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Schroder Income Growth Fund plc

Investment Objectives

The Company's principal investment cbjectives are to provide real growth of income, being growth of income n excess of
the rate of inflation, and capital growth as a cansequence of the rising mcome.,

Directors

Sir Paul Judge {Charman)

Aged 62, was appcinted as a Director of
the Company on 11 January 1995 and is
President of the Chartered Institute of
Marketing and of the Association of MBAs
and a director of ENRC plc and of public
companies In the US and South Afnca
Formerly he has been a Director of WPP
Group plc, ministenal adviser at the Cabinet
Office, Drector General of the Conservative
Party, Chairman of Premier Brands Limited,
and Planning Director of Cadbury
Schweppes PLC

Dawid Gauser™t

Aged 61, was appointed as a Director on
11 December 2008 He I1s a Chartered
Accountant and a member of The Secunties
Institute He has hsld a number of senior
positions within financial organisations
including Finance Director of Mercury Asset
Management Group pic and a Managing
Director of Memnll Lynch Investment
Managers until 2001 He was Finance
Director of The Brtish Red Cross Soctety
untit December 2007 He i1s currently a
director and Audit Committee charman of
Fidelty China Spectal Situations Pic

Member of the Audlt and Managsment Engagerment Committees

T Member of the Nomination Cornmitiee

Keith Nivent

Aged 63, was appointed as a Director of
the Company on 5 January 1995 He s
non-executive Charman of Matrix Income
& Growth VCT plc and a non-executive
Director of one other investment trust,
Impax Environmental Markets plc He 1s
also an investment adwviser to the Rolls-
Royce Pension Fund Mr Niven was
previously a Vice Chairman of Schroder
Investment Management Limited and
Chairman ot Schroder Unit Trusts Lirmited

Mr Causer 1s Charman of the Audit Committes

Sir Paul Judge 1s Chaiman of the Nomination and Management Engagement Commitiess

Advisers

Investment Manager

Schroder Investment Management Limited
31 Gresham Strest

London EC2V 7QA

Company Secretary and

Registered Office

Schroder Investment Management Lirmited
31 Gresham Street

London EC2V 7QA

Telephone 020 7658 6501

Custodian

JP Morgan Chase Bank, N A
1 Chaseside

Bournemouth BH? 708

Independent Auditors
Deloitte LLP

2 New Strest Square
London EC4A 3BZ

Stockbrokers

Matnx Corporate Capial LLP
One Ving Street

London W1J OAH

lan Barby*t

Aged 66, was appointed as a Director of
the Company on 31 October 2005 He
practised as & Barnster before joining
Warburg Investment Management Ltd in
1985, subsequently becoming a Vice
Charman of Mercury Asset Management
ple and latterty, until 2003, a Managing
Director of Mernll Lynch Investment
Managers He has wide expenence of the
investment management industry and of
the investment trust sector and I1s currently
Chairman of Invesco Perpetual UK Smaller
Companies PLC and of Ecofin Water and
Power Opportunities plc as well as being a
director of Mernll Lynch World Mining Trust
plc, Pantheon International Participations
PLC, Madagascar Of Limited and SR
Europe Investment Trust plc

Peter Readman't

Aged 64, was appointed as a Director of
the Company on 15 December 1999 He s
Chaman of Abercromby Property
International and the Chamber Orchestra of
Europe and a director of a number of other
companies including Keystone Investment
Trust pic and Pantheon International
Participations PLC

Regtstrar

Equinti Limited

Aspect House

Spencer Road

Lancing

Wast Sussex BNS9 6DA

Shareholder Helpline 0800 032 0641°
Webhsite www shareview co uk

‘Culls to this number are free of charge from lzndiings
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Schroder Income Growth Fund plc

Financial Highlights

As at As at
31 August 2011 31 August 2010 % Changes
Net asset Value ("NAV") per ordinary share 196 23p 186 68p 35
Share price 187 75p 184 75p 16
Share price discount 4.3% 26%
Sharehclders’ funds £134 70m £130 29m 35
Shares in 1ssue ('000) 68,688 68,688 -
Year ended Year enced
31 August 2011 31 August 2010
Revenue return per ordinary share 8 83p 772p 14 4
Dividends per share declared In respect of the year 9.30p 5 10p 22
Retall Price index 236.10 2245 52
NAV total return® 8.4% 12 4%
FTSE All-Share Index total return™ 7.3% 10 6%
FTSE 350 Higher Yield total return® 9.4% 4 0%
Share Price total return 6.4% 19 4%
Total expense ratic ** 097% 099%

Source Marningstar (www morningstar co uk)
* Source Thomson Financia! Datastrearn

- * Calculated in accordance with the Asscdlation of Investment Companies (AIC) guidanca Based on operating costs  excluting performance fees and finance cos!s but atter

aliowing for 1ax reief and expenses and expressed as a percentage of monthly nat assets

Comparison of Portfolio Sector Distribution with the FTSE All-Share Index*

at 31 August 2011
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Total Returns to 31 August 2011

FTSE FTSE 350
Share price NAV All-Share Higher Yield
total return* total return™ total return** total return**
% %o % %
1 year 64 g 4 73 94
2 years 249 19 3 1886 139
3 years 270 14 7 89 34
4 years 73 (O 2) (0 B) @4)
5 years 158 g7 112 0N
& years 310 252 288 130
7 years 626 54 0 611 404
B years 683 723 785 58 4
9 years 872 910 BE 8 640
10 years 895 735 518 451
Since Inception (March 1995) 2658 259 9 2114 2762
= Source Morningstar (www morningstar co uk)
** Source Thomson Financial Datastrearn
Ten-Year Record
Dituted Undiluted Share price
Shareholders’ NAV NAV Share {discount)/
funds* per share per share price premium
As at 31 August £'000 pence pence pence %
2011 134,787 1962 196 2 1878 43
2010 130,288 1897 189 7 1848 28)
2009 123,479 1798 178 8 1653 81
2008 136,104 1982 198 2 1720 (13 2)
2007 168,975 2357 2357 2125 9 8)
2006 160,195 2e04 220 4 2038 {7 6}
2005 149,626 2000 2000 186 5 58
2004 125,433 1661 166 1 1560 B 1}
2003 114,248 154 1 159 9 156 8 17
2002 105,192 1452 150 3 147 0 12
* The figures for 2005 have been restated in accordance with FRS26 The figures for the earlier years have not been restated
* Warrants lapsed on 31 December 2003
FTSE Cost of
Share price NAV All-Share Earmings Net dridends running
total return® total return® total retumnt per share per share Company?
As at 31 August % % % pence pence £000
2011 64 84 73 a8 83 1,357
2010 194 124 086 77 81 1,268
2009 23 41) 82 84 as 1,178
2008 (15 5) {13 5) 87 98 87 1,362
2007 78 100 18 81 81 1,584
2006 132 137 168 74 68 1,510
2005 241 230 241 72 88" 1,429
2004 35 18 108 6 4 63 13
2003 113 108 48 62 80 1,161
2002 12 91) (187} 57 58 1,143

* Source Morningstar {www morningstar co uk)

! Source Fundamental Dala 1o 2006 and Thormson Financial Datastream from 2007

' Based on operating expenses excluding finance cosis and any performance fess or rebates (it appicable), excludes back-dated VAT recovery on management fees of
£1,100,000 for 2008 and £120 00 for 2009

* Includes special dvdend of 0 25p 3
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Chairman’s Statement

Results for the Year and Dividends

Dunng the year under review the Company’s revenue return increased to 8 83 pence per share which is a rise of

14 4% compared with the 7 72 pence per share for the previous year The bulk of this Increase represents an
increase In dividends paid by companies in the portfolio while there was also a small contribution from the start of a
programme of writing covered call options on some of the Company's portfolio holdings

Your Board has declared total dmdends of 9 30 pence per share for the year ended 31 August 2011 This
represents an increase of 2 2% over the ¢ 10 pence per share declared in respect of the year ended 31 August
2010, ncluding the utilsation of 0 47 pence per share of the revenue reserve {1 38 pence per share of the revenue
reserve was utitsed in respect of dividends declared for the previous financial year) This increase compares with a
nse in the Retall Price Index of 5 2% over the last year However over the longer-term the Company's dividend
increases rermain above nflation by 16 3% over 5 years and 27 5% over 10 years

Investment Performance

During the year under review, the Company produced a net asset value total return of 8 4% This compares
tavourably during the year with the FTSE All-Share Index, which produced a tota return of 7 3%, although it lagged
the FTSE 350 Higher Yield Index, which produced a total return of 9 4%

The discount of the Company's share price to net asset value widened during the year to 4 3% on 31 August 2011
compared to 2 6% at the start of the year The average discount for the year was 3 8% The share price total return
for the year was 6 4%

Following the year end, markets have remained voiatile During the two moenths ended 31 October 2011, the
Company produced a net asset value total return of 6 8% compared with a total return of 2 5% for the FTSE
All-Share Index and 4 6% for the FTSE 350 Higher Yield Index The share price at 31 October 2011 was 196 25
pence, reprasenting a discount to net asset value of 2 5%

Detailed comment on performance may be found in the Investment Manager's Review

Share Purchases and Treasury Shares

The Company continued to monitor the share price discount to net asset valug dunng the year No shares wers
purchased for cancellation or holding in treasury The Board continues to consider share buy-backs as one of a
number of tools that may be used to enhance shareholder value and to reduce the discount volatility It 1s therefore
proposed that the authorty to purchase up to 14 8% of the Company's 1ssued share capital for cancellation
granted to the Company at the Company's Annual General Meeting held in December 2010 be renewed at tha
forthcoming Annual General Mesting

Lead Fund Manager
As announced earlier in the year, on 1 July 2011 Sue Noffke took over responsibility as your Company's lead
portfolilo manager, reptacing Sonja Laud to whom she had previcusly been providing maternity cover

Board

The Board continues to monitor its composition for an appropnate batance of skils, expenence and diversity,
Including gender, with a view to progressive refreshrment |t hopes to appoint a new member of the Beard in the
coming year following which one of the current longer-senang Directors wall retire

Annual General Meeting

The Company's Annual General Meeting will be held at 12 00 noon on Wednesday, 21 December 2011 As in
previous years, the meeting will Include a presentation by the Investment Manager on the Company's investment
stralegy and market prospects
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Chairman’s Statement

Outlook
The slowdown in global growth and the Eurozone's sovereign debt problems continue to dominate markets These
factors could potsntially slow the recent recovery in dwadend income from the companies in the portfolic

While recegnising the nisks, the Board believes that the corporate sector I1s relatively well-financed The Investment
Manager has amed at a diversified selection of companies, including sorme foreign stocks, with above-average
potential to increase ther dividends 15 hoped that this portfohio plus a imited programme of wrting calls on
holdings will continue to increase the Company's ncome and will alliow the resumption of the historic trend of raising
the dividend each year above the rate of inflation

Sir Paul Judge
Chairman

18 November 2011
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[nvestment Manager’s Review

In the twelve months to the end of August 2011 the Company's net asset value produced a total return of 8 4%
This compares to a total return from the FTSE All-Share Index of 7 3%* and the FTSE 350 Higher Yield Index of
9 4% The Company's share pnce increased 6 4%* on a total return basis

The twelve month penod to 31 August 2011 inmally encompassed strong gains from the stock market but this was
followed by a substantial erosion of these gains in the later months The second round of quantitative easing
initiated by the United States in late 2010 boosted global risk assets due to positive iquidity effects The UK stock
market rose strongly from September 2010 to May 2011 as a result of this and better than expected corporate
profits and dividend growth in the reporting season Thereafter the market was subject to a high degree of volatiity
and it weakened substantially Macroeccnomic uncertainty rose as leading indicators of economic actmity turned
down and the European sovereign debt cnsis exposed a lack of political leadership and resolve to tackle the 1ssues
affecting countres’ fiscal positions and the fraiftties of the banking system In addtion there were negative economic
shocks resulting from the Japanese earthquake, tsunam and nuclear disaster which impacted the globat supply
chain, and from the Arab Sprning which led to further strengthening of the oil price

Against this backdrop the portfolio benefited from tts defensive positioning Cur underweight position in banks,
where we hold only HSBC, and the weak performance of the domestic banks contnbuted strongly 10 performance
Our overweight position in the food producers {Unilever and Tate & Lyie) and tobacco {British Amerncan Tobacco
and Impenal Tobacco) sectors was alsc beneficial Outperformance was partially offset by our lack of exposure to
mining stocks, which benefited earlier In the Company's fiscal year from the effects of the Federal Reserve's
quantitative easing programme The Company’s holding in Admral, an insurance company, detracted from
performance in the period Admral had previcusly been a strong contnibutor to performance and ncome growth bu
the market has become concerned over the sustanability of its supenor underwnting performance and business
model

We have sought ways to create a more diversified fund and to diversify the stock specific income risk over the last
year in the light of the 1ssues posed by the cuts to and temporary suspension of BP's and the domestic banks’
dmdends To achieve this we have gradually increased the number of stocks held and also established positions 1n
non-UK equities and wntten some short dated call options over part of particular holdings following shareholders'
approval to do so at the Company's Annual General Meeting in December 2010 We found altractive premiums for
overwriting pan of our pesitions in Aviva, British Aerospace, British Amencan Tobacco, BT and Sainsbury The
premiums will supplerment the Campany's Income  Although the changes wa have made to the portfolio will take
time to 1mpact on the level and distnbution of Income generated by the portfalio we are confident that by next year
the fund will be less reliant on the top INncome payers than in the past

Stock numbers have increased from 28 to 39 over the penod and activity levels have been higher than average as
we have implemented the diversification strategy At the beginning of the period we added to holdings in Unilever,
Tate & Lyle and AstraZensca, financed from reductions in Compass, Pearson and GlaxoSmithKline and sales of
holdings in Diagec and International Power Within the alls sector we have broadened the fund's holdings adding
two new overseas stocks - Total, the French integrated ol company, and Statol, the Norwegian energy

company ~ financed from a reduction in the Royal Dutch Shell position We also bought a new overseas holding in
Dutch telecommunications company KPN and other holdings in some medium sized UK companies, such as
Canliion, a construction and cutsourcing company, and Logica, an IT serices business Within the financials area
we have reduced modestly the fund's concentration on insurance stocks through partal sales of Admiral, Aviva and
RSA and establishing new holdings 1n ICAP, the inter-dealer broker, Resolution, an acquirer and manager of in-force
UK ite funds, and Intermediate Capital, a specialist lender We believed that there were attractive opportunities to
add exposure to well financed, cash generalive, consumer facing companies with the potentral for attractive
medium term dmdend growth from a good starting yield point We bought new positions in food retaller Wm
Mornson, cruise operator Carnival, retaller Halfords and pub-restaurant company Greene King Following good
performance from many of the fund's defensive holdings and a contraction in valuation multiples in cyclical stocks
we have more recently taken the opportunity to tnm or sell positions in companies such as Unilever, Tate & Lyle and
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Investment Manager's Review

Pearson whilst sesking to add selectively to quality companies with some cyclical exposure where valuations appear
10 us to be discounting an overly pessimistic outiook

We commented last year that there was unlikely to be a guick resolution to the contrast between fears of a double-
dip recession and the appsaing valuation of many UK shares and this remains the case The extent of the
slowdown n economic growth and the seventy of the Eurozone debt crisis continue to be the key determimants of
short term stock market performance Cur central view (s that politicians will ultimatety be forced by marksets to allay
market anxieties and avoid a double-dip recession by concerted global policy action including introducing further
quantitative easing, mantaining low interast rates and supporting the fragile banking systerm Economies are at risk
of external shocks and the UK corporate sector has carried out much of the easy cost cutting but valuations remamn
attractive on a medium term view

The financial position of companies has strengthened following the credit crunch with geanng faling and dividend
caver rebullding to above average levels This stronger financial position offers the potential for increased investment
to the benefit of the broader economy If confidence wers to iImprove from current low levels Additionally # provides
scope for acquisiions and increased dividends for shareholders Barnng a stump back into recession globally, we
believe that given the strength of corporate balance sheets and dwmdends which have lagged the recovery In
corporate sarnings. dividend growth is likely to surpnse positively Many companies across a vansty of sectors in tha
portfolio have increased dividends substantially includimg Prudential, Wm Mornson, Legal & General, Impenal
Tobacco and IMI

There are significant challenges facing the global econormy but at current lsvels we believe the UK stock market
offers good value even in a slow growth ernvironment The portfolio remains focused predominantly on companies
with internationally diversified earnings, strong balance sheets and attractive dividend yields with reasonable
dmidend growth potential

Schroder Investment Management Limited
18 November 2011

“Source Morningstar, net Income reinvested




Schroder Income Growth Fund plc

Investment Portfolio*

As at 31 August 2011

Market Value % of
of Holding Shareholders’
Company Sector Classification Principal Activity £'000 Funds
Vodalone Telecommunications Global mobile telephons provider 10,982 815
Royal Dutch Shell 'B* Qi and Gas Integrated oIl company 8,771 551
Briuish Amerncan Tobacco Consumer Goods International cigarette company 8,290 815
GlaxoSmithKling Healthcare Global pharmaceutical company 6,914 513
Unilever GConsumer Goods international consumer products group 6,883 511
Impenal Tobacce Consumer Goods international cigaretts company 6,444 478
Legal & General Financials UK financial services group 5,624 417
BP QI and Gas Integrated ol company 5,408 40
AstraZeneca Healthcare Global pharmaceutcal company 5,238 389
Aviva Financials Internationa! insurance and financial services 3 8683 286
HSBC Financials Banrking and financial services group 3,830 284
Reed Elsevier Consumer Services International publishing group 3.704 275
Centrica Utilities Energy related products 3,508 267
Tate & Lyle Consurmer Goods Corn and sugar refiner 3524 261
RSA Insurance Financials Financial services 3,495 288
Admiral Financials Financial services 3.461 257
BY Telecommunicatons UK fixed ine telecommunications provicier 3.049 226
Total (France) Qi and Gas Integrated ol company 2,977 221
Stato (Norway) Qi and Gas Integrated ol company 2,801 208
Keninkiyke (Royal) KPN
{Netheriands) TetecommuniCanons Internatonal telecommunications company 2604 193
Twenty Largest Investmaents 101,450 7527
IMI Industnals Diversified manufacturing 2,433 181
Compass Consumer Services International catering company 2 264 168
Pearson Consumer Services International media company 2,206 164
Mornson (Wm) Supermarkets Consumer Services UK food retaler 2,155 160
Scotish & Southern Energy Utiiies Electricity company 2,127 158
Carnival Consurmer Services Global crulss company 2,077 154
Tesco Consumer Services International food retaller 1,876 a7
Cartion Inciustrials Infragtructure, building and business services 1,863 1 46
Prugential Financials International financial services group 1,808 142
Sansbury Consumer Sarvices UK food retater 1,876 139
Halfords Consumer Services General rataller 1,502 t 1
ICAP Financials Intergealer broker 1,486 110
BAE Systems industrials Global defence company 1,440 107
Reckitt Benclaser Consumer Goods Manufaciures and distnbutes a wide range of products 1,323 ogg
Resolution Financials Specialty finance 1,303 097
Greene King Consumer Services Brews, wholesales and retails beer 1,298 096
Logica Technology Technology solutions company 12567 093
Intermadiate Capital Group Financials Financial services 844 063
Cea La Rue Consumer Services Specialises in the supply of cash handiing and
security products 25 002
Total Equities 132,913 98,63
8T {16 September 2011} Call Option (3 Go0
Sainsbury (J) (16 September 2011) Call Option {7} {001}
Total Derivatives {10) (001)
Total Investment Portfotio 132,903 98.62
Net Current Assets 1,884 1,38
Total Equity Shareholders’ Funds 134,787 100 00

At 31 August 2010, the twenty largest investments represented 85 23% of shareholders' tunds
‘UK investments unless otherwse stated
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Report of the Directors

Business Review

Company's Business

The Company carres on business as an investment trust and 1s an investment company within the meaning of
Section 833 of the Comparies Act 2006 In arder to continue to obtain exemption from capital gains tax, the
Company has conducted itself with a view to being an approved investiment trust for the purposes of Section 1158
of the United Kingdom Corporation Tax Act 2010 The last accounting periad for which the Company has been
freated as approved by HMRC 1s the year ended 31 August 2010 and the Cornpany has subsequently directed its
affars so as to enable It to continue to qualify for such approval The Company Is not a close cornpany for taxation
pUrposes

Investment Objectives
The Company's principal investment objectives are to provide real growth of income, being growth of incorme in
excess of the rate of inflation, and capital growth as a consequence of the nsing income

Relationship with the Investment Manager

Schroder Investment Management Limited (“Schroders”), which 1s authonsed and regulated by the Financial
Services Authonty (“FSA"), prowides investment management, accounting and company secretanal servces to the
Company under the terms of an investment management agreement Schroders also prowdes general marketing
support for the Company and manages relationships with key investors, 10 conunction with the Chairman, other
Board members or the corporate broker as appropnate

The Company's assets are managed m line with certain restrictions placed on Schroders by the Board These
restrictions include imits on the type and relative size of holdings which may be held i the pertfol:o and timits on the
use of gearning, hedging, cash, denvatives and other financial instruments Schroders 1S also responsible for ensunng
that the voting nghts held in respect of portfolio companies are used as part of a process of effective engagement
with the management of portfolio companies The Company also gives nstructons to Schroders to ensure that it
discharges the obligations of the Stewardship Code on its behalf

Schroders, In its capacity as Company Secretary, lages with the Company’s corporate broker to assist in the
implementation of the Company's discount management policy The Company Secretary also advises the Board on
key relationships with other third party service providers and ensures review by the Management Engagement
Committes of the services provided by these parties

All services carmed oul by Schroders are subject to regutar reporting to, and monitoring by, the Board and Audit
Committee as appropnate

Investment Strategy

The Board has delegated management of the Company's portfolio to Schroder Investment Management Lirmited
(the "Manager” and/or “Schroders”} The Manager manages the portfolio with the am of helping the Company to
achieve its investment objectives Details of the Managar's nvestment approach, along with other factors that have
sitected performance dunng the year, are set oul In the Investment Manager's Review on pages 6 and 7

Investment Policy

The investment policy of the Company 1s to Invest primarly in above-average yelding equities but up to 20% of the
portiolio may be invested In equitiss listed on recognised stock exchanges outside the UK If considered
appropriate, the Company may use equity related instruments such as convertible secunties and up to 10% of the
portiolio may be invested in bonds In addition, up to 20% of total ncome may be generated by short-dated call
oplions wntten on holdings in the portfolio

Spread of investment Risk

Risk in relation to the Company’s investments is spread as a result of the Manager investing the Company’s portfolio
with & view to ensuring that the portfolio retains an appropriate balance to mest the Company's investrment
objectives The key resinctions imposed on the Manager include () no more than 15% ot the Company's total net
assets, at the date of acquistion, may be invested in any one single company, (1) no morea than 10% of the value of
the Company's gross assets may be investad in other listed investment companies unless such companies have a
stated investment policy not to invest more than 15% of their gross assets In ather listed companies {in) no more
than 15% of the Company's total net assets may be invested in open-ended funds, and (iv) no maore than 25% of
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Report of the Directors

10

the Company’s total net assets may be invested 1n the aggregate n unhisted nvestments and holdings representing
20% or more of the equity capital of any company The investrnent Portfolio on page 8 demonstrates that, as at 31
August 2011, the Manager invested in 36 UK and 3 overseas equity Investments spread across a range of industry
sectors The Board believes that the diversity of the stocks, along with the above-mentioned restrictions imposed
on the Company's Manager, achieve the objective of spreading risk

Gearning

The Company’s policy is to permit borrowings up to 25% of shareholders’ funds 1t 1s Intended that the Manager
should have the flexibility to uttlise thus power In order 1o maximise potentiat returns where and to the extent that this
Is considered approprate by the Directors

The Company did not employ any borrowings duning the year under review

Performance
An outhine of performance, market background, investment activity and portfolio strategy dunng the year under
review, as well as outlook, 18 provided In the Investrment Manager's Review on pages 6 and 7

Measunng Success - Key Performance Indicators (“KPlIs”)

KPls are the method through which the Board measures the development and success of the Company’s business
The Board considers achievernent of the Company's Investment objectives as stated above to be the most
significant KPR for the Company

In order to allow the Board to measure performance against the Company's nvestrment objsctives, the Board 1s
provided with quarterly reports from the Manager These reports provide commentary on markets, portfolio actmty,
performance and strategy. including the impact of stock selechon decisions and other attnbution analyses, together
with the outleok for the portfolio ang markets This information forms the basis of discussions at each Board
meeting On a regular basis, the Board also reviews the investment approach and processes of the Manager and
considers reports from its broker on the perception of shareholders and the market on the Manager's performance
and the Company's strategy, together with statistics on peer group performance

A tull analysis of the Company's performance for the year under review and over the longer-term, togather with the
portfolio sector distribution relative to the FTSE All-Share Index as at 31 August 2011, can be found on pages 2 and
3 of this Report

Principal Risks and Uncertainties

The Board has adopted a matnx of key nsks which affect its business and a robust frarmework of internal controls
which s designed to monior those nsks to enable the Direclors to mitigate them as far as possible and which assists
in detsrmining the nature and extent of the significant nsks the Board is willing to take 1N achieving its strategic
abjectives A full analysis of the Director's system of internal control and its monitorng system 1s set out in the
Corporate Governance Statement on pages 23 and 24 The principal nsks to the business are considsred to be as
follows

Financial Risk

The Company 1s exposed to the effect of markst fluctuations due to the nature of its business A significant fall In UK
stock markets would have an adverse impact on the market value of the Company’s underlying invesiments The
Board considers the nsk profile of the portfolio at each Board meeting and discusses with the Manager appropnate
sirategies to mitigate any negative impact ansing from substantial changes in markets

A full analysis of the financial nsks facing the Company is set out Innote 19 on pages 37 ta 41

Strategic Risk

Over time, Investment vehicles and asset classes can become out of favour with Investars, or may fail to meet their
investment objectives This may result in a wide discount of the share price to underlying asset valus The Board
perodically reviews whether the Company's investment remit remains appropnate and continually monitors the
success of the Company in meeting its stated objectives
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Accounting, Legal and Regulatory Risk

In order to continue to qualify as an investment trust, the Company must comply with the reguiremsnts of Section
1158 of the United Kingdom Corporation Tax Act 2010 Should the Company net comply with these requirerments,
it rmight lose investrnent trust status and capital gains within the Company's portfolio could, as a result, be subject
to UK Capital Gains Tax

Breaches of the UK Listing Rules, the Companies Acts or other laws or regulations with which the Cormpany is
required to comply, could lead to a number ot detrimental cutcomes and damage the Company’s reputation
Breaches of controls by service providsrs, Including the Manager, could also lead to reputational damage or loss

The Board's system of internal control seeks to mitigate the potential iImpact of these risks and 1t also relies on its
adwvisers to assist 1t in ensunng continued compliance

11
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Report of the Directors

The Directors submut ther Report and the Audited Accounts of the Company for the year ended 31 August 2011

Revenue and Eamings
The net revenue return for the year was £6,065,000 {2010 £5,301,000), equivalent to net revenue of 8 83 pence
(2010 7 72 pence) per ordinary share

Dividend Policy

The Directors of the Company intend to continue 1o pay divdends at the end of January, Apnl, July and October in
each year Although it 1s infended to distnbute substantially all of the Company's net income after expenses and
taxation, tha Company may retain up to a maximum of 15% of the Company's gross tncome from shares and
securities In each year as a ravenue reserve to prowvide flexibility in dividend policy

For the year endsd 31 August 2011, the Directors have declared four intenm dwvidends totalling 9 30 pence per
share (2010 9 10 pence per share)

Directors and their Interests

The Directors of the Company and therr biographical details can be found on the inside front cover of this Report All
Directors held office throughout the year under review Mr Peregnne Banbury retired as a Director on 13 December
2010

In accordance with the Company’s Articles of Association and its pelicy on tenure as outhned in the Corporate
Governance Statement, Mr lan Barby, Mr David Causer, Sir Paul Judge, Mr Keith Nven and Mr Peter Readman will
retire at the forthcoming Annuat General Mesting and, being efigible, offer themselves for re-election The Board has
assessed the independence of all Directors Mr lan Barby, Mr David Causer, Sir Paut Judge and Mr Readman are
considered to be independent in character and judgement, notwithstanding that Sir Paul Judge and Mr Readman
have served on the Board for more than nine years Mr Niven 1s not considered to be independent as he was, until
31 October 2011, also a Director of Schroder UK Growth Fund pic, an invesiment trust managed by the same
Investment Manager

The Board supports the re-slections of Mr Barby, Mr Causer, Sir Paul Judge, Mr Niven and Mr Readman as it
considers that each of these Directors continues to demonstrate commitment to his rofe and provides a valuable
contnbution to the deliberations of the Board It therefore recommends that sharsholders vote i favour of therr re-
election

No Director has any matenial interest in any contract which 1s significant to the Company’s business

The Drrectors’ interests in the Company's share capital at the beginning and end of the financial year ended
31 August 2011, all of which were beneficial, were as follows

Ordinary shares Ordinary shares

of 10p each ot 10p each

Drrector 31 August 2011 1 September 2010
Sw Paul Judge 1000 1000 \
Peragrine Banbury™ N/A 1,000 !

lan Barby 100 000 100,000

David Causer 23750 23 750
Kerth Niven 83758 84,586 3

Petar Readman Nil Nil

* Mr Banbury retired as a [rector of the Company on 13 Decermber 2010

Following the financial year end, Mr Niven's sharsholding has decreased to 83,625 ordinary shares of 10 pence
each There have been no other changes to the above holdings between the end of the financial year and the date
of this Report

As at the date of this Report. the Company had 68,688,343 ordinary shares of 10p each in issue No shares were
held i treasury Accordingly, the total number of voting nghts in the Company as at the date of this Report is
68,688,343 Full detalls of the Company's share capital are set oul In note 14 on page 36
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Substantal Share Interests

As at the date of this Report, the Company has received notifications in accordance with the FSA's Disclosure and
Transparency Rule 5 1 2R of the following interests in 3% or more of the voting nghts attaching to the Company’s
Issued ordinary share capital

Number of Percentage of
ordmary shares total voting nghts
Legal & General plc 2,917,768 4 2%

In addition, the Dhrectors are aware that 27,051,615 ordinary shares, representing 39 4% of the Company’s 1ssusd
share capital, were held by investors in the Schroder 1SA as at 17 November 2011

Investment Manager

During the year uncer review the Board considered the senvices provided by the Investment Manager The Board
continues to consider that the Investment Manager provides the Company with considerable investment
management resource and experience, thereby enhancing the ability of the Company to achieve its investrent
objective The Board therefore considers that the Investment Manager's continued appointment under the terms of
the current Investment Management Agreement, further details of which are set out below, remains in the interests
ot shareholders as a whole

The Investment Management Agraement ¢can be terminated by either party orn 12 months' wntten notice or on
immediate notice In the event ot certain breaches of its terms or the Insolvency of either party At the date of this
Report, no such notice had been given

During the year ended 31 August 2011, the Investrment Manager was entitted to a fee at the rate of 10% of the net
revenue return for the year after taxation plus 0 375% on assets up to and includng £75 million, 0 35% cn the next
£50 million, and 0 325% on assets In excess of £125 milion The investment Management fee payable in respect of
the year ended 31 August 2011 1s shown in note 5 to the accounts on page 32

There are also performance tee arrangements in place The performance fee 1s symmetncal In naturs, so that the
Manager 1s rewarded for out-performance but penalised for under-performance The fee, or rebate, 1s based on the
Company's net asset value total return compared with the total return of the FTSE All-Share Index over a rolling
three-year period and 1s subject to a cap of 25% of the asset-based management fee for the year then ended The
performance fee, or rebate, 1s calculated and pard annually The fes, or rebats In respect of any period will be
calculated as 5% of the value (based on opening net assets for the relevant pencd) of the out-performarnice, or
under-performance, of the Company's net asset value over the return on the FTSE All-Share Index, with
performance measured i terms of total return For the year ended 31 August 2011, the Manager was entitled to a
performance fee amounting to £120,000 (2010 £5,000} as shown in note 6 to the accounts on page 32

The Investment Manager s authorised and regulated by the Financial Services Authanity

Policy for the Payment of Creditors

It 1s the policy of the Company to settle all Investment transactions In accordance with the terms and conditions of
the relevant market in which it operates All other expenses are pad on a timely basis in the ordinary course of
business There wers no outstanding trade creditors, other than purchases for future settiement, at 31 August 2011
(2010 i)

Statement of Directors’ Responsibilities
The Directors are responsible for prepanng the Report of the Directors, the Remuneration Report and the accounts
In accordance with applicable law and regulations

Company law requires the Directors to prepare accounts for each financtal year Under that law they have elected to
prepare the accounts In accordance with United Kingdom Generally Accepted Accounting Practice (United
Kingdom Accounting Standards and applicable law) Under company law the Directors must not approve the
accounts unless they are satisfied that they give a true and fair view of the state of affarrs of the Company and of the
profit or loss of the Company for that peniod In preparing these accounts, the Directors are required to

s select suitable accounting policies and then apply them consistently

+  make judgements and accounting estimates that are reasonable and prudent,
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* state whether applicable UK Accounting Standards have been followed, subject to any matenal departures
disclosed and explaingd in the accounts respectively, and

*  prepare the accounts on the going concern basis unless 1t 1s Inappropriate to presume that the Company will
continue in business

The Directors are responsible for keeping adeqguate accounting records that are sufficient to show and explan the
Company's transactions and disclose with reasonable accuracy at any time the financial position of the Company
and enable them to ensure that the accounts and the Remuneration Report comply with the Comparues Act 2006
They are also responsible for safeguarding the asssts of the Company and hence for taking reasonable steps for the
prevention and detection of fraud and other Irregulanties

The Directors are respansible for the maintenance and integnty of the Company’s website Legistation in the United
Kingdom govermng the preparation and dissermination of accounts may differ from legisiation in other jurisdictions

Each of the Drrectors, whose names and functions are set out on the inside front cover of this Report, confirms that,
to the best of therr knowledge

*  the accounts, which have been prepared in accordance with United Kingdom Generally Accepted Accounting
Practice (United Kingdom Accounting Standards and applicable law), give a true and farr view of the assets,
habiities, financial positian and net raturn of the Company, and

+ the Report of the Directors includes a farr review of the development and performance of the business and the
positon of the Company, together with & descrption of the pnncipal nsks and uncertainties that it faces

Going Concem

The Directors are of the opinion that 1t 1s appropnate to continue to adopt the going concern basis In accordance
with the FRC's "Going Concern and Liguidity Risk Guidance for Directors of UK Companies 2009" in the
preparation of the accounts as the assets of the Company consist predorminantly of secunties that are readily
realisable and, accordingly, the Company has adequate finangial resources to continue In operationat existence for
the foraseeable future

Corporate Govemance Statement
The Company’s Corporate Governance Staterment 1s set out on pages 20 to 24 and forms part of this Report of the
Directors

Anti-Bribery Policy

The Board notes the recent implementation of the Bribery Act 2010, which came into force on 1 July 2011 The
Company continues to be committed to carming out its business faidy, honestly and openly To this end, it has
undertaken a nsk assessment of its Internal procedures and the policies of the Company’s service providers and
has adopted a revised anti-bnbery policy which aims 1o prevent bribery being commmtted by Directors and persons
associated with the Company on the Company's behalf and to ensure compliance with the Bribery Act

Environmental Policy

The Company has adapted an environmental policy notwithstanding that, as an Investment company, the Company
has no direct social or environmental responsibilities, its policy 1s focussed on ensuring that its portfalio 1s properly
managed and Invested Detals of the Company's environmantal policy are set out in the Corporate Governance
Staternent

Independent Auditor

The Company’s Auditor, Deloitte LLP, have expressed ther willingness to reman in office and resolutions 1o
re-appoint them ag Auditor to the Company and to authonse the Directors to determine thair remuneration will be
proposed at the forthcoming Annual General Meeting

The Audit Commuittee remains satisfied with the effectiveness of the audit prowided by Deloitte LLP and theretore
has not considered it necessary 10 require an independent tender process The auditors are required to rotals the
audit partner every five years and this is the fourth year that the current audi partner has been In place
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The Audit Committes has adopted a pre-approval policy on the engagement of the Auditor to supply non-audit
services to the Company The Company did not incur any charges for non-audit services durtng the year under
review (2010 Erul}

Provision of Information to the Auditor

The Directors at the date of approval of this report confirm that, so far as each of them 1s aware, there 1s no relevant
audit iInformation of which the Company's Auditor 1s unaware, and sach Director has taken all the steps that he
ought 10 have taken as a Director in order to make himself aware of any relevant audit information and to establish
that the Company's Auditors are aware of that information

Annual General Meeting (*AGM”")

The following information 13 important and requires your immediate attention. If you are in any doubt
about the action you should take, you should consult an independent financial adviser, authonsed under
the Financial Services and Markets Act 2000, If you have sold or transferred all of your ordinary shares in
the Company, please forward this document with 1its accompanying form of proxy at once to the
purchaser or transferee, or to the stockbroker, bank or other agent through whom the sale or transfer
was effected, for onward transmussion to the purchaser or transferee

The AGM will be held on Wednesday, 21 December 2011 at 12 00 noon The formal notice of the AGM 1s set out
on page 42

Special Business to be proposed at the AGM
Resaclutions relating to the folfowing tems of special business will be proposed at the AGM

Resolution 10 - Authonty to Allot Shares {Ordinary Resolution) and Resclution 11 - Power to Disapply
Pre-Emption Rights (Special Resolution)

At the AGM held on 13 December 2010, the Directors were granted authonty to allot a imited number of new
ordinary shares or shares held in treasury for cash No shares have been allotted under this authonty, which will
expire at the forthcoming AGM At the AGM heid in December 2010, power was also given to the Directors to allot
a Imited number of new shares, or shares held in treasury, other than pro rata to existing sharsholders This power
will also expire at the forthcoming AGM and resclutions to renew both authonties will be proposed at the
forthcoming AGM, the details of which are set out in full in the Notics of Mesting

An ordinary resolution will be proposed to authonse the Directors 1o allot shares for cash up 10 a maximum
aggregate nominal amount of £343,441 {being 5% of the 1ssued share capital as at 18 November 2011) A special
resolution will also be proposed to give the Directors power to allot secunties for cash on a non pre-smptive basis
up t0 a maximum aggregate nominal amount of £343,441 (being 5% of the Company's issued shars capital
(excluding any shares held in treasury) as at 18 November 2011} Pre-emption nghts under the Companies Act
2006 apply to the re-sale of treasury shares for cash as well as the allotment of new shares Resolution 11 therefore
relates to both issues of new shares and the re-sale of freasury shares

The Directors intend to use the autherities to 1ssue shares whenever they believe it I1s advantageous both to new
investors and to the Company's existing shareholders to do so The authonty will only be used to issue shares at a
premiurm to net asset valus at the time of 1ssue

If renewed, both authonties will expire at the conclusion of the AGM In 2012 unless renswed or revoked earier

Resolution 12 — Authonty to Make Market Purchases of the Company's Own Ordinary Shares

{special resolution}

At the AGM held on 13 December 2010, the Company was granted authonty to make market purchases of up to
10,296,382 ordinary shares for cancellation or to be held in treasury No shares have been bought back under this
authonty and the Company therefore has remaining authonty to purchase up 10 10,296,382 ordinary shares This
authonty will expire at the forthcoming AGM

The Directors believe it 1s In the best interests of the Company and its shareholders to have a general authorty for
the Company to buy back its ordinary shares tn the market as they keep under raview the share prce discount to
net asset value and the purchase of ordinary shares A special resotution will be proposed at the forthcoming AGM
to give the Company authonty to make market purchases of up o 14 99% of the ordinary shares n 1ssue at
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18 November 2011 The Directors will exercise this authonty only if they consider that any purchase would be for
the benefit of the Company and its shareholders, taking into account relevant factors and circumstances at the

time Any shares so purchased would be cancelled or held 1n treasury for polental re-i1ssue If renawed, the authority
will expire at the conclusion of the AGM In 2012, unless renewed or revoked earler

The maximum purchass price that may be pad for an ordinary share will be no more than the greater of 5% of the
average of the middle market quotations for the shares, as taken from the London Stock Exchange Daily Officral
tist, for the five business days preceding the date of purchase and the higher of the price of the last independent
trade in the shares and the highest then current independant bid tor the shares on the London Stock Exchange
The minimum price will be 10p, being the nominal value per ordinary share

The resolution 1o be put to shareholders will also authonse the Company to hold up to 5% of the 1ssued share
capital bought back in treasury on the condrtion that such treasury shares woeuld onty be sold at a premium to net
asset value Shares held in treasury may be reissued or cancelled at a future date rather than simply cancelled at
the time of acquisition Any sharas held in treasury for 12 months wil be canceled

Resolution 13 - Adoption of New Articles of Association (Special Resolution)

A special resolution will be proposed at the AGM to adopt new articles of association (the “New Articles™) reflecting
certain recent changes to UK company law, including those required to comply with the EU Shareholders’ Rights
Regulations, which have come i to force since the Company's Articles of Association were last updated in
December 2008

Copies of the proposed New Articles are available from the Company Secretary and will be on display at the
registered office of the Company dunng normal business hours on any weekday (Enghsh public holidays excepted)
They will also be available for Inspection by any person attending the AGM

The prnncipal changss to the articles of association are set out below The opportunity has also besn taken to
reformat and reword the articles to bnng them up to date and so as to comply with recent changes in UK Company
law

1 Memorandum of Association

From 1 October 2009 the memorandum of association of a company must only contaun a statement that the
onginal subscribers wish to form & company, agree to be members of the company and accept at least one share
each in the company Other provisions previously contained 1 the Comparny’s mermorandum of association are
now deemed to form part of the articles of association Those provisions of the memorandum of association are
included in the New Articles with the exception of information about the authonsed share capial of the Company
(see 2 below) and the objects clause formerly contained n the memorandum which has been excluded from the
New Articles because the Company is ne longer required to set out its olbjects and its objects will accordingly be
unrestrcied

2 Authensed share capital
It s no longer necessary far a company to have an authonsed share capital and references to authonsed share
capital have been removed

3 Redemption of redeemable shares

Drectors can now determing the terms, conditions and manner of redemption of any redeemable shares which are
to beissued by the Company as long as they determine the terms of redemption prior to the issue of shares The
New Articles have been amended to enable the Directors 10 do this

Currently the Company has no redeemable shares in 1ssue

4 Reduction and re-purchase of share capital

The Company no longer needs authorisation in ifs artictes of association to reduce its share capital or purchase or
redeem its own shares or to pass an ordinary resolution to consoldate or sub-divide 1ts shares and reference 1o
these activities has been removed
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5 Consolidation and sub-dwision of shares

The Current Articles give the Company authonty to consolidate and/or sub-divide its shares by ordinary resolution
Under the Companies Act 2006 1t 1s no langer necessary for this authonty to be given in the Articles of Association
This provision has therefore been rermoved

6 Notice of general meetings

The Companies Act 2006 has changed the regurements for calling a general megeting on short notice, for making
such a notice avallable on a website and for the content of a notics calling a gengral meeting The New Articles have
been amended to reflect these provisions of the Companies Act 2006

7 Change of name by Directors

A company can now change 1ts name either by special resoluticn or by other means provided for by the company’s
articles, such as by board resolution The New Articles provide for approval of a change of narme of the Company
by a board resolution

Recommendation

The Board considers that all the resolutions to be propased at the AGM are in the best interests of the Company
and shareholders as a whole Accordingly, the Board unanimously recomimends to shareholders that they vote in
favour of the resolutions to be proposed at the forthcorming AGM, as they intend to do 1n respect of their own

By Order of The Board
Schroder Investment Management Limited
Company Secretary

18 Novernber 2011
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The determination of the Directors’ fees 1s a matter dealt with by the Management Engagement Committee and the
Board

The Company's Articles of Association currenily limit the aggregate fees payable to the Board of Directors to a total
of £125,000 per annum Subject 1o this overall Iimit, it 1s the Company's policy to determine the level of Directors’
fees having regard to the fees payable to non-executive directors in the industry generatly, the role that ndividual
Directors fulfil In respect of Board and Commuttee responsibiities, and time committed 1o the Company's affars The
Directors’ fees are reviewed annually by the Board During the year ended 31 August 2011, the Directors' receved
fees of £16,000 each, the Audit Committee Charrman received fees of £19,000 and the Chairman received fees of
£22,000 Directors' fees were increased with effect from 1 September 2011 Directors are now entitled to receive
fees of £19,000 each per annum, the Audit Committee Chairman is entitled ta recewve feas of £22,000 per annum
and the Charman 1s entitied to receive fees of £25,000 per annum

No Director past or present has any entitiernent to pensions, and the Company has not awarded any share options
or long-term performance ncentives to any of them No element of Directors' remuneration 1s performance-related

The Board believes that the prninciples of Section D of the UK Carporate Governance Code relating to remuneration
do not apply to the Company, except as outined above, as the Company has no executive Directors

No Director has a service contract with the Company However, Directors have a fetter of appontment with the
Company under which they are entitled to one month's notice In the event of termination The Ditectors’ terms of
appointment are avaiiable for ingpection at the Company's Registered Office address durng normat business hours
and at the Annual General Megting (*AGM")

All Directors are appointed for an imtiat term covenng the period from the date of theirr appointment until the first
AGM thereafter, at which they are required to stand for slection In accordance with the Articles ot Association
Thereafter, all Directors retire by rotation at least every three years and as required by the Company's policy on
tenure The Chairman meets with each Director before they are proposed for re-election, and, subject to the
evaluation of performance carned out each year, the Board agrees whether 1t is appropnate for that Director 10 seek
an additional term in office

When recommending whether an individual Director should seek re-election, the Board will take into account the
provisions of the UK Corporate Governance Code, including the ments of refreshing the Board and its Committees

Performance Graph
A graph showing the Company's share price total return compared with the FTSE All-Share Index total return, over
the last five years, I1s set out below

Sources shara price total return Momingstar (www morningstar co uk), FTSE All-Share total return
Thomson Financial Datastream (data rebased 1o 100 at 31 August 2008)
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The following amounts were paid by the Company for services as non-executive Directors

For the year ended For the year ended

Director 31 August 2011 31 August 2010
Sir Paul Judge £22,000 £22,000
Peregnne Banbury* £4,757 £16,750
lan Barby £16,000 £16,000
Dawd Causer £19,000 £18,250
Keith Niven £16,000 £16,000
Peter Readman £16,000 £16,000
£93,757 £105 000

Mr Banbury retred as a Director on 13 December 2010
*Mr Causer was appoinied as Chalrman of the Audit Committee on 7 Cecember 2008

The information 1n the above table has been audited (ses the Independent Auditor's Report on page 25)

By Order of the Board
Schroder Investment Management Limited
Company Secretary

18 November 2011
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The Board 1s committed to high standards of corporate governance and has mplemented a framework for ‘
corporate governance which it considers to be appropnate for an investment company in order 1o comply with the

pnnciples of the UK Corporate Governance Code {the “Code™), which replaces the 2008 Combined Code and s

applicable to the Company for the year under review The Code 1s published by the FSA and Is available to

download from www fsa gov uk

Compliance Statement

The UK Listing Authonty requires all UK Iisted companies to disclose how they have complied with the provisions of
the Cods This Corparate Governance Statemaent, together with the Statement of Directors’ Responsibilities and
Going Concern statement set out on pages 13 and 14, indicates how the Company has complied with the
pnnciples of good governance of the Code and its requirements on Intarnal Control

The Board considers that the Company has, throughout the year under review, comphed with all relevant prowvisions
set outin the Code, save in respect of the appointment of a Senior Independent Director, where departure from the
Code 1s considered appropnate given the Company's position as an investment company The Board has
considered whether a Senior Independent Director should be appointed As the Board comprises entirgly non-
executive Directors, the appointment of a Senior Independent Director 1s not considered necessary However, the
Charrman of the Audit Committee effectively acts as the Senior Independent Director, leads thae evaluation of the
performance of the Chairman and s available to Directors and/or shareholders if they have concerns which cannot
be resolved through discussion with the Charman

Apphcation of the Code’'s Pnnciples

Role of the Chairman

The Chairman s responsible for leading the Board, ensuring its effectivenass in all aspects of #s role and promoting
a culture of openness and debate by faciitating the effective contnbution of Directors, setting the Board's agenda
and for ensuring that adequate time 1s avallable for discussion of all agenda itemg, including strategy

Role of the Board
The Boeard 1s collectively responsible for the long-term success of the Company

The Board determines and monitors the Company's investment objectives and policy, and considers the future
strategic direction of the Company Matters specifically reserved for decision by the Board have been adopted The
Board 1s responsible for presenting a balanced and understandable assessment of the Company’s position and,
where appropriate, future prospects in annual and half-yearly accounts and other forms of public reporting it
monitors and reviews the shareholder base of the Cormpany, marketing and shareholder communication strategies,
and evaluates the performance of all service providers, with input from its Committees where appropriate A
procedure has been adopted for Directors, in the furtherance of their duties, to take independent professional
advice at the expense of the Company, where appropnate The Directors have access to the advice and services of
the corporate Company Secretary through its appointed representative, who is responsible to the Board, inter aia,
for ensunng that Board procedures are followed, and that applicable rules and regulations are complied with

Compositton and Independence

The Board currently consists of five non-executive Directors The biography of each serving Director, including thesr
age and length of service, may be found on the Inside front cover of this Repont The Board considers each of the
Charman, Mr Barby, Mr Causer and Mr Readman to be independent of the Company's Investment Manager

Mr Niven 13 not considered to be independent by wirtue of his previous position as a Director on the Beard of
another investment trust managed by Schroders The independence of each Director 1s considered on a centinuing
basis

The Board has no executive Directors and has not appointed a Chief Executive Officer as it has contractually
delegated responsibility for the management of the Company’s investment portfolio, the arrangement of custodial
services and the provision of accounting and company secretanal services The Company has no employees

The Board 1s satisfied that, taking into account the outcome of succession plans as set out in the Charman's
Staternent on page 4, it is of sufficient size, with an approprtate balance of skills ang experience. Indspendence and
knowledge of both the Company and the wider investment caompany 1ndustry, to enable it to discharge its
respective duties and responsibilities effectively

Board Committees

The Board has delegated certain responsibilittes and functions to Commuttees Terms of Reference for
each of these Commuttess, which are reviewed annually, are avallable on the Company's website at

www schrodenncomegrowthifund com Detatls of membership of the Committess at 31 August 2011 may
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be found on the inside front cover of this report and Information regarding attendance at Committes Meetings
during the year under review may be found on page 22

Audit Committee

The role of the Audit Committee Is to ensure that the Company maintains the highest standards of integnty in
financtal reporting and internal controt The Board considers each member of the Committee to be mndspendent
The Board also considers that members of the Committee have recent and relevant financial expenence

To discharge its duties, the Committee met on two occasions dunng the year ended 31 August 2011 and
considered the annual and half-yearty accounts, the external Auditor's year-end reports, management
representation letters, the effectiveness of the audit process, the independence and abjectivity of the external
Auditor and Internal contrels operating within the management company and custodian

Management Engagement Committee

The rote of the Management Engagement Committee 1S to ensure that the Company’s investment manager remaing
sutable to manage the portfolig, that the management contract 1s competitive and reasonable for the shareholders,
and that the Company maintains appropriate administrative and company secretarial support The Committee also
reviews the services provided by other third party service providers In addition, the Commitiee reviews fees paid to
Directors and makes recommendations to the Beoard in this regard The Board considers each member of the
Committee to be independent

To discharge ts duties, the Committee met on two occasions dunng the year ended 31 August 2011 and
considerad the performance and suitability of the investment Manager, the terms and conditions of the
rmanagement contract and the fees pard to Directors

Nomunation Committee

The role of the Committee ts to consider and make recommendations to the Board on its composition so as to
maintain an appropnate balance of skills, experience and diversity, Including gender, and to ensure progressive
refreshment of the Board On individual appointments, the Committee leads the process and makes
recommendations 10 the Beard The Board considers each member of the Committee, with the exception of
Mr Niven, to be independent

To discharge ts duties, the members of Committee met on one accasion durng the year ended 31 August 2011 to
consider the composition and balance of the Board and Board succession planning

Betore the appointment of a new Director, the Nomination Committee will prepare a descnption of the role and
capabilities required for a particular appointment, having evaluated the balance of skills, knowledge and expenence
and diversity of the Board When considenng whether to replace a Director the Company's policy on tenure 1s also
taken into account In light of this evaluation, the Nomination Committee will consider a range of candidates
sourced either from recommendation frorm within the Company or by using external consuitants

The Nomination Committee will assess potential candidates on ment against & range of cntena including
experience, knowledge, professional skills and personal qualities and independence If this Is required for the role
Candidates' abilty to commit sufficient time to the business of the Company 1s also key, particularly In respect of the
appointment of the Chaiman The Chairman of the Nomination Committee is pnmarnly responsible for interviewing
suitable candidates and a recommendation will be made to the Board for final approval

Tenure

The Drrectors have adopted a policy on tenure that 1s considered appropriate for an investment company The
Board does not believe that length of service, by itself, leads to a closer relationship with the Investment Manager or
necessanly affects a Director’s ndependence of character or judgement Therefore, the independence of Directors
will continue to be assessed on a case by case basis In order to gve shareholders the opportunity to endorse this
policy, and In accordance with the provistons of the Code, any Director who has served for more than nine years will
thereafter be subject to annual re-election by shareholders

Inducticn and Training

The Board has adopted a full, formal and tallored induction programme for new Directors, which 1s administered by
the Company Secretary Directors are provided, on a regular basss, with key information on the Company’s policies,
regulatory requirements and its internal controls Regulatory and legislative changes aftecting Directors’
responsibilitias are advised to the Board as they anse, along with changes to best practice Adwisers to the
Company provide relevant reports to the Board from time to time In addition, the Chairman reviews the training and
development needs of each Director annually as part of the evaluation process ocuthned below
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Board Evaluation

The Board has adopted a formal and ngorous annual evaluation of its own pertormance and that of its Committees
and indvidual Cirectors The last evaluation took place in July 2011 The evaluation takes place in two stages, firsly,
the evaluation of individual Directors 1s led by the Chairman, and the evaluation of the Chairman’s performance s led
by the Chairman of the Audit Commuttee Secondly, the Board avaluates its own performance and that of its
Committees The Directors meet at least once a year without the Chairrman present and the Chairman of the Audit
Committee charrs this meeting

Evaluation 1s conducted utiising a guestionnaire combined with one to one meetings If appropnate The Board has
developed critena for use at the evaluation, which focuses on the indwdual contnbution to the Board and its
Committees made by each Direcier, an analysis of the time which Directors are able to allocate to the Company t¢
discharge ther duties effectively and the responstbilities, composition and agenda of the Commitiees and of the
Board iself

Meetings and Attendance

The Board meets at least four times each year Additional meetings are also arranged as required and regular
contact between Directors, the Investment Manager and the Company Secretary Is maintamned throughout the year
Representatives of the Investment Manager and Company Secretary attend each meeting and other advisers also
attend when requesled to do so by the Board Attendance at the four scheduled Board meetings and at Committes
mestings held during the year under review 1s set out In the table below

Management

Audit Nommation Engagement

Director Board Committee Committee Committee
Sir Paul Judge 4/4 2/2 11 2/2
lan Barby 4/4 2/2 ifal 2/2
Peregnne Banbury” 212 iVl N/A 1
Dawid Causer /4 2/2 i7al 2/2
Keith Niven 4/4 N/A i1 NIA,
Peter Readman a/4 2/2 171 2/2

* Mr Banbury retired as a Directer on 13 December 2010

The Board 1s satisfied that each of the Chairman and the other non-executive Directors commit sufficient time to the
affars of the Company to fulfil therr duties as Directors

Information Flows

The Charrman ensures that all Directors receive, in a timely manner, relevant management, regulatory and financial
information and are provided, on a regular basts, with kay information on the Company's policies, regulatory
requirements and internal controls The Board receives and considers reports regularty from the Investment
Manager and other key advisers and ad hoc reports and information are suppled to the Board as required

Directors’ and Officers’ Liability Insurance
During the year, the Company has maintained insurance cover for its Directors and Officers under a Directors' and
Officers’ lability insurance policy

Oirectors’ Indemnities

The Company provides a Deed of Indemnity to each Director to the extent permitted by United Kingdom law
whereby the Company s able to indemnify such Director against any hability incurred in proceedings in which the
Director 1s successtul, and for costs in defending a ¢clam brought against the Director for breach of duty whera the
Director acted honestly and reascnably

Conflicts of Interest

The Board has approved a policy on Directors’ conflicts of interest Under this policy, Directors are required to
disclose all actual and potential conficts of interest to the Board as they anse for consideration and approval The
Board may impose restrictions or refuse to authonge such conflicts if deemed approprate

Major Shareholders
Details of the Company’s major shareholders are set out in the Report of the Diectors on page 13
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Corporate Governance

Relations with Shareholders

The Board believes that the maintenance of good relations with both instituhonal and retall shareholders 1s important
for the long-term prospects of the Company The Board recewes feedback on the views of shareholders from its
corporate broker and the Investment Manager

The Board believes that the Annual General Mesting prowides an apprapnate faorum for investors to communicate
with the Board, and encourages participation The Annual Report and Accounts i1s, when possible, sent to
shargholders at least 20 busingss days before the Annual General Meeting The Annual General Meeting s typically
attended by the full Board of Directors and proceedings Include a presentation by the Investment Manager There 1s
an opportunity for indmdual sharsholders to question the Charmen of the Board, Audit and Management
Engagement Committees at the Annual General Meeting Details of proxy votes recerved in respect of sach
resolution are made avalable to sharehoclders at the meeting and on the Company’s website as soon as reasonably
practicable after the meeting

The Board believes that the Company’s policy of reporting to shareholdsrs as soon as possible after the Company’s
year-end, and holding the earliest possible Annua! General Meeting, 15 valuable The Notice of Meeting on page 42
sets out the business of the meeting

Environmental Policy

The Company's primary invastment objective ts to achiave optimal financial returns for shareholders, wathin
established rsk parameters and regulatory constraints Provided that this chjective 1s not compromised In the
process the Board doses, however, believe that it Is also possible to develop a framework that, in the interaests of our
shareholders, allows a broader range of considerations, including environmental and social 1ssues, to be taken into
account when selecting and retaning investments The investment process therefore contains a review of research
Into the environmental, social and ethical stance of companies Where potential financial or reputational nsks are
identified, therr matenalty 1s assessed and given due consideration by the Manager when selecting or retaining
Investments

Exercise of Voting Rights and the UK Stewardship Code

The Company has detegated responsibiity for voting to Schroders which votes 1n accordance with its corporate
governance policy A copy of this policy 1s available on the Company's website The Beard has noted the
implementation of the UK Stewardship Code, which it considers to be animportant tool in shareholder
engagement Schroders’ compliance with the principles of the UK Stewardshp Code 1s reported on its website,
www schroders com

Intema! Control

The Code requires the Board to conduct, at least annually, a reviewy of the adequacy of the Company's systems of
nternal centrol, Including its nsk management system, and report to sharsholcders that 1t has dons so The Board
has undertaken a full review of all the aspects of the Turnbull Gudance, under which the Board 1s responsible for the
Company's system of internal control and for reviewing 1ts effectveness The Board has approved a detaled Risk
Map identifpng significant strategic, investment-related, operational and sevice provider-related nsks and has in
place a monitonng system to ensure that nsk management and all aspects of internal control are considered on a
regular basis, and fully reviewed at least annually The monitering system assists in detemmining the nature and
extent of the significant nsks the Board 1s willing to take in achieving its strategic cbjectives

The Board believas that the key nsks identified end the implementation of a system to identify, evaluate and manage
these risks are based upon and relevant to the Company's business as an Investment company Risk assessment,
which has been in place throughout the financial year and up to the date of thys report, includes consideration of the
scope and quality of the systems of internal control, including any whistleblowing policies where approprate,
adopted by the Investment Manager and other major service providers, and ensures regular commurication of the
results of monitonng by third parties to the Beard, the incidence of significant control fallings or weaknesses that
have been identified at any time and the extent to which they have resulled In untoreseen outcomes or
contingencies that may have a matenal iImpact on the Company's perfomance or condiion No significant control
falings or weaknesses were identified dunng the course of the year and up to the date of this repon, from the
Board's on-going nisk assessment

Although the Beoard believes that it has a robust framewaork of Internal control in place this can provide only
reasonable and not absolute assurance against matena! financial rmusstatement or loss and 1s designed to manage,
not eliminate, rsk
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The Company does not have an internal audit function as it employs no staff and contracts to thrd parties most of
its operations  The Board will continue to monitor its system of internal control and to take steps 1o embed the
systern of internal contrel and nsk management into the operations of the Cormpany |In doing so, the Audit
Committee will review at least annually whether a function equivalent to an internal audit 1s needed




Schroder Income Growth Fund plc

Independent Auditor’s Report

To the members of Schroder Income Growth Fund plc

Wae have audited the accounts of Schroder Income Growth Fund plc for the year ended 31 August 2011 which
comprise the Income Siatement, the Reconciiation of Movements in Shareholders' Funds, the Balance Sheet, the
Cash Flow Statement and the ralated notes 1 to 19 The financial reporting framework that has been applied in ther
preparation 1S appiicable law and United Kingdom Accounting Standards (United Kingdom Generally Accepted
Accounting Practice}

This report 1Is made solely to the Company's members, as a body, in accordance with Chapter 3 of Part 16 of the
Companies Act 2006 Our audit work has been undertaken so that we might state to the Company's members those
matters we are required to state to them in an auditor's report and for no other purpose To the fultest extent permitted
by law, we do not accept or assume responsibility to anyone other than the Company and the Company's members as
a body, for our audit work, for this report, or for the opinions we have formed

Respective responsibilities of directors and auditor

As explaned mora fully in the Statement of Directors' Responsibilities, the directors are responsible for the preparation
of the accounts and for being satistied that they give a true and fairr view Qur responsibility (s to audit and express an
opinion on the accounts in accordance with applicable faw and International Standards on Auditing (UK and treland)
Those standards require us to comply with the Auditing Practices Beoard's (APB's) Ethucal Standards for Audiiors

Scope of the audit of the accounts

An audit involves obtaining evidence about the amounts and disclosures in the accounts sufficient to give reasonable
assurance that the accounts are free from material misstatement, whether caused by fraud or error This includes an
assessment of whether the accounting policies are appropriate to the Company's crcumstances and have been
consistently applied and adequately disclosed the reasonableness of significant accounting estimates made by the
directors and the overall presentation of the accounts In addition, we read all the fnancial and non-financia!l
intormation in the annual report to dentify matenial iInconsistencies with the audited accounts If we become aware of
any apparent material missiatements or inconsistencies we constder the implications for our report

Opimen on accounts
In our opinion the accounts

* give a frue and farr view of the state of the Company's affairs as at 31 August 2011 and of its profit for the vear then
ended,

* have been properly preparaed in accordance with United Kingdom Generally Accepted Accounting Practice, and
+ have been prepared in accordance with the requirements of the Comparies Act 2006

Opinion on other matters prescnbed by the Companies Act 2006

In our opinion
+ the part of the Remuneration Report to be audited has been properly prepared in accordance with the Companies
Act 2008, and

* the information given in the Report of the Directars for the financial year for which the accounts are prepared is
consistent with the accounts

Matters on which we are required to report by exception

We have nothing to report In respect of the following matters under where the Compantes Act 2006 requires us to

report to yeu if, in our gpinion

* adequate accounting records have not been kept, or returns adequate for our audit have not been receved from
branches not visited by us, or

* the accounts and the part of the Remuneration Report to be audited are nct m agreement with the accounting
records and returns, or

* certan disclosures of Directors' remuneration specified by law are not made, or

* we have not received all the information and explanations we reguire for our audit

Other matter

Under the Listing Rules we are required to review

+ the Statenent of Directors’ Responsibilities contained within the Report of the Directors in relation to going concern,

+ the part of the Corporate Governance Statement relating to the Company’s compliance with the nine provisions of
the UK Corparate Governance Code specified for our review, and

*__certain elgments of the report to Shareholders by the Board on Directors' remuneration
g%uart ﬁcén CA (Senior Statutory Auditor)

for and on behalt of Deloitte LLP
Chartered Accountants and Statutory Auditor
London, United Kingdom

18 November 2011
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Income Statement

For the year ended For the year ended
31 August 2011 31 August 2010

Revenus Capital Total Ravenue Capita Total

Note £'000 £:000 £'000 £'000 £'000 £'000

Gains on investments held at far value 2 - 5,346 5,346 - 8,123 8,123
Other currency gans 3 - 4 14 - - -
Income 4 6,894 - 6,894 6,072 - 6,072
Investment management fee 5 (558) (555) (1,110) (497) (497) {994}
Pertormance fee 6 - (120) (120} - {8) (5)
Administrative expenses 7 (247) - {247} (274) - {274)
Net return on ordinary activities before taxation 6,092 4,685 10,777 5,301 7,621 12,922
Taxation on ordinary actvities 8 (27) - {27) - - -
Nat return attributable te equity shareholders 6,065 4,685 10,750 5,301 7.621 12,822
Net return per ordinary share 10 8,83p 682p 15 65p 772p 1110p 1882p

The Total column of this statement is the profit and foss account of the Company The Revenue and Capital columns are both provided in
accordance with guidance tssued by The Association of Investrment Companies The Company has no recognised gains or losses other
than those disclosed in the Income Statement and the Reconaiiation of Movements in Shareholders’ Funds Accordingly no Statement of
Total Recognised Gains and Losses 1s presented

All revenue and capital tems in the above statement denve from continuing operations

The notes on pages 30 to 41 form an integral part of these accounts
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Reconciliation of Movements in Shareholders’ Funds

Called-up Capita! Share Share Warrant
share redemption premium purchase exercise Capital Ravenue

capital reserve account reserve resarve reserves reserve” Total

Note £'000 £'000 £'000 £'000 £'000 £'000 £'000 £'000

At 1 September 2009 6,868 201 7404 34 936 1596 64,107 6556 123 479
Net return trom ordinary

activities - - - - - 7,621 5,301 12,922

Ordinary dividends paid 9 - - - - - - 6,113) 6113)

At 31 August 2010 6,869 2,01% 7.404 34,936 1,586 71728 5,744 130 288

At 1 September 2010 6 B6Y 2,01 7,404 34,936 1,596 71,728 5,744 130,288
Net return from ordinasry

actvities - - - - - 4,685 6,065 10,750

Ordinary dividends paid 9 - - - - - - (6,251) {6,251)

At 31 August 2011 6,869 2,011 7,404 34,938 1,596 76,413 5,658 134,787

“The revenue reserve represents the amount of the Company's reserves which I1s distnbutable by way of dvdend

The notes on pages 3G to 41 form an integral part of these accounts
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Balance Sheet

At At
31 August 31 August
2011 2010
Note £'000 £'000
Fixed assets
Investments held at far value through profit or 1oss 11a 132,913 128,686
Current assets
Debtors 12 1,015 821
Cash at bank and short-term deposits 1,314 1,069
2,329 1,890
Current hiatihties
Creditors - amounts falling cue within one year 13 (445) (288)
Far value of open dervative contracts investment habitties 11b {10) -
(455) (288)
Net current assets 1,874 1,802
Net assets 134,787 130,288
Capital and reserves
Called-up share capital 14 6,869 6,869
Capitat redemption reserve 15 2,011 2,011
Share premium account 15 7,404 7.404
Share purchase reserve 15 34,936 34,936
Warrant exercise reserve 15 1,596 1,596
Capital reserve 15 76,413 71,728
Revenue raserve 15 5,558 5,744
Equity shareholders' funds 134,787 130,288
Net asset value per ordinary share 16 186 23p 188 68p

These accounts were approved and authonsed for issue by the Board of Directors on 18 November 2011 and signed on its behalf by

S\ JARS PP

Sir Paul Judge
Charman

The notes on pages 30 to 41 form an integral part of these accounts

Registered in England and Wales
Company Number 3008494
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Cash Flow Statement

Schroder Income Growth Fund plc

For the Forthe
year ended year ended
31 August 31 August
2011 2010
Note £'000 £000
Operating activities
Dwvidends and interest received from investments 6,813 6,123
Intergst receved on deposits 7 15
Option premium income 112 -
VAT and interest recovered from HMRC - 926
Invastment management fee pad {1,051) (1,077)
Pertormance tee (paid)/rebate receved (5) 11
Administrative expenses paid (258) {292)
Net cash inflow from operating activities 17 5,418 5,806
Taxation
Qverseas tax pald (55) -
Total tax paid (55) -
Capital expenditure and financial investment
Acquisiion of nvestments (39,890) (35,944)
Oisposal of investrments 41,009 34,233
Net cash inflow/{outflow) from investment activities 1,119 (1,711}
Equity dividends paid
Ordinary shares {6,251) {6,113)
Nat cash inflow/{outflow) 231 {2,018)
Reconcihation of Net Cash Flow to Movement in Net Funds
For the Fortha
year ended year ended
31 August 31 August
2011 2010
£'000 £'000
Net cash inflow/(outfiow} 231 {2018
Realised exchange gans on currency balances 14 -
Net funds at 1 September 1,068 3,087
Net funds at 31 August 1,314 1,069

The notes on pages 30 to 41 form an integral part of these accounts
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Notes to the Accounts

1. Accounting policies

The principal accounting policies have heen applied consistently throughout the year ended 31 August 2011, are unchanged from 2010 and are set out
below

a  Basis of preparation

The accounts have been prepared on a geing concern basis under the histoncal cost convention, modified 1o ncliudae the ravaluation ¢t investments and
in accordance with the Companies Act 2006, applicable UK Accounting Standards and with the Statement of Recommended Practice (| SORP'} tor
'Financial Statements of Investment Trust Companies and Venture Capital Trusts” issued in January 2009 by the Association of Investment Companes
{AIC)

b  Presentation of Income Statement

In arder to better refiect the actvities of an investment trust company and In accordance with guidance issued by the AIC supplementary information
which analyses the Income Statement between items of a revenue and capital nalure has been presented alongsicde the Incoms Statement in
accordance wilh the Company's status as a UK investment company under Section 833 of the Companies Act 2006, net capital returns may not be
distributed by way ot dividend

¢ Income

Divdends recevable from equity shares are taken 1o ravenue on an accruals basis and are recorded on an ex-dvidend basis, except where in the opinion
of the Directors, the dnadend 1s capital In nature in which case 1t 1s taken to captat Where the Company has elected to recewve its dividengds in the form of
adaditional shares rather than in cash, the amount of the cash dividend foregone 1s recognisedas revenue Any excess in the value of the sharss receved
over the amount of the cash dvidend foregone 1s recogrised In the capital reserve

Interest receivable from bank deposits and other Income 1S recognised on an accnials basis

d Call Options

The Company may write oplions with a view to generating Income This includes the wniting of short-dated cal options written on holdings in the perttolio
The use of financial dervatves 1s governed by the Company's policies, as approved by shareholders and/or the Board

These options are recorded infidlly at far vatue, based on the premium income received They are Inbially recognised an trade date and measured then
and subsequently at fair value Changes in the far value ot the options are recognised In the captal return for the pencd

The cali premiums are recognised evenly over tha life of the option and shown In the revenue raturn  with an approprats amount shown in the capital
return to ensure the total return reflects the overall change In the far value of the opticns

Where an option |s exercised, any balance of the pramium is recognised iImmediately In the revenue return with a corresponding adjustmant in the capital
return based on the amount of the oss ansing on exarcise of the option

e Expenses and interest payable

All expenses, including the investment management tee and interest payable are accounted for cn an accrals basis

The investment management fee 1s apportioned equally betwesn revenue and capral Performance fee charges and rebates are allocated entirely to
capial as they are pnmarily attributable to the capital performance of the Company's invesiments

All other expanses are charged through revenue except those expenses incidental to the acquisiion or disposal ot Investments which are charged to
capital This allocation 1s in accordance with the Boards expected long term split of returns in the form of captal &and income profits respectively

f Investments
All investments ars classiMed as held at far value through profit or loss They are int:alty recognised on the frade date and measured then and
subsequently at far value Far value 1s assumed 1o be the bid value of investments at the c¢lose of business on the relevant date

Changes in tar value are included In the Income Statement as a capital item and are not distributable by way of a dsdend

g Foreign exchange
The Company 15 a UK listed company with a predominantly UK shareholder base The results and financial positon of the Company are expressed in
sterling, which I1s the functiona) and presentational currency of the Company

Transactions denorminated in foreign currencigs are calcutated in stering at the rate of exchange ruling at the date of such transactions Monetary assets
and labilties wn foreign currencies are transialed at the rates of exchange ruling at the balance sheet date, and the resulting gains or losses are taken to
capitat

h  Taxation

Delerrad tax 1s provided in full, using the liabiity method, on all taxable and deductible temporary differences at the balance sheet date between the tax
bases of assets and labilties and their carrying amounts for financial reporting purposes Deferred tax assets and liabilities are measured, without
discounting, at the tax rates that are expecied to apply to the period when the asset is realised or the labity settled based on tax rates and tax laws that
have been enacted or substantively enacled at the balance shest date

Deterrad tax assets are recognised to the extent that t Is probable that future taxable profits wif be availatls against which the deductible ternporary
differences can be utiised

Due {o the Company s status as an investment trust company, and the intantion to continue to meet the condhons required by Section 1158 of the UK
Corporation Tax Act 2010 to obtain approval in the foreseeable tuture, the Company has not provided for deferred tax on any capital gans and losses
ansing on the revaluation of investments, or currant tax on any capital gains on the disposal of investments
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Notes to the Accounts

1 Didends payable

Under FRS 21 final dwvidends should not be accrued in the accounts unless they have been approved by shaeholders before the Balance Shest date
Intenm dividends are only recognised when they have been paid Dmdends payable 1o equity shareholders' as recognised In the Reconciliation ot
Movements 1n Shareholders' Funds when they have been approved by shareholders in the case of a final dwdend, or paid in the case of an intenm
dmdend and become a kabiity of the Company

J Called-up share capital
Represents the nominal value of authonsed and allotted. called-up and fully pad ordinary shares issued

k Capital redemption reserve
Represents the nominal value of ordinary share capital repurchased for cancellation and 1s transierred out of caled-up share capital and into the capital
redemption reserve

I Share premium account
Represents the amount by which the tarr value of the considaration received exceeds the nominal valus of shares iIssued

m  Share purchase reserve

The cost of repurchasing ordinary shares including stamp duty and transaction costs are taken directly to the share purchase reserve and dealt with i the
Recenciliation of Movements in Shareholders’ Funds Share purchase transactions are accounted tor on a trade date basis The nominal value of ordinary
share capital repurchased and cancelled 1s transferred out of the called-up share capital and into the captal redermnption reserve

n Warrant exercise reserve

The premium ansing on the issue of shares where there are warrants attached was apportioned between shares and warrants as part of sharehoiders’
funds on the basis of market values of shares and warrants as on the first day of dealing The warrant element was referred 10 as the warrant reserve On
exercise of the warrants the pramiumn relating to the warrants exercised 1S transferred from the warrant resere to & warrant exercise reserve, a non-
distributable reserve

o Capital reserve
The following are accounted for in this reserve

- gains and losses on the realsation of Investments

- realised exchange difterences of a capital nature

- invesiment holding gains/(losses), and

- other capital charges and credits allocated to capital in accordance with the above policies,

p Financial instruments
Cash at bank and in hand may comprise cash and on-demand deposits which are readily convertible 10 a known amount of cash and are subject 1o
insignihicant nsk of changes 1n value

Other debtors and creditors do not carry any Interest, are short-termn in nature and are accordingly Stated at far value and subsequently held at amortised
cost

2. Gains on investments held at far value

For the For the

year ended year ended

31 August 31 August

2011 2010

£'000 £'000

Net gains on disposal at histonc cost 5,517 1 081
Far value adiustments in earlier years {2,257) 620)
Gains based on carrying values at the previous balance sheet date 3,260 471
Investment holding gans dunng the year 2,086 7852
5,346 8,123

3. Currency gains

For the For the

year ended year ended

31 August 31 August

2011 2010

£'000 £'000

Currency gans 14 -
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Notes to the Accounts

4 |Income
For the For the
year ended year ended
31 August 31 August
2011 2010
£'000 £ 000
Income from invastments
UK franked divdend incoms 6,423 6,058
Overseas dividend incorme 363 -
6,786 6,058
Option premium Income 101 -
Interest on deposits 7 14
6,894 6,072
5. Investment management fee
For the Forthe
year ended year ended
31 August 31 August
2011 2010
£'600 £ 000
Management fee
- charged to revenue 558 497
- charged to capital 555 497
1,110 894
The basaes tor calculating the investment management fee and the performance fee are set out in the Report of the Directors on page 13
6. Performance fee
For the Fer the
year ended year ended
31 August 31 August
2011 2010
£'000 £'000
Performance fee
- charge to capital 120 5
120 5
7 Administrative expenses
For the For the
year ended year endad
31 August 31 August
2011 2010
£'000 £'000
Allocated to revenue
General expenses 131 148
Directors’ tees 84 105
Auditors’ remuneration
Fees payable to the Company’s auditor for the audnt of the Company’s annual accounts 22 21
247 274
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Notes to the Accounts

8. Taxation on crdinary activities

(a) Analysis of charge In the year

For the For the

year ended year ended

31 August 31 August

2011 2010

£'000 £'000

lrrecoverable overseas tax 27 -
Total current tax ¢harge for tha year (note 8 (b)) 27 -

The Company has no corporation tax lability in year to 31 August 2011 {2010 £ni)

(b) Factors affecting tax charge for the year
No provision has been made tor taxation on any realised gains on investments as the Company has conducted itself so as 1o achieve nvestment trust
status under Section 1158 of the UK Corperation Tax Act 2010

The tax assessed lor the pernod 1s lower {2010 lower) than tha standard rate of Corporation Tax in the UK of 26% (2010 28%)
Approved investment trust companies are exempt from tax on capital gains within the Company

The diterences are explained below

For the year ended 31 August 2011 For tha year ended 31 August 2010
Revenue Capital Total Revenue Capital Total
£'000 £'000 £'000 £'000 £°000 £'000
Net return on ordinary activities before tax 6,092 4,685 10777 5301 7,621 12,922
Net return on ordinary actvities at the standard rate
of UK Corporation Tax of
For the period 1 September 2010 to
31 March 2011 28% (2010 28%) 995 765 1,760 1,484 2,134 3818
For the period 1 Aprt 2011 to
31 August 2011 26% (2010 28%) 660 508 1,168
Eftects of
Exempt dwvidends® {1,843) - {1,843) {1,696) - (1.806)
Capital returns on investments® - {1,456} {1,456) - (2.274) (2,274)
Expenses not deductible for tax purposes 1 - 1 1 - 1
Expenses not utilised in the year 187 183 370 211 40 351
Irecoverable overseas tax 27 - 27 - - -
Current tax charge for the year (note 8(a)) 27 - 27 - - -

The standard rate of UK Corporation Tax changed from 28% to 26% with effect from 1 April 2011

“These items are not subject 1o tax lor investment companies

{c) Provision for deferred tax
No prowsion tor deferred 1ax has been mads in the current or prior years

(d) Factors that may affect future tax charges
The Company has potential deferred tax asssts in respect of unutiised management expenses of £3 521 000 (2010 £3,411,000) which has not bean
recognised as it Is not certain that the Company will have sufficient profits in the future 1¢ utiise this amount
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Notes to the Accounts

9 Dividends
For the For the
year ended yaar ended
31 August 31 August
2011 2010
£'000 £ 000
Amounts recognised as distributions paid in the peniod
Fourth ntesm dividend of pnor year of 4 30p (2009 4 10p) 2,954 2,816
First interim dividend of 1 60p (2010 1 60p) 1,099 1,089
Second intenm dvidend of 1 60p (2010 1 60p} 1,099 1,089
Third! intenm dividend of 1 60p {2010 1 60p) 1,099 1,089
Total dwdends of @ 10p (2010 8 S0p) 6,251 6113
All dwvidend payments in the above table are based on 68,688,343 ordinary shares
For the For the
year ended ysar ended
31 August 31 August
2011 201G
£'000 £'00C
Dividends payable in respect of the year
First intenm dividend of 1 60p (2010 1 60p} 1,009 1,099
Second internim dvdend ot 1 60p (2010 1 80p} 1,099 1,089
Third intenrn dividend of 1 80p (2010 1 60p) 1,098 1,089
Fourth mtenm dividend of 4 50p (2010 4 30p) 3,091 2954
Total dvidends ot 9 30p (2010 9 10p) 6,388 6,251

The above proposed tourth interm divdend of 4 50 pence per share (2010 4 30 pence per share) 1s payable on 68,688,343 (2010

shares in 1ssug

10. Return per ordinary share

60,688,343) ordinary

For the For the

year ended year ended

31 August 31 August

2011 201C¢

Revenue (£'000) 6,065 5,301

Capntal (£'000) 4,685 7.621

Total (£'0C0) 10,750 12,922

Weighted average number of shares 68,688,343 68,688,343
Revenue 8.83p 772p
Capttal 6.82p 11 10p
Total 15.65p 18 82p
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11. Investments and dervatives held at fairr value through profit or loss

{a) Investments

Schroder Income Growth Fund plc

For the Forthe
year ended year ended
31 August 31 August
2011 2010
£'000 £'000
Movements In Investments held as fixed assets
Book cost brought forward 119,162 116 360
Acquisitions at cost 39,880 35944
Proceeds of dispesals {41,009) {34 233)
Net gains realised on gisposals 5,917 1091
Book cost 123,560 119,162
Unrealised investment holding gains 9,353 9524
Valuation of investments 132,913 128 686
Allinvestments arg isted on a recognised stock axchange
(o) Far value of open denvative contracts
For the For the
year ended year ended
31 August 31 August
2011 2010
£'000 £'000
BT Call Option 16 September 2011 (3) -
Sainsbury Call Option 16 Septermber 2011 7 -
Far value (10} -
The following transaction ¢osts, Including stamp duty and broker commissions were ncurred dunng the year
For the Forthe
year ended year ended
31 August 31 August
2011 2010
£'000 £'000
Cn acquisibons 202 225
Cn disposals 55 51
257 276

12. Debtors

At 31 August

At 31 August

2011 2010
£'000 £'000
Amounts recenable within one year
Accrued income 973 800
Prepaid expenses 14 21
Overseas tax recoverable 28 -
1,015 821
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13. Creditors

At 31 August

At 31 August

2011 2010
£'000 £'000

Amounts payable within one year
Accrued expenses 445 288
445 288

14, Called-up share capital

At 31 August

At 31 August

2011 2010
£'000 £'000
Authonsed 312 500 000 ordinary shares of 10p each 3,250 31250
Allotted, Called-up and Fully paid 68 688 343 (2010 68,688 343) ordinary shares of 10p each 6,869 6 B69
15. Reserves
Caputal
Capital reserve
Camtal Share Share Warrant reserve holding
redemption premium purchase exercise gamnsand  gains and Revenue
reserve account reserve reserve {losses) {losses) reserve
£'000 £'000 £'000 £'000 £'000 £'000 £'000
Balance brought forward 1 September 2010 20Mm 7,404 34,936 1,586 62.204 9 524 5,744
Gains on disposal of iInvestments - - - - 3,260 - -
Net change in investment holding gans - - - - - 2,086 -
Transfer on disposal of :mnvestiments - - - - 2,257 (2 257) -
Realised exchange gains on cuirency balances - - - - 14 - -
Management fees paid allocated to capital - - - - {555) - -
Pertormance tee - - - - {120} - -
Divigends pad - - - - - - (6,251)
Net revenue return for the year - - - - - - 6,065
Balance carned forward at 31 August 2011 2,011 7,404 34,936 1,596 67,060 9,353 5,558

16. Net asset value per ordinary share

At 31 August
2011

At 31 August
2010

Net asset value per ordinary share

196.23p

189 68p

The net asset value per ordinary share 1s based on net assets attnbutable to ordinary shareholders of £134 787,000 (2010 £130 288,000) and
68,688,343 {2010 68,688,343) ordinary shares in 1ssue at the year-end
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17. Reconcihation of return before finance costs and taxation to net cash inflow from
operating activities

For the For the

year ended year ended

31 August 31 August

2011 2010

£'000 £'000

Net return before finance caosts and taxation 10,777 12922

Gains on invastments held at far value {5,346) 8,123)

Other currency gans (14) -
(increase)/decrease In accrued income (gross) (173) 68 |
Decrease In prepayments and other debtors 7 1033 ‘

Increase n oplion labity 10 -

increase/(decrease) in accrued expenses excluaing interest 157 {92)

Neat cash inflow from operating actmilies 5418 5,806

18. Related party transactions

The Company has appointed Schroders to provide management, accounting, secretarial and administration services

Details of the management arrangements for these services are given in the Report of the Directors on page 13 The total management fee payabte ynder
this agreament 1o Schroders in respect of the year ended 31 August 2011 was £1,110,000 (2610 £994,000), ot which £261,000 {2010 £201 000) was
outstanding at the year end

In addition to the ahove services, Schroder Investment Management Limited alsc provided investment trust dealing services The Schroder Investment
Trust Dealng Service has now been closed The total cost te the Company of this service payable to Equinitt Limted, for the year ended 31 August 2011
was £7,000 (2010 £5,000}, of which £6,000 (2010 £ni) was outstancing at the year end

Current account 1acilities were provided durning the year by Schroder & Co Limited on an arm’s length basis At 31 August 2011, the balance held at
Schroder & Co Limited was £1,500 (2010 £1 500}
An annual performance fee 1s also In existence The fee iIs symmetncal in nature, so the Manager will be rewarded for out-performance bul penahsed for

under-perforrnance Details of the performance iee arrangements are given in the Report of the Directors on page 13 The total performance fae under
this agreement payable to the Manager in respect of the year ended 31 August 2011 was £120,000 {2010 £5,000}

19. Financial Instruments

Risk management policies and procedures

The Company’s principal Investment objective is to provide real growth of Income, being growth of ncome in excess of the rate of Inflahion and capital
growth as a consequsnce of the nsing income

Consistent with that objective, the Comnpany's financial Instruments largely comprise UK equity investments In additlon the Cormpany holds cash and
short term deposits and vanous tems such as debtors and creditors that anse directly from its operations The financial instruments held by the Company
are generally lquid The Company's assets and labilities are all stated at far valug

The holding of securities, investing actvities and associated financing undertaken pursuant to this objective INvolves certain inherent nsks Events may
occur that would resuit In either a reduction :n the Company's net assets or a reduction of potental revenue profits avalable for dwvidend The Company
wrote four call options dunng the year two matured on 19 August 2011 and the remaining two matured on 16 September 2011 {2010 No derwvative
contracts were entered into)

As an investmerd company, the Company Invests in securities for the long term Accordingly, it 1s the Company's policy that no short term trading In
Investments or other iinancial Instruments shail be undertaken

The main nsk ansing from the Company's financial instruments 1s market price nsk The Board reviews and agrees policy for managing these nsks, as
summansed below This policy has remained substantialy unchanged throughout the current and preceding years

1. Market Risk

The far value or future cash flows of a financial Instrument held by the Company may fiuctuate because of changes in market pnces This market nisk
comprises three elerments - price risk, interast rate nsk and currency nsk

The Company’s Investment manager assesses the exposure 10 market nsk when making each tnvestment decision, and monitors the overall level of
market risk on the whole of the Investment portfalic on an ongoing basis
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a. Prnice Risk

The Company's exposura to price risk comprises mainly movements In the value of ts equity investments A detaled breakdown of the investment
portfolio 1s given on page 8 Investments are valued in accordance with the Company's accounting policies as stated in note 1 Uncertainty arises as a
result of future changes In the market prices of the Company's equity investments

Management of the nsk

In order to manage this nsk the Cirectors mest regutarly with the Manager to compare the performance of tha portiolio against market indices and
comparable investment trusts The Company does not generally hedge against the effect of changes in the underying prices of the investments, although
sensitivity to market price nsk will be affected by changes in levels of borrewing and liquidity, as approved by the Board

Price risks exposure
The Company's exposure 10 changes in market prices on 1ts quoted equity Investments was as follows

At 31 August At 31 August

2011 2010

£'000 £'000

Fixed asset Investments held at fair value through proft or loss 132,913 128,686
Far value of open dernvative contracts {10} -
132,903 128,686

Concentration of exposure to price nisk
Although there 1s a concentration of exposure to the UK 1t should be noted that an investment's country of domicle or of iisting does not necessariy
equate to ts exposure to the economic conditions 1 that country

FPrice nsk sensitivity

The tollowing table itustrates the sensitivity of the profit after taxation for the year and the market value of Investments to an increase or decrease of 0%
in the fair values of the Company s equities This level of change 1s considered to ba reasonably possible based on observation ot cusrent markst
conditions The sensitivity analysis 1s based on the Company's equities at each balance sheet date with all other vanables held constant

31 August 2011 31 August 2010

Increase in Decrease In Increase in Decrease in

fawr value fair value far value far value

£'000 £'000 £ 000 £'000

Effect on revenue return 22} 22 (21) 21

Effect on capnal return 13,269 (13,269) 12,848 (12,848)

Effect on total return and on net assels 13,247 {13,247) 12,827 {12,827)
Change in net asset value 98% (9 B)% 9 8% {9 B)%

b Interest Rate Risk

Although the majonty of the Cormpany’s financial assets are equity shares, which pay dividends, not interest, the Company will be affected by interest rate
changes as interest is earned on any cash balances and pad on any overdrawn balances and 1s based at a margin over LIBOR Given the interast rate
nsk exposure noted below the inpact of any interest rate change 1s not considered to be significant and as such, no sensitivity analysis has been
provided Interest rate changes will also have an impact on the valuation of equities, although this forms part of price sk which has already been
considered separately, above

Management of the nisk

The possible effects on far value and cash flows that could anse as a result of changes i mterest rates are taken into account when making investment
decisions

Denvative contracts are not used tc hedge aganst the exposure to interest rate nsk

Interest rate exposure
At the year-end, financial assets and habilities exposed to interest rates wera as follows

31 August 2011 31 August 2010

£'000 £ 000

Financial Assets
Cash at bank 1,314 1,068
1,314 1,068
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The above year-end amounts may not be representative of the exposure to Interest rates In the year ahead since the level of cash held durning the yaar wll
be affected by the strategy being foiowed In rasponse o the Board s and Manager's perception of market prospects and the invesiment opportunities
avallabla at any particular ime Dunng the year the level of financial assets exposed to interest obligations fluctuated between £482,000 and £2,377 000

¢. Currency Risk
The Company 1s not considered to be subject to a matena! level of currency nsk since the majonty of its Investments are denominated in sterling

Currency exposure
The exposura 10 currency risk at the year-end compnsed

At 31 August 2011 At 31 August 2010
Non-current Nan current
asset Current asset Currant
investments assets Total Investmants assets Total
£'000 £'000 £'000 £'000 £'000 £'000
Euro 5,581 8 5,589 - - -
Norwegian Krone 2,801 20 2,821 - - -
United States Dollar - 183 193 - 87 a7
8,382 221 8,603 - 87 87

A sensitivity analysis 1s no! provided as total return and net assets is not ikely 10 be matenaly impacted by any movements in exchange rates

2. Credit Risk

Credit nsk s the exposure to loss from fallure ot a counterparty to deliver securties or cash for acquisitions or disposals of investments or to repay
deposits

Management of the nisk
The Company manages credi nsk by entenng into deals onty with brokers pra-approved by a credit committee of Schroder Investment Management
Limited These arrangements were in place throughout the current and prior years

Credit nsk exposure
The exposure to credit nsk at tha year-end comprised

At 31 August At 31 August

201 2010

£'000 2'000

Accrued Income 973 800
Overseas tax recoverable 28 -
Cash at bank and on deposit 1,314 1069
2,315 1 869

Dunng the year and at the ysar-end the deposits were with banks that had ratings ¢f A or higher

All of the above financial assets are current, their farr values are considered to be the same as the values shown and the hkellhood ¢f a material credit
default ts considlered to be low

3. Liguidity Risk
Ligquichty nsk 15 the possibility of faiure of the Company ta realise sufficient assets (o meet its inancial kabilties

Management of the nsk
The Company's assets mainly comprise readlly realisable securties which may be sofd to meet funding requirements as necessary

Liguidity risk exposure
A summary of the Company's financial kabiities 1s provided n section 5 of this note

4, Fair Values of Financial Assets and Financial Liabilities

The Company's financiai Instruments are stated at ther far values at the year-end The far value ot shares and secunties s based on bid prices at close of
business on the relavant date
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5. Summary of Financial Assets and Financial Liabilities by Category

The carrying amounts of the Company's financial assets and financial liabilites as recognised at the balance sheet datle ©f the reporting penods under

review are categornsed as follows

Financial Assets At 31 August

At 31 August

2011 2010
£'000 £'0Q0
Financial assets at far value through profit or loss
Fixed asset investments — designated as such on initiat recegnition 132,913 128,686
Loans and receivables
Current assetls
Debtors 1,015 821
Cash at bank and shert-term deposits 1,314 1,068
2,329 1,890

Financial Liabilities At 31 August

At 31 August

2011 2010
£'000 £000

Crecitors amounts falling due within one month
Accruals 445 288
Fair value of open dernvalive contracts 10 -
455 288

6. Fair Value Hierarchy

The Company has adopted FRS29 “Financial Instruments Disclosures” under which an entity 1S required to classify fair value measurements using a far

value higrarchy that reflects ther signiicance The fair value hierarchy has the following levels
Level 1 - valued using quoted prices In active markets for identical assets
Level 2 - valued by reference to valuation technigues using observable inputs other than quoted prices INCluded within Leve! 1

Level 3 - valued by reference to valuation techriques using inputs that are not based on observable market data

Categonsation within the hierarchy has been determined on the basis of the lowest level of input that1s signiiicant to the fair value measurement of the

relevant assets

Financial assets and labiities measured at far value are grouped into therr farr value hierarchy at 31 August 2011 as follows

Level 1 Level 2 Level 3 Total
Note £'000 £'000 £'000 £'000
Financial assets at fair value through profit or loss
Quoted equiies a 132,913 - - 132,913
Denvative financial instruments b {10) - - {10)
Net far value 132,903 - - 132,903
Financial assets and habllities measured at far value are grouped into therr fair value hierarchy at 31 August 2010 as follows
Level 1 Level 2 Level 3 Total
Nots £'000 £ 000 £°000 £'000
Financial assets at far value through profit or loss
Quoted equitias a 128,686 - - 128 686
Nat far value 128,686 - - 128 686

a. Quoted equities

The farr value ot Company's investments in quoted equities have been determined by reference to ther quoted bid pnces at the reporting date Quoted

egurties included in Lavel 1 are actively traded on recognised stock exchanges
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b. Denvative financial instruments
The farr value of Company’s investments in denvatives has been determined by reference to their quoted bid prices at the reporting date Dernvative
tinancial instruments included In Level 1 are actively traded on recognised stock exchanges

7. Capital Management Policies and Procedures
The Company’s caprtal 1s represented by its net assets, which are managed 1o achiave the Company s investment objective, set out on the inside front
cover

The Board monitors and reviews the broad structure of the Company’s capital on an ongoing basis This review Includes

1} the planned level of gsanng,

() the need 10 buy back or i1ssua equity shares, and

)] the determination of dwvdend payments

As a public Imited company, the Company 15 subject to vanous capital requirements pursuant 1o the provisions of the Companies Act 2006

In addition, wath respect to the obligation and ability to pay dmdends, the Company must comply with the prowvsions of Section 1158 of the UK
Corporaticn Tax Act 2010 and the Companies Act 2006 respectively

These provisions are unchanged since the previous year and the Company has complted with them
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Notice of Meeting

Notice 1s hereby given that the Annual General Meeting of Schroder Incorme Growth Fund plc will be held at 12 00 noon on Wednesday,
21 December 2011 at 31 Gresham Street, London EC2V 7QA, to consider and, if thought fit, pass the following resolutions, of which
resolutions 1 to 10 wall be proposed as Ordinary Resolutions and resoluticns 11 to 13 will be proposed as Special Resolutions
To recewve the Report of the Directors and the audited Accounts for the year ended 31 August 2011
To approve the Remuneration Report for the year ended 31 August 2011
To re-elect Mr lan Barby as a Dirsctor of the Company
To re-elect Mr David Causer as a Director of the Company
To re-glect Sir Paul Judge as a Direclor of the Company
To re-slect Mr Keith Niven as a Diractor of the Company
To re-slect Mr Peter Readman as a Director of the Company
To re-appoint Deloitte LLP as Auditors of the Company
To authonse the Directors 1o determine the remuneration of Deloitte LLP as Auditors of the Company
0 To consider and, f thought fit, to pass, the following resolution as an ordinary resalution
“That the Directors be and are hereby generally and unconditionally authonsed, in substitution for all subsisting authonties in
accordance with section 551 of the Companies Act 2006 (the “Act”) to exercise all the powers of the Company to allot relevant
secunties (as defined in that section} up to an aggregate norminal amount of £343,441 {representing 5% of the share capital in issue on
18 November 2011), provided that this authonty shall expire at the conclusion of the next Annual General Meeting of the Company but
s0 that this authonty shall enable the Company to make offers or agreements before such expiry which would or might require relevant
secunties 10 be allotted after such expiry "
11 To consider and, If thought fit, to pass, the following resolution as a special resolution

“That, subject to the passing of resolution 10 set out above, the Directors be and are hereby empowerad, pursuant to section 571 of

the Act, to allot equity secunties (inctuding any shares held In treasury) (as defined in section 560 of the Act) pursuant {0 the authority

given in accordance with section 551 of the Act by the said resolution 10 above and/or where such allotment constitutes an allotment
of equity securities by virtue of section 560(2} of the Act as if section 561(1) of the Act did not apply to any such allotment, provided

that this power shall be imited to the allotment of equity secunties up 1o an aggregate normina! amount of £343,441 {representing 5%

of the aggregate nominal amount of the share capiial in 1ssue on 18 November 201 1), and provided that this power shall expire at the

conclusion of the next Annual General Meeting of the Company but so that this power shall enable the Company te make offers or
agreements before such expiry which would or might require egquity secunties to be allotted after such expiry
12 To congider and, If thought ft, to pass the following resolution as a special resolution

“That the Company be and 1s hereby generally and unconditionally authonsed in accordance with section 693 of the Act, to make

market purchases (within the meaning of section 693{4) of the Act} ot Crdinary Shares of 10p each in the capital of the Company

("Shares"), at whatever discount the prevalling market price represents 1o the prevailing net asset value per share provided that

{a) the maximum number of Shares hereby authorised to be purchased shall be 10,296,382, representing 14 99% of the 1ssued share
capital as at 18 November 2011,

(b} the minimum price which may be paid for a Share 1s 10p,

(c) the maximum pnce which may be paid for a Share 1s an amount equal to the greater of {}) 105% of the average of the middle
market quotations for a Share taken from the London Stock Exchange Daily Official List for the five business days immediately
preceding the day on which the Share i1s purchased and (1) the higher of the price of the last independent trade in the Shares of
that class and the highest then current independent bid for the Shares of that class on the London Stock Exchange,

(d) purchases may only be made pursuant to this authonty If the Shares are (at the date of the proposed purchase) trading on the
London Stock Exchange at a discount to net asset value,

(e} the authorty hereby canferred shall expire at the conclusion of the next Annual General Meeting of the Company unless such
authonty i1s renewed or ravoked phor 1o such time, and

{ the Company may make a contract to purchase Shares under the authonty hereby conferred pnor to the expiry of such authonty
which will or may be executed wholly or partly after the expiration of such authenty and may make a purchase of Shares pursuant
to any such contract ”

13 To consider and, If thought fit, to pass the following resciution as a special resolution

“That

{(a} the Articles of Assoctation of the Company are amended by deleting all the prowvisions of the Company’s Memorandum of
Association which, by wirtue of Section 28 of the Companies Act 2006, are to be treated as provisions of the Company's Articles of
Association, and

{b) the Articles of Association set out in the document produced to the Meeting and signed by the Chairman of the Meeting for the
purposes of identificaton be and are hereby approved and adopted as the Articles of Association of the Company In substitution
for, and to the exclusion cf, all existing Articles of Assoctation of the Company ”

S OO ~NDO A WA =

By Order of the Board Registered Office
Schroder Investment Management Limited 31 Gresham Strest
Company Secretary London EC2V 7QA

Registared Number 3008494
18 November 2011
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Explanatory Notes to the Notice of Meeting

1 Omdinary sharehoiders are entiled {o attend and vote at the meeting and to appoint one or more proxies, who need not ba a shareholder as ther proxy to
exercise all or any of ther nghts to atlend, speak and vote on ther behalf at the meeting

A proxy form s enclosed If you wish to appoint a parson other than the Chairman as your proxy, please msert the name of your chosen proxy hoider in the
space provided at the top of the form If the proxy 1s being appointed in retation to less than your full voting entitierment, please enter 1n the box next to the
proxy hoider's name the numbber of shares i relation to which they are authonsed to act as your proxy It left blank your proxy will be deemed to be
authonsed in respect of your full voting entstlemant {or If this proxy form has been issued In respect of a designated account for a sharsholder, the full voting
entilemaent for that designated account} Additional proxy farms can ba obtained by contacting the Company's Regstrars, Equiniti Limited, on 080G 032
0641 or +44{0) 121 415 0207 for overseas callers, or you may photocopy the attached proxy form Please indicate in the box next to the proxy holder's
name the number of shares In relation to which they are authonsed to act as your proxy Please also indicate by ticking the box provided it the proxy
instruchion is one of multiple Instructions baing given Completion and return of a form of proxy will not preclude a member trom attending the Annual
General Meeting and voting in person

On a vote by show of hands, every ordinary shareholder who 1s present in person has ong vote and every culy apponted proxy who 1s present has one
vote On a pol vote every ordinary shareholder who is present in persen or by way of a proxy has one vote for every share of which he/she 1s a holder

The “Vote Withheld” option on the proxy form 1s provided to enable you to abstain on any particular resolution However it should be noted that a “Vote
Withheld” 1s not a vote i law and will not be counted In the calculation of the proportion of the votes 'For and 'Aganst a resolution

A proxy form must be signed and dated by the shareholder or his or her attorney duly authonsed in witing In the case of joint holdings, any one holder may
sign this form The vote of the senior joint holder who tenders a vote, whether in person or by proxy, will be accepled to the exclusion of the votes ot the
other joint holder and for this purpose senionty will be determined by the order in which the narmes appear on the Register of Members in respect of the joint
holding To be valid, proxy form{s) must be completed and returned to the Company's Registrars  Equinit Limited, Aspect House Spencer Road Lancing,
West Sussex BNSS 6ZR, in the enclosed envelope together with any power of attorney or other authonty under which it 1s signed or a copy of such
authonty certified notanally, to armve no later than 48 hours before the time fixed for the meeting, or an adjpurned meeting  Shareholders may also appoint a
proxy to vote on the resolutons being put to the mesting electronically at www sharevole co uk Shareholders who are not registered to vote electronically
will need to enter the Voting 1D, Task ID and Shareholder Reference ID set out in their personalsed proxy form Alternatively, shareholders who have already
registerad with Equiniti’'s Shareview service can appoint a proxy by logging onto therr portfolio at www shareview oo uk and clicking on the ink to vote under
your Schroder income Growth Fund pic holding detals The on-screen instructions give delalls on how to compiete the appaintment process Please note
that to be valid, your proxy instructions must ba recenved by Equint no later than 48 hours before the time for the meeting It you have any difficutties with
online voting, you should contact the sharshelder helpline on 0800 032 0641

It an ordinary sharehoider submits more than one valid proxy appontment, the appointment receved last before the latest tme for recaipt of proxies will take
precedence

Shareholders may not use any glectronic address provided either in this Notice of Annual General Meeting or any related documents to communicate with
the Company for any purposes other than expressly stated

Corporate shareholders are referred 1o the guidance issued by the Institute of Charterad Secretanes and Administrators on proxies and corporate
represeniatives — www ICsa org uk - for further detals of proceduras on corporate representatives

2 Any person 1o whom this notice 1s sent who 1s a person nominated under Section 146 of the Companies Act 2006 to enjoy information nghts (a *“Nominated
Person”) may, under an agresment between him or her and the shareholder by whorn he or she was nominated, have a nght 10 be appointed (or 10 have
someone else appontad) as a proxy for the Annual Gengral Meetng If & Nominated Person has no such groxy appointment right or does not wish to
exercise it he or she may under any such agreemant, have a nght 1o gwe instructions 10 the sharsholder as to the exercise of voting nghts

The staternent of the nghts of ordinary shareholders In relation to the appointment of proxes in note 1 above does not apply to Nominated Persons The
nghts descrbed in that note can only ba exercised by ordinary shareholders of the Company

3 Pursuant 10 Regulaton 41 of the Uncertificated Secunties Regulatons 2001, the Company has specified that only those sharehalders registared in the
Register of members of the Company at 6 00 pmon 19 December 2011 or 6 00 p m two days prior to the date ot an adjourned meeting shall be entilled
to attend and vote at tha meeting in respect of tha number of shares registerad In ther name at that ime  Changes to the Register of Members after
600 pm on 19 December 201 1 shall be disregarded in determining the night of any person to attend and vote at the mesting

4 CREST members who wish 10 appoint a proxy or proxies through the CREST electronic proxy appointment senice may do so by using the procedures
descnbed in the CREST manual The CREST manual can be viewsd at www suroclear com/CREST A CREST messags apponting a proxy (@ “CREST
proxy instruction”) regardless of whether # constitutes the appontment of a proxy or an amendment to the Instructon previously given to a previousty
apponted proxy must, in order 10 be valid, be transmitted so as 1o be raceved by the issuer's agent (D RA15) by the latest trme (or recept of proxy
appointments

5 Copies of the terms of appoiniment of the non-axecutive Directors and a statement of all transactions of each Director and of his farmily interests in the
shares of the Company, will be avalable for Inspection by any member ¢f the Company at the registered cffice of the Company dunng nommal bustness
hours on any weekday (English public holidays excepted) and at the Annual General Meeting by any attendee, for at least 15 minutes pnor to, and dunng,
the Annual General Meeting None of the Directors has a contract of service with the Company

6 The biographes of the Directors offenng themselves for re-election are set out on the nside front cover of the Company's Annual Report and Accounts for
the year ended 31 August 2011

7 Asat 18 November 2011, 68,688,343 ordinary shares of 10 pence were in 1ssue {no shares were held in treasury) Accordingly, the total number of voting
nghts of the Company as at 18 November 2011 1s 68,688,343

8 A copy of this Notice of Annual General Meeting, which Includes detalls of shareholder voting rights, together with any other information as required under
Section 311A of the Compares Act 2006, 1s avalable to download from the Company's website, www schrodenncomegrowthtund com

9 Pursuant to section 319A of the Companies Act 2008, the Company must cause to be answered at the meeting any question relating to the business being
daalt with at the meeting which 1s put Dy a member attending the meeting, except In certain circumstances, including f it 15 undaesirable N the interests of the
Company or the good crder of the meeting that the question be answered or if to do so would involve the disclosure of confidential information

10 Copies of the proposed new articles of associabion are avarlable from the Company Secretary and will be on display at the registered office of the Comparny
durnng normal business hours on any weekday (Engksh public holidays excepted) They will also be avallable for inspection by any person attending the
Annual General Meeting for at least 15 minutes pnor to, and dunng, the Meeting The proposed changes are explaned 1n tha Report of the Directors on
pages 16 and 17
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Company Summary and Shareholder Information

The Company

Schroder Income Growth Fund plc was launched in 1995 [t 1s an independent investment trust, whose shares are listed on the London
Stock Exchange As at 1B November 2011, the Company had 68,688,343 ordinary shares of 10p each in issue (no shares were held in
treasury} The Company's assets are rmanaged by Schroders, which also administers the Company

It 18 not intended that the Company should have a limited life, but the Directors consider it desirable that the shareholders should have the
opporiunity to review the future of the Company at appropnate intervals Accordingly, the Articles of Asseciation of the Company contain
prowvisions requinng the Directors to put a proposal for the continuatton of the Company to shareholders at the Company's Annual General
Meeting In 2015 and thereafier at five-yearly intervals

Website and Price Information

The Company has a dedicated website, which may be found at www.schrodenncomegrowthfund com The website has been designed
to be utiised as the Company's primary method of electronic communication with sharehclders It contans details of the Company’s
share price (subject 1o a delay of 15 minutes) and copies cf the Report and Accounts and other documents published by the Company as
wel as information on the Directors, Terms of Reference of the Board's Committees and other governance arrangements In addition, the
site contains Inks to announcements made by the Company to the market, Equiniti's shareview service and Schroders’ website There 1s
also a section entitled “How to Invest” which provides details of the Schroder ISA

The Company releases its net asset value on both a cum and ex Income basis 10 the market daily

Share pnce information may also be found in the Financial Times and on Schroders’ website at www.schroders co uk/its

Registrar Services

Communications with sharsholders are mailed to the address held on the register Any notifications and enquines relating to
shareholdings, :ncluding a change of address or other amendment should be directed to Equiniti Limited at Aspect House, Spencer Road,
Lancing, West Sussex BN39 6DA The helpline telephone number of Equintt Registrars 1s 0800 Q32 0641 (or +44(0)121 415 0207 for
overseas callers} Calls to this number are fres of charge from landiines

Equimtt maintain a web-based enguiry service for shareholders Currently the “Shareview” site (address below) contains information
avallable on public registers Shareholders will be invited to enter their name, shareholder reference (account number) and post code and
will be able to view information on thetr own holding Please visit www.sharevigw.co.uk for more detalls

Association of Investment Companies
The Company i1s a member of the Association of investment Companies Further information on this association can be found on its

website, www,thealC co.uk

Five-year Dividend History

Net dividend paid per share Payment

2007 2008 2009 2010 2011 date

1st Internm 1 50p 1 60p 160p 160p 1 60p 31 January

2nd Intenm 1 50p 1 60p 1 60p 160p 1 60p 30 Apnl

3rd Interm 1 50p 1 60p 1 60p 160p 1 60p 31 July

Ath Intenm 360p 3 90p 410p 4 30p 4 50p 31 October
Total dwvidends for the year 8 10p 8 70p 890p 910p 9 30p
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