
A trusted history 
Investment trusts are the oldest form of collective investment. 

Ross Garrard from Ravenscroft looks at their history 

T
he name 'investment trust' is itself 
something of a misnomer as they 
are actually listed closed-ended 

investment companies. As separate 
legal entities, they often have long and 
fascinating histories, with investment 
objectives that adapt and change with the 
times. 

While names like British Empire Trust, 
Foreign & Colonial and Hadrian's Wall evoke images of a 
bygone age, the sector continues to reinvent itself and has been 
one of the most successful sources of new equity capital on the 
London Stock Exchange in recent years. Trusts provide access 
to almost any investment under the sun. For example the £3bn 
Rothschild Investment Trust (RIT Capital) contains hugely 
diverse investments that include private companies such as 
Dropbox, physical commodities, property and listed equities. 
Their strategy has worked well with shareholders enjoying 
annualised returns of 12.9% since 1988. 

Coonl""'y I MC""''°' Hor,.bor <>I c<>Me<1'1fvo .,-
lfm""1� lncru1""11 

c,,,,oor'IIM 1 .... - Tn."<l lf�f"'1'1 intOl!l,I � 

.... -�1""1 (:lolsal !4 

JI. .1-1 �- "° 

Cti'Niilnil � Oloiwl Ii 

F&C OioolU :l<IYIII•• Oompo"""-' CiloboiJ "" 

F ,&Coi<rial-1 Thnl Olcl>al ,16 

Blw1m'lr 111..e1..,..,. Trwl Glooili 4� 

.IFl,l,:<p, C1.1,-,- lmoolrlKM!IT""' Ul(�lff<Ol'lO _µ 

The very first investment trust will be celebrating its 150th 
anniversary next year. Foreign and Colonial Investment 
Trust (F&C) was founded in 1868 'to give the investor of 
moderate means the same advantages as the large capitalists 
in diminishing the risk of spreading the investment over a 
number of stocks'. At the time Britain was a global superpower 
and F&C invested the bonds used to finance colonial 
expansion and the Empire's railway and water infrastructure 
projects. With the economic expansion that followed many 
other trusts formed, at the time investment decisions were 
simply made by the board of directors, often in areas where 
they had specialist knowledge. As these trusts expanded 
it became necessary to either create or appoint investment 
managers to provide expertise. 

The longevity of investment trusts is testament to their 
ability to generate good long term investment returns for 
shareholders, but also highlights their ability to adapt to 
change. Charles Darwin would not fail to be impressed by 
how these trusts have survived countless financial crises, 
great depressions and multiple world wars. The flbn Bankers 
Investment Trust continues to serve many generations of 
investors long since the original seven bankers who founded 
the trust in 1888 went to their graves. 

Bankers, F&C and RIT Capital help provide examples of the 
fundamental advantages of the investment trust structure over 
open-ended collective investment schemes: 

Permanent capital 
Being closed-ended, investment trusts can take a long term 
view as they are not required to hold cash or buy and sell 
their investment regularly to meet regular redemptions and 
subscriptions. This enables the likes of RIT Capital to invest 
in illiquid unquoted investments where higher returns are 
possible but a longer term time horizon is essential. 

Independent board 
The board of directors are appointed to run the trusts in the 
best interests of shareholders. This enables them to change the 
investment policy where appropriate and review and appoint 
independent investment managers. Bankers is now run by fund 
specialists Henderson. 

Revenue reserves 
The ability to accumulate revenue reserves allows the board to 
provide smoother returns to shareholders, building up capital 
and income in the good years and using this to distribute 
to shareholders in leaner times. This has enabled the F&C 
Investment Trust to deliver an almost unrivalled 46 years of 
dividend growth. 

Financial gearing 
Both a strength and weakness, trusts can use both tactical and 
structural gearing to enhance returns and take advantage of 
market opportunities. However when there is too much debt 
or it is poorly structured, investors can get burnt. 

Lower charges and wider investment mandates 
Historically trusts have offered lower charges than their 
open-ended equivalents. Aurora Investment Trust charges zero 
annual management fees, meaning the new managers only 
get paid if they outperform. They also do not have the same 
prescriptive investment restrictions, allowing Aurora to run a 
concentrated portfolio with large positions in their best ideas . 

Premium I discounts 
As listed entities, investment trusts offer live pricing with share 
prices being driven by the net volume of buyers and sellers. 
Investors pay the share price at the time and will rarely deal 
at Net Asset Value (NAV) as they would with a mutual fund. 
Popular trusts trade at a premium to NAV and unpopular ones 
at a discount. Investors can thereby enhance returns by timing 
their investments to buy low and sell high, be it in the same 
trust or between trusts and sectors. Today the infrastructure 
trusts are amongst the most expensive, trading at double digit 
premiums to NAV. UK smaller companies on the other hand 
are out of favour with certain trusts, trading at discounts of up 
to 20% despite impressive long-term returns. 

Illiquid underlying assets 
Illiquid asset classes are far better suited to a closed-ended 
structure be it property, private equity or some of the more 
esoteric alternative assets such as Big Box warehouses, A380 
aircraft or peer-to-peer lending. 

At Ravenscroft, we utilise investment trusts from our 
collectives buy lists to help provide investors with reliable and 
diverse sources of income, long term winners or to specialist 
areas that are difficult to access via other means. Investors 
need to understand liquidity and the differing risks involved, 
but trusts have their place in many advisory portfolios and 
often outperform their open-ended equivalents. We believe a 
long-term, diversified investment approach is essential. Trusts 
can offer an enduring investment that can deliver excellent 
investment returns over many generations. 




