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President Reagan referred to those words as
being the “nine most terrifying words in the
English Language”. August 1986 feels like a
distant era and in many ways it is, however
the debate over what any government’s role
should be in a capitalist free market system
is as relevant today as it was back then.
The primary and most important function
of an elected government is the defence
of the realm; | doubt President Zelenskyy is
spending much time thinking about reform
of Ukraine’s education system or how to
pay for public health programs. Therefore,
how and fo what extent government should
reach info these other areas is something of
a philosophical political debate.

Central governments, not least that of the UK,
do not have a fantastic record when it comes
to efficiently allocating taxpayer capital
into physical projects. However, perhaps
that is a litfle harsh as it depends upon
what the objective is. Is it simply fo make a
profit, or alternatively is to try and influence
the course of events in altruistic ways; with
the expectation that money is likely to be
lost in the process? The problem is that
the objectives of such spending are rarely
communicated.

Climate change is an increasingly hot topic
(pun infended). One of the problems in
addressing that is how to help developing
nations adopt clean energy, when dirty
energy may be more accessible or cheaper.
It is therefore in addressing this conundrum
that the Foreign, Commonwealth and
Development Office (FCDO) decided to
support the Initial Public Offering (IPO) of a
new investment trust in 2021 with $32 million
of taxpayer capital. Thomas Lloyd Energy
Impact Trust (TLEI) had the laudable ambition
of investing in various construction ready
infrastructure and renewable energy assets in
Asia, India, Philippines, Vietnam, Bangladesh,
and Indonesia (countries that are on the front
line of climate change impacts). Targeted
returns to investors were for 10-12% per
annum." At the time of the IPO, a key hook
offered to investors was that they would be
investing alongside the UK Government, the
implication being (deliberate or otherwise)
that could provide a degree of comfort on
the due diligence already carried out and
execution risks had been appraised by them.

We decided notto invest at the time, as despite
the laudable aims, the targeted returns (given
the risks) did not compare favourably against
proven operating assets of a similar nature
closer to home. Furthermore, the “attraction”
of the UK Government having done rigorous
due diligence felt far from compelling.
Unfortunately, things have not gone well for
TLEI. The shares were suspended in April

2023 due to “material uncertainty regarding
the fair value of certain of its assets and
liabilities”, the issue surrounded problems
over the proposed construction of a 200MW
solar plant in India that could cause a $8.2
million impact.? An update on 12 July 2023
brought to light a number of non-completion
liabilities facing the investment that could
amount to $33.5 million; quite significant for
a trust that last reported Net Assets of $142
milion.> The shares remain suspended and
are yet to publish their report and accounts
for December 2022.*

Investing in investment trusts is not risk free
(we previously wrote about the collapse
of Home REIT). Due diligence needs to be
conducted at every level and an assessment
made of whether the valuation and returns
on offer are sufficient compensation for
those risks. However, when good quality
management teams are found, they can
deliver compelling value; there have been
various success stories raising primary
capital for renewable energy (and other
assets) in the UK over the last decade, for
example the £3.9 billion Greencoat UK Wind.

It therefore remains a significant frustration
for us that the Financial Conduct Authority
(FCA) (the regulator, and by extension, an
arms’ length branch of government) has in
place retfail cost reporting guidelines that
results in mis-leading over reporting of
costs to investors of investment trusts (see
link here to our previous comment on this).
The result has been a loss to “UK plc” and
increased risks for retail investors. Those
guidelines are resulting in  mulfi-asset
investors, such as ourselves at MGIM, having
to reduce the allocation given to investment
trusts in portfolios in order to reduce our
optical “look through” costs. Consequently,
retail investors who wish to gain access to
specialist investment trusts are being forced
to conduct their own due diligence. Given
recent examples of some trusts permanently
losing shareholder capital, it is indeed
terrifying that the government (via the
FCA) has provided “help” to retail investors
resulfing in cost (mis)disclosure.

Sources: 'Thomas Lloyd Energy Impact Trust PLC 2022 Interim
Report 224 April 2023 Thomas Lloyd Energy Impact Trust RNS,
*Net Asset Value, Dividend, and Operational Update 3 November
2023, 412 July 2023 Thomas Lloyd Energy Impact Trust RNS.
Unless stated all other sources are Bloomberg Finance L.P.
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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 contained
herein constitutes as an advertisement, an
invitation, a solicitation, a recommendation
or advise fo buy or sell any products,
services, securities, futures, options, other
financial instruments or provide any
investment advice or service by Belvest.

Tel +852 2827 1199
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 returns 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
affachments are not encrypted and cannot
be guaranteed to be secure, complete or
error-free as electronic communications
may be infercepted, 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.



