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Digging deeper: Investment Trusts

3. Revenue reserves
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Understand how a trust’s revenue reserve works
Learn why this feature makes investment trusts useful for income-seeking investors
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Understand key terms relating to revenue reserves

Like other pooled investment funds, investment trusts earn
income on most of the money they invest. This income comes
from dividends paid by companies whose shares the trust holds
and interest paid from loans to governments and businesses.
But an investment trust does not have to pay out all the income
it receives from its investments. Instead, it can retain 15%, to
be held in reserve. If the trust experiences a difficult financial
period, or the economy is contracting, the trust can then choose
to maintain dividend payments to its investors. Some investment
trusts have used this feature to increase dividends every year
for over 50 years.
Paying dividends from reserves is at the discretion the trust’s
board of directors and is not guaranteed, especially as it should
be seen as an accounting term and not necessarily unused cash
sitting on the balance sheet. However, a trust’s ability to retain
income to smooth dividends, both when the economy is growing
and contracting, is attractive to people who are looking for regular,
long-term income from their investments. Retained income can
also be reinvested, which (thanks to the effect of compounding)
helps to bolster long-term growth.
Thanks to their structure, investment trusts are also better suited
to hold other types of assets, such as commercial property and
infrastructure, which are hard for other funds to buy and sell but
offer good income.

The Investment Trust (Approved Company) (Tax)
Regulations 2011 (SI 2011/2999)
The income distribution requirement
19. (1) An investment trust must not retain in respect of an
accounting period an amount which is greater than 15% of its
income for the accounting period.
• Therefore, not all income must be distributed in any one
accounting period
• Income retained can be distributed in subsequent periods
• This provides a mechanism for the fund manager/directors
to smooth income distributions over time
• Retained income is reinvested for additional growth

Key terms
Income received – income received by the trust
Distribution paid – the amount of money paid out by trust
Percentage distribution – the percentage of income
distributed by the trust to investors
Retained income – the amount retained by the trust
Accumulated retained income – the value of income
retained by the trust
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An example
The table below shows varying examples of income received, the distribution paid and the percentage distributed.
Smoothing income distributions
Income
received

Distribution
paid

%
distributed

Retained
income

Accumulative
retained income

£100

£90

90%

£10

£10

£110

£93.5

85%

£16.5

£26.5

£90

£90

100%

£0

£26.5

£100

£90

90%

£10

£36.5

£80

£90

112.5%

-£10

£26.5

£85

£90

105.89%

-£5

£21.5

£100

£90

90%

£10

£31.5

£665

£633.5

Source: Columbia Threadneedle Investments, example for illustrative purposes only.

Contact us
0207 464 5855
UK_Wholesale_Client_Services@columbiathreadneedle.com
columbiathreadneedle.co.uk/adviser-edge
Telephone calls may be recorded.

Important information: This document has been prepared for general information purposes only. It does not constitute advice (whether
investment, legal, regulatory, tax or otherwise) provided by Columbia Threadneedle Management Limited.

© 2022 Columbia Threadneedle Investments is the global brand name of the Columbia and Threadneedle group of companies.
For professional investors only. This financial promotion is issued for marketing and information purposes only by Columbia Threadneedle Investments in the UK.
This material should not be considered as an offer, solicitation, advice, or an investment recommendation. This communication is valid at the date of publication and may be subject to change without notice.
Information from external sources is considered reliable but there is no guarantee as to its accuracy or completeness. Actual investment parameters are agreed and set out in the prospectus or formal
investment management agreement.
Financial promotions are issued for marketing and information purposes; in the United Kingdom by Columbia Threadneedle Management Limited, which is authorised and regulated by the Financial Conduct
Authority.
212401 (06/22). UK.

