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Testing time for investment trusts
This is a pivotal period for investment trusts. It’s make-or-break 

time over whether closed-ended funds can capture the savings 

zeitgeist unleashed by the chancellor’s pension reforms.

Like many of you I’m a fan of investment trusts because they 

can use borrowing to gear up long-term returns while having  

a stable capital base to protect shareholders. However, the City 

regulator’s abolition of commission to financial intermediaries  

is a challenge. The ground between investment trusts and their 

more numerous rivals, unit trusts, has been 

levelled. Advisers no longer ignore investment 

trusts but they no longer look cheap now that 

unit trusts offer ‘clean’ share classes.

Investment trusts are fighting back which  

is why it’s time for investors to assess 

investment trusts in a clear-headed way.

Gavin Lumsden, Editor



*Source: AIC as at 28/2/14 in terms of number of investment companies. Issued in the UK by JPMorgan Asset Management Marketing Limited which is authorised and regulated by the Financial Conduct Authority. Registered in England No. 288553. Registered address: 25 Bank St. Canary Wharf, London E14 5JP.

You can never  
have too much 
choice. So here’s  
a range of 23 
investment trusts. 

At J.P. Morgan Asset Management, we provide you with a wider  
range of investment trust choice than any other UK provider*.

This means you’re more likely to find an investment trust that suits 
your needs perfectly.

We can offer you:

 Income and growth opportunities, or even a mixture of the two

    Trusts investing in all of the major regions or countries around 
the world

 Broad exposure to companies of all sizes: small, medium and large.

Please remember the value of your investments and the income from 
them may fall as well as rise and you may not get back the original 
amount invested.

  Call 0800 20 40 20 
or visit www.jpmorgan.co.uk/investment-trusts

http://www.jpmorgan.co.uk/investment-trusts
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All change on charges
Investment trusts used to look 

good value against open-ended 

funds, but the retail distribution 

review (rdr) and introduction 

of ‘clean’ share classes have 

changed the charges landscape.

New ‘unbundled’ share 

classes, launched following  

the removal of commission  

on unit trusts and open-ended 

investment companies (oeics), 

have led to greater competition 

on fees.

This has halved the typical 

annual management charge 

(AMC) for an open-ended equity 

fund from 1.5% to 0.75%, 

although investors do now have 

to pay a separate fee to the 

platform or stock broker through 

which they buy their funds. 

Even when the two fees are 

added investors generally pay 

less than they did: somewhere 

between 1% and 1.3% is 

typical, although the precise 

total depends on how much  

and what type of investments 

they hold.

The fall in charges is helped 

by some brokers using their 

distribution power to negotiate 

‘super clean’ share classes with 

fund providers.

Hargreaves Lansdown said 

last month that it had used its 

position as the UK’s largest 

fund broker to negotiate lower 

AMCs, with average costs 

among its ‘Wealth 150’ (actually 

91 favourite funds) falling to 

just 0.66%. For the 27 funds 

on its ‘Wealth 150+’ – the ‘best 

unbundled funds at the best 

prices’ – average fees have 

dropped to 0.54%.

Fidelity Personal Investing has 

said it will price match against its 

four main competitors, Barclays 

Stockbrokers, Bestinvest, 

Hargreaves Lansdown and  

Td Invest: if investors find the 

same fund cheaper, it will refund 

the difference.

Against this backdrop, some 

investment trusts are losing 

In this environment  
the traditional  
cost advantages of 
investment companies 
are being eroded.

Ewan Lovett-Turner
numis securities
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However, these figures 

mask some large underlying 

differences: many of the 

industry’s largest and oldest 

investment trusts have very  

low fees of around 0.5%, while 

most trusts launched in recent 

years charge more than 1%  

and performance fees on top.

‘The big trusts are still very 

good value and very cheap,’ 

said Budden. ‘Their costs are 

pretty fixed and the ongoing 

charge falls as their large asset 

base increases.’

At the other end of the scale, 

many specialist trusts charge 

double or more. To some 

degree, the higher fees can  

be justified by the sector’s focus 

on specialist asset classes,  

their shine. ‘In this environment, 

the traditional cost advantages 

of investment companies are 

being rapidly eroded,’ said Ewan 

Lovett-Turner, a research analyst 

at Numis Securities.

Tale of two halves
Low fees were often cited as 

a key advantage of investment 

trusts. However, post-rdr 

James Budden, director of 

marketing and distribution at 

Baillie gifford, conceded that 

most investment trusts look 

expensive against unbundled 

oeic share classes – ‘say 0.75% 

for oeics versus 1%-ish for 

investment trusts: generally 

speaking the cost advantage 

has been removed,’ he said.

Many of the industry’s largest and oldest investment 
trusts have very low fees of around 0.5%, while most 
trusts launched in recent years charge more than 1% 
and performance fees on top.

such as infrastructure, debt  

or private equity, which require 

greater resources.

‘you might pay dearly for 

specialist closed-ended funds, 

but it could be worth it as there 

is no equivalent in the open-

ended world,’ said Budden.  

‘It’s the directly comparable 

ones in geographical sectors 

that look expensive.’

Downward pressure
Since commission was 

abolished for open-ended  

funds at the start of last year  

a string of investment trusts 

have reduced their management 

fees.

‘To complement this there  

is also a clear trend for 

investment companies to 

abolish performance fees,’  

said Ian Sayers, director-general 

of the Association of Investment 

Companies.

Twelve funds removed 

performance fees in 2013, 

following on from two in 2012. 

From the start of this month 

(April), edinburgh investment 

trust cut its base fee from 
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appear: some trusts have 

increased their base fee to 

compensate managers for the 

loss of performance fees, which 

in certain cases were hard to 

earn anyway.

For John Newlands, head of 

investment companies research 

at Brewin dolphin, more needs 

to be done to lower costs. 

‘Investment trust boards need to 

ask themselves whether they are 

acting as the ruthless upholders 

of shareholders’ interests in their 

discussions with management 

companies,’ he said. ‘Just 

because an annual fee was 

1.5% last year doesn’t make  

it a bargain at 1.2% this year.

‘That sort of attitude should 

have gone out when Mr 

Selfridge threw away his spats, 

especially taking into account 

the recent moves towards much 

lower fees in the open-ended 

fund world.’

‘Decent’ performance fees
Lovett-Turner at Numis said it was 

understandable that investors 

wanted simple fee structures  

to aid comparison of investment 

Ad

You might pay dearly  
for specialist closed-
ended funds, but it  
could be worth it as  
there is no equivalent  
in the open-ended  
world.

James Budden
Baillie gifford

0.6% to 0.55% and scrapped 

its performance fee. At the 

same time, scottish mortgage 

reduced its AMC from 0.32%  

to 0.3%.

Jackie Beard, director of 

closed-end fund research at 

Morningstar, said: ‘The more 

proactive boards realise they 

can’t be complacent and need 

to retain their competitive  

edge and are putting pressure 

on their asset manager in  

fee negotiations.’

However, not all fee changes 

are as altruistic as they first 

You can never have too much choice.  
So here’s a range of 23 investment trusts.

*Source: AIC as at 28/2/14 in terms of number of investment companies. Issued in the UK by JPMorgan Asset Management Marketing Limited which is authorised and regulated by the Financial Conduct Authority. Registered in England No. 288553. Registered address: 25 Bank St. Canary Wharf, London E14 5JP.

At J.P. Morgan Asset Management, we provide you with a wider range of 
investment trust choice than any other UK provider*. Please remember 
the value of your investments and the income from them may fall as well 
as rise and you may not get back the original amount invested. 

For more information  
call 0800 20 40 20 or visit  
jpmorgan.co.uk/investment-trusts

http://www.jpmorgan.co.uk/investment-trusts


trusts with open-ended funds,  

but added: ‘We do not believe 

that all investment companies 

should necessarily remove  

their performance fees. Indeed, 

there is an inherent appeal that 

managers are able to share  

in the upside so long as there  

is compensation in terms  

of a lower base fee.’

Beard pointed to three funds 

that have performance fees with 

a ‘decent structure or some 

element of decency’.

JPMorgan American: 
‘The performance fee is 

payable over three years 

and any negative fee from 

underperformance is deducted 

from unpaid fees carried  

forward – in other words,  

the manager must make 

good on underperformance 

before being rewarded for 

outperformance – but  

there is no hurdle rate [level  

of outperformance needed  

to trigger the fee] on the  

index, which is less good,’  

said Beard.

Polar Capital  
Global Financials: 
‘The performance fee is  

paid at the end of the trust’s  

fixed life and has a hurdle which 

is the sum of 100p as increased 

by the percentage growth in  

the benchmark index plus  

1.25% per year over the life  

of the fund.’
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Scottish Oriental  
Smaller Companies: 
‘The performance fee is based 

on three-year performance,  

with a hurdle rate of 10%  

above the benchmark index.’ n

The more proactive 
boards realise they 
can’t be complacent 
and need to retain their 
competitive edge and 
are putting pressure  
on their asset manager 
in fee negotiations.

Jackie Beard
morningstar



Over 40 investment trusts have cut annual management charges (AMC) or performance fees

Trust (ticker) Change date New base fee Change Performance fee

Developed equity
Aberdeen Japan (AJIT) 08-oct-13 0.95%/0.75%  0.17% removed
Aberforth Smaller Companies (ASL) 01-Jan-13 0.8/0.7/0.6%  0.03% None
Bankers (BNKr) 01-Jan-13 0.45%  0.14% removed
Baillie gifford Japan (BgFd) 01-Apr-13 0.95/0.65%  0.29% None
Baillie gifford Shin Nippon (BgS) 01-Apr-13 0.95/0.65%  0.21% None
British Empire (BTEM) 01-oct-13 0.70%  0.10% removed
City of London (CTy) 01-Jul-13 0.365%  0.02% removed
Crystal Amber (CrS) 21-Aug-13 1.50%  0.50% Unchanged
Edinburgh Worldwide (EWI) 01-Apr-13 0.95/0.65%  0.03% removed
Henderson European Focus (HEFT) 01-oct-13 0.65%  0.10% Unchanged
Henderson Eurotrust (HNE) 01-oct-13 0.65%  0.05% Unchanged
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Source: Numis Securities, Association of Investment Companies

How to read this table:
This table shows 41 investment 
trusts and companies investing in 
developed or emerging markets 
have revised their charges in 
response to the lower ‘clean’ 

charges on unit trusts. Around 
two thirds of the investment 
trusts have cut their annual 
management charges (AMC). 
The rest have raised AMCs in 
return for dropping performance 

fees which have been criticised 
for being too complicated. Some 
AMCs are tiered hence the double 
or treble entries. As with unit trusts 
and open-ended investment 
companies there are other charges 

that investors pay outside the 
AMC. This means total ongoing 
charges can be higher.’



Over 40 investment trusts have cut annual management charges (AMC) or performance fees

Trust (ticker) Change date New base fee Change Performance fee

Henderson International Income (HINT) 01-Nov-13 0.75%  0.05% removed
JPMorgan Mid Cap (JMF) 01-Jul-13 0.65/0.6%  0.25% removed
JPMorgan US Smaller Companies (JUSC) 01-Jan-13 1.2/1%  0.22% removed
Montanaro UK Smaller Companies (MTU) 01-Apr-14 0.85%  0.16% removed
rCM Technology Trust (rTT) 06-Mar-14 0.80%  0.20% reduced
Schroder UK growth (SdU) 01-Jul-13 0.60%  0.05% None
Scottish Mortgage (SMT) 01-Apr-14 0.30%  0.02% None?
Securities Trust of Scotland (STS) 01-Apr-12 0.60%  0.30% removed
Standard Life UK Smaller Companies (SLS) 01-Jul-13 85.00%  0.20% removed
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Source: Numis Securities, Association of Investment Companies

How to read this table:
This table shows 41 investment 
trusts and companies investing in 
developed or emerging markets 
have revised their charges in 
response to the lower ‘clean’ 

charges on unit trusts. Around 
two thirds of the investment 
trusts have cut their annual 
management charges (AMC). 
The rest have raised AMCs in 
return for dropping performance 

fees which have been criticised 
for being too complicated. Some 
AMCs are tiered hence the double 
or treble entries. As with unit trusts 
and open-ended investment 
companies there are other charges 

that investors pay outside the 
AMC. This means total ongoing 
charges can be higher.’



Over 40 investment trusts have cut annual management charges (AMC) or performance fees

Trust (ticker) Change date New base fee Change Performance fee

Asia/Emerging Markets
Asia Total return (ATr) 15-Mar-13 0.65%  0.05% Changed
Blackrock Emerging Europe (BEEP) 01-Jul-13 1%  0.20% removed
Fidelity China Special Situations (FCSS) 1 Apr 13 + 14 1%  0.50% Unchanged
Henderson Far East Income (HFEL) 01-Sep-13 0.90%  0.10% None
JPMorgan Indian (JII) 01-Feb-14 1%  0.21% None
Martin Currie Pacific (MCP) 01-Jan-14 0.75/0.6%  0.25% None
Pacific Horizon (PHI) 1 Apr 13 + 14 0.95/0.65%  0.25% None
Qatar Investment Fund (QIF) 31-oct-13 1.05%  0.20% Unchanged
VinaCapital Vietnam opportunities (VoF) 01-Jul-13 1.50%  0.50% reduced
Vietnam Holding (VNH) 01-oct-13 2% No change reduced
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Source: Numis Securities, Association of Investment Companies

How to read this table:
This table shows 41 investment 
trusts and companies investing in 
developed or emerging markets 
have revised their charges in 
response to the lower ‘clean’ 

charges on unit trusts. Around 
two thirds of the investment 
trusts have cut their annual 
management charges (AMC). 
The rest have raised AMCs in 
return for dropping performance 

fees which have been criticised 
for being too complicated. Some 
AMCs are tiered hence the double 
or treble entries. As with unit trusts 
and open-ended investment 
companies there are other charges 

that investors pay outside the 
AMC. This means total ongoing 
charges can be higher.’



Over 40 investment trusts have cut annual management charges (AMC) or performance fees

Trust (ticker) Change date New base fee Change Performance fee

Specialist
Capital gearing (CgT) 06-Apr-14 0.60%  0.85% None
dCg Iris (IrIS) 01-Apr-13 1.25%  0.15% removed
dexion Trading (dTL) 01-Jul-13 1%  1% None
Ecofin Water & Power (ECWo) 01-oct-13 1.25%  0.36% removed
geiger Counter (gCL) 01-Jan-14 1.38%  0.63% Unchanged
golden Prospect Precious Metals (gPM) 01-Jan-14 1.25%  0.25% Unchanged
Henderson diversifed Income (HdIV) 01-Feb-14 0.65%  0.11% Unchanged
Henderson Value Trust (HVTr) 25-Mar-13 0.70%  0.05% Unchanged
International Public Partnership (INPP) 01-Jul-13 1.2/1/0.9% No change removed
New City Energy (NCE) 01-Jan-14 1.375%  0.63% Unchanged
real Estate Credit Investments (rECI) 01-oct-13 1.25%  0.50% Changed
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Source: Numis Securities, Association of Investment Companies

How to read this table:
This table shows 41 investment 
trusts and companies investing in 
developed or emerging markets 
have revised their charges in 
response to the lower ‘clean’ 

charges on unit trusts. Around 
two thirds of the investment 
trusts have cut their annual 
management charges (AMC). 
The rest have raised AMCs in 
return for dropping performance 

fees which have been criticised 
for being too complicated. Some 
AMCs are tiered hence the double 
or treble entries. As with unit trusts 
and open-ended investment 
companies there are other charges 

that investors pay outside the 
AMC. This means total ongoing 
charges can be higher.’



Last year was a record period for 

the investment trust (or closed-

ended) sector in terms of issuance, 

with net inflows of £4.3bn (source: 

JP Morgan Cazenove). Looking 

beyond that figure however, it 

should be noted that most of this 

activity was in ‘alternative’ asset 

classes, such as infrastructure and 

sustainable energy. 

In contrast, our closed-

ended business at Standard 

Life Investments focuses more 

on mainstream areas, such as 

UK equity income, UK smaller 

companies and UK commercial 

property. To some extent, this 

has meant we are yet 

to capitalise on the 

sector’s recent growth 

spell, although 

we broadly 

see a positive – albeit challenging 

– outlook for closed-ended funds 

over the coming years.

Figures from the Association 

of Investment Companies show 

the investment trust industry 

ended 2013 with a 3.4% average 

discount, the lowest level since 

records began in 1970 and 

indicative of current strong 

demand. 

In the post-retail distribution 

review (RDR) world, we see a 

good case for keeping investment 

trusts on the radar. For a long 

time, arguments in favour of 

closed-ended funds, particularly 

when compared with open-ended 

peers such as unit trusts and 

Oeics, tended to focus on stronger 

performance and lower ongoing 

charges. Going back a few years, 

most open-ended funds were 

charging around 1.5% annually 

while investment trusts, usually 

costing less than 1%, looked 

much better value. 

But with the current ‘unbundling’ 

process in the open-ended world, 

splitting off platform fees and 

adviser commission from the 

overall annual change, the majority 

of these funds now cost around 

the 0.75% level, where many 

quality investment trusts can be 

found. This means trusts need to 

ensure they remain competitive 

– which most are in performance 

terms – rather than purely relying 

on offering lower running costs. 

Where managers 

are running open 

and closed-ended 

funds – such 

as our UK 

Scalability key to keeping investment trusts competitive

Harry 
Nimmo

Thomas 
Moore

SPONSORED STATEMENT

Usage Standard Life Investments has 
not considered the suitability of your 
investment against your individual needs 
and risk tolerance. To ensure that you 
understand whether a financial product 
is suitable, please read the Prospectus or 
Key Investor Information Document and 
seek assistance from your professional 
adviser. Opinion disclaimer The opinions 
expressed are those of Standard Life 
Investments as of March 2014 and 
are subject to change at any time due 
to changes in market or economic 
conditions. Information disclaimer This 
material is for informational purposes 
only. This should not be relied upon as a 
forecast, research or investment advice. It 
does not constitute an offer, or solicitation 
of an offer, to sell or buy any securities 
or an endorsement with respect to any 
investment vehicle. This is for use in the 
UK only. Performance warnings- The value 
of an investment can fall as well as rise 
and is not guaranteed – you may get back 
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at 1 George Street, Edinburgh EH2 
2LL. Standard Life Investments Limited 
is authorised and regulated by the 
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be monitored and/or recorded to protect 
both you and us and help with our training. 
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small-cap specialist Harry Nimmo, 

for example – there is also a case 

for the latter ensuring it can offer 

something unique. While our open-

ended UK small-cap fund currently 

has more than £1bn in assets, 

Nimmo’s £240m investment trust 

seeks to take positions in smaller 

stocks, not always present in the 

Oeic. 

Another factor in maintaining 

a competitive advantage is 

scalability. By their nature, open-

ended funds are better placed to 

meet rising demand, able to create 

new shares as necessary; closed-

ended funds by contrast have a 

fixed number of shares in issue 

at any one time – exactly why 

they are known as closed – and 

may therefore have more limited 

liquidity. 

We feel some changes may be 

necessary to meet a backdrop 

of greater demand, particularly in 

light of consolidation in the wealth 

manager space potentially leading 

to a smaller number of larger deals. 

If these so-called gatekeepers 

require trusts to be a certain size – 

and liquidity is therefore effectively 

the missing link to greater flows – 

the industry needs a more effective 

new issuance process in place. 

This would potentially involve a 

rolling prospectus to ensure trusts 

can offer new shares whenever 

needed to provide this scalability. 

Another key difference with 

investment trusts is the presence 

of independent boards and the 

value of their ongoing monitoring 

of investment strategy, dividend 

policy, and use of gearing, 

for example, should not be 

underestimated. We feel boards 

should do everything in their power 

to ensure trusts are competitive 

and ideally trade as close to asset 

value as possible. This will help 

facilitate growth to meet demand, 

as new shares can only be issued 

at a premium to NAV. 

Two of our trusts, Standard Life 

UK Smaller and Standard Life 

Equity Income, have excellent 

track records that would look 

even better were it not for 

dilution caused by a convertible 

unsecured loan stock (CULS) and 

subscription shares respectively. 

With Harry Nimmo’s Standard 

Life UK Smaller Companies trust, 

for example, the trust replaced the 

borrowing facility in 2011 with a 

seven-year convertible unsecured 

loan stock – when most banks 

were unwilling to lend for this 

duration – and that has diluted 

performance to some extent due 

to the strong performance of the 

underlying assets. 

On our Standard Life Equity 

Income trust, managed by 

Thomas Moore, the subscription 

SPONSORED STATEMENT

shares issued have also dragged 

on returns. However, we hope 

the trust will expand as the 

subscription holders exercise 

their rights over the next few 

years as they are “in the money”. 

Subscription shares were 

issued free to existing ordinary 

shareholders. 

Both measures were taken to grow 

the size of the trusts and improve 

long-term liquidity, but with ever-

greater competition – and the old 

cheaper argument no longer as 

clear-cut – the investment trust 

industry should take every step 

possible to keep winning market 

share and provide simple scalable 

propositions. 
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to cut its annual management 

charge (AMC). The tiered fee of 

1% on the first £150 million of 

assets and 0.95% thereafter will 

fall to 0.75% and 0.65%. At its 

current size of £180 million that’s  

a saving of 450,000 a year.

Seeing how AMCs have 

tumbled elsewhere, Schroders 

would have been foolish to 

fight the reduction in its fees. 

With a continuation vote due 

in November SJg chairman 

Jonathan Taylor would have been 

keen to keep shareholders sweet. 

Now, at a stroke, SJg is price 

competitive again, having looked 

THE HEAT IS oN
By Gavin Lumsden

A closer look at the threat from open-ended funds 
shows that investment trusts in the Japan, Asia 
Pacific, Global Emerging Markets and Technology 
sectors look most exposed on charges.

Andrew Rose: investors will 
pay less for his management 
of Schroder Japan Growth

on April Fool’s day Schroder 

Japan Growth (SJG), one  

of our Top Trusts, announced  

it had persuaded Schroders 

expensive in its sector. Crucially  

it should also be cheaper than  

the Schroder Tokyo unit trust 

which SJg manager Andrew 

rose also runs. rose currently 

has a Citywire A-rating for 

Schroder Tokyo.

We’ve already seen how many 

investment companies have 

changed their charges in order 

to make themselves simpler if 

not cheaper in the face of ‘clean’ 

priced unit trusts and open-ended 

investment companies.

A closer look at the threat from 

open-ended funds shows that 

investment trusts in the Japan, 

Asia Pacific, global Emerging 

Markets and Technology sectors 

look most exposed on charges.

our table compares the annual 

management charges from eleven 
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big investment trust and unit trust 

sectors. Now that the latter are 

widely available with AMCs of 

around 0.75%, the heat is clearly 

on investment trusts to respond.

Although performance fees  

have dropped like flies, lots 

remain, with half of the trusts  

in the UK All Companies sector, 

for example, charging more  

for outperformance.

Look at overall charges
This is significant because 

performance fees add to the 

overall charges investors pay. 

Although the ‘ongoing charge’ is 

not always as easy to spot as the 

lower AMC, it does give investors 

a more accurate indication of  

their costs as it includes expenses 

such as custody and auditor  

fees, which are not included  

in the AMC.

When one compares ongoing 

charges, both before and 

after performance fees, some 

investment trust sectors have 

definitely lost their edge. While 

the average Asia Pacific ex 

Japan unit trust has an overall 

charge of just under 1%, its 

investment trust counterpart 

charges an average of 1.15%. 

Meanwhile, the historically better 

returns from investment trusts 

is weakest in this sector: the 

average outperformance of Japan 

investment trusts has been 0.7% 

a year in the past decade, a 

small margin that could easily be 

eroded if charges remained high.

global emerging markets trusts 

also look expensive. Although 

they have delivered stronger 

returns than their open-ended 

rivals, their average ongoing 

charge of 1.36% stands well 

above the 1.08% of unit trusts 

and oeics.

Trusts in the UK All Companies 

sector also look vulnerable. 

Following the historic repricing of 

open-ended funds, investment 

trusts in this mainstream sector 

are more expensive with average 

ongoing charges of 0.94% 

compared to 0.88%. Again 

historic returns from investment 

trusts have been comparatively 

very strong with 3.1% annual 

outperformance over 10 years  

on average. This may assuage 

some investors’ concerns if they 

think their trusts higher charges 

are worth paying for.

The good news is that global 

and equity income investment 

trusts remain significantly cheaper 

than their open-ended rivals 

and, with the benefit of gearing 

(borrowing), should continue 

to generate the higher average 

returns of the past 10 years. 

The good news is that global and equity income 
investment trusts remain significantly cheaper than 
their open-ended rivals
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Source: Numis Securities; Winterflood; Hargreaves Lansdown. 

Investment trusts (IT) v unit trusts (UT): annual and ongoing charges compared

Sector (no. trusts)
IT annual 
management 
charges (AMC)

Average 
unit trust 
(UT) AMC

No. 
performance 
fees

Average 
IT ongoing 
charges

Inc perf fee
Average 
UT ongoing 
charge

Average annual 
return over UT

global growth (22) 0.3% - 1% 0.74% 6 0.76% 0.79% 0.99% 2.50%
global Equity Income (7) 0.4% - 0.9% 0.76% 2 0.80% 0.97% 0.99% 3%
UK All Companies (12) 0.25% - 0.88% 0.72% 6 0.94% 1.11% 0.88% 3.10%
UK Equity Income (20) 0.35% - 1% 0.76% 7 0.74% 1.06% 0.91% 3.20%
UK Smaller Company (11) 0.35% - 1% 0.78% 7 0.92% 1.23% 0.95% 2.30%
Europe (8) 0.45% - 0.85% 0.73% 8 0.97% 1.18% 0.92% 2.30%
North America (3) 0.5% - 1% 0.71% 1 0.83% 0.83% 0.87% 1.40%
Japan (4) 0.65% - 1% 0.71% 0 1.06% 1.06% 0.91% 1%
Asia Pacific ex Japan (9) 0.6% - 1% 0.76% 3 1.15% 1.18% 0.98% 0.70%

Global Emerging Markets (7) 1% - 1.5% 0.82% 5 1.36% 1.50% 1.08% 2.70%

Technology (3) All 1% 0.71% 2 1.15% 1.71% 0.91% 1.10%

How to read this table 
(left to right):
Sectors: 11 sectors with the 
number of investment trusts  
they have.
IT annual management charge: 
the range of AMCs charged by 
investment trusts in the sector.

Average UT AMC: the average 
annual management charges  
of unit trusts in a comparable 
sector following the introduction 
of ‘clean, commission-free  
share classes.
No. performance fees: number 
of investment trusts in the sector 

charging performance fees  
if they beat a target.
Average IT ongoing charge: 
AMCs don’t include all costs.  
The ongoing charge shows  
the total charges investors pay. 
It is shown here before and after 
any performance fees.

Average UT ongoing charge: 
the average total charge on 
comparable open-ended funds.
Average annual return over UT: 
this shows how much investment 
trusts in this sector have delivered 
better annual returns than unit 
trusts over the last 10 years.



SCOTTISH MORTGAGE INVESTMENT TRUST

Your call may be recorded for training or monitoring purposes. Baillie Gifford Savings Management Limited (BGSM) is the manager of the Baillie Gifford Investment Trust Share Plan and the Investment Trust ISA and is wholly owned by Baillie Gifford & Co, which is the 
manager and secretary of the Scottish Mortgage Investment Trust PLC. Your personal data is held and used by BGSM in accordance with data protection legislation. We may use your information to send you information about Baillie Gifford products, funds or special offers 
and to contact you for business research purposes. We will only disclose your information to other companies within the Baillie Gifford Group and to agents appointed by us for these purposes. You can withdraw your consent to receiving further marketing communications 
from us and to being contacted for business research purposes at any time. You also have the right to review and amend your data at any time.

Freedom 
to roam.
We’re 100% committed to making sure our fund managers never have 
a restricted outlook. That way, the long-term view is a clear one. So what’s 
the secret to their liberated attitude?

Well, our flagship fund, the Scottish Mortgage Investment Trust, is a global 
stock-picking fund that is completely free of asset allocation constraints, 
that ignores index weightings and that selects stocks purely on their merit. 
We feel that this freedom allows us to focus on the long term.

The Scottish Mortgage Investment Trust is managed by Baillie Gifford 
and is available through our Share Plan and ISA.

Please remember that changing stock market conditions and currency exchange 
rates will affect the value of your investment in the fund and any income from it. 
You may not get back the amount invested.

For more information call us on 0800 917 2112 
or visit www.scottishmortgageit.com
Baillie Gifford – long-term investment partners

WE LIVE IN A PERIOD OF 
EXPONENTIAL CHANGE 
PROVIDING FANTASTIC 
OPPORTUNITIES FOR 
STOCK PICKERS LIKE US.

http://www.scottishmortgageit.com


THE dEAL WITH 
dISCoUNTS
Robert St George

April 2014

discoUnt controls



April 2014

discoUnt controls

powered by 

Discounts: good or bad? 
Being able to buy a portfolio  

of assets for less than their  

true worth is commonly held 

as one of the advantages of 

investment trusts.

But equally one of the 

arguments frequently cited 

against the closed-ended 

structure is the fact they can trade 

for considerably less than the net 

asset value (NAV) of their holdings 

makes them very risky.

Both contentions contain  

an element of truth. Ultimately, 

though, for the long-term investor 

price stability is more important 

and this is where buybacks  

come into play.

These involve the investment 

trust simply buying its own 

shares, increasing demand while 

simultaneously reducing supply, 

and so reining in the discount.

There are two broad ways  

for a trust to buy back shares.  

The first is a simple buyback  

on the open market, conducted  

at the board’s discretion.

The second is a more formal 

tender offer, whereby the board 

offers shareholders the opportunity 

to sell their shares slightly above 

the market price either as a one-off 

or at regular intervals.

Buybacker beware
yet if buybacks were 

unequivocally positive,  

every investment trust would 

implement them and there  

would be no discounts.

There are two broad 

arguments against buybacks. 

The first is that they have the 

unintended effect of raising the 

total expense ratio. Because 

they shrink the capital base 

of the trust, the fixed costs 

associated with it will become 

proportionately higher. Such an 

effect hits smaller funds hardest.

There are two broad ways for a trust to buy back 
shares. The first is a simple buyback on the open 
market, conducted at the board’s discretion.  
The second is a more formal tender offer’

For larger investment trusts, 

though, this is unconvincing.  

A trust’s greatest expense is 

typically its management fee, 

which is a percentage rate and  

so it falls in proportion to the 

fund’s size. In general, the 

adverse consequences of 

buybacks on total expense 

ratios are only suffered by funds 

less than £50 million in size.

The second and more salient 

problem is that for certain types 

of trust they are impractical. 
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Buying back shares requires 

cash from the trust, often 

obliging it to sell assets to  

raise the money. In a portfolio  

of large-company equities,  

that is not too high a hurdle.

But turning trusts investing in 

less liquid assets such as small 

companies, private equity or 

property into forced sellers to 

finance buybacks negates one  

of the core strengths of the  

closed-ended structure. 

They should be able to 

manage their assets without 

having to worry about 

redemptions; doing otherwise 

drags on performance by 

necessitating substantial 

unproductive cash holdings  

or dumping holdings cheaply  

to generate the cash.

So in broad terms, buybacks 

are most suited to large funds 

wallowing in liquidity. They work 

less well for smaller investment 

trusts or those operating in  

illiquid assets.

Fixed or flexible?
If a trust is to run buybacks,  

its board then faces the 

question of whether it should 

set fixed schemes, known as 

hard discount controls, or retain 

some discretion. Again, there  

is no clear answer to which  

is best.

For a shareholder, the  

certainty of scheduled buybacks 

is helpful. At its most extreme  

a board can commit to 

defending its share price  

against any discount, called 

a zero discount policy. The 

Jupiter Primadona (JPG)  

trust did just that in February.

But the danger of that fixed 

approach is that it favours the  

large traders who practise 

arbitrage – buying in for the 

short term to exploit a buyback 

– rather than the smaller long-

term investor. Dexion Trading 

(DTL), for example, has recently 

been pushed towards liquidation 

after regular buyback offers  

kept shrinking it by a third  

every three months.

‘Boards should have a clear 

buyback policy and stick  

to it,’ urges Charles Cade, 

head of investment 

‘We do not advocate 
that a zero discount 
control is appropriate 
for all investment 
companies, particularly 
for those with less 
liquid portfolios or 
cyclical mandates.

Charles Cade
numis securities 



companies research at Numis 

Securities. ‘We do not advocate 

that a zero discount control is 

appropriate for all investment 

companies, particularly for those 

with less liquid portfolios or 

cyclical mandates. However,  

this is not an excuse for boards 

to ignore discount controls.’

on balance, a responsible 

discount management policy  

in a mainstream trust 

undoubtedly favours investors. 

When used appropriately, 

buybacks serve the shareholder 

by providing liquidity, dampening 

discount volatility, and offering 

reassurance that there is a buyer 

of last resort.

Discounts in context
Fretting about discounts may 

seem moot in the current 

environment, with average 

discounts at historic lows. At 

the end of 2013, the average 

investment trust had a 3.4% 

discount, the lowest level since 

records began in december 

1970. Indeed, more than 100 

trusts – equivalent to almost  

a third of the universe by market 
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Ad

capitalisation – now trade at a 

premium to their net asset value.

But Charles Cade, head of 

investment companies research 

at Numis Securities, counsels 

against complacency. ‘The 

question is whether this is  

a structural shift or simply  

a cyclical rerating,’ he says. 

‘Both cases can be argued. 

discount controls are now 

widespread and the retail 

distribution review has created 

a more level playing field with 

open-ended funds. 

‘on the other hand, much  

of the rerating can be attributed  

to a strong recovery in markets 

since the financial crisis, as well 

as the demand for investments 

that pay an attractive yield. 

As a result, discounts could 

be vulnerable to a market 

correction or a rise in  

interest rates.’

In the meantime, Simon 

Elliott, an analyst at Winterflood 

Securities, believes investors 

should not automatically rule  

out ever buying a trust on  

a premium. ‘We have no 

problem in recommending funds 

Baillie Gifford Savings Management Limited is the manager of the Baillie Gifford Investment Trust Share Plan and the Investment Trust ISA 
and is wholly owned by Baillie Gifford & Co, which is the manager and secretary of Scottish Mortgage Investment Trust PLC.

The Scottish Mortgage Investment Trust.
Freedom to go in search of long-term opportunities.

Baillie Gifford – long-term investment partners

Please remember that changing stock market conditions and currency exchange rates will 
affect the value of your investment in the fund and any income from it. You may not get back 
the amount invested.

Visit website >

http://www.scottishmortgageit.com


April 2014
powered by 

that are trading in premiums, 

particularly where we believe 

discount risk is alleviated by 

discount control mechanisms  

or other factors such as the  

soft closing of the equivalent 

open-ended fund.’

Nevertheless, Elliott warns  

that ‘extended premiums are 

rarely sustainable’ so investors 

should check that any premium 

is not too far north of its  

long-term average.

We have no problem in 
recommending funds 
trading in premiums’ 
but ‘extended 
premiums are rarely 
sustainable.

Simon Elliott
Winterflood securities 



Hard cheeses: investment trusts with zero discount policies kept share prices closer to net asset value in 2013

Trust (ticker) Date adopted New shares issued
% shares  
bought back

Average discount/premium (%)

Blackrock Income & growth (BrIg) Jan-13 0 4.1 0.9 premium

Invesco Perpetual Select - UK (IVPU) Jan-13 0 0 -0.8 discount

Invesco Perpetual Select - Balanced (IVPB) Jan-13 0 4.8 -1.8 discount

Invesco Perpetual Select - global Equity Inc (IVPg) Jan-13 0.3 0.5 -1 discount

Jupiter green (JgC) Jul-13 0 13.9 -2.3 discount

Martin Currie global Portfolio (MNP) Jul-13 2.4 0.5 0.4 premium

Personal Assets (PNL) Nov-99 48 0.4 0.9 premium

Mid Wynd International (MWy) May-10 0 3.4 -1.7 discount

Threadneedle UK Select (UKT) dec-12 2.1 0.7 0.4 premium

Troy Income & growth (TIgT) Jan-10 6.7 3.2 1 premium

Source: Winterflood Securities, Thomson reuters, Morningstar
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How to read this table: 
A small band of investment 
trust boards have committed 
themselves to zero discount 
policies to ensure their shares 
trade at net asset value (NAV) 

as closely as possible. An 
investment trust whose share 
price trades  at a discount 
(below NAV) or at a premium 
(above NAV) suffers an 
imbalance between supply  
and demand. In order to  

correct a discount (too many 
shares, not enough buyers) 
the trust will buy back its 
shares (second column from 
right). Conversely, to remove a 
premium (not enough shares, 
too many buyers) it will also 

issue new shares (second 
column from left) in order to 
lower the price. The right hand 
column shows the policies  
have narrowed both discounts 
and premiums. 



Soft cheeses: trusts that perhaps could do more to tackle discounts

Trust (ticker) What's up board's sleeve? Discount target (%) Discount

Aberdeen Private Equity  (APEF) Share buybacks -10.00 -23.20

Acencia debt Strategies (ACd) return of capital & buybacks -7.50 -8.60

Alternative Investment Strategies (AIS) Windup vote -5.00 -17.70

Ashmore global opportunities (AgoL) Windup vote -10.00 -26.10

Aurora (Arr) Tender offer -10.00 -15.20

Baring Emerging Europe (BEE) Share buybacks -8.00 -11.10

Blackrock greater Europe (BrgE) Periodic tender offers -2.00 -3.30

CQS diversified (CQS) Windup vote -5.00 -6.90

dexion Absolute (dAB) Windup vote -5.00 -13.30

global Fixed Income realisation (gFIr) Windup vote -5.00 -44.70

Henderson global (HgL) Share buybacks -8.00 -10.20

Impax Environmental Markets (IEM) Share buybacks -10.00 -11.90

International Biotechnology (IBT) Share buybacks -8.00 -13.00

Invesco Asia (IAT) Tender for up to 15% of shares -10.00 -11.30

Investors Capital (ICTA) Share buybacks -5.00 -6.60

JPMorgan Asian (JAI) Semi-annual tender offer -5.00 -11.10

JPMorgan European growth (JETg) Share buybacks -5.00 -10.40

Pacific Horizon (PHI) Tender offer for up to 5% of shares -9.00 -11.60

Qatar Investment (QIF) Tender for up to 20% of shares -10.00 -13.00

Scottish Investment Trust (SCIN) Share buybacks -9.00 -10.10
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Source: Association 
of Investment 
Companies

Many trusts have 
a formal policy to 
combat discounts 
but only 75 state 
the maximum level 
of discount they’ll 
tolerate. Most of 
these trusts are in the 
clear,  either trading 
at a premium or at a 
discount within their 
limit. The following 
20, however, sit on 
average one-year 
discounts above their 
target and may have  
to step up their efforts.



Investment trust discounts are  
at a 20-year low. They could 
widen again but will not fall to 
the extremes of the 1970s and 
1980s, says Numis Securities
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Investors in Murray International 
have had a tough year. 
Emerging market woes hit the 
trust’s global portfolio, reducing 
the double-digit premium as 
investor enthusiasm waned, 
resulting in its share price  
falling more than NAV by  
the end of March although  
it later recovered..  



The UK  
and beyond  
in a single 
portfolio.
We believe that it’s the quality of the 
company that matters, not its location. 
Brunner invests worldwide, seeking 
companies with the market position 
and brand strength to achieve global 
growth. The Trust’s co-managers 
Jeremy Thomas and Lucy MacDonald, 
its long history and global remit 
could make Brunner a compelling 
proposition. 

The trust is a quoted company listed 
on the London Stock Exchange. 
Its share price is influenced by the 
balance of supply and demand in 
the market, which means that the 
shares may trade below (at a discount 
to) or above (at a premium to) the 
underlying net asset value. The 
trust seeks to enhance returns for 
its shareholders through gearing in 
the form of long-term debentures. 
Gearing can boost the trust’s returns 
when investments perform well, 
though losses can be magnified when 
investments lose value. You should be 
aware that this trust may be subject to 
sudden and large falls in value and you 
could suffer substantial capital loss. 

InvesTIng Involves rIsK. The valUe of an InvesTmenT and The Income from IT may fall as well as rIse and InvesTors may noT geT bacK The fUll amoUnT InvesTed. 

The brunner  
Investment 
Trust Plc

The world  
within reach.

www.brunner.co.uk

0800 389 4696

This is a marketing communication issued by Allianz Global Investors Europe GmbH, an investment company with limited liability, incorporated in Germany, with its registered office at Bockenheimer Landstrasse 42-44, D-60323 Frankfurt/M, registered with the local court Frankfurt/M 
under HRB 9340, authorised by Bundesanstalt für Finanzdienstleistungsaufsicht (www.bafin.de). Allianz Global Investors Europe GmbH has established a branch in the United Kingdom, Allianz Global Investors Europe GmbH, UK branch, www.allianzglobalinvestors.co.uk, which is subject 
to limited regulation by the Financial Conduct Authority (www.fca.org.uk). Details about the extent of our regulation by the Financial Conduct Authority are available from us on request.

 Portfolio managers Jeremy Thomas and lucy macdonald  

http://www.brunner.co.uk
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The challenge  
of liquidity
The biggest challenge facing 

investors in investment trusts is 

not charges or discounts, which 

we looked at in chapters one 

and two, but a deeper problem 

that can underlie both these 

issues. That problem is the 

relatively small number of people 

who own investment trusts. 

Investment trusts were once 

described as the City’s best-

kept secret. However, inhabiting 

a niche sometimes means there 

aren’t enough buyers and sellers 

to make an efficient market in 

investment trust shares. That 

can create a lack of trading 

liquidity which means it can  

be difficult to buy and sell stock, 

particularly in difficult market 

conditions, such as a crash.

This in turn can increase 

investors’ costs, particularly  

if they’re buying and selling in 

a short space of time, and can 

even create uncertainty over 

what an investment trust’s  

share price should be.

To be fair, most private 

investors buying small  

amounts of shares for a  

long-term investor don’t suffer 

these problems. The complaints 

tend to come from large 

professional investors, such as 

wealth managers, who struggle 

to buy up to £10 million of 

investment trust shares  

at a predictable price.

Liquid private equity
our first two tables show the  

10 most traded and least traded 

investment trust sectors. Private 

equity investment trusts are 

easily the most liquid, followed 

some way behind by investment 

trusts investing in emerging 

markets and social infrastructure 

liqUidity

Investment trusts were once described as the 
City’s best-kept secret. However, inhabiting a niche 
sometimes means there aren’t enough buyers and 
sellers to make an efficient market in investment 
trust shares.

(hospitals, schools and roads). 

on average, according to 

figures from Numis Securities, 

more than £4 million of shares 

are traded each day in private 

equity trusts. That’s a small 

number compared to the 

share dealing in big FTSE 100 

companies but in the investment 

trust world this counts as  

good liquidity.

At the other end of the scale, 

specialist trusts investing in India 



infrastructure see as With ‘little 

as £20,000 traded a day. This 

lack of buyers and sellers can 

lead to large gaps or ‘spreads’ 

between the ‘bid’ (buy) and 

‘offer’ (sell) price. For example, 

India infrastructure trusts have 

an average spread of nearly 

15%. If you buy and sell them 

straightaway that’s how much 

you could lose.

That’s an extreme example, 

of course. The spreads on 

mainstream investment trust 

shares are much narrower. 

For example, there is just a 

0.8% gap between the buy 

and sell prices of private equity 

investment trusts on average. 

The liquidity of these trusts is  

a bit ironic given that private 

equity is about investing in 

companies before they reach 

the stock market and, alongside 

property, is a classic example  

of an illiquid – or hard  

to trade – asset.

Discounts and liquidity: 
which came first?
There’s a chicken-and-egg 

relationship between the lack 

of liquidity and the problem 

of discounts (shares trading 

below net asset value) which 

we looked at in the previous 

chapter. discounts are frequently 

cited by some investors and 

financial advisers as the reason 

for not buying investment trusts 

(although there are others 

who think they represent an 

opportunity to buy a potential 

‘bargain’). By discouraging 

possible buyers, discounts 

exacerbate the lack of liquidity 

which in turn can worsen the 

discount. After all, a ‘stagnant’ 

stock is unlikely to trade close  

to NAV.

Marketing is the key
dr Simon Colson, a former 

investment trust analyst, wrote 

a report on liquidity for the 
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‘Marketing is the key to the future. Far from being 
defeatist, if investment companies have inherent 
virtues then the industry must shout about them 
until it is hoarse from doing so.
Simon Colson
Author of ‘secondary liquidity in the investment trust sector’
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Association of Investment 

Companies two years ago. 

After interviewing many people 

in the industry he concluded 

that investment trusts needed 

to deliver good investment 

returns and tackle problems 

of discounts and premiums 

promptly so as to keep existing 

investors happy. Beyond that, 

however, the most important 

task facing investment trust 

boards was to market their 

companies properly. 

He wrote: ‘Marketing is  

the key to the future. Far from 

being defeatist, if investment 

companies have inherent virtues 

then the industry must shout 

about them until it is hoarse 

from doing so. Boards need 

to be independent, quick to 

act and populated by people 

who understand investment 

management, marketing  

and the technicalities of the 

structures over which  

they preside.’

Two-speed sector
Analysts at Winterflood 

Securities have said responses 

to the challenge of investment 

trust illiquidity is creating a ‘two-

speed’ sector. With some wealth 

managers only prepared to deal 

in trusts that have a market 

value above £250 million (others 

set the limit at £100 million), the 

trend is clear: a few big, liquid 

investment trusts in popular 

sectors whose shares trade 

close to NAV at the top of the 

pile. down at the bottom end  

is a much larger crowd of 

smaller, illiquid investment 

company ‘orphans’ struggling  

to get attention.

While the second group may 

sound unattractive, Winterflood 

says this is where the ‘value 

opportunities’ will occur as 

discounts persist, prompting 

some investors to seek out  

their bargains.

our last two tables reflect this 

trend a little. The list of 10 least 

traded investment trusts include 

several investing in Vietnam. 

While some of these are quite 

large they are definitely specialist 

and off the beaten track of  

many private investors.

By contrast, the 10 most 

traded investment trusts 

include large, well-known retail 

favourites such as private 

equity investor 3i Group (III), 

Templeton Emerging Markets 

(TEM) and popular global funds 

Scottish Mortgage (SMT)  

and Alliance Trust (ATST). 
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10 most traded investment trust sectors

Sector
Avg daily 
trading (£’000)

Bid/offer 
spread

Private equity 4,073 0.80%

global Emerging Markets 2,053 0.50%

Infrastructure 1,707 0.40%

Emerging Markets (overall) 1,665 1%

global (overall) 1,424 0.50%

UK Mid Cap 1,195 0.40%

Asia Pacific China 975 0.20%

UK Equity Income 918 0.5

UK Smaller Companies 918 0.50%

Property 875 1.80%

Source: Numis Securities

10 least traded investment trust sectors

Sector
Avg daily 
trading (£’000)

Bid/offer 
spread

Emerging Europe 209 1.60%

UK High Income Small Companies 173 1.30%

Asia Pacific other 173 2.60%

Asia Pacific inc Japan 127 1.90%

UK Equity and Bond Income 122 2.50%

Emerging Special Situations 89 5.10%

global other 77 5.20%

UK Split Cap Units 62 4.30%

Africa / Middle East 35 8.60%

Asia Pacific India infrastructure 20 14.90%

The Brunner  
Investment Trust PLC
The world within reach.
www.brunner.co.uk    0800 389 4696

Investing involves risk. The price of shares and the income 
from them can fall as well as rise and investors may not get 
back the money originally invested. This is a marketing 
communication issued by Allianz Global Investors Europe GmbH, 
an investment company with limited liability, incorporated in 
Germany, with its registered office at Bockenheimer Landstrasse 
42-44, D-60323 Frankfurt/M, registered with the local court 
Frankfurt/M under HRB 9340, authorised by Bundesanstalt für 
Finanzdienstleistungsaufsicht (www.bafin.de). Allianz Global 
Investors Europe GmbH has established a branch in the United 
Kingdom, Allianz Global Investors Europe GmbH, UK branch, 
www.allianzglobalinvestors.co.uk, which is subject to limited 
regulation by the Financial Conduct Authority (www.fca.org.uk). 
Details about the extent of our regulation by the Financial 
Conduct Authority are available from us on request.

 Portfolio Managers Jeremy Thomas and Lucy Macdonald  

http://www.brunner.co.uk
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10 most traded investment trusts

Trust Sector No. shares (m)
Avg daily trading 
(£’000)

Bid/offer spread Size (£m

Most traded

3i group (III) Private Equity direct 972 10,387 0.1% 3,874

Templeton Emerging Markets (TEM) Emerging Markets global 324 3,665 0.3% 1,758

HICL Infrastructure (HICL) Infrastructure social 1,207 3,250 0.3% 1,655

Scottish Mortgage (SMT) global growth 247 2,771 0.1% 2,583

Alliance Trust (ATST) global growth 560 2,670 0.0% 2,548

SVg Capital (SVI) Private Equity direct 228 2,448 0.1% 965

Blackrock World Mining (BrWM) Metals, mining 177 2,366 0.0% 833

NB global Floating rate Income - £ (NBLS) Asset-backed Secured Loans 1,246 2,362 0.1% 1,240

Electra Private Equity (ELTA) Private Equity direct 35 2,328 0.0% 930

rIT Capital Partners (rCP) global growth 155 2,133 0.1% 2,089

Source: Numis Securities
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10 least traded investment trusts

Trust Sector No. shares (m)
Avg daily trading 
(£’000)

Bid/offer spread Size (£m

Least traded

Qannas Investments (QIL) Africa / Middle East 35 1 16.2% 41

Investment Company (INV) UK Equity Income 4.7 - 3.5% 19

dWS Vietnam (dWSVIET) Asia Pacific Vietnam 468 - N/A 145

Vietnam Enterprise Investments (VIETENI) Asia Pacific Vietnam 154 - N/A 273

Vietnam resources Investment (VIETrES) Asia Pacific Vietnam 24.7 - N/A 1

Nimrod Sea Assets (NSA) Aircraft leasing 130 - 2.0% 80

global resources (grIT) Metals, mining 40 - 16.2% 37

John Laing Environmental Assets (JLEN) Infrastructure renewables 160 - 1.0% 160

Custodian rEIT (CrEI) UK property 132 - 1.2% 139

Summit germany (SMTg) Property germany 294 - 1.6% 157

Source: Numis Securities
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Power of gearing
Investment trusts’ ability to 

borrow money – or ‘gearing’ 

as it is known – is one key 

differentiator with open-ended 

investment companies (oeics) 

and unit trusts.

In a rising market, gearing 

can help to magnify returns, 

and investment trusts’ use 

of borrowing is one of the 

chief reasons why they have 

outperformed oeics and unit 

trusts with similar strategies.  

of course, the reverse is also 

the case: a fund falling in value 

will suffer those losses more 

heavily if it is geared.

So gearing is not for the  

faint-hearted, but done well,  

it can form a key flank of a  

good fund manager’s investment 

strategy. 

gearing can broadly be divided 

into two forms – short- and 

long-term borrowing. Most 

geared investment trusts  

use short term credit facilities 

lasting up to a year, which,  

with interest rates at record 

lows, are relatively cheap. 

However, some trusts 

have taken on longer term 

agreements which, although 

more expensive, have the 

advantage of locking in interest 

rates at a level which  

is likely to prove historically low. 

geAring

Gearing is not for the faint-hearted, but done well, 
it can form a key flank of a good fund manager’s 
investment strategy.

measure as in the table below. 

‘Effective’ gearing takes into 

account factors such as the 

amount of cash held, which 

reduces gearing. So a fund that 

has borrowed £50 million but 

is holding £10 million in cash 

would be deemed to have £40 

million of effective gearing. 

Effective gearing is given as  

a percentage of the fund’s 

assets, and reaches minus 

figures where more is held in 

cash than is being borrowed.

Examples of this include Temple 

Bar (TMPL), which last July 

took out a £50 million fixed-

rate 15-year private placement 

note at a coupon of 4.05%, and 

Perpetual Income & Growth 

(PLI) which last month took  

out £60 million note at 4.37%, 

also for 15 years.

Effective gearing
one of the ways the extent  

of a trust’s gearing is disclosed 

is through the ‘effective gearing’ 
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Andrew Bell, chief executive of the Witan investment trust, explains how he cut the trust’s 

gearing (borrowing) after last year’s strong stock market rally.

Witan: gearing is a ‘two-edged sword’

Gearing can broadly  
be divided into two 
forms – short- and 
long-term borrowing. 
Most geared 
investment trusts 
use short-term credit 
facilities lasting up 
to a year, which, with 
interest rates at record 
lows, are relatively 
cheap.



But this figure does not tell  

the whole story. A fund may 

have a low effective gearing 

reading but be invested in 

assets that are themselves 

heavily geared – this can be 

particularly common for private 

equity-focused trusts. So it pays 

to dig through an investment 

trust’s literature rather than just 

rely on the headline figure.

Amongst equity trusts 

with high gearing, some 

familiar names can be found. 

BlackRock Throgmorton 

(THRG) has 31% gearing, 

due largely to its portfolio of 

April 2014
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A fund may have a low effective gearing reading  
but be invested in assets that are themselves  
heavily geared

contracts for difference (CFd). 

These are a form of financial 

derivative that allow funds 

to profit from share price 

movements without owning the 

underlying stocks. global growth 

trust Majedie Investments 

(MAJE) clocks in at 21%, with 

two long-term facilities, one of 

£13.5 million and another of 

£20.7 million, placing it amongst 

the more heavily geared. It’s 

a similar story for Merchants 

(MRCH), with 19% gearing 

which is hampered by three 

debentures taken out in the 

1980s when interest rates were 

much higher. They contribute  

to around £9.4 million annual 

costs on approximately £110 

million of debt. 

Cautious
But just because investment 

trusts can gear doesn’t  

mean all do. research from 

Winterflood at the end of last 

year showed more than half 

of trusts did not borrow. For 

example, investment trusts 

in Numis’ Emerging Markets 

sector have an average gearing 

of -2% due to cash positions 

outweighing any borrowing, 

while in the Asia Pacific sector, 

gearing is at just 3%. difficulties 

in both those markets, with 

managers keen not to amplify 

losses through borrowing,  

are the likely explanation.

We’ve displayed the top  

10 most and least geared  

equity focused trusts in the table 

below. It should be noted that 

property trusts, which we’ve 

excluded, tend to be highly 

geared and top the borrowing 

tables. Also, some of the trusts 

that have the least gearing are 

winding down and amassing 

cash. But at the very least,  

the data shows just how  

much levels of gearing  

can differ across the world  

of investment trusts.



Source: Numis Securities
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10 punchy trusts: the most highly geared equity investment trusts

Name (ticker) Sector
Potential 
gearing 

Liquidity Effective gearing
5-year share 
performance

Jupiter Second Split - ords (JSS) global Absolute return 173 - 173 10.6% (3-year)

Utilico Investments (UTL) global other 166 3 163 87.8%

Premier Energy & Water - ords (PEW) Utilities 129 3 126 106.7%

APEN Ag (APEN) Private equity non-UK fund-of-funds 92 21 71 130.7%

British American (BAF) UK Equity & Bond Income 69 - 69 4.8%

Blue Planet International Financials (BLP) Financials 52 - 52 37.4% (1-year)
Ecofin Water & Power opportunities 
(ECWo)

Utilities 54 3 51 53.1%

Candover (CdI ) Private equity direct 109 64 45 434.5%

JPMorgan Private Equity (JPEL) Private equity fund-of-funds 42 - 42 -9.7%

Aberforth geared Income (AgIT) UK High Income 42 1 41 101.2% (3-year)



10 safe and sorry funds: equity investment trusts with the least gearing 

Name (ticker) Sector Potential gearing Liquidity Effective gearing
5-year share 
performance

Ingenious Media Active Capital (IMAC) Private equity TMT 0 80 -80 277.6%

Better Capital 2012 (BC12) Private equity direct 0 64 -64 3.2% (1-year)

damille Investments II (dIL2) global fund-of-funds 0 53 -53 -8.8% (1 year)

B.P.Marsh & Partners (BPM Private equity VC and pre-IPo 0 52 -52 181.4%

Personal Assets (PNL) global growth 0 49 -49 71.6%

Tau Capital (TAU)
Private equity russia and 
emerging Europe

0 47 -47 -9.6%

Tiger resource Finance (TIr) Metals and mining 0 46 -46 4.8%

Alternative Investment Strategies (AIS Funds of funds liquidating 0 41 -41 18.5%

Qannas Investments (QIL) Africa and Middle East 0 38 -38 18.3% (1-year)

Terra Capital (TCA global other 0 38 -38 235.7%

Source: Numis Securities
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My EyE oN MoBIUS
By Gavin Lumsden
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Countdown
As I continue my ‘preparations’ 

to launch Citywire’s £10,000  

Top Trusts portfolio, I have an 

eye on Templeton Emerging 

Markets (TEM), the granddaddy 

of the emerging markets sector, 

run by veteran investor  

Mark Mobius.

Timing a perfect entry into 

emerging markets is difficult 

after a tortuous three years  

for the sector and with the 

Federal reserve’s withdrawal  

of emergency support to the US 

economy dampening sentiment. 

However, I strongly believe that 

investing in emerging markets 

about now is the right thing to 

do in the long term. TEM hasn’t 

had a bad time since I began the 

Top Trusts Top 50. The shares 

are up 4% over three months 

and with the discount widening 

slightly closer to 11% I noticed 

that the Z-score was stretching 

beyond the all-important minus 

2 point, heralding a possible 

buying opportunity.

I’ll have to be quick though. 

Last time I noticed Scottish 

Mortgage (SMT) had swung  

to a modest discount. This  

has now evaporated although  

I may still buy some shares 

when I finally open an account 

with my chosen share  

dealing service.

Elsewhere, discounts on our 

favourite UK investment trusts 

widened, with Fidelity Special 

Values (FSV) trading more than 

6% below net asset value (NAV). 

It’s been a tricky few months for 

many UK trusts, although their 

first quarter losses are modest 

compared to the declines in 

the Japan investment trusts 

we’re following. They’re down 

between 10% and 15%.

By contrast Premier Energy  

& Water (PEWT), a highly 

geared split capital trust 

approaching windup next 

year, and NB Private Equity 

(NBPE), are up 15% and 13% 

respectively over three months. 

Next time, I promise, I will  

give you more details of which  

of these good trusts I have 

backed with real money.
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top trUsts top 50

Mark Mobius,  
Franklin Templeton



Top Trusts Top 50 

UK Growth Three-month share price return % Discount - / premium (vs issue 7) Z-score (%)

Fidelity Special Values (FSV) -4.00% -6.4 (-3.8) -0.8

Schroder UK growth (SdU) -7.00% -2.1 (-0.7) 0.4

Finsbury growth & Income (FgT) -1.00% 0.1 (-0.6) -1.9

Herald (HrI) -0.20% -16.8 (-13.6) -0.3

rCM Technology (rTT) 3.60% (-1.8) 0.5

Polar Capital Technology (PCT) -8% -5.7 (-3) 0.2

UK Income Three-month share price return % Discount - / premium (vs issue 7) Z-score (%)

City of London (CTy) -1.00% 1.6 (-2.2) -0.3

Merchants (MrCH) -3.00% -1.4 0.7

Aberforth geared Income (AgIT) N/A N/A N/A

Perpetual Income & growth (PLI)   -1.00% -0.8 (-0.7) -1.2

Edinburgh (EdIN) -2.00% -1.6 (-0.6) -1.5

diverse Income (dIVI) 1.00% 1 (-6) -1.7

Source: Winterflood. 7 March.
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Please note
Z-score: over 2 is considered expensive, below -2 as cheap



Top Trusts Top 50 

UK Smaller Companies Three-month share price return % Discount - / premium (vs issue 7) Z-score (%)

Standard Life UK Smaller Companies (SLS) -3.00% 0.7 (-0.8) 0.2

Henderson Smaller Companies (HSL) -2.00% -12.7 (-9.2) -0.1

Aberforth Smaller Companies (ASL) 0.00% -9.2 (-6.7) -0.4

Strategic Equity Capital (SEC) 6.00% -10.8 (-10.3) 0.5

Blackrock Throgmorton (BrSC) -6.00% -12.4 (-11.2) -0.4

Montanaro UK Smaller Companies (MTU) -1.00% -14.3 (-12.5) -0.9

Global Growth Three-month share price return % Discount - / premium (vs issue 7) Z-score (%)

Scottish Mortgage (SMT) -2.00% 1.3 (-4) 1.2

Edinburgh Worldwide (EWI) 2.00% 1.9 (-3.6) 0.4

rIT Capital Partners (rCP) 2.00% -3.8 (-8.4) 2.1

Lindsell Train (LTI) -4.00% 9.8 (-10.9) -0.7

ruffer Investment Company (rICA) -2.00% -0.1 ( -1.9) -2.3

Personal Assets (PNL) 4.00% 0.7 (-1.4) 0.2

Source: Winterflood. 7 March.
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Please note
Z-score: over 2 is considered expensive, below -2 as cheap



Top Trusts Top 50 

Global income Three-month share price return % Discount - / premium (vs issue 7) Z-score (%)

Murray International (MyI) 1.00% 5.4 (-5.3) -1.4

Blackrock World Mining (BrWM) 2.00% -2.6 (-1.6) 0.8

Premier Energy & Water (PEWT) 15.00% -2 (-9.3) 0.8

Global Emerging Markets Three-month share price return % Discount - / premium (vs issue 7) Z-score (%)

Templeton Emerging Markets (TEM) 4.00% -10.7 (-10) -2.6

JPMorgan Emerging Markets (JMg) 1.00% -11.3 (-11.3) -1.4

genesis Emerging Markets (gSS) 3.00% -7.9 (-8.8) -0.3

Blackrock Frontiers (BrFI) -7% 2.1 (-5.7) -0.9

Asia Pacific Three-month share price return % Discount - / premium (vs issue 7) Z-score (%)

Scottish oriental Smaller Companies (SST) -2.00% -3.6 (-5.7) -0.9

Aberdeen Asian Income (AAIF) 1.00% 1.3 (-0.9) -0.3

Pacific Assets (PAC) 2.00% -4.3 (-5.5) -0.2

Schroder oriental Income (SoI) 2.00% -0.4 (-5) -0.7

Source: Winterflood. 7 March.
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Please note
Z-score: over 2 is considered expensive, below -2 as cheap



Top Trusts Top 50 

Europe Three-month share price return % Discount - / premium (vs issue 7) Z-score (%)

Jupiter European (JEo) 4.00% 2.8 (-0.8) 0.9

Henderson Eurotrust (HNE) 2.00% -5.3 (-6.9) -0.5

Henderson European Focus (HEFT)  8.00% 0.8 (-1.6) 1.3

European Investment (EUT) 6.00% -7.5 (-9.1) 1.2

Japan Three-month share price return % Discount - / premium (vs issue 7) Z-score (%)

Baillie gifford Japan (BgFd) -12.00% -0.5 (-0.5) 0.2

JP Morgan Japanese (JFJ) -15.00% -10.9 (-7.5) -1

Baillie gifford Shin Nippon (BgS) -12.00% 0.2 (-5.6) -0.5

Schroder Japan growth (SJg) -10.00% -11.1 (-8.8) -1.6

USA Three-month share price return % Discount - / premium (vs issue 7) Z-score (%)

JP Morgan American (JAM) -2.00% 0.9 (-0.5) -0.5

Source: Winterflood. 7 March.
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Please note
Z-score: over 2 is considered expensive, below -2 as cheap
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Private equity Three-month share price return % Discount - / premium (vs issue 7) Z-score (%)

Pantheon International (PIN) 4.00% -17.8 (-16.5) 1.4

Hg Capital (HgT) -1.00% -12.2 (-6.9) -1.8

NB Private Equity (NBPE) 13.00% -14.9 (-17.5) 2.5

Property Three-month share price return % Discount - / premium (vs issue 7) Z-score (%)

Tr Property (Try) 9.00% -0.7 (-2.4) 1

Bonds Three-month share price return % Discount - / premium (vs issue 7) Z-score (%)

City Merchants High yield (CMHy) 1.00% 2.5 (-1.5) 1.3

Twenty Four Income (TFIF) 4.00% 3.3 (-3.7) -1.4

Henderson diversified Income (HdIV) 2.00% 3% 0

Source: Winterflood. 7 March.
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Please note
Z-score: over 2 is considered expensive, below -2 as cheap
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