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In recent years, the UK investment trust
sector has found itself navigating through
challenging times. Changes in regulations
and the overall economic environment
have made things fough. But despite these
challenges, it's important fo remember why
investment trusts are valuable, especially in
terms of diversification and accessing long-
term investment opportunities ordinarily not
available fo individual investors.

Back in 2022, the sector started seeing a
significant number of institutional and retail
investors pulling out, driven by regulatory
changes that had widespread implications.
A key issue was the interpretation of EU rules
concerning the reporting of 'ongoing costs,
which significantly impacted investment
trusts in the UK.

Unlike open-ended funds, where fees
are deducted from investors' holdings,
investment trusts are set up differently and
operate on a closed-ended structure. This
means that operational costs are already
embedded in the share price, leading to
a discrepancy in how ongoing costs are
perceived by investors. Retail investors may
be misled into believing they are paying
yearly ongoing costs, while institutional
investors, like ourselves, face the burden
of aggregating costs, making their funds
appear more expensive than they fruly are.

As aresult of these headwinds, UKinvestment
tfrusts continue to offer significant value,
especially with recent governmental actions
fo aftempt to resolve issues surrounding
cost disclosure rules as seen in the Autumn
Statement, but which proved insufficient
to overcome the problem. Their closed-
ended structure makes them well-suited for
long-term institutional investment in illiquid
assets, offering diversification and exposure
to a wide range of investment opportunities
that may be inaccessible to individual
investors.

Furthermore, recent market conditions
have presented compelling opportunities
for investors. Wider discounts and attractive
yields have emerged, providing an entry
point for those willing to weather the
storm. Despite challenges posed by rising
interest and discount rates, indications of
stabilisation and potential market shifts
suggest a more optimistic outlook for
investment frusts.

The average investment company discount
is reflective of market sentiment and
investor demand. By the end of October
2023, the average discount reached 17%,
marking its widest level since the financial

crisis, although it has since recovered. 'Recent
research from the Association of Investment
Companies (AIC) suggests that investing
when the average investment trust discount
exceeds 10% could lead to significantly better
returns over the subsequent five years. The
AIC’s analysis of investment trust returns since
2008 shows that when the average discount
exceeded 10%, the average investment
trust generated a return of 89.3% over the
following five years.

Amidst these challenges and opportunities, it
is essential fo emphasise the importance of
frue diversification in investment portfolios.
Relying on traditional allocations fo stocks
and bonds just isnt enough anymore.
Alternative investments, including property,
private equity, infrastructure, and specialist
financials, offer non-correlated returns
that can enhance portfolio resilience and
mitigate risk.

We believe that integrating specialist assets
such as real estate investment trusts (REITs),
infrastructure, private equity, and specialist
financials creates a widely diversified
portfolio. While not easily readily accessible to
the wider market, having over two decades of
expertise enables us to search a wider arena,
easing the burden for individual investors.
Real assefs typically exhibit a moderate-to-
low correlation with equities and financial
assets, providing strong diversification
benefits. Investment trusts offer exposure to
these real asset vehicles that often escape
traditional avenues due to underlying asset
illiquidity. The combination of these assets
with fraditional investments like equities and
bonds holds several atftractions for investors.
They deliver solid investment returns and
tend to operate independently of market
fluctuations. However, investing in these
areas also comes with risks of their own
and our approach emphasises thorough
research and expertise.

As the saying goes, "You can lead a horse to
water, but you can't make it drink." It means
that you can show people the opportunities,
but they have fo be willing to fake them. That's
true for investors too. UK investment tfrusts
might be facing some tough challenges, but
we remain advocates of their vital roles in
multi-asset portfolios.
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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.



