary share (12.53p) {2.47p)
Expense ratic 1.34% 1.21%
Premium/{discount) (3.2%) (14.0%)
Year 1o Year to
31 August 2000 31 August 1999
Year's high and low High Low High Low
Share price 1,362.5p  880.0p 884.5p  340.0p
Net asset value 1,476.0p 1,013.0p 1,028.0p 4193p
Premium/{discount} 1.5% (15.8%) (6.7%) 119.7%]}
31 August 31 August
2000 1999
Total return per ordinary share
Revenue {12.53p} {2.47p}
Capital 285.50p 571.16p
Total 272.97p 568.69p




FIVE YEAR SUMMARY

Five Year Summary

The following charts indicate how an investment in Baillie Gifford Japan has performed relative to its
benchmark and its underlying net asset value over a five year peried to 31 August 2000:
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TEN YEAR RECORD

At
31 August

1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000

Total
assetst
£'000

62,926
45,586
48,055
87,214
84,416
81,221
101,293
B7,356
68,581
153,759
191,733

Bank
loans
£000

6,590
12,961
11,277

2,305
23,2355
26425

CAPITAL

Equity Net
shareholders’ asset value
funds per share

£000 P

62,924 572.1
65,586 596.2
48,055 4369
87,214 792.8
84,416 767.4
74,631 678.4
88,332 669.2
76,079 576.4
59,276 449.1
130,504 1,023.6
165,308 1,296.5

Diluted net

asset value
per share*
]

436.9
773.4
756.0
673.2

T Total assets comprise totad assets less current liabilifies before deduction of bank loans.
* The diluted netf asset value per ordinary share figures have been calculated in accordance with FRS 14 ‘Earnings per share’.
# Premium/(discouni) is the difference between Baillie Gifford Japan's quoted share price and its underlying net asset value.

GEARING RATIOS

Period to
31 August

1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000

o

Gross revenue
£'000

848
897
428
719
608
522

&7

1

545
834
1,149
866

shareholders’ funds.
§ Total assets including all debt used for investment purposes) divided by shareholders’ funds.

At
31 August

1990
1%
1992
1993
1994
1995
1996
1997
1998
1999
2000

Net

Available
for ordinary
shareholders

1

asset value

Compound Annual Returns

5 year
10 year

per share

100
104

76
139
134
119
117
101

79
179
227

13.8%
8.5%

11 Source: Primark Datastream.

The eriginal warrants issued on 15 December 1981 were exercised by 30 November 1989, The warrants issued on 20 November
1991 were exercised by 5 December 1995.

£'000

{30)
54
(342)
1169)
(389)
{375)
1666)
(661)
(208)
{325)
597

REVENUE

Earnings per
ordinary share

p

0.28)
0.49
(3.11)
(1.54)
(3.54)
(3.41)
(5.27)
15.01)
(1.55)
(2.47)

(12.53)

Ratio of total operating costs against average shareholders” funds.
Total assets {including all debt used for investment purposes) less cll cash and fixed interest securities {ex convertibles) divided by

Expense
ratio g
%

119
1.24
1.26
121
1.08
1.03
1.25
113
115
£.21
1.34

CUMULATIVE PERFORMANCE

Share
price

100
114

151
143
137
127
108

V77
253

13.0%

9.7%

Benchmark $£F

1.8%
2.7%

Share
price
1]

496.0
565.0
372.0
749.0
708.0
681.0
630.0
535.0
362.5
880.0
1,255.0

Actual

2e

TOPIX

100
104

78
150
147
130
125
101

65
114
134

0.7%
3.0%

aring 4

84
%4
@6
26
25
105
107
110
@2
nz
109

$

Premium!
(discount) #
%

(13.3)
(5.2]
(14.9)
(5.5)
(7.7)
0.4
(5.9)
{7.2}
119.3)
114.0)
(3.2

Potential
gearing§

100
100
100
100
100
109
115
15
116
118
116

Tokyo Stock
Exchange Second
Section Index £3

6.2%
1.4%



DIRECTORS AND MANAGEMENT

Directors and Management

Directors

Malcolm Murray CBE, the Chairman, is 62 years old
and is a former director and chief general manager
of The Scottish Life Assurance Company. He was
previously investment manager of that company
and had been involved in investiment management
for over thirty years. He is chairman of the Trustees
of University of Edinburgh Trust Funds, a director of
Scottish and Newcastle Pensions lnvestments
{1998} Ltd and investment adviser to the Smith &
Nephew UK Pension Fund. He was appointed the
Chairman of The Baillie Gifford Japan Trust PLC on
the Company’s inception in 1981,

Richard Barfield, who is 53, was appointed a
Director in 1997. He serves on the Executive
Committee of the Association of Investment Trust
Companies and was formerly chief investment
manager of The Standard Life Assurance Company.
He is a director of Equitas Limited, The Merchants
Trust plc and other companies.

Graham McCallum CBE, who is 74, was appoinied
Director in 1981. He was formerly an executive
director of John Swire & Sons Lid in Londen, and is
a director of Pacific Horizon Investment Trust PLC.

George Veitch, who is 57, was appointed a Director
in 1989. He is a pariner of Baillie Gifford & Co,
which he joined in 1969. He has had overall
responsibility for managing Baillie Gifford’s
Jopanese investments since 1981.

Managers and Secretaries

Baillie Gifford Japan is managed by Baillie Gifford
& Co, an investment management business formed
in 1927 out of the legal firm Baillie & Gifford, WS,
which had been involved in investment
management since 1908,

Boillie Gifford is one of the five largest invesiment
trust groups in the UK and currently manages six
investment trusts. Baillie Gifford also manages unit
Irusts and open-ended investment companies,
together with investment portfolios on behalf of
pension funds, charities and other institutional
clients, both in the UK and overseas, Funds under
the management or advice of Baillie Gifford total
around £22 billion. Based in Edinburgh, it is one
of the leading privately owned invesiment
managemert firms in the UK, with 20 pariners and
a staff of over 300.

The manager of Baillie Gifford Japan is Sarah
Whitley, a partner of the firm. She is supporied by
a team of ten people covering the Japanese market
and has been involved with Baillie Gifford Japan
since 1985.

The firm of Baillie Gifford & Co is regulated by
IMRO.

Makcolm Murray
Chairman

THE BAELLIE GIFFORD JAPAN TRUST PLC



CHAIRMAN'S STATEMENT

Chairman’s Statement

The Association of Invesiment Trust Companies [AITC) has
recently issued its Guide to Good Practice for the Reporl
& Accounts of Invesiment Trust Companies. The purpose
of this Guide, which is non-prescriplive, is to encourage
the provision of information that shareholders say is most
valuable 1o them and to recommend how that information
might be presented in order 1o maximise clarity,
consistency and comparability. Your Board welcomes the
Guide and has incorporated the vast majority of its
recommendations, including the disclosure of fund
performance against a formal performance benchmark.
The Company has a specialist mandate fo invest in
medivm and smaller sized Japanese companies. There is
ne single index that recognises this specialist universe at
the present time. Accordingly, the Company has adopted
a composite benchmark comprising a 75% weighting in
TOPIX and a 25% weighting in the Tokyo Stock
Exchange Second Section Index, both indices converted
to a sterling basis. We believe this to be the most
appropriate benchmark at the moment. However, the
area of indices is rapidly developing in Japan and if o
more suitable index emerges we would be prepared to
adopt it as our benchmark and shareholders would be
informed of the proposed change.

Performance

The year to 31 August 2000 has been anciher successful
one for the Company with the net asset value rising by
26.7% to 1,296.5p per share. This increase was
comfortably ahead of the 17.7% rise in the Company’s
benchmark index. The share price over the same peried
increased by 42.6%. This outcome means that the
Company produced the highest share price return and
the second highest net asset value return within the
Japanese investment trust sector {source: AITC) over the
year to 31 August 2000. It was, however, very much a
year of two contrasting halves with an exceptionally
strong first half being followed by a disappointing
second half. Over the first six months of the Company’s
year the market continued the strong upward frend which
began in the earlier part of 1999 when evidence that the
economy was beginning to recover provided suppor.
The rise was driven by an exceptionally strong
perfarmance by stocks in industries such as electronics
and communications, which have excellent growth
prospects. Heavy buying both by domestic and especially
by foreign investors pushed share prices of such issues
sharply higher. However, market conditions changed and
investors then sold the highly rated technology issues,
especially foreign investors alarmed by a sharp fall in
such stocks in the US. Over the past few months the
market has been particularly volatile and declining
despite a background of rising economic activity and a
robust recovery in corporate profits. Nevertheless, the
overall outcome can be considered encouraging
following last year's exceptional performance. Since the

Japanese stockmarket began to recover in late 1998, the
increase in net asset value per share over the last two
years to 31 August has been 188.7%. As is customary,
the Managers’ Report on page 8 reviews the
performance in greater detail.

Revenue Account

Revenue for the year declined by 24.6% mainly because
the Company did not hold any short term UK government
bonds as it had on a lemporary basis the previous year.
These had the effect of substantially boosting the prior
year's income. A rise in costs linked 1o the strong growth
in the asset value and a full year's inlerest charge on the
Company's borrowings produced an increased loss for
the year. On a per share basis the loss was 12.53p
compared with a loss of 2.47p the previous year. No
dividend can be recommended.

Continuance Vote

Shareholders have the right every year to vote on
whether the Company should confinue in business. Al the
Annual General Meeting to be held on 24 November
2000, as an item of special business, shareholders will
have the opportunity to vote on the continuance of the
Company. tast ysar the Company received support for
continuance from 99.4% of those voting and your
Directors believe that the improved economic conditions
and rising profitability of Japanese companies combined
with the Company’s good performance are positive
reasons for the Company's continuance in business.
Accordingly, the Directors infend to vote their own
shareholdings in favour of the resclution. | encourage
shareholders to give due consideration to this important
matter and express their wishes by casting their vote.

Share Split

The Company's share price on 31 August 2000 was
£12.55. In order to increase the liquidity and hence the
marketability of the shares, the Board is proposing that
the shares be split in the ratio of 5 new shares for each
existing share thereby reducing the nominal value per
ordinary share from 25p to 5p. A further advantage of
this change will be that the lower share price will allow
greater efficiency in the management of the Baillie
Gifford Investment Trust Share Plan for investors who
choose to invest regular payments with Baillie Gifford
Japan. My fellow Directors and | recommend that
shareholders vote in favaur of the proposal.

Share Buy Backs

Shareholders voted ot the Annual General Meeting held
in November 1999 to renew the Company’s power to
buy back up to 14.99% of its autstanding shares. The
purpose of using such power is to enhance the net asset



valve of the Company for remaining shareholders by
buying back shares at a substantial discount to the net
asset value. For most of the past year the discount to net
asset value has been low beth in absolute terms and
relative to the Japanese investment trust sector and the
opportunity to buy back shares on afiraciive terms limited.
Therefore, no shares have been repurchased. However,
your Boord believes that it is essenfial that the Company
refains the power to fransact share buy backs and hence,
at the Annual General Meefing to be held on

24 November 2000, it is seeking o renewal of the power
to buy back up fo 14.99% of the Company’s shares. My
feflow Directors and | intend fo support the proposal and
urge shareholders to do likewise.

AITC @Pubiicity Campaign

Last year the Board agreed that the Company should
support the Associalion of Investment Trust Companies
campaign o promote and publicise the case for investing
in investment frusts under the slogan @ The marketing
plan has featured extensive television and newspaper

~ advertising and is designed to boost the owareness of
the invesiment trust sector to private individuals. We have
renewed our support of this compaign for a further year
in the belief that any reduction in the discount to net asset
value on which the shares frade as a result of such
activity is fo the benefit of shareholders.

Directors” Fees

Direciors’ fees were last increased in September 1997.
Total Directors’ fees for the year ending 31 August 2000
were £35,000 which are considerably lower than those
of comparable Japanese investment trust companies. We,
therefare, propose to increase tolal fees to £44,000 to
reflect growth in the size of the Company and the
increased responsibilities faced by Directors from
legislative changes. In 1994 shareholders authorised the
Directors to approve their remuneration within an overell
limit of £50,000 on fofal fees. The proposed increase in
fees leaves the Board with litfle flexibility and so
shareholders approval is being sought fo increase the
total fee limit to £75,000.

Borrowing and Hedging

The Company had unchanged borrowings at 31 August
2000 of ¥4,100 million (£26.4 million), which
represents 16.0% of net assets. From the August 1999
year end to the end of February 2000 most of these
borrowings had been invested. We then adopted a more
cautious approach to the market and sold or reduced o
number of stocks which reduced our net gearing
{borrowings less cash} to below 3% by the end of May
2000. In August we began to utilise the gearing again
and at 31 August 2000 the net gearing had risen fo
8.8% of net assets.

CHAIRMAN’'S STATEMENT

The Company has been unhedged over the past year, a
period when the yen rose by 13.6% against sterling. Our
policy remains to hedge only when we believe the yen to
be significantly overvalued.

QOuilook

Evidence continues to build that the Japanese economy
is recovering. The most recent GDP figures to the end of
June 2000 show that the economy expanded by 1%
over the year and further improvement seems likely
going forward. The decision by the Bank of Japan in
August 2000, despite political opposition, fo end its
zero inferest rate policy by raising the overnight call rate
to 0.25% was based on its belief that economic growth
was becoming stronger and that the deflationary
pressure that Japan has suffered for many years is
easing. Japan has a new Prime Minister, Mr Mori, who
replaced Mr Obuchi who died. The election called by
Mr Mori saw his Liberal Democratic Party lose seats but
retain power with the support of coalition pariners. No
significant policy changes have resulted from the change
of leadership and we believe that the government
remains committed 1o building a sustainable recevery in
the economy. It is especially encouraging that corporate
profits are rising strongly. The benefits of lower costs
from restructuring plans implemented by many
companies have enabled profit margins lo rise. We
expect further progress in boosting corperate returns
this year.

While there are fundamental reasons to be oplimistic
about Japan, the shortterm technical position of the
market is a concem. In particular, the unwinding of
crossheld shares and the flow of new issues is
increasing supply of siock ot a time when investor
demand is weck. This has proved a dampener on the
stockmarket over the last few months, as has a
resurgence of bad debt fears after the bankrupicy of
Sogo, @ leading Japanese department store group. In
spife of such concerns, we believe that the healthier
economy and the likely upward revisions in profit
forecasts will reverse the recent bout of weakness in the
market and that the changes underway are positioning
Japan for a period of improved performance.

¢ el

G Maleolm Murray
5 October 2000

s

tomey
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MANAGERS’' REPORT

Managers Report

INVESTMENT CHANGES (£'000)

Valuation at  Net acquisitions Apprectiation Valuation at
31 Aug 1999 (disposals) (depreciation) 31 Aug 2000
Equities tincluding converfibles):
Electricals 20,254 13,195 15,602 49,051
Manufacturing and machinery 15,248 7,650 2,382 25,280
Retail 13,369 3,516 1,542 18,427
Commerce and services 31,772 6,775} 1,095 26,092
Pharmaceuticals and food 13,959 1,364 2,042 17,365
Redt estate, construction and housing 4,253 2,300 {740} 5,813
Financials and utilities 24,422 1,991 {7,533} 18,880
Telecoms and Internet 23,107 {37,634} 22,784 8,257
Chemicals and other materials 8,232 1,004 1,751 10,987
Total investments 154,616 {13,389) 38,925 180,152
Net liquid assets/(liabililies) {857} 11,804 634 11,581
Total assets 153,759 {1,585} 39,559 191,733
Bank loans (23,255] (12} (3,158) {26,425}
Equity shareholders’ funds 130,504 {1,597) 36,401 165,308

Performance and Portfolic Changes

Over the year, the net asset value per share has risen
by 26.7% to 1,294.5p. The Japanese yen appreciated
by 13.6% against sterling, significantly helping returns,
We were fully invested in yen assets throughout the
year, with no currency hedging. Japanese stockmarket
indices were little changed over the year in yen terms,
but this masked a big divergence between the two
halves of the year. In the first half of the Company’s
year, Japanese markets soared and the Company
made substantial amounts of money in the Telecoms
and Infernet sector. In the second half, the eupheria
surrounding new economy stocks waned and, with the
market becoming more value oriented, the Company
underperformed its benchmark.

Over the year as a whole, the Company’s NAY
outperformed its new composite benchmark index and
both the TOPIX and Tokyo Second Section indices.

The bar chart on the top half of page ¢ shows the
Company’s returns in each of the key sectors against
TOPIX. This chart is derived from the new performance
attribution analysis table shown on the bottom half of
page 9 which compares the performance of the
Company relative to TOPIX (full sector performance of
the new composite benchmark was not avoilable), This
performance attribution analysis is caleulated on a
monthly chainlinked basis and so the tokal return does
not tally exactly with the NAV performance, although

the underlying trends are correct. The breakdown of
our performance shows that stock selection was a
larger contributor to outperformance than asset
allocation, a reflection of our focus on selecting
individua! companies.

The table at the top of this page gives details of the
investment changes which we have made in each of
the industrial sectors over the past year. The secfors
shown are slightly different from the TOPIX industry
classifications used in the performance analysis on
puge 9. A foolnote at the base of page 9 explains the
differences. Details of the top ten holdings and some of
the new purchases are on pages 14 to 17,

The most significant contributions to performance came
from the Telecoms, Eleciricals, Commerce and services
and Retail sectors. The biggest negative contribution
came from the Financials area.

In Telecoms and Internet, we began the year with
14.9% of our investments in the sector. Affer
exceptional performance, this had risen to 21.2% by
the end of February and we then ook significant
profits. We sold Hikari Tsushin [retailer of mobile
phone handsets), Softbank {Internet investment
company], NTT DeCoMo {mobile telecoms operator]
and Matsushita Communications {manufachyrer of
mobile phone handsets], many of which were large
heldings. These sales proved well timed, as most of the
stocks sold are now priced significantly lower. By the



MANAGERS’ REPORT »

The chart below compares Baillie Gifford Japan's perfformance with that of TOPIX, by industrial sector.

PORTFOLI0O PERFORMANCE ATTRIBUTION FOR THE YEAR TO 31 AUGUST 2000

PERFORMANCE ATTRIBUTION RELATIVE TO TOPIX (in sterling terms)

TOPIX Baillie Gifford Japan Contribution Contribution attributable to:

allocation asset allocation Performance* to relative Stock Asset

01.09.99 01.09.99 31.08.00 BG Japan TOPIX return selection allocation
Equity marketst % % % % % % % %
Electricals 16.7 18.0 30.8 83.3 55.2 37 3.5 0.2
Manufacturing and machinery  15.8 127 14.1 2.6 13.6 (0.9} (1.1) 0.2
Retail 5.2 10.2 1A 8.4 {8.4) 1.3 25 {1.1)
Commerce and services 11.2 264 15.8 15.2 13.6 1.4 1.4 -
Phermaceuticals ond food 7.1 10.6 10.5 13.5 12.9 0.2 0.1 0.1
Real estate, construction
and housing 3.0 3.2 35 {20.0) (6.8} {0.3) {0.5) 0.2
Financials 19.4 17.5 114 {22.7) 2.0} (2.9} (3.6) 0.8
Telecoms and whilities 11.3 12.7 50 31.8 33.6 4.6 3.0 1.5
Chemicals and other materials  10.3 6.3 6.6 18.1 15.4 0.5 0.1 0.5
Cash - 0.1 7.2 - - - - -
Gearing - 177y  (16.0} 15.8 15.8 0.5 - 0.5
Total 100.0  100.0 1000 28.3 7.2 8.8 5.4 3.3

Source: The WM Company

Contribufions cannot be added fogether, they are geomeiric; for example, to calculate how a return of 28.3% [against @ TOPIX

return of 17.9%)} tronslates into a relafive return of 8.8%, divide the portfolio return of 128.3 by the TOPIX return of 117.9,

T The performance tables above use sectoral classifications as defined by TOPIX. However, for the purposes of investment
changes and the breakdown of the Company's portfclio by seclor, we have used slighily different, more common sense secloral
definifions fo try o reflect more approprictely the businesses that the Compony’s holdings are iavolved in. For exomple,
Softbank, which is Japan's leading Internet stock, is classified by TOPIX under Commerce and services; we believe it more
sensible to place it in the Telecoms and Internet sector.

* The above relurns are capital refurns, calculated on a monthly chainlinked method. The total return for Baillie Gifford Jopan
under this method is 28.3% as compared fo the rise in the net asset value per share for the year of 26.7%.

THE BAJLLIE GIFFORD JAPAN TRUST PLC 9
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year-end the Company was underweight in the
Telecoms and Internet sector, with our only addition
being DD, the telecoms operator which should benefit
from its merger with two other felecoms companies in
October. For the year, this sector was the most posifive
contributor to the Company’s relative return.

We were overweight in the Electricals sector, which
was the best performing sector of TOPIX. We also
benefited greatly in this area from individual stock
selection. We believe that changes occurring in Japan,
such as the increasing spread of Internet usage and
rapidly expanding spending by businesses on
technology, are best played through the hardware
companies which benefit from this growth and are on
reasonable valuations. We added to Eleciricals during
the year by buying three elecironic component makers,
Kyocera, Mitsumi Electric and Murata Manufacturing.
We sold the holding in Hitachi Medical, the
manutacturer of medical equipment, because i did not
mest profit expectations. The Eleclricals sector
represents our largest overweight position against the
benchmark [see bar chart on page 12},

The Refail sector of TOPIX declined during the year,
but our stocks did well and the area provided a
positive overall return. We continved 1o have o large
overweight position throughout the year, concenlrating
our investments on speciality refailers which we believe
will enjoy good results despite the weak consumpfion
background in Japan. Qur largest Retail holding is Fast
Retailing, which we bought during the year. if has
developed a highly competitive product line-up by
offering high quality casud! clothes at low prices and
has built o widely recognised brand name. We also
purchased shares in the leading toy retailer, Toys R Us,
which listed during the year. In Commerce and
services, our positive performance again came from
stack selection. We made major changes in this areq,
selling five of the eleven companies held at the
previous year-end, for valuation or operafional reasons,
and buying three new holdings.

In the Financial sector we were correcily underweight
in one of the worst performing areas of the market.
However, much of our investment in the sector was in
non-bank financial companies, many of which did
particularly poorly. We made a small reduction in the
Company’s weighting in the Financial sector over

the year.

Economy

The Japanese economy has continued to recover from
recession over the past year, although the progress as
measured by the quarterly GDP figures has been

erratic. Growth for the fiscal year to the end of March
2000 was 0.5%, whilst expectations for the current
year are now above 2% having risen steadily over the
post few months. Recent experience hos highlighted the
poor quality of economic data in Japan, a point now
acknowledged by the government who are working to
improve its reliability. Despite impressive monthly
figures, such as industrial production, the GDP data
theorstically showed that fapan returned to recession in
the second half of 1999, Rapid growth was then
shown in the first half of the current year. We believe
that the underying trend has been much steadier and
look for confinued exponsion in the second half of

the year.

Perception and reality have also diverged in the make-
up of the recovery. Despite the large number of
supplementary budgets over the past few years, the
expansion has not been reliant on public spending
with the private sector producing most of the growth.
For example, corporate profits are now recovering
rapidly in Japan, rising 40% yearonyear in the last
quarter. In a significant change of behaviour from thot
of previous cycles, companies are increasing copital
spending at a slower rate than profits are recovering.
This bodes well both for long term profitability and
improving returns. The make-up of such spending is
also being transformed, as technology investment rises,
mimicking trends in the US in the 1990s. This may
well have positive implications for overall productivity,
which lags Jopan's competitors, longer term.

On the other hand the positive change in corporate
behaviour, with labour costs being trimmed and
spending restrained, is having @ negative impact on
consumers, whe remain relafively cautious. Althcugh
unemployment has not risen os rapidly as some feared,
incomes have only just started to grow as job offers in
the new areas of the economy expand rapidly. The
difficulties in accurately measuring consumption, as
patterns of spending have changed dramatically over
the last decade, have also meant that any recovery
has been difficult to pick-up. However, there are
tentative signs of improvement paricularly in the lorger
mefropolitan areas and we expect that consumption
will show more robust signs of expansion next year.

Corporate Change

We believe that the fundamental drivers of corporate
behaviour in Japan have changed, and that the results
of this will become increasingly apparent over the next
few years. Although the government is reluctant to
unleash the full effect of market forces on the sectors
still damaged by the bubble economy, notably banking
and construction, there are a number of areas where



developments are progressing rapidly. As mentioned
above corporafe profits are recovering rapidly, and
this is generating strong cash flow of around 4% of
GDP per annum. This is strengthening balance sheets
sighificantly ond dllowing many companies to free
themselves from their keiretsu group.

Pressures for change have confinued to build and now
include new accounting standards, faxation adjustment
to allow easier mergers and acquisitions, legislative
changes on the corporate code ond ongoing
globalisation trends which are bringing increased
competition and foreign capital to Japan. These are
resulting in more rapid selling of cross shareholdings
and the unveiling of corporate assets and liabilities not
previously shown in accounts. Those companies which
are in the weakest posifions are the worst affected with
several quoted companies finally declaring bankruptey
over the summer. The befter managed companies,
however, are beneficiaries of the greater transparency.
Against this background we continve to believe that
company specific investment decisions will vield the
best returns.

Financial Sector

Further consclidation and reform have taken place in
the last year within Japan's financial system. The
announced merger of three major banks 1o form
Mizuho, the largest banking group in the world, was
followed by three other significant merger plans.
Sumitomo Bank is to combine with Sakura Bank, a
move that crosses traditional keirelsu boundaries
between the Sumitomo and Mitsui groups. Sanwa
Bank, Tokai Bank and Toyo Trust are to merge,
creating a banking operation with a powerful retail
presence. Finally, Bonk of Tokyo Mitsubishi is fo
amalgomote with Mitsubishi Trust. All four new groups
have announced ambitious mediumterm financial
targets, aimed at cutting costs, moving inte new
business lines, and boosting returns on equity from
their current low levels into double digits. However,
recent operational performance by Japan’s city banks
has remained disappeinting, hampered by the
continuing burden of high credit costs and a legacy of
imprudent lending during the bubble period. Banks
have been compensating by realising substantial
profits on their equity portfolios, but reciprocal selling
of cross shareholdings by companies has put pressure

MANAGERS’ REPORT

on banks’ own share prices, It is shill oo early to be
confident that these balance sheef bad debt problems
are near resolution, given the recent spate of major
company bankruptcies.

Outside the banking sector there have been the first
signs of restructuring in the hitherto stakic insurance
industry, spurred partly by government deregulation. In
the nondife sector there have been mergers announced
between Sumitomo and Mitsui, Nippon and Koo, and
Chiyoda and Dai-Tokyo, helping to consolidate the
industry around five major groups. These moves give
the potential for significant cost cutting and balance
sheet reform. Japan's ailing fife insurers seem
increasingly prepared to combine with non-ife
insurance companies or foreign operalors. Meanwhile
Japan’s securities houses are emerging as significant
beneficiaries of financial reform in generdl: demand
for mutual funds and for invesiment banking expertise
is growing as households diversify their assets from
low-yielding bank deposits and corperate restructuring
accelerates. Our holdings in the financial sector are
positioned to take advantage of these developments.

Outlock

Although we remain oplimistic about growth prospects
in Japan, we acknowledge that there are risks such as
policy errors by the government or adverse global
trends. However many companies are pushing
forward with change, even if not encouraged by
government policy, in response fo the changing
background that they face. The stockmarket has been
focusing in recent months on the negative implications
of some of these changes, such as accelerating cross
shareholding unwinding, and the impact of a rise in
interest rates, which was wellflagged by the Bank of
Jopan. Whilst aware that these factors may well affect
market sentiment for some time, we believe that the
corporate profits background and the valuation level
of the market justify o more posifive outlook. We
therefore invested some of the gearing into the market
towards the company’s year end and believe that the
continuing economic recovery and the changes in
carporate behaviour should benefit equity prices in
due course.

Baillie Gifford & Co
5 October 2000
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DISTRIBUTION OF PORTFOLIO
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Listing 2000 (1999)
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TWENTY LARGEST EQUITY HOLDINGS

Name Business Market v?lue % of total
£'000 assels

Rohm Specialist semiconductors 6,709 35
Kyocera Telecoms and electronics 5,890 3.1
Fast Retailing Casval wear retailer 5517 2.9
Nippon Broadcasting System Radio and TV broadcasting 5,470 2.9
Sumitomo Bakelite Specialist electronic materials 5,453 2.8
Taiyo Yuden Capacitors and electronic parts 5,391 28
Promise Consumer finonce 5,095 2.7
Yamatake Corporation Control systems 5,093 27
Matsumotokiyoshi Pharmacy retail chain 4,950 2.6
DDI Telecoms aperator 4,873 2.5
Fanuc Robot and equipment manufacturer 4,860 25
Nichicon Capacitors 4,818 2.5
Chugai Pharmaceutical Pharmaceutical manufacturer 4,653 2.5
Kobayashi Pharmaceutical Household products 4,435 23
Minebea Miniature bearings 4,180 2.2
Takeda Chemical Industries Pharmaceutical manufacturer 4,067 2.1
Taketuii Consumer finance 3,969 2.1
Murate Manufacturing Elecitical componenis 3,948 2.1
Capcom Games software 3,935 2.0
H.LS. Discount travel agency 3,921 2.0
Q7,247 50.8

THE BAILLIE GIFFORD JAPAN TRUST PLC
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REVIEW OF INVESTMENTS

Review of Investments

Retailing fs japan’s foremost retailer of
priced casual clothing

. Broadeasting’s headquarters in Tokyo
the Rainbow Bridge

14

A review of the Company’s ten largest investments together with some of the Company’s
new acquisitions is given below and on the following three pages. We thank the varicus
companies concerned for supplying photographs of their activilies.

TOP TEN HOLDINGS

Rohm
3.5% of total assets

Rohm is one of the most successhul
and dynamic manufacturers of
semiconductor devices and other
electronic components in Japan. It has
focused its business on certain key
areps, concentrating on customised
semiconductor components, and
hence has enjoyed high profit
margins. Earnings growth has

Kyocera Corporation
3.1% of totai assets

Kyocera Corporation is a leading
manufacturer of a range of electronic
components and semiconductor
devices. It also makes
telecommunication equipment, cellular
phone handsets, and has a minority
stake in the Jopanese telecom
operator KDDI. Recent order flow has
been very strong, driven by rising

Fast Retailing
2.9% of total assets

Fast Retailing has established itself in
a short space of fime as Jopan's
leading retailer of low-priced, basic,
casual clothing. Its success has been
founded on a simple stralegy: it
sources wellkmade, low-priced goods
from China, does all of its own
distribution thus cutting costs, and
sells the clothes through a nationwide

Nippon Broadcasting System
2.9% of total assets

NBS is the top radio broadcaster in
the Tokyo region. lis radio business
has been weak because of falling
rodio advertising, although volumes
have recently been increasing again.
NBS's most important asset is not its
core radio business but its 34% stake
in Fuji TV, one of the three top TV
companies in Japan. Fuji TV is
especiolly strong in drama production

averaged 22% per annum over the
past 5 years, Rohm is not overly
reliant on any single indusiry or
product and management has shown
a consistent ability to adapt and
improve the company. We believe
that Rohm can continue to generate
superior returns for shareholders.

demand for Kyocera’s semiconductor
components and parts for mobile
phones. The recent purchase of
Qualcomm’s cellular handset business
in the USA strengihens Kyocera's
world-wide position in that market.
Given the strength of demand, we
believe that Kyocera will continue 1o
enjoy above average profits growth.

chain of branded stores. In the ysar
to the end of August, earnings are
likely to have quadrupled. We are
confident that Fast Retailing will
continue to gain market share from its
higher-priced rivals and thus enjoy
superior earnings growth in the
medium term.

and has a stoke in the satellite
company, SkyPerfecTV. It has a
young, dynamic management feam
and has been benefiting from rising
advertising rates on TV, as well as
from culting costs,. We befieve that
the stockmarket is significantly
undervaluing INBS given the value of
its stake in Fuji TV.



Sumitomo Bakelite
2.8% of total assets

Sumitomo Bakelite is the global
market leader in the production of
semiconductor sealant materials, with
a market share in excess of 30%.
This division has been the main driver
of sales and profits. It is now using its
technical expertise in semiconductor
sealants 1o diversify into other
markeis, such os consumer electronics

Taiyo Yuden
2.8% of total assets

Taiyo Yuden is an electronic
components maker. The company's
products include inductors, capacitors,
and recordable compact discs. Taiyo
Yuden has been a beneficiary of the
shift from analogue to digital
technology in consumer electronic

Promise
2.7% of total assets

Promise provides unsecured loan
facilities to consumers. This is o
segment of the market that has not
been served effectively by banks in
Japan, allowing specialist companies
such as Promise to achieve
consistently strong lending growth and
high profit margins. Recent data
suggests the company is performing
better than its competitors. A new
corporate logo and adverfising

Yamatake Corporation
2.7% of total assets

Yamatake is 22%-owned by
Honeywell of the US and
manufactures control sysiems for
buildings (airconditioning, heating
and security), as well as control
equipment and systems for use by
manufacturers. The building systems
business should benefit from a
replacement cycle, as Yamatake's
equipment is olready installed in

and computers. Profitability improved
sharply last year as the company
successfully cut costs and withdrew
from some unprofitable matericls
businesses. The new president has
been focussing more on profitability
ond we believe that the company
should continue fo enjoy good
earnings growth.

products. The company delivered very
strong results for the year to March
2000, when operating profit rose by
230% from the previous year. Order
flow in the first half of this year has
also been robust, so profits should
continue to rise rapidly.

campaign has led to a sharp increase
in new customer growth, while better
credit monitoring has reduced bad
loan provisions, so profits are
exceeding expeciations. Meanwhile,
the unsecured lending market overall
continues to expand at a double digit
rate. Promise’s valuation is relatively
low compared to the sirength of its
earnings growth.

19,000 buildings. The industrial
control business is geared to capital
expenditure, which is rising rapidly,
and there is scope for a significant
improvement in margins in this
segment, Valuations on the shares are
not high given the growth prospects,
and the balance sheet is very strong,
which will allow Yamatake to improve
its product range through acquisifion.

REVIEW OF INVESTMENTS »

1 A Taiye Yuden plant for the manufacture
of electronic components in Gunma
prefecture

2 Promise makes unsecured logns for
consumers through a nationwide network
of branches
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relaunched its celluiar tefephone division
- the brard name AW in Dcdober 2000
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Matsumotokiyoshi
2.6% of total assets

Matsumatokiyoshi runs a chain of
chemist shops and is a clear leader in
the drug-store industry in Japan. It has
been successfully gaining markef
share from the smoller independent
pharmacies and aftracting new
customers in urban areas. The
company'’s strategy is fo open stores
in prime locations and use television
advertising fo emphasise its wide

DDI
2.5% of total assets

DDI was established in 1985 as a
long-distance domestic
telecommunications operaior and
subsequently diversified into the
cellular telephone business. On
October 1 2000, it merged with
KDD, the infernational
telecommunications operator and with
IDO, an unlisted cellular operator, to
form KDDL. The new company will
have strong positions in all segments

NEW HOLDINGS

Capcom
2.0% of total assets

Capcom develops game software and
coin operated game machines as well
as operating amusement arcades. It
has undergone significant restructuring
in recent years, focusing on
profitability by introducing control
systems based on company division,
software title and return on
investment. Management has
continuously paid down debt, so that
all loans should be repaid by the end

range of products sold at low prices.
This has enabled it to establish a
strong brand name and to generate
significant customer drawing power.
Management plans to increase the
number of stores to 500 in the
greater Tokyo region by March
2002, which should feed through to
continued double digit earnings
growth.

of the Japanese telecoms market and
should derive considerable synergy
benefits. It will cross-sell its products,
particularly to corporate clients, will
derive significant cost savings and
will create o new nafionwide brand,
‘Ay’, for its cellular phone division.
We expect profits fo recover robusily
and feel that the stock market is
being too pessimistic about the
outlook for the new company.

of this year. Copcom has had
considerable success with one or two
game sofiware fitfles such as Dino
Crisis and Resident Evif while not
being overreliant on one game. The
launch of Sony's PlayStation 2 game
console should significantly boost
Capcom's sales. Valuafions on the
shares appear undemanding given
the likelihood of above average
profits growth.



Mitsumi Etectric
2.0% of total assets

Mitsumi Electric manufactures and
assembles electronic parts and
peripherals such as integrated circuits,
drives and remote controls. The
company has become involved in
several exciting growth areas such as
voice ports used in cable TV boxes
and components for rewriteable CDs
and DVDs. These newer products

Daiwa Securities Group
1.6% of total assets

Daiwa is one of Japan’s leading
securities companies, with particular
strength in retail broking. Conditions
for Japanese brokers have improved
sharply after several poor years.
Rising stock exchange trading
volumes have boosted profitability in
the short term, while structural growth
in high margin investment trust sales

Toys R Us Japan
1.5% of total assets

Toys R Us Japan was listed in April of
this year on the OTC market. The
company is 48% owned by Toys R Us
US. The company's strategy is very
similar to the US parent’s category-
killer approach and is based on
everyday-low pricing, lots of variety
and full inventories. Japan is the
second largest toy market in the world
at ¥1.15tn behind the US’s ¥2.94trn
(1999 figures). The company has
been very successful in its pricing
strategy (typically more than 10%

carry much higher margins than more
traditional areas and the company
should post a strong recovery in
profitability after two years of
declines. The company’s competitive
position within the new segments is
sirong ond the rating on the stock is
relatively undemanding within the
sector.

and investment banking activifies is
helping 1o build more sustainable
revenue streams for these companies.
Daiwa is aftractively valued against
its counterparts, and should gain
substantial new business from the
merger of its affiliate Sumitomo Bank
with Sakura Bank.

below the recommended retail price)
and is now Japan's leading toy
retailer with a market share of over
10%. It has enjoyed cumulative sales
growth of 30% per annum over the
lost five years. Much of the market
share gain has been at the expense
of weaker rivals such as Chiyoda ond
Maorutomi. We believe the company
can continue lo take its market share
higher despite a dull outlook for the
overall Japanese toy market.

REVIEW OF INVESTMENTS

1 Mitsumi Electric’s mold component
numerically controfled electric discharge
machining

2 A newly opened Toys R Us store in
Odaiba, Tokyo
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LIST OF INVESTMENTS AS AT 31 AUGUST 2000

Name

ELECTRICALS
Alpine Elecironics
Kyocera
Matsushita Kotobuki Elecironics
Mitsumi Electric
Murata Manufacturing
Nichicon

#Nidec Corporation
Nikon
Rohm
Taiyo Yuden
Tokyo Electron
Yomatake Corporation

MANUFACTURING AND MACHINERY
Fanuc

Fuji Heavy Industries

Keihin

Kokuyo

Minebea

Sankyo {Pachinke)

SMC

Suzuki Motor

THK

RETAIL

Fast Retailing

Matsumotoktyoshi

Shimachu

Toys R Us Japan
#Yamada Denki

COMMERCE AND SERVICES
Benesse

Capcom

Fujitsu Support & Services
H.LS.

Japan Airlines

Nippon Broadcasting System
Onward Kashiyama

Otsuka Shokai

World

18

Where
listed

TCOPIX Mid
TOPIX large
TOPIX Mid
TOPIX Mid
TOPIX Core
TOPIX Mid
Regional
TOPIX Mid
TOPIX Core
TOPIX Mid
TOPIX large
TOPIX Mid

TOP Large
TOPIX Mid
TOPIX Mid
TOPIX Mid
TOPIX Mid
TOPIX Mid
TOPIX Large
TOPIX Mid
otC

TOPIX Mid
Other
TOPIX Mid
CTC

OT1C

Regionat
Regional
Tokyo 2nd
or1C

TOPIX Llarge
Tokyo 2nd
TOPIX Mid
TOPIX Small
Regional

Business

Car audio and navigation systems
Telecoms and electronics

HDD manvfacturer

Electronic parts

Electrical components

Capagcitors

Specialist industrial components
Cameras and semiconductor production equipment
Specialist semiconductors

Capacitors and electronic parts
Semiconductor production equipment
Control systems

Robot and equipment manufacturer
Maker of Subaru brand automobiles
Automobile parts

Automobile parts

Miniature bearings

Pachirko machinery

Pneumatic control equipment
Aufomobiles and matorcycles

Linear motion bearings

Casual wear retailer
Pharmacy retail chain
Furniture and DIY stores

Toy retail chain

Consumer electronics retailer

Education by correspondence
Games software

Software development

Discount travel agency

Airline

Radic and TV breadcasting
Apparel manufacturer

Software and office machinery sales
Women's apparel manufacturer

Market valve
£000

2,340
5,890
2,887
3,877
3,968
4,818
1,308
2,908
6,709
5,391
3,862
5,093
49,051

3,683
3,935
1,877
3,921
1,481
5,470
2,929
1,861

935

26,092

% of
iotal
assets

25.6

13.2

9.6

13.6
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LIST OF INVESTMENTS

% of
Where Market value total
Name listed Business £'000  assets
PHARMACEUTHCALS AND FOOD
Chugai Pharmaceutical TOPIX Mid Pharmaceutical manufacturer 4,653
lto En TOPIX Mid Tea and soft drinks producer 1,527
Kobayashi Pharmaceutical Regional Household products 4,435
#Kuraya Sanseido Inc, TOPIX Small  Pharmaceutical wholesaler 2,683
Takeda Chemical Industries TOPIX Core  Pharmaceutical manufacterer 4,667
17,365 2.1
REAL ESTATE, CONSTRUCTION AND HOUSING
Noritz TOPIX Small  Kitchen and bath manufacturer 3,845
Okumura TOPIX Mid Construction and civil engineering 1,968
5,813 3.0
FINANCIALS AND UTILITIES
Credit Saison TOPIX Mid Retail credit cards 3,319
Daiwa Securities Group TOPIX Large  Broker 2,966
#Kokusai Securities TOPIX Mid Broker 1,391
Promise TOPIX large  Consumer finance 5,095
Seventy-Seven Bank TOPIX Mid Regional bank 2,140
Takefuji TOPIX Mid Consumer finance 3,969
18,880 2.9
TELECOMS AND INTERNET
DDI TOPIX large  Telecoms operator 4,873
Japan Telecom TOPIX Mid Telecoms operator 3,384
8,257 4.3
CHEMICALS AND OTHER MATERIALS
Rengo TOPIX Small  Cardboard manufacturer 2,526
Sumitomo Bakelite TOPIX Mid Specialist electronic materials 5,453
Unicharm TOPIX Mid Nappy manufacturer 3,008
10,987 57
Value of equity stocks 175,321
Convertible loan siocks having an element of equity 4,831
TOTAL EQUITY INVESTMENTS 180,152 94.0
NET LQUID ASSETS 11,581 6.0
TOTAL ASSETS AT MARKET VALUE {before deduction of bank loans) 191,733 100.0
BANK LOANS (26,425) [13.8)
EQUITY SHAREHOLDERS' FUNDS 165,308 86.2
# denotes holding partly or wholly in convertibles
THE BAILLIE GIFFORD JAPAN TRUST PLC 19
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Directors’ Report

The Directors submit their Annual Report together with the results of the Company for the year to 31 August 2000.

Review of Activities

During the year under review the Company has followed the normal activities of an investment trust company. A review
of the main features of the year is contained in the Chairman’s Statement and in the Managers’ Report and the Review
of Investments on the preceding pages.

Dividend

The Board does not recommend any dividend for the year.

The accumulated revenue deficit is increased by £1,597,000 to £5,260,000.

Status

The Company carries on business as an investment frust. It wos approved by the Inland Revenue as an investment trust
under seciion 842 of the Income and Corporation Taxes Act 1988 for the year ended 31 August 1998. In the opinion
of the Directors the Company has subsequently conducted its affairs so as to enable it 1o continue 1o obtain such
approval.

The Company will continue to seek approval under section 842 of the Income and Corporation Taxes Act 1988 each
year. However, under Corporation Tax Self Assessment, which applies to accounting periods ended after 30 June
1999, the Inlond Revenue will no longer be obliged to give written approval. Instead the Inland Revenue have twelve
months after the retur filing date in which to give notice that they intend fo enquire into the return but if no such notice
is given then approval may be assumed to have been obtained.

Corporate Governance

The Committee on Corporate Gavernance published its report on the principles of good governance and code of best
proctice ['the Combined Code'} in June 1998,

The Boord has considered the principles set out in the Combined Code and believes that the Company's current
practice, given the special circumstances of an Investment Trust Company is, in all material respects, consistent with the

principles of the Combined Code.

The Principles of Good Governance
The Board

The Board's regular meetings take place every two months. It has o number of matters reserved for its approval,
including investment policy, borrowings, treasury matters and dividend policy. The Board also reviews the financial
statements, investment transactions, revenue budgets and performance.

The Board currently comprises four Directors, all of whom are non-executive and three of whom are independent of the
Company’s Managers. Mr G Veitch is a partner of Baillie Gifford & Co. The executive responsibifiies for investment
management have been delegated to the Company’s Managers and Secretaries, Baillie Gifford & Co, and in the
context of o Board comprised entirely of non-executive Directors, there is no chief executive officer. Mr GM Murray
wos appointed Chairman in 1981 ond is lso the senior independent member, Given the size and composition of the
Board it is not felt necessary io separate the roles of Chairman and senier independent member. The Directors all have
oppropriate business and financial experience with which 1o conduct the business of the Board. Information about them
can be found on page 5.

Given the nonexecutive nalture of the Board a separcte nomination committee has not been established. It is the view
of the Board that the appoiniment of new Directors should be a matter for consideration by the Board as a whole.
Upan appointment each Director is provided with a summary of the responsibilities and duties of directors, together
with relevant background information en the Company. Consistent with the recommendation of the Code of Best
Practice, the Board will provide appropriate training for new Directors where necessary.
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Under the provisions of the Company’s Articles, a Director appointed during the year is required Io retire and seek
election by shareholders ot the next Annual General Meeting. The Articles also require that one third of the Directors
refire by rotation and thot they submit themselves for re-election. In order to ensure compliance with the spirit of this
provision, the Board hos resolved further that no Director shall serve for a period of greater than three consecutive
years without submitting himself for re-election.

There is an agreed procedure for Directors to seek independent professional advice if necessary and ot the Company's
expense.

Remuneration

Since all Directors are nonexecutive, the Company is not required to comply with principles B.1 1o B.3 of the
Combined Code in respect of executive Direclors’ remuneration. There is no separate remuneration committee and the
Board as @ whole considers changes in Directors’ fees from fime to time.

In setting Directors’ fee levels, it is the Company’s policy to take account of fees paid by comporable investment trusts
to ensure that remuneration is sufficient to attract Directors of the appropriate quality and experience.

Mo Director has a contract of service and there is no notice pericd. Directors’ fees are detailed in note 4 on page 30;
no other benefits are provided.

Internal Controls

The practical measures fo ensure compliance with regulation and company law, and to provide effective and efficient
operations and investment management, have been delegated to the Managers and Secretaries, Baillie Gifford & Co,
under the terms of the Management Agreement. The Board acknowledges its responsibilities fo supervise and control
the dischorge by the Monogers and Secretaries of their ebligalions.

Baillie Gifford & Co is responsible for the design, implementation and maintenance of control policies and procedures
to safeguard the assets of the Company and to manuge its affairs properly. This responsibility also esxtends to
maintaining effective operational and compliance contrels and risk management.

The Company's investments are segregated from those of Baillie Gifford & Ce and its other clients through ithe
appointment of The Bank of New York Europe Limited and The Fuji Bank, Limited as independent custodians of the
Company’s investments.

Baillie Gifford & Co has a long established compliance function in accordance with IMRO regulations. The compliance
function provides the Board with a report on monitering procedures at least annually. Baillie Gifford & Co conducts an
annual review of its system of internal controls which is documented within an internal controls report. This report is
independently reviewed by Baillie Gifford & Co’s cuditors, A copy of the internal contrals report is submitted 1o the
Board. Baillie Gifford & Co has expanded its compliance department to establish an internal audit function responsible
for ensuring that all significant strategic, commercial relationship, investment and operational risks are controlled
effectively by management.

The Directors acknowledge their responsibility for the Company’s system of internal financial controls, which is
designed to provide reasonable but not absolute assurance egainst material misstatement or loss, and confirm that they
have reviewed the effectiveness of the system.

In limiting their review to internal financial controls, the Directors have adopted the transifional approach recommended
by the UK Listing Authority of the Financial Services Authority in respect of the implementation of the guidance “Internal
Control: Guidance for Direclors on the Combined Code' [the Turnbull guidance).

The Board has undertaken a full review of all aspects of the Turnbull recommendations. The Board confirms that, by
formalising its review of the effectiveness of internal controls, it has esiablished the procedures necessary to implement
the guvidance on the wider aspects of infernal controls (the Turnbull guidance). To ensure thai risk management and
internal controls are considered on a regular basis and that a full risk and control assessment is undertoken, by
31 August 2000, the following processes have been established in compliance with the guidance:

& Internal conirols strategy has been formalised following the production of @ detailed risk map whereby significant
risks are identified and the key controls to manage those risks are confirmed as in place and operafing effectively.

e Reporting procedures for the internal audit function and compliance department, with regard to their respective risk
framework and regulatory monitoring programmes, are defined and formalised within a service level agreement.
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# Regular reports on internal controls are submitted for Board review.

In sefting internal control policies, the Board hos reviewed the guidance provided by the Association of Investment Trust
Companies ond has adopted their recommendations as they relate to a wheolly non-executive Board, where the
executive funclions of investment management and administration have been delegated to third parties.

Accountability and Audit

The respective responsibilifies of the Directors and the audifors in connection with the Financial Stafements are sef out
on pages 24 and 25.

The accounts have been prepared on the going concern basis as it is the Directors” opinion that the Company wifl
conlinue in operational existence for the foreseeable future.

An audit committee has been established in compliance with the Combined Code consisting of all independent
non-executive Directors. its authority and duties are clearly defined within its written terms of reference. The Chairman
of the Board has been appointed Choirmon of the Audit Committes. The committee meels pericdically fo review the
Company's inferim and annual financial statements. It meets ot least annually with the external auditors and approves
the level of fees for audit and non-audit services.

An Investment Management Agreement between the Company and Baillie Gifford & Co sets out the matters over which
the Managers have authorily in accordence with the policies and directions of, and subject 1o restrictions imposed by,
the Board. The Management Agreement is terminable on net less than 12 months’ notice and the Audit Committee
regularly reviews the ferms of the manogement agreement.

Relations with Sharcholders
The Company’s Managers meet regularly with institutional shareholders and report to the Board. The Company’s

Annual General Meeting provides a forum for communication with private shareholders and the Board announces the
level of proxies lodged. The nofice pericd for the Annual General Meeting is twenty working days.

Compliance

The Board considers that throughout the year it has complied with the Code of Best Practice published by the
Committee on the Financial Aspects of Corporate Governance. In addition, the Board considers that throughout the
year the Company has been in compliance with the Combined Code Provisions set out in Section 1 of the Combined
Code on Corporate Governance issued by the UK Llisting Authority of the Financial Services Authority, with the
exception of the appointment of a nominafion commitiee, the absence of which has been expiained above.

As permitted by the UK lisling Authorily of the Financial Services Authority, the Company has complied with the
Combined Code provision D.2.1 on internal confrols by reporting on internal financial conirols in accordance with the
guidance for directors on internal controls and financial reporting thet was issued in December 1994,

Directors
The Directors during the year under review, and their inferests in the Company, were as follows:

Ordinary 25p shares held at

Name Nature of interest 31 August 2000 31 August 1999
T GM Murray Beneficial 4,210 4,210
1 RA Barfield Bensficial 1,193 1,193
t AGS McCallum Beneficial 2,679 2,679

G Veiich Beneficial 1,320 1,320

T Member of the Audit Commititee
Mr RA Barfield refires by rotation and, being eligible, is recommended by the Board for re-election.
There have been no changes intimated in the Directors’ interests up to 4 Cetober 2000.

No Director has o controct of service with the Company.
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Substantial Holdings
The following information has been infimated to the Company as at 4 Oclober 2000 in compliance with section 198
of the Companies Act 1985:

Name Number of ordinary 25p shares held % of issue
Scoftish Equitable plc 1,158,490 2.09
Co-operative Insurance Society Ltd 606,883 4.76
The Scottish Life Assurance Company 440,440 3.45
Royal Liver Assurance itd 386,224 3.03

Repurchase of Shares

At the last Annual General Meeting the Company was granted authority ta purchase up to 1,911,225 ordinary shares
[equivalent 1o 14.99% of its issued shore capital), such outhority 1o expire of the Annual General Meeling of the
Company to be held in 2000.

The principal reasons for such share buy-backs are:

{i} to enhance net asset value for continuing shareholders by purchasing shares at o discount to the prevailing net
asset value;

(i} to address any imbalance between the supply of and demand for Baillie Gifford Japan’s shares that results in a
difference between the published net asset value per share and the quoted market price.

The Directors are seeking shareholders’ approval at the Annual General Meeting to renew the autherity to purchase vp
to 14.99% of the Company’s ordinary shares in issue at the date of passing of the resolufion, such authority to expire
at the Annual General Meeting of the Company to be held in 2001. Under the Listing Rules of the London Stock
Exchange, the maximum price that may be paid on the exercise of the autherity must not exceed 105% of the average
of the middle market quotations for the shares aver the five business days immediately preceding the date of purchase.
The minimum price that may be paid will be 25p per share [or on the subdivision of each ordinary share of 25p each
in the share capital of the Company info five ordinary shares of 5p, as described more fully below, the minimum price
that may be paid will be 5p per share}. Purchases of shares will be made within guidefines established, from time to
time, by the Board. Your attention is drawn to Special Business, Resolution Mo. 8, in the Nofice of Annual General
Meeling.

Share Capital

The Directors propose that each of the ordinary shares of 25p each in the share capital of the Company be sub-
divided into five ordinary shares of Sp each, having the same rights attached to the ordinary shares of 25p each as
set out in the Articles of Asseciotion of the Company. Whilst this will not affect the underlying value of an individual’s
shareholding in the Company, the Directors believe that this division will assist the marketability of the shares.
Application for admission fo the Official List of the UK Listing Authority and for trading on the main markef of the
London Stock Exchange will be made in respect of the crdinary shares of 5p. Trading in the ordinary shares will
commence as soon os is praclicoble following the passing of the resclution. Your attention is drown to Speciol
Business, Resolution No. &, in the Notice of Annual General Meeting.

Share Certificates

The Directors are seeking greater flexibility in dealing with the issue of shore certificates. This is of particular
impertance ot this time to help minimise the cost of issuing new certificates o members following the sub division of
share capital mentioned above. It is anticipated that new certificates will be sent no later than 1 December 2000 to
those members who appear on the register of members on 24 November 2000. Thereafter existing share certificates in
respect of ordinary shares of 25p sach will cease to have any value and should be desiroyed. Your attention is drawn
to Special Business, Resolution No. 9, in the Nofice of Annual General Meeting,

Other Amendments to the Articles

The amendments to the Company’s Articles of Association which are being proposed in Resolution No. 10 in the
Notice of Annual General Meefing are designed to enable the Company to obtain investment company status even if
any repurchase of ordinary shares is financed out of the Company’s realised capital reserves. This takes account of a
recent change in the Companies Act which enables investment companies fo buy back shares from capital profits,
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-
An investment company also has the benefit of being able to pay dividends out of net revenve profits without regard 1o
capital profits or losses. These matters are not of major importance to the Company at this time but the Direclors
believe it is helpful to have as much flexibility as possible in such matters. There is also a minor administrative benefit
in being an investment company in the preparation of the Company’s Annual Report and Accounts. To qualify as an
investment company, the distribution of capital profits except for the purchase of the Company's own shares, must be
prohibited by the Company's Memorandum or Articles of Association.

Directors” Remuneration

Shareholders will be asked at the Annual General Meefing to exercise the power vested in them under article 78 of the
Avrficles of Association to increase the authorised sum payable to Directors from o sum not exceeding £50,000 in each
year o a sum not exceeding £75,000 in each year. Your attention is drawn to Special Business, Resolution No. 7, in
the Notice of Annual General Meeting.

Continuation of the Company

The Company's Articles of Associafion give shareholders the right to vote annually at the Annucl General Meeting of
the Company on whether to continue the Company. The Directors wish to draw your attention to¢ Special Business,
Resolution No. 5, in the MNotice of Annual General Meeting, which proposes that the Company be continued uniit the
Annual General Meeting of the Company to be held in respect of the year ending 31 August 2001.

Creditor Payment Policy _

it is the Company's payment policy for the forthcoming financial year to obtain the best terms for all business. In
general, the Company agrees with its suppliers the terms on which business will toke place and it is its policy to abide
by these terms. The Company had no frade creditors at either 31 August 1999 or 31 August 2000.

Auditors

The auditors, PricewaterhouseCoopers, are willing to continve in office and in accordance with sections 385 and
390A of the Companies Act 1985 resolutions concerning their reappointment and remuneration will be submitted to
the Annual General Meeting.

By order of the Board

BAILLE GIFFORD & Co E‘L{M <‘, (k ﬂ/b
Meanagers and Secretaries .

5 October 2000

STATEMENT OF DIRECTORS’ RESPONSIBILITIES
IN RESPECT OF THE FINANCIAL STATEMENTS

Company law requires the Directors to prepare financial statements for each financial year which give a frue and fair
view of the siote of affairs of the Company and of the profit or loss for that period. In preparing those financial
statements, the Directors are required fo:

e select suitable accounting policies and then apply them consistently;
o make judgements and estimates that are reasenable and prudent; .

e siate whether applicable accounting standards have been followed, subject to any material departures disclosed
and explained in the financial statemenis; and

e prepare the financial siatements on the going concern basis unless it is inappropriate to presume that the Company
will continue in business.

The Directors are responsible for ensuring that proper accounting records are kept which disclose with reasonable
accuracy at any fime the financial position of the Company and 1o enable them to ensure that the accounts comply with

the Companies Act 1985. They have general responsibility for foking such steps as are reasonably open fo them to

safeguard the assets of the Company and fo prevent and detect fraud and other irregularities.
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Auditors’ Report

TO THE MEMBERS OF THE BAILLIE GIFFORD JAPAN TRUST PLC
We have audited the financial siatements on pages 24 1o 35,

Respective responsibifities of Directors and Auditors

The Directors are responsible for preparing the Annual Report. As described on page 24, this includes responsibility
for preparing the financial statements in accordunce with applicable United Kingdom accounting standards. Our
responsibilities, as independent auditors, are established in the United Kingdom by statute, the Auditing Practices
Board, the Listing Rules of the Financial Services Authority and our profession’s ethical guidance.

We repott to you our opinion us to whether the financial statements give o true and fair view and are properly
prepared in accordance with the United Kingdom Companies Act. We also teport to you if, in our opinion, the
Directors' report is not consistent with the financial statements, if the Company has not kept proper accounting records,
if we have not received all the information and explanations we require for our audit, or if information specified by law
or the Listing Rules regarding Directors’ remuneration and transactions is not disclosed.

We read the other information contained in the Annual Report and consider the implications for our repori if we
become aware of any apparent misstatements or material inconsistencies with the financial siatlements.

We review whether the statement on pages 20 to 22 refiects the Company’s compliance with the seven provisions of
the Combined Code specified for our review by the Financial Services Authority, and we report if it does not. We are
not tequired to consider whether the Board’s statements on internal conirol cover all the risks and conirols, or to form
an opinion on the effectiveness of the Compony's corporale governonce procedures or ifs risk and control procedures.

Basis of audit opinion

We conducted our audit in accordance with Audifing Standards issued by the Auditing Practices Board. An audit
includes examination, on o fest basis, of evidence relevant to the omounts and disclosures in the finoncial statements. It
dlso includes an assessment of the significant estimates and judgemenis made by the Directors in the preparation of the
financial statements, and of whether the accounting policies are appropriate to the Company's circumstances,
consistertly applied and adequately disclosed.

We planned and performed our audit 5o as to obtain all the information and explanations which we considered
necessary in order fo provide us with sufficient evidence 1o give reasonable assurance that the financial statements are
free from materidl misstatement, whether caused by fraud or other irregularity or error. In forming our opinion we also
evaluated the overall adequacy of the presentation of information in the financiel statements.

Opinion

In our opinion the financial statements give a true ond fair view of the stote of the Compeny’s affairs at 31 August
2000 and of its total return and cash flows for the year then ended and have been properly prepared in accordance
with the Companies Act 1985. :

£

PricewaterhouseCoopers

Charfered Accountants and Registered Auditors
Edinburgh

5 October 2000
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STATEMENT OF TOTAL RETURN
(incorporating the revenue account*)

for the year ended 31 August 2000

for the year ended 31 August 1999

Revenue Capital Total Revenue Capital Total

Notes £000 £000 £000 £000 £'000 £'000
Gains on investments 8 - 38,925 38,925 - 72,093 79,093
Currency losses 15 - (2,524) 2,524) - {4,009} {4,009)
Income 2 866 - 866 1,149 - 1,149
Investment management fee {1,751} - {1.751) (933} - (233}
Other adminisirative expenses 4 (227) - {227} (213) - {213]
NET RETURN BEFORE FINANCE
COSTS AND TAXATION (1,112 36,401 35,289 3 75,084 75,087
Finance costs of borrowings 3 {360 - {360} {243} - {243}
RETURN ON ORDINARY ACTIVITIES
BEFORE TAXATION (1,472) 36,401 34,929 {240} 75,084 74,844
Tax on ordinary activities 6 (125 - (125) (85] - (85}
RETURN ON ORDINARY ACTIVITIES
AFTER TAXATION {1,597} 36,401 34,804 (3235) 75,084 74,759
for the financial yeor affributable to equity shareholders
TRANSFER (FROM}/TO RESERVES (1,597} 34,401 34,804 (325) 75,084 74,759
RETURN PER ORDINARY SHARE 7 {12.53p} 285.50p 272.97p (2.47p) 571.16p 568.59p

* The revenue column of this statement is the profit and loss account of the Company.
All revenue and capital ifems in the above statement derive from continuing operafions.
The accompanying nofes on pages 29 to 35 are an infegral part of this stetement.
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BALANCE SHEET

at 31 August 2000

at 31 August 1999

Noles £000 - £'000 £000 £000
FIXED ASSETS
Investments 8 180,152 154,616
CURRENT ASSETS
Debtors ¢ 182 306
Cash at bank and in hand 11,872 521
12,054 827
CREDITORS
Amounts falling dve within one year i1 (20,453} (1,684}
NET CURRENT LIABILITIES (8,399 (857)
TOTAL ASSETS
less current liabilities 171,753 153,759
CREDITORS
Ameunts falling due ofter more than one year 12 {6,445) {23,255)
165,308 130,504
CAPITAL AND RESERVES
Called-up share capital 14 3,188 3,188
Share premium 22,110 22,110
Capital redemption reserve 112 112
Capital reserve - realised 15 91,931 43,168
Capital reserve — unrealised 15 53,227 65,589
Revenue reserve 15 {5,260} (3,663)
EQUITY SHAREHOIDERS' FUNDS 17 165,308 130,504
NET ASSET YALUE PER ORDINARY SHARE T4 1,296.5p 1,023.6p

The Accounts were approved by the Board and signed on their behalf on 5 October 2000.

fo bl oy

The accomponying notes on pages 29 o 35 are an infegral part of this statement.
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CASH FLOW STATEMENT

Noles

NET CASH [QUTFLOW)/INFLOW
FROM OPERATING ACTIVITIES 18

for the year ended 31 August 2000

£'000 £'000

{1,067)

for the year ended 31 August 1999

£'000 £'000

465

SERVICING OF FINANCE
Interest paid

NET CASH OUTFLOW FROM
SERVICING OF FINANCE

{354)

(356)

(269)

{269}

TAXATION
Income tax repaid/{paid}

Overseas tax suffered

TOTAL TAX PAID

99
(122}

(23)

(101}
(83)

(184)

FINANCIAL INVESTMENT

Acquisitions of investments

Disposals of investments

Realised currency gain

NET CASH INFLOW/{QUTFLOW) FROM
FINANCIAL INVESTMENT

187,110}
100,559
217

13,666

{48,812}
39,136
390

(9,286)

NET CASH INFLOW/{CUTFLOW}
BEFORE FINANCING

FINANCING

Shares repurchased
Bank loans drawn down
Bank loans repaid

NET CASH {QUTFLOW]/INFLOW FROM
FINANCING

12,220

{881)
892
{880)

(869}

(9,274)

(2,650)
12,658
{2,690}

7,318

INCREASE/(DECREASE) IN CASH 19

11,351

(1,956}

RECONCILIATION OF NET CASH FLOW

TO MOVEMENT [N NET DERT 19
Increase/{decrease) in cash in the period

Net cash received from bank loans drawn down
Exchange movement on bank loans

11,351
{12}
(3,158}

{1,956)
(9,968)
(3.982)

MOVEMENT IN NET DEBT IN THE PERIOD
MNET DEBT AT 1 SEPTEMBER 1999

NET DEBT AT 31 AUGUST 2000

8,181
{22,734)

[14,553)

(15,906)
(6,828)

[22,734)

The necompanying notes on pages 29 1o 35 are an integral part of this stalement.
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NOTES TO ACCOUNTS *»

T PRINCIPAL ACCOUNTING POLICIES
A summary of the principal accounting policies is set out below. They are unchanged from last year and have been applied consistently,
except for the adoption of FR316 “Current Tax’, which requires that UK dividend income is accounted for net of tax. As the Company had
no UK dividend income in the period under review the introduction of FR$16 had no impact on the accounts in either year.

{a) BASIS OF ACCOUNTING

{b

fe}

d

le]

{f)

la

The accounts are prepared under the historical cost convention, medified to include the revaluation of fixed asset investments, and on
fhe assumption that approval as an investment trusf will continue fo be granted.

The accounts have been prepared in accordance with applicable UK accounting standards and with the Siatement of Recommended
Practice ‘Financial Statements of Investment Trust Companies’,

Trug and fair view override

The Company is not an investment company within the meaning of section 266 of the Companies Act 1985, However, it confinues io
conduct its affairs as an investment trust for taxation purposes under section 842 of the Income and Corporation Taxes Act 1988, and
the Articles of the Company prohibit capital profits from being distributed by way of a dividend. As such, the Directors consider it
appropriate to confinue to present the accounts in accordance with the Statement of Recommended Practice ‘Financial Statements of
Investrent Trust Companies’ [the SORP). Under the SORP, the financial performance of the Company is presented in a stolement of total
refurn in which the revenve column is the profit and loss account of the Company. The revenue column excludes certain capital items
which, since the Company is not an invesiment company, the Companies Act and FRS 3 would erdinarily require to be included in the
profit and loss account; gains on disposal of investments, calculated by reference to their previous carrying amount of £12,594,000
{1999 - £5,929,000] and realised currency gains of £646,000 {1999 - losses of £69,000). In the opinion of the Directors the
inclusion of these items in the profit and loss account would be misleading because they would obscure and distort both the revenue
and capital performance of the Company, and would not show clearly the revenue profits emerging to be distributable by way of
dividend. The Diractors therefore consider that these departures from the specific provisions of Schedule 4 of the Companies Act
relating to the form and confent of accounts for companies other than investment companies and these departures from accounting
standards ore necessary fo give a krue and fair view. The depariures have nao effect on total return or on the balance sheet.

INVESTMENTS

UK Listed investments are shown at middle market valve.

Listed investments and unlisted investments quoted on the Japanese Over-The-Counter market are shown at closing market prices. Other
unlisted investments are shown al a valuation determined by the Directors based upon lofest dealing prices, stockbroker valuations, net

asset values and other information, as appropriate,

INCOME

{i] Income from equity invesimenis 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.

(il Interest from fixed interest securities is recognised on an accruals basis.

{iiil Unfranked investment income includes toxes deducted at source.

{iv) Inferest receivable on bank deposits is dealt with on an accruals basis.

EXPENSES
All expenses are accounted for on an accruals bosis and are charged through the revenue account except where they relate directly
to the acquisition or disposal of an investment, in which case they are added fo the cost of the investment or deducted from the sale
proceeds.

FINANCE COSTS

Finance costs are accounted for on an accruals basis and are charged through the revenue account.

FOREIGN CURRENCIES

Transacfions involving foreign currencies are converted at the rote ruling at the time of the transaction. Assets and liabilities in foreign

currencies are transtated ot the closing rates of exchange at the balance sheet date, with the exxception of forward exchange coniracts

which are valved at the forward rate ruling at the balance sheet date. Any gain or loss arising from a change in exchange rate

subsequent to the date of the transaction is included as an exchange gain or loss in capital reserve or revenue reserve as appropriate.

CAPITAL RESERVES

Realised:  Gains and losses on redlisation of investments and realised exchange differences of a capital nature are dealt with in
this reserve.

Unreclised: Unredlised appreciation/depreciafion represents the amount by which the market value of assets and liabilities differs from
their bock value and is dealt with in this reserve.
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2000 1999
£000 £000
2 INCOME
INCOME FROM INVESTMENTS
UK listed interest - 557
Listed overseos dividends 786 517
Unlisted overseas dividends 45 A8
Listed overseas interest 16 8
847 1,130
OTHER INCOME
Deposit inferest 19 19
TOTAL INCOME 866 1,149
3 INVESTMENT MANAGEMENT FEE —all chorged to revenuve
Investment management fee 1,732 893
Irrecoverable VAT thereon 19 40
1,751 933

Baillie Gifford & Co are employed by the Company as Managers and Secretaries under a management agreement which is terminable
on not less than twelve months’ notice or on shorter notice in certain circumstances. Their fee in respect of each quarter is 0.25% of the
tolal net assets of the Company aitributable to its shareholders on the last day of that quarter.

Mr G Veitch, a Director of the Company, is a pariner of Baillie Gifford & Co.

4 OTHER ADMINISTRATIVE EXPENSES - alf chorged fo revenue

General administralive expenses 1846 170
Directors’ fees 35 7
Auditors’ remuneration ~ audit services b 6

227 213

General administralive expenses includes the Company's conlribution to the AITC campaign of £49,000 (1999 - £9,000}.

The Chairman’s emoluments amounted fo £11,000 (1999 — £11,000]. The three other Directors who served on the Board throughout the
year each received fees of £8,000 (1999 — £8,000) per annum. In the year to 31 August 1999, Mr DCP McDougall, who retired on
18 November 1998, received fees of £1,746. No pension contributions were made in respect of Directors.

5 FINANCE COSTS OF BORROWINGS~ aff charged to revenue
On bank loans 340 243

& TAX ON ORDINARY ACTIVITIES
Overseqs taxation 125 85

Unrelieved management expenses are available fo be carried forward and may be offset against future taxable profits.

7 RETURN PER ORDINARY SHARE 2000 1999
Revenue Capital Total Revenue Capital Total
(12.53p) 285.50p 272.97p (2.47p) 571.16p 568.69p

Revenue relum per ordinary share is based on the net deficit on ordinary activities after laxation of £1,597,000 (1999 - £325,060} and
on 12,750,000 (1999 - 13,146,027} ordinary shares, being the weighted average number of ordinary shares in issve during the year.
Capital return per ordinary share is based on the net capital gains for the financial year of £36,401,000 [1999 - £75,084,000) and on
12,750,000 (1999 - 13,146,027} ordinary shares, heing the weighted average number of ordinary shares in issue during the year.
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2000 1999
g'oce £'000
8 FIXED ASSETS —~ INVESTMENTS
Listed at morket value ~ overseas 165,805 139,230
Unlisted — traded on the Japanese OverThe-Counter market 14,347 15,386
180,152 154,616
Listed
overseas Unlisted Total
£000 £000 £'000
Cost of invesiments held at 1 September 1999 83,609 6,741 20,350
Unrealised appreciation ot 1 September 1999 55,621 8,645 64,266
Value of investments held at 1 Sepiember 1999 139,230 15,386 154,616
Movements in year:
Purchases at cost 80,466 6,644 87,110
Sales — proceeds (98,630} {1,869} {100,499)
—reolised gains/(losses) on sales 49777 (1,660) 48,117
Decrease in unrealised appreciation {6,859) {2,333) (9,192}
Change in listing 1,821 (1,821} -
Value of investments held at 31 August 2000 165,805 14,347 180,152
Cost of invesiments held at 31 August 2000 117,043 8,035 125,078
Unrealised appreciation at 31 August 2000 48,762 6,312 55,074
Value of investments held o 3 August 2000 165,805 14,347 180,152
2000 1999
GAINS ON INVESTMENTS £7000 £000
Realised gains on sales 48,117 3,356
{Decrease}/increase in unrealised appreciation (2,192} 75,737
38,925 79,093
DEBTORS
Due within one year:
Income accrued 47 39
UK and withholding taxes deductible therefrom (7 {4]
40 35
Sales for subsequent setflement 33 23
Taxation recoverable 2 101
COther debtors 107 77
182 306
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10 FINANCIAL ASSETS
A full list of the Company's investments is given on pages 18 and 19. In oddition, an andlysis of the equity portfolio by broad industrial

or commercial sector is shown on page 12 and a list of the henty largest equity investments by their aggregate market value is shown on
page 13. All financial assets and liabilities are included in the accounts al market value [see note 1).
Exposure to currency risk is restricted, in the main, to fluctuations in the Japanese yen except where noted below.

2000 1999
Weighted Weighted
average average
Market value period Market value peviod
£000  until maturity £'000  until maturity
Warrants:
Swiss francs - - 44 19 months
US dollars - - 1,072 5 months
The interest rate risk profile of the Company’s financial assets at 31 August was:
2000 1999
Weighted Weighted
Weighted average Weighted average
Market value average period  Market value average period
£000 interest rate until maturity £000 interest rate until maturity
Fixed rate Japanese convertible bonds:
Japanese yen denominated 2,997 0.3% @ years 4,118 0.8% 6 years
Swiss franc denominated 1,834 0.1% 2 years 1,216 0.1% 3 years
2000 1999
£000 £000
Cash:
UK deposits 575 238
Japanese yen deposits 11,297 283
11,872 521

The cash deposits generally comprise call or short term money market deposits of less than one month,

Short term debtors and creditors have been excluded from the disclosure of financial instruments.

11 CREDITORS
Amounts folling due within one ysar: :
Bank loans {see note 12) 19,980 -

Amounts payable on shares repurchased - 881
Forward contracts - 417
Cther creditors 473 386

20,453 1,684

Included in other creditors is £413,000 {1999 — £326,000) in respect of the investment management fee.
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12

2000 1999
£000 £000
CREDITORS
Amounts falling due ofter more than one year:
Bank loans 6,445 23,255

Bank loans of ¥4.1 billion {1999 — ¥4.1 billion) have been drawn down under yen loan facilities which are repayable bstween
29 November 2000 and 30 Navember 2001. The interest rate risk and maturity profiles of the bank loans are shown in note 13.

FINANCIAL UABILITIES
The inferest rate risk profile of the Company’s financial liabilities at 31 August was:
2000 1999
Weighted Weighted
Weighted average Weighted average
Market value average period  Market value average period
£000  interest rate until maturity £000  interest rate until maturity

Bank loans:

Yen denominated - fixed rate 26,425 1.4% 6 months 23,255 1.4% 18 months
2000 1999
£000 £'000

Maturity profile:

In one year or less, or on demand 19,980 -

In more than one year, but not more than two years 6,445 17,583

in more than two years, but not more than five years - 5,672

26,425 23,255

All borrowings are stated ot market value.

Short term debtors and creditors have been excluded from the disclosure of finoncial insirumens,

Gains and losses on hedges
At 31 August 2000 there were no unrecognised gains/losses on hedges. Realised currency profits/losses are taken 1o capital reserve and
are not reflected in the profit end Joss account unless they are of o revenue nolure.

14

CALLED-P SHARE CAPITAL At 31 August 2000 At 31 August 1999
Number £'000 Number £'000

Authorised ordinary shares of 25p each 13,200,000 3,300 13,200,000 3,300

Allotted, issued and fully paid ordinary shares of 25p each 12,750,000 3,188 12,750,000 3,188

At the AGM in November 1999 shareholders granted the Company authorily to purchase shares in the market up to 1,911,225 ordinary
shares lequivalent to 14.99% of its issued share capital at that date). No ordinary shares were bought back during the year and,
therefore at 31 August 2000 the Compony’s authorily to buy bock shares remained unchonged of 1,911,225,

Under the provisions of the Company’s Arficles share buy-backs are funded from the realised capital reserve. The nominal value of the
share capital is mainiained by the provision of a capital redemption reserve.
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Capital reserve Capital reserve Revenue
— realised ~ unrealised reserve
£000 £'000 £000
15 RESERVES .
At 1 September 1999 43,168 65,589 [3,663)
Net gain on realisation of invesiments 48,117 - -
Decrease in unredlised appreciation on investmenis - (2,192} -
Exchange differences on bank loans 12 (3,170} -
Cther exchange differences 634 - -
Retained net deficit for the year - - {1.597)
At 31 August 2000 91,931 53,227 (5,260)
16 NET ASSET VALUE PER ORDINARY SHARE
The net asset value per ordinary share and the net asset value attribulable 1o the ordinary shareholders at the year end calculated in
accordance with the Articles of Association were as follows:
2000 1999 2000 1999
£'000 £000
Ordinary shares 1,296.5p 1,023.6p 165,308 130,504
The movements during the year of the assels atiributable to the ordinary shares are shown in note 17.
Net asset value per ordinary share is based on the net assets as shown above and 12,750,000 (1999 - 12,750,000 ordinary shares,
being the number of ordinary shares in issue at each date.
17 RECONCIUATION OF MOVEMENTS IN SHAREHOLDERS' FUNDS
Shareholders’ funds at 1 September 1999 130,504 59,276
Total recognised gains and losses for the year 34,804 74,759
Shares repurchased in the year - {3,531)
Shareholders’ funds at 31 August 2000 165,308 130,504
18 RECONCIUATION OF NET REVENUE BEFORE FINANCE COSTS AND TAXATION TO NET
CASH [QUTFLOW)/INFLOW FROM OPERATING ACTIVITIES
Net return on ordinary activities before finance costs and faxation {1,112 3
{Increase}/decrease in accrued income {8} 353
Increase in debiors (30 (64)
Increase in creditors 83 173
{1,067} 465




NOTES TO ACCOUNTS

At 1 September Cash Other non- Exchange At 31 August
1999 flows  cash changes movement 2000
£'000 £'000 £000 £000 £000

19 ANALYSIS OF CHANGE IN NET DEBT
Caosh ot bonk and in hand 521 11,351 - - 11,872
Loans due within one year - (12 (17,583) {2,385) {19,980)
Loans due after one year {23,255) - 17,583 {773) {6,445}
(22,734} 11,339 - {3,158} (14,553)

20 CONTINGENCIES, GUARANTEES AND FINANCIAL COMMITMENTS
There were no contingent liabilities at either year end.

21 DIRECTORS' INTERESTS IN CONTRACTS
No Director has a contract of service with the Company.
During the year no Director was interested in any contract or other matter requiring disclosure under section 232 of the Companies Act 1985.
Mr G Veiich, a Director of the Company, is a parer of Baillie Gifford & Co.

22 DERIVATIVES AND OTHER FINANCIAL INSTRUMENTS
The Company operates as an Investment Trust Company in accordance with Section 842 of the Taxes Act 1988, The nature of the
Company's investment activities provides opportunifies for both market appreciafion and currercy gains, but leaves it exposed to the risk
of market volatility and currency fluctuations.
In the case of an investment trust, capital profits from investing acfivities and currency goins are not recognised in the revenue account,
but are credited directly to a separate capital reserve which the Company is prohibited from distributing in the form of dividends.
The Company makes use of gearing [long and short 1erm borrowings) to achieve improved performance in rising markets.
The Company’s revenue account may be affected by fluctugtions in short ferm interest rates; income from overseas investment can be
affected by currency fluctyations.
The Company’s financial instruments which provide finance for investment activities comprise bank borrowings, cash and liquid resources.
in addition, the Company maintains financial assets comprising a portfolio of Japanese equities and corporate bonds as part of its
investment sirctegy.
The Company may, from time to fime, enter into derivative transaclions lo hedge specific currency risk. No such transactions were
undertaken in the year under review.
The Company has precisely defined guidelines to govern transactions involving futures, contracts for diffsrences and opfions. No
transactions involving futures, contracts for differences or options, were underfaken in the year under review.
Trading in financial instruments is not within the normal aciivities of an investment trust, nor is it the Company’s policy to trade in such
instruments. Transactions in financial instruments generally arise as a result of strategic investment decisions.
The main risks arising from the Company's financial instuments are interest rate risk, liquidity risk and foreign currency risk. The
Company's Managers may not enler into derivative Iransactions without the prior approval of the Board, and all borrowing facilities
require Board authorisation. The Board agrees policies for managing risk with the Company’s Managers.

Interest Rate Risk

The Company finances its operations by means of realised capital profits and bank borrowings.

The Company has negoliated yen bank borrowings, repayable between November 2000 and November 2001, at fixed rates of interest.
In addition, the Company maintains a £4 million undrawn overdraft facility with The Bank of New York Europe Limited.

Liquidity Risk

The Company's policy with regard to liquidity is to ensure confinuity of funding. Short term Hexibility is achieved by overdraft facilities.
The Company's assets camprise mainly readily realisable securities which can be sold freely to meet funding commitments if necessary.

Foreign Currency Risk

The international nature of the Company's investment activities gives rise jo a currency risk which is inheren) in the performance of its overseas
investments. It is not the Company’s policy to hedge this risk on a continuing basis, but the Company may from time 1o fime hedge against yen
weakness through forward sales of yen.

The revenue account is subject to currency fluctuation arising on overseas income. The Company does not hedge this currency risk.
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NOTICE OF ANNUAL GENERAL MEETING
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NOTICE 1S HEREBY GIVEN that the nineteenth Annual Generol Meeting of The Baillie Gifford Japan Trust PLC
will be held within the offices of Bailie Gifford & Co, 1 Rutland Court, Edinburgh EH3 8EY, on Friday,
24 November 2000 at 12.00 noon for the following purposes:

Ordinary Business

1.

To approve the Accounts of the Company for the year to 31 August 2000 with the Reports of the Direclors
ond of the Auditors thereon.

. To reelect Mr RA Barfield as a Director.

To reappoint PricewaterhouseCoopers as Auditors.

To authorise the Directors fo fix the remuneration of the Audifors.

Special Business
To consider and, if thought fit, to pass the following resolutions as ordinary resclutions:

5.

That, pursuant to arficle 148 of the Articles of Associafion of the Company, this meeting hereby approves
the continuance of the Company until the Annual General Meeting of the Company held in respect of the
year ending 31 August 2001.

. THAT:

{a) each of the existing ordinary shares of 25p in the share capital of the Company be and hereby is sub-
divided into five ordinary shares of 5p ['Ordinary Shares), such Ordinary Shares [both issued and
unissued] hoving the rights sef out in the Arficles of Association of the Company; and

[b} the Articles of Association of the Company be and are hereby amended by the delefion of Article 3 and
its substitution with the following Article 3:

“The share capital of the Company is £3,300,000 divided into 66,000,000 Ordinary Shares of 5p

each.”’

That, with effect from 1 September 2000, a sum, not exceeding £75,000, will be set aside in each year
and shall be applied by the Directors in payment for their remuneration.

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

8.

That the Compony be outhorised, in accordance with section 166 of the Componies Act 1985 [the ‘Act’),
to make market purchases (within the meaning of section 163(3) of the Act) of ordinary shares of 25p each
{or on the passing of ordinary resolution & to be proposed at the Annual General Meeting of the Company
to be held on 24 November 2000, ordinary shares of 5p each) in the capital of the Company ('Shares'),
provided that:

{a} the maximum number of Shares hereby authorised to be purchased shall be 14.99% of the issued share
capital on the date on which this resolufion is passed;

{b} the minimum price which may be paid for a Share shall be 25p for on the passing of ordinary
resolution & to be proposed at the Annual General Meeting of the Company to be held on
24 November 2000,5p);

{c) the maximum price {exclusive of expenses) which may be paid for o Share shall be 105% of the
average of the middle market quotations [as derived from the Daily Official List of the UK Listing
Authority} for the Shares for the five business days immediately preceding the date of purchase; and

{d) unless previously voried, revoked or renewed, the authority hereby conferred shall expire at the

conclusion of the Annual General Meeting of the Company to be held in 2001, save that the Company

may, prior to such expiry, enfer info a confract fo purchase Shares under such authorifty which will or
might be executed wholly or partly after the expiration of such authority and may make a purchase of

Shares pursuant fo any such conract.

—
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9. That the Aricles of Association of the Company be amended by the delefion of Article 1%{E) and the
insertion of the following in its place:

“[E) Noiwithstanding any other article, the Directors may from time to time defermine, either generally or in
any particular case, the method by which any share certificate issued by the Company in respect of the
Company’s shares, stock, debentures or other securities shall be authenficated or executed by or on
behalf of the Company and, in particular:

{a) the Direciors may dispense with the need jo affix the common seal, or any official seal, of the
Company to such cerfificate;

(b) the Direciors may determine the manner, and by whom, any such cerificate is 1o be signed, and
may dispense with the need for such cerlificate to be signed or executed in any way;

[e} the Directors may permil the signature or a facsimile of the signature of any person to be opplied fo
such share cerlificate by any mechanical or elecironic means in place of that person’s actual
signature.

And any cerfificate issued in accordance with the requirements of the Directors shall, as against the
Company, be sufficient evidence of the fifle of the person named in that cerfificate to the shares
comprised in it notwithstanding any rule of law to the contrary.”

10.That the Aricles of Association of the Company be amended by renumbering the existing Ardicle 132 as
Article 132(A) and by inserfing immediately thereabter the following additional paragraphs (B} and {C):

“{B} The Directors shall establish @ capital reserve and carry to the credit of the capital reserve or apply in
providing for depreciation or a sinking fund or confingencies all capital appreciation arising on the
sale, transposition, payment off or revaluation of any investments or other capital assets of the Company
in excess of the book value thereof. Any loss realised on the sale, iransposition, repayment or payment
off of any investments or other capital assets and any premium or excess over the issue price of any
debentures or loan stock payable on the redempfion of such debentures or loan stock may be carried io
the debit of the capital reserve except in so far as the Direclors may, in their discretion, decide to make
good the same out of other reserves of the Company. All sums carried to, and standing at the credit of,
the capital reserve may be applied for any of the purposes to which such sums standing to the credit of
any revenue reserve are applicable: Provided that no part of the capital reserve or any other moneys in
the nature of aceretions to capital shall in any event be available for distribution as dividend o any
other distribution {within the meaning ascribed thereto by section 263[2) of the Companies Act 1985
otherwise than by way of @ redemption or purchase of the Company’s own shares in accordance with
sections 160 and 162 of the Companies Act 1985.

(C) The Directors may, subject fo applicable legislation and practice, defermine whether any amount
received by the Company [including the dividends or interest received in respect of any shares or other
securities purchased cum dividend or interest) is to be dealt with as, and whether any sum paid by the
Company sholl be charged against, income or capital or partly one and parily the other.”

By Order of the Board

BAILLE GIFFORD & Co w\\‘l q ch s
Managers and Secrefaries

25 October 2000

Notes

1 A member entifled to attend and vote at the meeting is entitled 1o appoint one or more proxies to attend and, on @
poll, vote on his/her behalf, A proxy need not be o member of the Company. A Form of Proxy is enclosed.
2 Only holders of ordinary shares are entifled to ottend or be represented ot the meeting.

3  Shareholders participating in the Baillie Gifford Investment Trust Share Plan and/or the Buillie Gifford Investment
Trust ISA/PEP may vote and/or attend the meesting on application to Baillie Gifford Savings Management Limited

{see confact details on inside back cover of this report).
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4 No Direcior has a contract of service with the Company.



HOW TO FIND US

The Annual General Meeting of the Company will be held cf the offices of Baillie Gifford & Co ar 1 Rutlond Court,
Edinburgh EH3 8EY on Friday, 24 November 2000 at 12.00 noon.

I you have any queries s to how 1o vote or how fo attend the meeting, please call us on 0800 917 2112.

ANALYSIS OF SHAREHOLDERS

ANALYSIS OF SHAREHOLDERS AT 31 AUGUST 2000

Ordinary shares held Shareholders
Number % Number %
Individuals 464,327 3.6 565 28.3
Baillie Gifferd Share Plan/PEP/ISA 222,422 1.7 453 327
Nominee Companies and Banks 8,989,120 70.5 605 30.3
Insurance Companies 1,262,733 2.9 21 1.1
Other holders 1,811,398 14.3 152 7.6
12,750,000 100.0 1,996 100.0
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FURTHER SHAREHOLDER INFORMATION

e How to Invest The Company's shares ore traded on the Llondon Stock Exchange. They can be bought by plocing
an order with a stockbroker, by asking a professional adviser to do so, or through the Baillie Gifford Investment
Trust Share Plan [of which details follow on the inside back cover of this repori).

s Sources of Further Information on the Trust The price of shares is quoted doily in the Financial Times,
The Scotsman and The Hercld The share price can also be found on the Baillie Gifford website at
www.bailliegifford.co.uk, Trusinet ot www.trusinet.co.uk and on other finoncial websites. Company factsheets ore
alse availoble on the Baillie Gifford website and are updated monthly. These are available from Baillie Gifford on
request.

e Key Dates Baillie Gifford Japan publishes quanterly progress reports. The Annual Report and Accounts are
normally issued in October and the AGM is normally held in November,

e CGT The cost for copital gains taxation purposes to shareholders who subscribed for ordinary shares {with
warrants afiached) is apportioned between the ordinary shares and the warrants on the foliowing basis:

Cost of each ordinary share 96.548p
Cost of fraction for warrant 3.452p
100.000p

The market value of the ordinary shares on 31 March 1982 (for indexation purposes) was 77p.
The market values on 20 November 1991 {first day of dealing of new warrants) were as follows:

Ordinary shares 600p
Warrants 130p

o Share Register Enquiries Compulershare Services PLC currenlly maintains the share register on behalf of the
Company. In the event of queries regarding shares registered in your own name, please contact the Registrars on
0870 702 0010. By quoting the reference number on your share cerfificate, investors can check their holding on
the Registrar’s web site: www.cshare.co.uk

Baillie Gifford Japan is an investment trust. Investment trusts offer investors the following advenlages:

Participation in a diversified porifolio of shares.

Constant supervision at low cost by experienced professional managers.

Freedom from capifaf gains fax on capital profits realised within the portfolio.

The opportunity to achieve improved performance for shareholders’ funds in rising markets by the borrowing of

additional money.

Shares in Baillie Gifford Japan are also available within an ISA or PEP Transfer wrapper or through Baillie Gifford's
Investment Trust Share Plan s detailed on the inside back cover of this report. These products can also be used 1o
invest in the five other investment trusis managed by Baillie Gifford:

Baillie Gifford Shin Nippon PLC

Mid Wynd International Investment Trust PLC
Pacific Horizon Investment Trust PLC

The Monks Investment Trust PLC

& The Scoftish Morigoge and Trust PLC.

These accounts have been approved by the Directors of The Baillie Gifford Japan Trust PLC. The information obout the ISA, PEP and
Shore Plon hos been opproved by Boillie Gifford Sovings Monogement Limited. Boillie Gifford Savings Monogement Limited is the 15A
Manager of the Baillie Gifford Investment Trust ISA, the PEP Manager of the Baillie Gifford Investment Trust PEP ond the Mancger of the
Bailiie Gifford Invesiment Trust Share Plan. Baillie Gifford Savings Management Limited is wholly owned by Baillie Gifford & Co. Both
are regulated by IMRO. Buillie Gifford onfy provides information abouf its products and does nof provide invesiment advice. The staff
of Baillie Gifford may have positions in invesiment trusts managed by Baillie Gifford and may buy, sell or offer to make a purchose or
sale of such securities from time to fime, The valve of I1SA and PEP tax advantages will depend on personal circumstances. Past
performonce is not necessarily a guide to future performance. The capital value of and income distributed by an investment trust can go
down os well as up and an invesior may not get back the amount originally invested. The price of an investment trust share will
Ructuate in accordance with supply and demand and may not reflect the underlying net asset value.

e @ & o
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Baillie Gifford’s Investment Trust Share Plan

You can invest from £250 or from £30 per month in any of the six investment Irusts managed by Baillie
Gifford through the Baillie Gifford Investment Trust Share Plan. The only charges are stamp duty ot 0.5%,
market maker’s spread and a selling charge of £10 plus VAT.

Baillie Gifford’s Investment Trust 1SA
You can put any of our trusts in a tax efficient wrapper by investing from £2,000 or £250 per month or
by transferring an 1SA from your existing manager.

Baillie Gifford’s Investment Trust PEP Transfer
You can fransfer an existing PEP to access different markets through our investment trusis or to change

your investment manager.

Further Information

Retail Investments Department

Baillie Gifford Savings Management Limited
1 Rutland Court

EDINBURGH EH3 8EY

0800 027 0133
We may record your call

its@bailliegifford.co.uk

Fox: 0131 474 3248
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