
Almost anyone can benefit from the potential advantages of investing in an investment trust

for investment trusts

investment trusts: what are they? how do they
work? and how can you make them work for you?
Investment trusts are an ideal

way of investing in the stock

market for a number of reasons.

1. An investment trust may hold

shares in up to three hundred or

more different companies at any

one time – which means you can

enjoy all the advantages of

stock market investment whilst

spreading the risk. 

2. Most investment trusts have

low charges – which means

more of your investment is

actually working for you.

3. Investment trusts, on average,

deliver excellent returns over

the longer term – which

means your money is working

as hard as possible.

4. They are extremely affordable

– you can invest a lump sum

from just £250 or even invest

monthly (some start from as

little as £25 a month).

The stock market can be a volatile

place. However, these ups and

downs tend to get smoothed out

over the longer term. 

This is why investment trusts,

being longer term savings

vehicles that spread risk, are 

so suitable for investing in the

stock market.

Investment trusts can be a

very cost-effective and highly

diversified way of dipping a toe

in the stock market, whilst at

the same time gaining access

to top investment expertise.
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how do investment trusts work?

An investment trust is what’s known

as a collective investment vehicle,

because it pools your money with

that of other savers to give you

enhanced buying power. It offers you

exposure to a wider spread of shares

than most could achieve by building

their own portfolio share by share. 

An investment trust is simply a

company, like Tesco, which is

quoted on the London Stock

Exchange and has its own

independent board of directors,

whose role it is to look after your

best interests as investors and

shareholders. But, unlike Tesco, it

doesn’t sell anything. Instead, its

sole purpose is to use

shareholders’ money to invest

profitably in the shares of other

companies. The obvious aim of

investment trusts is to buy shares

in strong companies that will

increase in value.

An investment trust will hold the

shares of between 50 and 300

different companies at any one

time and these will form part of its

investment portfolio or assets.

Investing in such a wide spread of

different companies helps to

minimise the level of risk you take.

Investment trusts invest in both

large and small companies in the

UK, but can also venture further

afield to invest in countries such as

the US, Europe, Brazil and Japan.

Naturally, they all carry different

levels of risk, and which you

choose will depend on your own

preferences and circumstances.

Investing in an investment trust also

gives you access to a professional

team of experts who invest your

money in the stock market and

manage it on your behalf. If the

companies they invest in do well, the

value of the investment portfolio will

also grow and so should the value of

the shares in the investment trust.

When you invest in an investment

trust you are buying the shares of

the investment trust itself and not

the shares of the other companies

in which it invests. Therefore, it’s the

investment trust’s own share price

that you want to monitor – because

if the price of its own shares rise,

the value of your investment will

too. However, you must bear in

mind that an investment trust

share can go down as well as up.

Please note that investment trusts are primarily intended as long-term investments.  Because an investment in an investment trust may go down in value
as well as up, you may not get back the full amount invested.  This type of investment is not suitable for everyone and if you have any doubt whether it is
suitable for you, you should obtain expert advice.  Past performance is not necessarily a guide to the future. Exchange rates may cause the value of
underlying overseas investments to go down as well as up.
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how to choose an investment trust

With literally hundreds of

investment trusts to choose 

from, it is important that you 

take a moment to consider your

investment needs in order to

determine the trust that’s right

for you. Start by asking yourself 

a few simple questions...

1. Are you investing for capital
growth?

Investment trusts are, on the

whole, powerful vehicles for

capital growth over the longer

term. One of the most beneficial

aspects of investment trusts is

their low charges, which means

more of your money goes straight

into growth and performance –

and not into administration. This,

in turn, gives your money the

opportunity to grow much faster

than many other forms of

investment where the charges

may be significantly higher.

2. Do you want to receive an
income?

There is a wide choice of

investment trusts which are

designed to provide a regular

income. Some are designed to

produce a particularly high

immediate income, whilst 

others may offer a longer 

term view of dividend growth

while also providing some 

capital growth.

3. What level of risk are you
prepared to accept?

As a rule, the level of risk you

should be prepared to accept

depends on your age. Younger

investors can view their investments

over the longer term – in which case,

they can afford to take a few risks in

return for the potentially higher

returns. Whereas older investors

may well prefer to minimise risk by

moving investments into lower risk

investment trusts. There’s a wide

choice whatever your preference.

4. Do you want to invest a 
lump sum?

You don’t need large sums of money

to invest in investment trusts.

Although individual investment

trusts will have different entry levels,

there are a great many which you

can invest in from as little as £250.

5. Do you want to invest monthly?

The disadvantage for many young

people is that they do not have



The unique benefits of investment trusts

Although unit trusts are

generally better known than

investment trusts, the latter, do

in fact, offer many unique

benefits. Hence, their reputation

as being ‘one of the City’s best

kept secrets’.

1. Stock exchange listing

As companies, investment trusts

have the advantage of being

listed on the stock exchange

which means they have an

independent board of directors

who are directly answerable to

shareholders for the trust’s

actions and performance.

2. Closed-ended v open-ended

Investment trusts are what’s

known as closed-ended funds.

This means that the amount of

money which the trust raises to

invest is fixed at the start by

issuing a set number of shares

to investing shareholders.

Having a fixed pool of assets

enables the fund manager to

plan ahead and make the best

investment decisions possible. 

A unit trust, on the other hand, is

an open-ended investment

vehicle. This means that it

expands or contracts in size all

the time as people invest in or

leave the fund. The fund manager

is unable to plan ahead with

complete certainty because they

never know what’s around the

corner. If there’s a sudden rush of

people wanting to redeem their

units, the fund manager may be

faced with the situation where

they are forced to sell some of

the good stocks that they hold in

their portfolio in order to buy

back units from investors.

Happily, this can’t happen with

investment trusts because

shareholders don’t sell their

shares back to the investment

trust, they sell them on to

another buyer. Every selling

shareholder must first be

matched with a potential buyer,

via the stock market, before a

transaction can take place. This

means that the manager’s fund

is unaffected by shareholders

who want to sell their shares.

3. Gearing

Another feature of investment

trusts is their ability to “gear

up”. This means that they are

allowed to borrow money to buy

more assets when interest rates

look low or when a particularly

attractive stock presents a good

buying opportunity.

For example, suppose

shareholders put £50,000 

of their money into an

investment trust and that

investment trust borrowed

£50,000 for 5 years to invest

along with the shareholders’

own money. The trust has to pay

£10,000 in interest on the loan

over the 5 years.

This means that the trust 

now has £100,000 to invest.

Let’s say that the investments

did well and grew by 60% 

over the 5 years and earned

£10,000 extra income. This

means that the investments 

are now worth £160,000 and

the trust can pay off the loan 

of £50,000 and the £10,000

interest (out of the extra

income) and still have £110,000

left for investors. This means

that investors have seen their

investment grow by 120%

(rather than 60%) due to the

benefit of gearing.

Investment trusts also have an

advantage when gearing

because they can borrow at

much lower interest rates than

individuals and other types of

companies because they are

dealing in much larger sums and

lenders view them as lower risk.
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There is a downside, of course,

in that if the investments fall in

value when the trust has

borrowed, the negative effect

is magnified. But it has been

shown over the years that,

over the long-term, the growth

in the value of equities

generally has outpaced the

cost of borrowing. And

remember that the investment

trust does not always have to

be ‘geared up’ – the board of

directors and the managers 

will decide if the time is right

to borrow and how much.

4. Different share classes

Yet another benefit of

investment trusts is the ability

within a single company to

issue different types of shares

to suit the differing needs of

their investors (for example,

some investors are only looking

for an income whilst others

may only want capital growth).

These are called split capital

investment trusts and the

ability to offer geared income

and growth options within one

fund is something that unit

trusts are unable to do. For

further information see our

factsheet ’its split capital

investment trusts’.

5. Discounts and premiums

investment trust shares can

often be bought at below the

price you would have to pay if,

theoretically, you were

constructing the same portfolio

of assets within the trust for

yourself, offering the

opportunity to acquire those

assets at a discount. 

This can also boost your

income from the investment

and it provides scope for the

investment trust’s share price

to rise if demand increases and

the discount narrows.

Sometimes the demand for an

investment trust’s shares can

be so high (e.g. if the managers

enjoy a particularly good

reputation for performance or

the sector in which the trust

invests has become particularly

popular) that the total value of

all the trust’s shares will be

worth more than the value of

the assets which it owns. In

that case, the trust’s shares are

said to trade at a premium.

6. Costs

Investment trusts are usually

cost efficient. If you buy them

direct on the stock market 

you don’t have to pay any

initial charge, other than the

stockbroker’s commission, 

and the costs of managing

investment trusts are often 

low too. Savings schemes can

be even more cost efficient.

If you want to invest through

an ISA, you may have to pay

more, but this will still work 

out as a cost effective method

of investing.

This means that more of 

your money is working harder

for you from day one – a head

start that more expensive

investments will find it difficult

to make up.

If two funds enjoy similar

performance, the one with the

higher-charge handicap will

always lag behind. Although

cost is not the be-all and end-

all when it comes to choosing

which investment vehicle to

take out, it is nevertheless an

important consideration and

should not be overlooked.
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what to do next

Investing in shares is one of the best

ways to achieve long-term capital

growth. Historical data shows that

the stock market can produce

handsome returns over the longer

term. Investment trusts are an ideal

way for smaller investors to benefit

from the potential that the stock

market has to offer.

The flexibility and accessibility of

investment trusts makes them suitable

for a wide range of financial planning

objectives, such as paying for your

child’s education. Investment trusts are

particularly suitable for novice investors

because of their low minimum

investment levels and spread of risk. 

When choosing an investment trust,

however, do remember that you need to

decide the following:

• do you want to invest a lump sum or

invest monthly?

• do you want income, capital growth 

or both?

• do you want to take a risk with an

adventurous trust?

Whatever your hopes for the 

future, an investment trust could 

be just what you’re looking for.
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For further information...

Visit our website

Our website is a good place to start if you want to learn more about

investment trusts and how they can help you get the most from your

savings. You can find us at www.itsonline.co.uk
Contact an Independent Financial Adviser

If you would like any further information or advice, you should

consult an Independent Financial Adviser (IFA). You can get the

details of three IFAs in your area by calling 0800 707 707.

Look out for this symbol

Investment trusts regularly advertise in the national and financial

press – just keep your eyes open for the symbol above. 

information factsheets
The AITC publishes a range of introductory factsheets which are

available free of charge by calling 0800 707 707
• its for income or capital growth

• its for understanding risk

• its split capital investment trusts

• its for pensions

• its for children

• its for individual savings accounts (ISAs)

We are also currently introducing a more detailed range of factsheets

about investment trusts and how they work; please call us or visit our

website for further information.
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