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Investment Trusts - some random thoughts
by Roy Colbran

Fund Managers’ pay
The pay of Directors of quoted companies is, as we all know, public
information but that of fund managers, who are likely to have influence on
votes on remuneration, is generally a close secret. Hence, I thought it
interesting that the proceedings at the recent AGM of the Witan Investment
Trust shed some light into this dark corner.
Witan is unique among investment trusts in having a multi-manager approach.
In fact the fund is split among 11 managers plus some direct holdings. This
means that, unlike other investment trusts, Witan needs a full time Chief
Executive. Revisions to his pay structure were voted on at the AGM. Advice
had been taken from McLagan who claim to be the leading remuneration
consultants in the financial services field. The CEO’s pay was to be set in line
with similar roles and peer groups. This seemed to me to cause difficulty and I
suggested that his role was unique. However, they had found fund managers
and others in the pool from which any replacement would have to be sought as
a basis for comparison. Accordingly I think we can take his pay package as
broadly in line with what fund managers are paid. The consultants should have
access to the relevant information.
The agreed package consists of a basic salary of £281,000 plus a 10% pension
contribution with potential bonuses up to 170% of salary (£477,700) on top.
Of the 170%, 40% is a discretionary payment related to overall performance as
manager, 40% is on single year investment performance and 90% on 3-year
average investment performance. The last two will be paid in full if
performance is at least 3% or 2½% pa respectively over the benchmark. Only
60% of any bonus is paid immediately with the remaining 40% spread over 3
years. In 2015 the single total figure for the CEO’s pay was £593,431 when
the bonus percentages were appreciably lower and the consultants had
evidently advised that these levels were out of line. In addition he received
£52,154 for approved outside appointments. I was the only person to ask any
question about the package at the meeting despite the increase in potential
maximum bonus from 100% to 170% of salary!
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Buying- back
Witan in common with many investment trusts has a policy of buying back its
shares in the market. This is primarily with the aim of reducing the discount at
which the shares trade compared with NAV. It also gives a small gain to the
remaining shareholders because the NAV released is greater than the price paid
for the shares. In accordance with my normal practice I raised my card to vote
against the authority for this. Over tea afterwards I was approached by a
Director asking my reasoning in objecting to buy-back. I said “Public Good” and
explained that I thought that investment trusts were such a good vehicle for
private individuals that it was quite wrong to reduce the supply. I did not think
that the founders of these great trusts, many years ago, would have approved of
them being run down for short-term benefit. Witan, founded in 1909, has in fact
reduced the number of shares in issue by 49% over the 15 years since they first
started down this path.
It was interesting to find that the Director agreed with me that buyback alone
has very little impact on the discount. A chart which had been put on the screen
showed that the discount remained around the 10% level for several years after
the policy was introduced. It seemed that only when the market began to
believe in the benefit of the multi-manager approach that the discount started to
narrow.
I told the director that Jackie and I have about two-thirds of our portfolio in
investment trusts and that our favourite is Law Debenture. To my surprise he,
although an investment manager himself, had not heard of it and had to ask
what was the business that they run besides the normal investment trust
activity. He did, however, take the opportunity to tell me what a great job the
present CEO has done for the Trust.

Merryn Somerset Webb
I wonder how many of our members read Merryn Somerset Webb in the Money
section of the Weekend FT. For me her column is not to be missed (alongside
that of Robin Lane Fox). She writes a lot of good sense and is clearly on the
side of the private investor. I have also heard her speak impressively a couple
of times at investors’ gatherings.
In a recent column she mentioned in passing that she is a non-exec on some
investment trusts and that she knows “they are reasonably well run”. I thought
they deserved a closer look and found that they are Baillie Gifford Shin Nippon
PLC and Montanaro European Smaller Companies Trust. The first one is a £200
million fund investing in Japanese smaller companies while the second has net
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assets of £106 million and invests as its name suggests. Ongoing charges
are 1.14% and 1.5% respectively, the latter in particular being higher than I
like to pay. Merryn lived for six years in Tokyo five of which were working
for SBC Warburg and accordingly should know more than most about Japanese markets. So there are two trusts that could be worth a look if you
want to get into their respective markets.
Roy Colbran
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