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As investors in the investment trust market,
we have seen the UK market grow
significantly over the years. In addition
to diversification and access to many
asset classes not usually available to
retail investors, closed-ended trusts have
significantly outperformed open-ended
funds over the long term. In the UK, over the
ten years to September 2021, the average
investment company returned 265% versus
the average open-ended fund returning
70%. The AIC provides a good article
explaining the benefits of the closed-
ended structure.

https://www.theaic.co.uk/financial-
advisers/guides/investment-company-
performance-vs-oeics

However, new regulations in the UK are
making it increasingly difficult for multi-
asset funds to hold investment trusts. This
is because we are having to report much
higher fees for these vehicles in the form
of “other ongoing costs” than we otherwise
would with directly held equities or funds,
thereby making our own UK funds seem
more expensive.

Let's consider an example of two investment
vehicles with no assets other than £100m to
invest. One is a listed UK Equity, the second
is a closed-ended vehicle. If each vehicle
uses their £100m fo buy the same asset
what would a multi-asset fund reportable
cost be for holding each vehicle? The UK
Equity would have zero cost, as we would
not have to report “look through costs”.
Meanwhile, in addition to the management
fee, the closed-ended vehicle would have
to report indirect ongoing costs such as
board costs, auditor fees, marketing costs,
transaction fees, finance costs etc and
borrowing costs. The result often leads fo
reported costs of 2 to 3%. Most of these
“look through costs” would also be incurred
by the UK Equity but are not reportable
under the current regulations.

Therefore from a costreporting perspective,
it is more beneficial to hold direct equities
than closed-ended vehicles, despite
the strong performance and structural
advantages. It creates a perverse incentive
to keep costs down by holding investments
that may not have the best total return
prospects.

Most of our property exposure is in closed-
ended vehicles (real estate investment
trusts or ‘REITs’).

The reported costs are higher than direct
equities, such as British Land or Property
Funds, but the structure is much more
efficient for investing in property. As a
result, our closed-ended holdings within
the VT Momentum Diversified Income
fund that were launched over five years
ago have an annualised return of +8.23%
versus the average open-ended property
fund +3.96% and British Land -1.62%. If cost
had been the deciding factor, British Land
would have been chosen, resulting in 10%
per annum lower returns.

Cost is an important component of returns,
so should factor into investment decisions.
However, one must consider these various
reporting methods to make an accurate
comparison. You should also consider what
parts of the reportable cost are simply
investment managers taking fees and
what part are drivers of additional returns.
An example is our holding in AEW REIT. It is
closed-ended and has a reportable cost of
3.41%. Just 0.9% of this is the management
fee, the rest is made up of running costs
of the properties, finance costs etc. This
year they have realised significant value
by developing and selling numerous
properties. Despite the high reportable
cost, the trust has returned 16.6% after costs
over the past year.

In summary, UK fee disclosure regulations
create uneven comparisons and risk
encouraging investors toward lower
reported cost vehicles, rather than
investments that have the best risk/reward.
An additional complexity is that to date only
a proportion of open-ended funds have
adopted the new fee disclosure proposals
to include closed-ended vehicles, making
it difficult for investors to make like-for-like
comparisons across funds.

Source
Unless stated, all other figures sourced from Bloomberg Finance,
LP.

Before investing in the VT Momentum Diversified Income Fund
you must read the key investor information document (KIID) as
it contains important information regarding the funds, including
charges, tax and fund specific risk warnings and will form the
basis of any investment. The prospectus, KIID and application
forms are available in English from Valu-trac administration
services (01343 880344) the authorised corporate director of the
fund. MGIM is the investment manager of the fund.
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For more information, please contact your adviser or alternatively contact:

Belvest Investment Services Limited
MERERBERAE

9th Floor, Centre Mark Il

305-313 Queen’s Road Central
Sheung Wan, Hong Kong

Important notes

This communication is issued by Belvest
Investment  Services  Limited and/or
Belvest related companies (collectively,
and individually Belvest) solely to its
clients, qualified prospective clients or
institutional and professional investors.
Unless stated otherwise, any opinions or
views expressed in this communication do
not represent those of Belvest. Opinions or
views of any Belvest company expressed
in this communication may differ from
those of other departments or companies
within Belvest, including any opinions or
views expressed in any research issued by
Belvest. Belvest may deal as Distributor or
Agent, or have interests, in any financial
product referred fo in this email. Belvest
has policies designed to negate conflicts of
interest. Unless otherwise stated, this e-mail
is solely for information purposes.

This message may contain confidential
information.  Any use, dissemination,
distribution  or reproduction of this
information outside the original recipients
of this message is strictly prohibited. If
you receive this message by mistake,
please notify the sender by reply email
immediately.

Unless specifically stated, neither the
information nor any opinion contfained
herein constitutes as an advertisement, an
invitation, a solicitation, a recommendation
or advise to buy or sell any products,
services, securities, futures, options, other
financial instruments or provide any
investment advice or service by Belvest.

Tel +852 28271199
Fax +852 2827 0270
belvest@bis.hk

www.bis.hk

No representation or warranty is given as
to the accuracy, likelihood of achievement
or reasonableness of any figures, forecasts,
prospects or return (if any) contained in the
message. Such figures, forecasts, prospects
or refurns are by their nature subject to
significant uncertainties and contingencies.
The assumptions and parameters used
by Belvest are not the only ones that
might reasonably have been selected
and therefor Belvest does not guarantee
the sequence, accuracy, completeness
or timeliness of the information provided
herein. None of Belvest, its group members
or any of their employees or directors shall
be held liable, in any way, for any claims,
mistakes, errors or otherwise arising out
of or in connection with the content of this
e-mail.

This  e-mail and any accompanying
attachments are not encrypted and cannot
be guaranteed to be secure, complete or
error-free as electronic communications
may be intercepted, corrupted, lost,
destroyed, delayed or incomplete, and/
or may contain viruses. Belvest therefore
does not accept any liability for any
interception, corruption, loss, destruction,
incompleteness, viruses, errors, omissions
or delays in relation to this electronic
communication. If verification is required
please request a hard-copy version.
Electronic communication carried within
the Belvest system may be monitored.



