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PLAYING BY
THE RULES

Investment trusts also
help you to follow the
“rules” of the stock
market – for example:
■ Don’t put all your
eggs in one basket.
■ Asset allocation is
what matters most.
■ Don’t let charges eat
up your profits.

WELCOME

W

hether you’re thinking of dipping a toe into the stock market
for the first time or you already have investments but want to
venture into new markets, there is an easy way to do it, one
that reduces the risks and takes the pressure off you to identify the best
shares and bonds.
It’s called an investment trust and it’s been around since the 1860s.
In this app we’re going to look at what this 145-year-old product has to
offer today’s investor and how you can make the most of it.
Investment trusts offer cheap, stress-reducing investing. They are
both an excellent way to get started in the stock market and the perfect
way to build up your portfolio.
If you are new to investing, they make an ideal core holding. That’s
because, if you are just starting out, it doesn’t make sense to risk your
capital on just one or two shares: far better to invest it in a ready-made
portfolio containing lots of shares.
And if you already have a portfolio, then investment trusts can give
you instant exposure to new or more specialist markets that can be more
diﬃcult for individual investors to understand. You might know the UK
market very well, but do you know other markets equally well?
Rosie Carr
Deputy Editor
Investors Chronicle
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AVOID TAX

You can buy shares in
investment trusts through
an Isa. That way you can
avoid capital gains tax and
some income tax.

WHAT ARE
INVESTMENT TRUSTS?

I

nvesting in the stock market is a well-tested way of making your
money grow. Over the long term it outperforms cash by a huge
margin (see chapter 4). But new investors can sink fast in the
swirling currents of the stock market without a strong and buoyant
portfolio to keep them afloat. That’s what investment trusts offer.
Trusts pool your money together with other investors’ to buy shares
and other assets. They are managed by professional investors, either an
individual or a team. The manager or team of managers makes all the
investment and strategic decisions. They will assess the risks and opportunities posed by factors such macroeconomic trends, interest rates and
inflation and they will work out what is worth buying and at what price,
and what to sell. You will receive regular updates on how the trust is performing and what the manager’s latest thinking or view of the markets is.
Investment trusts have independent boards of directors to look
after shareholders’ interests. They can, and do, sack managers when
underperformance is a problem.
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THE ALTERNATIVES

WORTH
NOTING
Investment trust sectors
mostly beat their open-ended
fund sector equivalents
For example, in 14 out of
16 sectors over 10 years to the
end of 2012, investment trusts
beat the equivalent unit trust
and Oeic sectors.
Why do they outperform?
Reasons include lower
charges, trusts’ closed-end
structure and also their
ability to gear which helps
in rising markets.

T

here are other types of managed funds that do the same job as
investment trusts. Unit trusts, open-ended investment companies
(Oeics) and exchange traded funds (ETFs) are the main alternatives – but each one has something different to offer. ETFs, for example, do
not have active managers who choose the underlying holdings. Instead they
follow an index – for example the FTSE 100 – by replicating its holdings.
This is called passive investing. ETFs are low cost which is good, but if their
particular index falls then the shares will plummet too. Investment trusts
are actively managed, which means that, if the manager is good at his job,
he can make money even when the rest of the market is doing badly.
Unit trusts and Oeics are mostly actively managed too, but they have
a completely different structure, which puts them at risk of having to sell
their best holdings if a lot of investors decide to sell their units. They have
tended to have higher charges than both ETFs and investment trusts.

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

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.

Jeremy Thomas and Lucy Macdonald
Portfolio Managers, The Brunner Investment Trust PLC
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.
Allianz Global Investors is the marketing name of RCM (UK) Ltd. Issued by RCM (UK) Ltd, 155 Bishopsgate, London,
EC2M 3AD authorised and regulated by the Financial Services Authority (www.fsa.gov.uk). Registered in England
No. 2014586. www.allianzgi.co.uk.
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PERFORMANCE

T

he whole point of investing – whether it’s in shares or managed
funds and trusts – is to make money. So what sort of returns can
you expect to make from investment trusts? Your returns will
depend on what market or sector you are invested in and the choices the
manager has made. When you invest in a trust, you will see that it has a
benchmark. This is the index that the trust’s make-up most closely resembles so that you can judge its performance against something. Ideally, the
trust will outperform its benchmark.
Over the past decade, the top three most consistent strongly performing investment trusts have turned an initial investment of £100 into
£875, £654 and £627*. The average return from all investment trusts was
£309.20 and from the best performing trust it was £1195. Over the same
period the FTSE 100 index would have grown that £100 to £250, and the
FTSE All Share to £270. If you’d left that £100 in a savings account, you’d
have ended up with a measly £9 profit – your £100 would be worth precisely £109.
Smaller companies and emerging markets dominate the top performers
of the last decade – but they are also among the most volatile sectors.
*Figures from Morning Star & AIC

IF YOU’D INVESTED
£100 IN...
Here’s what it would be worth after 10 years

£250

£875

£309

£109
A savings
account
Source: AIC/Morning Star. Starting date end Feb 2003

The
FTSE 100

An ‘average’
investment trust

A top performing
investment trust
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LEARN MORE
John Baron explains why he
likes investment trusts.

10 REASONS TO LIKE
INVESTMENT TRUSTS
1. Because they do all the work for you: choosing what shares or other
assets to buy and when to sell them, and keeping an eye on risks.
2. Because you can build an instant core portfolio with them.
3. Because you can gain access to markets that would simply not be open
to you as a small investor.
4. Because they hold lots of shares so one disaster won’t matter as much.
5. Because they are low cost. The smaller the charges, the greater your returns.
6. Because you can buy the shares at a discount.
7. Because it’s easy to drip-feed money into the markets with investment
trusts and therefore you won’t need to worry about a badly timed entry.
8. Because they mean you can become an investor with just a small
amount of money.
9. Because the manager can do things that you can’t, such as meet the
managers of companies and quiz them.
10. Because their performance is likely to be better than that from other
types of managed funds.
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THERE’S A TRUST
FOR THAT. AND
THAT…

GLOBAL GIANTS
Alliance Trust

£3161m

Bankers

£644m

British Empire
Securities and General

£921m

Caledonia

£1,289m

Foreign & Colonial

£2,605m

Law Debenture
Corporation
Monks

£544m
£1,065m

Personal Assets

£593m

Scottish Investment
Trust

£824m

Scottish Mortgage

£2,601m

Witan

£1,413m

T

here are around 400 investment trusts in total listed on the
London Stock Exchange. You can choose from giant global trusts
that invest in hundreds of different companies in dozens of different countries, to trusts that invest in companies in a single sector – for
example, Japan or Biotechnology. There are trusts whose aim is to deliver
income, pure growth or a mixture of both. Every trust will state its objective and its strategy for achieving it.
Most industries and geographies are covered. If you think technology,
infrastructure, healthcare or private equity are the sectors where the biggest
gains will be made in future, there is a trust for that. There are trusts that
invest in all the major regions of the globe, and trusts that specialise in different segments of those markets. For example, North American small companies, or Asian small companies. You can choose between a general emerging
markets investment trust and leave it to the manager to select the most promising regions and companies, or you can plump for a single country trust.
In Chapters 07, 12 and 13 we look at how to choose between trusts and
how to select the right one for you.

The main investment trust sectors:
Asia Pacific
Biotechnology and Healthcare
Europe
European Smaller Companies
Global Emerging Markets
Global Growth
Global Growth and Income
Global High Income
Global Smaller Companies
Infrastructure

Japan
Latin America
North America
North American Smaller
Companies
Tech, media and telecom
UK Growth
UK Growth and Income
UK High Income
UK Smaller Companies
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HOW YOUR
RETURNS
ERODE
You invest £10,000 in a
managed fund, which
grows at 7 per cent a year,
and another £10,000 in an
investment trust that also
grows at 7 per cent a year.
The annual charges are 2 per
cent a year in the first fund
and 0.6 per cent in the second.
After 10 years you’ll have
spent around £2,300 more on
charges in the first fund

CHARGES

B

esides any dealing charges you pay to buy shares, the trusts
themselves will skim off a percentage of their returns to cover
costs. These charges cover its dealing costs, the manager’s remuneration and so on. Generally, the charges that investors pay on investment trusts are lower than those on unit trusts. They probably won’t be
lower than those on exchange traded funds but, as the latter are passively
managed funds, that’s to be expected. The ongoing charge is a useful
measure that allows you to gauge the level of costs. The average ongoing
charge for investment trusts is 1.61 per cent, although around a third of
trusts have charges under 1 per cent. But you can expect specialist sectors
to have higher charges because their costs are higher. Big global trusts
tend to be the cheapest of the lot.
Always pay attention to costs: high annual charges – for example,
2 per cent – can eat up more than half your returns.
Some trusts charge performance fees. This means if the manager
beats a set target, he or she can cream off even more of the returns as
remuneration. You can do a quick comparison of charges on the Association of Investment Companies’ website at www.theaic.co.uk. It shows the
ongoing charges for its member companies expressed as a percentage.
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THINGS YOU NEED
TO KNOW

1

Investment trusts are allowed to borrow money to invest. This works
well when the investment performs. Returns will be boosted. But there
is always a risk that the investment will fail and that could cost the trust
and its investors significant sums of money. Trusts have to state their
borrowings – this is known as gearing – so check if you are comfortable
with the policy on gearing and the level it’s at. A trust with high borrowings is said to be highly geared.
Investment trusts are closed-ended funds. That means a fixed number
of shares is issued when the trust is created, and so the price of those
shares will rise and fall according to demand. The manager doesn’t have
to worry about keeping money aside or selling his best stock to pay back
investors who want to get out. Those investors simply sell their shares in
the market. By contrast, unit trusts are open-ended – this means new
shares can be created every day as new demand comes along. The
problem, however, is that when lots of investors want to cash in their
holdings, a manager might be forced into selling his best quality assets to
redeem those units, leaving him with a watered down portfolio.
And then there’s the discount and the premium issue… See the next
three chapters.

2

3
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DOES MY
DISCOUNT
LOOK BIG
IN THIS?

The average discount
for all investment
trusts at the end of
2011 was -8.4 per cent.
At the end of 2012 it
was -7.5 per cent.

WHAT IS THE
DISCOUNT?

A

discount is when the value of the shares is lower than the value of
the underlying assets or holdings. For example if a trust has £100
invested in shares, and 100 shares have been issued, then in
theory each share should be worth 100p. If the shares are only trading at
90p then they are trading at a 10 per cent discount to the net asset value.
This means you are buying the shares for 10 per cent less than they are
really worth. Shares can trade at a premium to NAV too. If the same shares
are trading at 102p, they are said to be on a premium of 2 per cent.
A manager with a good following and a strong track record will generally result in a premium. If a sector is in high demand, for example income,
expect the shares to trade on a premium. Share prices move all the time and
the level of discount or premium will change.
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CHECK IT OUT
You can see a trust’s
average discount range at
the Association of Investment
Companies website:
www.theaic.co.uk/aic/
compare-investmentcompanies.

SHOULD I WORRY
ABOUT THE DISCOUNT?

I

s the discount a good or a bad thing? The answer is it can be both,
but on the whole you probably shouldn’t fret too much about it. Many
investors view the discount as an ideal opportunity to pick up shares
at a bargain. You might come across stories about investors demanding
that an investment trust address the discount, but often these are big
investors who have targeted a trust precisely because it is on a discount
and then want to see that discount vanish so they can sell out at a profit.
Remember it’s not a shrinking discount that delivers your returns, it’s a
rising net asset value.
The point about discounts is that ideally you will buy the shares on a
wider discount and sell them on a much narrower one, or even the same
one. If you have done your research, are confident about the future
performance of the trust and plan to stay invested for the long term, the
discount alone should not discourage you. It’s always worth checking,
though, where the discount is in relation to its average range. For example,
if a trust tends to trade on a discount of 8 per cent, and you are buying
when it’s shrunk to 2 per cent, remember that it could swing back to its
average, leaving you out of pocket – on paper at least.
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WHAT MAKES
DISCOUNTS
SHRINK?
The triggers that cause
discounts to narrow (get
smaller) are linked to those
that cause it to widen.
For example, when the
manager or the board is seen
to be addressing the matter.
This might involve changing the
manager, introducing a new
strategy, or even a proposal to
liquidate the trust.
Many trusts have policies in
place to deal with discounts so,
if it breaches a certain level, they
will buy back shares to prop up
the share price and reduce the
number in existence.

WHY DO
DISCOUNTS ARISE?

D

iscounts arise when a trust becomes unpopular or less popular

and there are more sellers than buyers of its shares.
Poor performance can be a reason. Should you head for the
exit if other investors are doing so or the line of buyers has dried up? It
depends on the reason for that performance – it could be that the whole
sector is out of favour and all peer trusts are in the same boat. If you think
the market will turn at some point then you might not want to discard the
trust. Think about why you bought it in the first place. Find out what the
manager has said about the performance: does he or she have a credible
plan to turn things around?
Another reason is that other investors might think the particular
sector is heading for tough times and they’ve decided to get out. Their fears
might not be realised. Can you identify a problem that might be looming? Has the manager already spoken about it and explained what they
plan to do? Perhaps little can be done – can you ride out the storm? If you
are thinking of buying shares in a trust where the discount has widened
(ie, got bigger), and you are convinced that all will be well in the end, this
could be a good opportunity to buy in cheaply.
Perhaps the manager has failed to increase the dividend – or cut it. For
some investors that will be their cue for the exit.
Or it could just be that the market the trust is invested in is out of
favour. That doesn’t mean it won’t enjoy a revival in future. Japan, small
companies, technology... there are few areas of the market that have not
experienced bouts of unpopularity. But remember, some of the most
successful investment managers around the world can link their success
to taking a contrarian view – that is, buying when everyone else is falling
over themselves to get out!
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WHERE TO LOOK
Get the information you need at:
www.theaic.co.uk
www.trustnet.com
www.morningstar.co.uk
www.investorschronicle.co.uk
– and also at the investment
trust’s website.

WHAT TO LOOK
FOR IN THE DATA
Check the fund manager’s track
record over different time periods,
eg 1 year, 5 years, 10 years, and
especially when markets have
fallen. Did he or she manage to
beat the market or their benchmark index? Look at discrete year
returns not just the average for the
whole period. Ideally, returns will
be consistently good.

HOW TO CHOOSE
A TRUST

I

f you have asked yourself the questions in our ‘Getting your strategy
right’ section, you should have a clear idea of why you are investing,
for example to build a core portfolio, to create long-term growth or to

generate a high income. This is a good starting point for narrowing down
the sectors of most interest to you.
You should also be aware of what exposure to sectors and geographies
you already have. Try to avoid overexposure and to achieve asset diversification. If you already hold a number of large UK blue-chip companies, then
you can take large UK blue-chip focused trusts off your shortlist. Instead,
consider Europe, small caps, the US, emerging markets, property and so on.
Draw up a shortlist of trusts that appear to meet your requirements.
Look at:

■ the objectives of those trusts.
■ the strategies for achieving the objectives.
■ the manager’s track record.
■ the manager’s length of tenure and experience.
■ the performance data – see sidebar, left.
■ gearing levels.
■ what’s in the portfolio.
■ the charges that you will pay.
■ whether the shares are on a discount or a premium.
■ Consider the outlook for that sector.

All of these factors matter.

The
Merchants
Trust PLC
As focused
on dividends
as you are.
www.merchantstrust.co.uk
0800 389 4696

The Merchants Trust is committed to the pursuit of
above-average income and income growth. To view
the Trust’s dividend history, download a brochure,
see an interview with the portfolio manager or find
out how to purchase shares, please visit us online.
The trust charges 65% of its annual management
fee to the capital account and 35% to revenue.
This could lead to higher income but capital
growth would be constrained. 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.
Derivatives are used to manage the trust efficiently.

Simon Gergel
Portfolio Manager, The Merchants Trust PLC
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.
Allianz Global Investors is the marketing name of RCM (UK) Ltd. Issued by RCM (UK) Ltd, 155 Bishopsgate, London,
EC2M 3AD authorised and regulated by the Financial Services Authority (www.fsa.gov.uk). Registered in England
No. 2014586. www.allianzgi.co.uk.
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LEARN MORE
Listen to tips from investment
trust analyst Algy Hall

RISING
DIVIDENDS
Some investment trusts have a
great record of increasing the
dividend every year. UK growth
and income trust Merchants,
for example, has increased its
dividend for more than 30
consecutive years

INVESTING FOR
INCOME

I

f generating an income is your main objective, there are plenty of
trusts that aim to do exactly that. You can choose from trusts in the
UK or Global High Income sectors or the UK or Global Growth and
Income sectors.
Should you pick the trust with the highest yield? Not necessarily, or at
least not on its own. A high yield can be a sign of a falling share price and
might not be sustainable. You should dig deep to gain a clear picture.
Better to have a mix, and lower yielding trusts might in any case be the
ones that have a better chance of delivering a growing income. Similarly a
trust that focuses on growth as well as income could be the best choice for
someone looking for a stream of income over five years or more.
Then there are three “where from” questions to ask yourself.
Where does the manager get the income from? It might be property
or bonds – government and corporate or infrastructure and utilities
companies. Ideally, you will have exposure to a wide range of sources.
Consider “where” in a geographical sense too. Far Eastern companies
have been catching up with the west in terms of dividend payouts and it
would be foolish to ignore that rich seam simply because you are unfamiliar with it. There are several trusts that focus on generating an income
from emerging markets.
Finally, where are the dividends paid from? Income streams received?
Revenue reserves or capital?
Can the trust afford the dividend – what is the source of the cash flowing to the trust and how well is the dividend covered?
You should also examine the payout record in recent years. Has it been
stable or volatile? Has it increased every year or almost every year?
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WHERE
NEXT?

I

nvestors Chronicle magazine is an authoritative source of share tips
and insights into leading companies, investment trusts, ETFs and
funds. For more investment ideas, whether you’re planning for
retirement, managing your Sipp or you’re an active day trader, please
visit our website: www.investorschronicle.co.uk
Opt in to receive issues 5 to 8 of our Golden Rules of investing
On the previous page you can sign up to receive more insights and offers
from Investors Chronicle and Allianz Global Investors, including more
of Investors Chronicle’s Golden Rules of Investing.
Purchase the latest issue of Investors Chronicle in iTunes
You can now download Investors Chronicle on your iPad for just £3.99 per
issue, including the latest company results, share tips, funds analysis and
investment features from our team of award-winning financial journalists.
www.investorschronicle.co.uk/ipadapp

Allianz Global Investors and its predecessors have been
managing investment trusts since 1889, providing investors
with access to investment markets around the world through
professionally managed portfolios. Each trust beneﬁts from
the expertise of the fund managers, yet, as a company listed
on the London Stock Exchange, it is independent and is
overseen by its own Board of Directors.
Allianz Global Investors manages assets for individuals, families and
institutions worldwide. As at 31 December 2012, Allianz Global Investors
had €304 billion of assets under management worldwide.
Visit www.allianzgi.co.uk/invtrusts to find out more.

