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Foreword
This is our third survey of investments in the charity sector. Cash and investments
are key assets in all charity accounts and effective management of these will have
a significant impact on any charity. However, investments cannot be considered
in isolation: they may form part of a funding strategy, or a pillar within reserves
management, they may even be a way of contributing to charitable objectives,
through programme related or mixed motive investments, and it is within each
individual context that a charity should consider its strategy, objectives and results.
We have examined trends in both investments and reporting and we hope that
this survey will provide a benchmark for charities so as to enable them to compare
themselves with their peers.
With Brexit looming and less than a year away, the investment market will present
risks and opportunities, particularly for the charity sector. Investment returns have
not been consistent over the past few years as markets have fallen and risen and then
not fallen when expected to. We are delighted that Nandu Patel and Andrew Blair from
Rothschild Private Wealth have provided a view on the impact of Brexit and the future
of investments. Their views on this are set out in Appendix 1.
As with any survey please note that the results are based on a sample and therefore
should be treated with care.
Treat investments with care and ensure you take professional advice at every step.

Reza Motazedi
Partner
National Head of Charities and Not for Profit
Deloitte LLP

Nikki Loan
Associate Director
Charities and Not for Profit
Deloitte LLP
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Section 1 – Executive Summary
It has been a bumpy ride for those with investments over the last few years with
significant lows being reported in the 2015/16 year end financial statements and
larger gains in 2016/17 financial statements: reminding us that investment values
may go down as well as up. Despite these fluctuations we recommended in our last
survey that charities should make the best use of their resources with a holistic view
considering charity’s reserves, investments and future objectives and long term
intentions, and we again make this recommendation. Liquidity and cash security are
perceived as key for many charities; cash and investments account for almost 44%
of gross assets. A minority of charities are beginning to explore social impact bonds
and other social investments. It is the duty of trustees to make the best use of
resources within their acceptable risk tolerance, and as the markets develop there
may be new and innovative ways of achieving that.
Investments can range from the traditional cash, stocks and
shares, to loans given to support other charities whose activities
directly further the lending charity’s aims and objectives. Each
investment should be made for a purpose that supports the
activities of the charity. These objectives may range from creating
an income out of which charitable expenditure can be made,
achieving the charitable aim through the investment itself, or
financial security or liquidity. Whilst the trustees’ obligation is to
make investments in the best interests of the charity within its
governing documents, the definition of best interests to the charity
ought to be debated and agreed by the trustees. The purpose
of this survey is not to give investment advice, but to analyse the
various practices within the sector and provide points for challenge
and discussion.
The Charity Commission guidance1 makes clear that all investment
decisions ranging from cash to programme related investments
are valid forms of investment at the discretion of the trustees, but
that each should be supported by a policy which reflects the risk
attitude and decisions of the trustees as to the purpose of each
investment and how it will be used to further the charity’s aims
and objectives.
Deloitte’s review of investments looks at the annual reports of 50
charities to understand the types of investments that are being
made and the explanations given in the annual reports regarding
investment policies.
The survey found that over the charities sampled there were still
few charities (16% (2016: 12%)) with programme related investment
and few (12% (2016: 14%)) where investment had been made in the
charity through a loan, bond or other financial assistance. Cash
balances, on balance sheet, were the same as the prior period with
1	Charities and Investment Matters: A guide for trustees (CC14)
2

cash accounting in total for 10% of gross assets and 15% of net
assets held by the charities sampled. When considering cash in
investment portfolios in addition to cash disclosed on the balance
sheet the total cash holdings account for 15% of gross assets held
by the charities sampled.
An investment policy of some description was included in 76% of
accounts, a fall from the prior year (2016: 78%). However, there
was a significant risk in the levels of detail included and investment
objectives were described by 60% (2016: 44%) of the charities
sampled. A general discussion of performance was included in
48% (2016: 52%) of accounts sampled, but there was a notable
improvement in the quality of the performance review with 33%
(2016: 19%) of those reporting on performance being considered to
report clearly against objectives and targets.
There is no ‘one size fits all’ answer to any charity question and
particularly not in relation to investments and the variety of
practices, investments and objectives are clear from the survey.
However, each trustee will need to assure themselves that they
understand not only the reasons behind their investment choices
but also the contribution that each one makes and the impact on
the profile and results of the charity.
In our previously investment surveys we have highlighted the need
for a better understanding of the impact of a charity’s investments
and reserves and considered that social investment would gain
momentum. This survey shows that progress has been slow and
there remains an opportunity for charities to lead the way.
If you would like more detailed information or are seeking advice
on the application of the principles of the SORP, please contact
Reza Motazedi (rmotazedi@deloitte.co.uk or 020 7007 7646) or any
of the contacts listed in Appendix 4.
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Section 2 – Investment framework
This section summarises the framework for managing and reporting investments
applicable to charities subject to statutory audit in the United Kingdom.
A charity’s trustees have a general power to invest in the best
interests of the charity and within any framework or rules laid out
in the governing document. This framework provides scope to
charity trustees to make decisions balancing risk and reward.

Financial investments are held to generate income, or for their
investment potential, or both. The duty of trustees with regard
to financial investments3 is to seek a maximum financial return
consistent with the level of acceptable risk.

The Charity Commission published comprehensive guidance,
Charities and Investment Matters: A guide for trustees (CC14)2 which
makes it clear that in order to act within the law, trustees must:

Social investments are those where the purpose in making the
investment is wholly or partly to further the investing charity’s aims
and objectives.

•• Know, and act within, their charity’s powers to invest;

Programme related investments are funds used for the
furtherance of the charitable purpose which may also give rise
to a financial return. However the achievement of a financial
return is incidental to the intent to further the charitable aims of
the charity. Trustees must expect to justify their investment in
terms of whether the decision to use the funds in this way was a
reasonable way to further the charity’s objectives. Mixed motive
investments are a form of social investment made in part to further
the charitable purposes and in part to generate a financial return.
In the case of a mixed motive investment neither the investment
return nor the contribution to the investing charity’s purposes may
be sufficient on its own to justify the investment decision, however
justification comes through considering a combination of the two.

•• Exercise care and skill when making investment decisions;
•• Select investments that are right for their charity, including the
suitability of and the need to diversify investments;
•• Take advice from someone experienced in investment matters
unless they have good reason for not doing so;
•• Follow certain legal requirements if they are going to use
someone to manage investments on their behalf;
•• Review investments from time to time; and
•• Explain their investment policy (if they have one) in the trustees’
annual report.
Investment can be approached in two directions and it is
important to consider both investment by charities and investment
in charities. More consideration has typically been given to
investment by charities although this may be changing as more
organisations get involved in social investment.
Investment by charities
There are two main categories of investment commonly made by
charities:
1. financial investment; and

Investment in social sector organisations
(charities & social enterprise)
Social investment, that is investment in social enterprises,
continues to be an expanding but young market. Big Society Capital
was established by the government in 2012 to make sure that
charities and social enterprises can find appropriate and affordable
repayable finance to meet their capital needs. Social investment is
the use of repayable finance to achieve a social as well as financial
return, it is the use of finance to tackle entrenched social issues.
A social enterprise has no legal definition but encompasses the
concept of a viable trading business with social aims that reinvests
its profits. Although a social enterprise need not be a charity and
can be established and run through many legal forms, in many
cases a charity fits neatly within that description.

2. Social investment.

2	A legal underpinning Charities and Investment Matters (CC14) was also published to accompany the guide with more information about the case law
supporting some of the guidance.
3	Duties as described within the power of investment referred to in the Trustee Act 2000
3
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•• If making a programme related investment, charity
trustees must ensure that the investment directly
furthers the charity’s aims.
•• Any private benefit arising from charitable
investment must be carefully considered and
assessed by trustees.
•• Charities cannot distribute profits and there are
strict rules surrounding the payment of interest on
share capital.

4	Charities and social investment: A research report for the Charity Commission
4

Social investors are driven by not only creating a financial return
but a social return.
The Charity Commission report4 states that charities must be sure
that they are clear with investors regarding their unique charitable
status characteristics and that trustees must fully understand their
responsibilities.
Investment reporting
The SORP lays out the requirements for reporting and disclosing
investments and investment policies which are summarised in
Appendix 2. It is important to note that having an investment
policy applies equally to all charities whether they are investing
in property, stocks and shares or merely holding cash deposits.
Making a decision not to invest or to maintain assets in a very liquid
form is as much of an investment policy as investing in a portfolio
and should be explained in the context of the charity’s activities
and attitude to risk.
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Section 3 – The Survey’s objectives and basis
The main objective of the survey was to consider the quality of investment information
presented in the annual reports of a sample of charities and how that information
compares across the sector.
In addition, we have considered the varying types of investment
held, investment managers fees (where disclosed) and portfolio
information which will enable us over a period of time to develop
some trend analysis of investments held and made in the sector.
The survey was conducted by obtaining a list of the Top 1000
charities by income in the United Kingdom from the Top 3000
Charities publication produced by CaritasData. The sample
selected comprised 50 charities from the list of the top 1000
charities by income. Of the 50 charities, 10 were randomly selected
from the top 100 charities, 10 from charities ranked 101 to 200 and
the remaining 30 from other charities in the top 1000. The most
recent publicly available accounts have been used. The sample
selected was wherever possible consistent with that of the prior
year so that developing trends could be highlighted.

In certain instances, we have provided results split by top 100
charities, charities ranked 101-200 and other charities in the top
1000 for the interest of the reader.
We have included at Appendix 2, a list of trustees’ annual report
disclosures required for investments based on SORP 2015. In
Appendix 3 we have listed some considerations on trustees’
investment powers. This is not an exhaustive checklist of
considerations with respect of investments but served as a starting
point in helping us design some of the questions posed in this
survey.

The split of the charities surveyed by year end was as follows:
35
30
25
20
15
10
5
0
31/12/2016

31/01/2017

29/02/2017

31/03/2017
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Section 4 – Survey results
This section sets out our survey findings in respect of investments referred to in the
trustees’ annual report and compliance with reporting guidelines.
4.1 Types of investments
We have discussed the main types of investment in section 2.
However, as we can see from figure 4.1.1 in our sample there were
few (16% (2016: 12%)) charities holding programme related or
mixed motive investments. Financial investments were the main
type of holding, although 38% (2016: 38%) of the charities sampled
only held cash and investments in subsidiaries and no further
investments. As the social investment revolution picks up speed
it is important to remember that it is not just corporate, financial
and government groups that can make social investment. Charities
themselves can make social, programme related, investment to
further their aims or missed motive investments with a dual aim.
As could be expected the largest charities are contributing most
in this type of investment with 50% (2016: 50%) of charities within
that group having some type of programme related or mixed
motive investment.

Figure 4.1.2 Type of investments held
100%

80%

60%

40%

20%

0
Total

Figure 4.1.1 Does the charity have programme related
investments?

80%

201-1000

Varied investments held
Investments in cash and cash equivalents and subsidiaries only

As perhaps expected the greatest number of charities with basic
investments holdings, cash or cash and subsidiaries only, are in the
smallest charities segment: The top 100 are the most diverse.

60%

40%

20%

0
Total

6

101-200

Investment in cash and cash equivalents only (no investment in subsidiaries
or other types of investment)

100%

Yes

Top 100

No

Top 100

101-200

201-1000

Across the charities sampled the cash balances held (and disclosed
as cash on the balance sheet) accounted for approximately 11%
(2016: 11%) of median total net assets with a median balance of
£4.4m (2016: £4.3m) being held. In the top 100 charities cash
balances were high even where other investments were held,
suggesting a conscious decision to maintain high cash balances.
This was reflected in a number of accounting policies that focused
on the need for liquidity and short term deposits to manage
charity activities and being ready for potentially short notice cash
calls. Outside the top 100 the median was higher at 15% (2016:
14%) of net assets. Overall the median cash balance held has risen
between 2016 and 2017, with the most significant movement being
in the charities ranked 101-200.
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Figure 4.1.3 Median value of cash held
£25,000

20%

£20,000

16%

£15,000

12%

£10,000

8%

£5,000

4%

0%

0
Total

Top 100

2016 median value of cash held

101-200

201-1000

2017 median value of cash held

2016 percentage of median value of total net assets
2017 percentage of median value of total net assets

4.2 Investment in charities
Investment in charities is discussed in section 2. However this
type of funding directly in charities remains in the minority, with
12% (2016: 14%) of charities within our sample having that type of
investment in their accounts. The fall between years relates to the
repayment of a social investment loan within one of the charities
sampled. Of the financing received 67% (2016: 57%) was from
commercial banks with the balance coming from social investors.

Figure 4.2 Number of charities with outside investment
35%

4.3 Investment powers
Trustees’ powers to invest are generally broad. Some restrictions
are found within governing documents, but many restrictions
are imposed by trustees within their ethical investment policies
or based on their judgments over investment risk, focus on
investment mix and liquidity requirements. The SORP does not
specifically require charities to clarify their investment powers but
they are required to give details of their investment policy and any
other considerations are taken into account. 58% (2016: 40%) of
charities surveyed did give information on their investment powers
and/or restrictions imposed by the trustees themselves, most as
part of their investment policy explanations, some as part of their
governance arrangements. This information allows the reader
to distinguish between restrictions imposed by law and those
imposed by trustees to reflect the ethics and risk approach of the
charity. Of those charities disclosing information specifically on
investment powers, 86% (2016: 82%) confirmed that there were
no restrictions.
Restrictions described were enshrined in trust deeds and required
trustees not to make investments conflicting with the aims of the
charity or restricted the delegation of the management of funds to
third parties.
It is notable in 2017 that more charities disclosed information
on either the existence or detail of ethical or other policies
which restricted investments (see section 4.4 for more detail on
restrictions), however few additional charities included information
on investment powers.

Figure 4.3 Does the trustees report cover discussion of
restrictions and powers (%)?
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80%

30%
60%

25%
40%

20%
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5%

Total
2016

Total
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Top 100 Top 100 101-200 101-200 201-1000 201-1000
2016
2017
2016
2017
2016
2017

No investment policy

0
Total
2016 loans received

Top 100
2017 loans received

101-200

201-1000

No mention of powers or restrictions in investment policy
Investment policy describes investments powers and trustee
imposed restrictions (if any)
Investment policy covers trustee imposed restrictions only
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4.4 Investment policy
The SORP requires that where material investments are held,
the investment policy and objectives, including any social,
environmental or ethical considerations are disclosed. It should
also be noted that significant cash balances are a form of
investment.

Figure 4.4.2 Restrictions employed by charities
(% of charities sampled)
40%

30%

Figure 4.4.1 Does the trustees report include an appropriate
investment policy (%)?

20%

6%
18%
20%

10%

0%
Ethical
2016

56%
No policy with ﬁnancial investments
Policy and ﬁnancial investments

Policy no ﬁnancial investments
No policy no ﬁnancial investments

76% (2016: 78%) of charities sampled included an investment
policy in their Trustees’ annual report. Of those charities with
no investment policy 6% (2016: 4%) had significant investments.
53% (2016: 53%) of our sample having investments in cash and
subsidiaries only, with no other types of investment, included an
investment policy statement which, in the main, explained the
charity’s need for cash and very liquid deposits.
One of the more significant shifts between years is the introduction
of more explanation on restrictions imposed by trustees. Of
those charities surveyed who included an investment policy 68%
(2016: 33%) included some comment on liquidity, portfolio mix or
ethical policy. Although it should be noted that over 20% of those
commenting on ethical restrictions merely allude to the existence
of the charity’s ethical policy, or state compliance with it, with
no detail given. Such an approach does not allow the reader to
understand the extent to which the restrictions would impact the
investment choice and variety.

Liquidity

Portfolio mix

2017

However, if an adjustment is made for those who made vague
statements regarding compliance with ethical policies only 52%
could be said to have given meaningful disclosure.

Figure 4.4.3 Wording of restrictions (%)
17%
38%

24%

21%
Ethical 'except for'
Liquidity

Ethical 'consistent with'

Portfolio mix

Of the restrictions described almost 60% of the restrictions
related to ethical policies; 24% focussed specifically on liquidity
and reasons for holding and managing cash; and 17% were about
percentages and requirements for portfolio mix and the guidelines
within which investment managers were expected to operate.

8
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This portfolio type of restriction frequently specified proportions
of equities, bonds, cash and so forth to be held, but also included
examples of prohibitions on derivatives, unlisted investments
and investment property holdings. Year on year, the split of types
of restrictions disclosed is similar, however as noted above the
number of disclosures made has increased.
When charities are wording their restrictions they can be negative
or positive. That is either ‘except for statements’ or positive
statements such as screening their investments for certain
outcomes, retaining shares of the founding company, only investing
in environmentally friendly businesses; or seeking through their
investments to help underdeveloped countries. No charities in
our sample clearly expressed a positive approach although many
stated that all investments would be consistent with the principles
of the charity, society or general charitable aims.

4.5 Investment objectives
The SORP requires a charity to state its investment objectives as
part of its policy. Whilst 76% (2016 78%) of charities disclosed a
policy, only 79% (2016: 56%) of those policies were clear about
their objectives. One of the reasons for this divergence is the
increasing number of charities with cash only investments which
are disclosing an investment policy regarding their decision to hold
cash but, in some cases, not including objective or performance
data. However, we have noted among the charities surveyed that
more information has been included in 2016/17 accounts.

Figure 4.5.1 Does the charity disclose their investment
objectives?
100%

Figure 4.5.2 What Investment objectives are disclosed?
100%

80%

60%

40%

20%

0%

Total 2016

Total 2017

Maximising total return
Capital maintenance

Top 100

Liquidity

101-200

201-1000

Capital growth

Yield

Of those charities including an objective there was variety in both
the objective and the clarity with which it was expressed. Many
charities disclosed more than one objective, for example yield and
maintenance. Many expressed their objectives in the context of
risk, for example a capital growth strategy referring to the charity’s
risk appetite. The importance of liquidity and creating a steady
income are the predominant targets, although the focus on capital
growth remains relatively constant for each group of charities
selected. There has been a change in emphasis from the objectives
reported in 2016 towards yield and greater liquidity. However
due to the increased number of charities reporting it is not clear
whether this is reflective of a change in direction or simply due to
the increased number of charities in our sample reporting.

80%

Figure 4.5.3 How many objectives are described?
60%

8%
6%

40%

40%

20%

0%
Total

Top 100

101–200

No investment policy and no investments other than in cash and
investments in subsidiaries
No objective stated and no investments other than in cash and
investments in subsidiaries
No investment policy but ﬁnancial investments held

No objective stated but ﬁnancial investments held

46%

No investment policy or objectives set
Multiple funds one objective

One fund one objective

Multiple funds multiple objectives

Objective clearly stated
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Allowing for some lack of clarity in investment objectives and
descriptions of the funds used, 14% of charities surveyed had more
than one fund targeting their investment objectives particularly
those with yield, capital growth and maintenance objectives. This
did not consider the analysis of the investment portfolio (asset
allocations) but looked at charities holding strategically different
types of investment, for example an investment property and a
managed portfolio of listed investments, or a unit trust and activity
managed cash taking advantage of overnight rates. A smaller
number (6%) diversified their portfolios across different investment
managers but had the same fund objectives, for example to
maximise income. A few set and explained different targets based
on the underlying investment.
4.6 Investment performance
The SORP requires that where material investments are held,
the performance should be compared to the objectives set. Of
all charities surveyed almost half (48% (2016: 52%)) reported on
performance in some way. For the purpose of this survey only
we have considered balances classed as fixed or current asset
investments that together account for less than 10% of net assets
to be immaterial. Consequently, of those charities with investments
assessed as material 66% (2016: 70%) included discussion of
investment performance. Between the years 17% more charities
were assessed as having material investments. In almost equal
proportions, some of these reported on investments already, some
included additional information and some made no change to their
reports.

The quality of discussion varied considerably and less than half the
discussions were explicit about objectives and targets and whether
these were met. Discussions of investment performance frequently
stated the gains or losses in the year, commented on the type
of benchmark used and discussed asset allocations within the
portfolio or liquidity aims. 46% (2016:19%) included a discussion
of targets set and performance against those targets; and 30%
(2016: 14%) concluded on whether they had achieved their targets,
though not all described what the targets were.

Figure 4.6.2 How well did those including a discussion of
investment performance meet the requirements of the SORP?
80%
70%
60%
50%
40%
30%
20%
10%
0%
Total

Figure 4.6.1 Does the charity’s annual report include
discussion of investment performance?

General discussion

Top 100

101-200

201-1000

Comparison with prior year

Comparison with an industry benchmark or other target
100%

Figure 4.6.3 How many charities reporting on investments
included a discussion around targets?
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Over the period surveyed, more detail was included in the 2017
reports regarding targets and achievements by all charities,
particularly those in the top 200. Not all charities gave both
the target and the actual result when reporting on investment
performance, some gave details of one or the other and then
stated the outcome was satisfactory. Year on year there was an
increase in targets being met or results considered satisfactory.
Although some charities did not meet their targets for growth
or income most charities showed gains over the 2017 reporting
period compared to losses in the prior period. Should the markets
fall it will be interesting to see whether there is any reversal in the
clarity and detail of the reporting.

Figure 4.6.4 How many charities reporting on investments
met their targets?

4.7 Details of trustees, responsibilities for investments and
investment managers
The SORP also requires charities to disclose details about
the names of the trustees and other members of the senior
management team to whom day to day management is delegated.
Trust law allows trustees to delegate their responsibility for
investments either through a committee or to an investment
manager. Where such a delegation is made trustees retain
responsibility for establishing a contract and/or terms of reference
and monitoring performance against that contract or terms.
Of the charities surveyed 60% (2016:70%) retained the power
over the management of investments with the full board (or did
not describe arrangements in their accounts). The remainder
delegated responsibility to either an existing committee, such as
finance or audit and risk, or had a specific investment committee
either reporting directly to the board or reporting to another
committee.

60%

Figure 4.7.1 Who manages investments?

50%

100%
40%
80%
30%
60%

20%

40%
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0%
Target not met
2016

Target met

Result satisfactory

2017

Targets ranged from 16% to 0.33% (2016: 8.6% to 0.5%) return for
the various types of funds. Over the period of the report results
ranged from 15 % to 0.67% (2016: 8.4% to a negative return of
0.93%).

20%

0%

Total

Full board

Top 100

101-200

201-1000

Investment committee

Investment sub-committee

Other committee
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Figure 4.7.2 Number of trustees on the committee with
delegated responsibility for investments?

Figure 4.7.3 Number of investment managers
100%

100%
80%
80%
60%
60%
40%
40%
20%
20%
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0%

Total

Top 100

101-200
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Not stated

3–5

Top 100

101-200

201-1000

1

2

3

4

6–10

Most committees had 3-5 members and where reports gave
further information or CVs for the trustees it was emphasized
that those with specialist knowledge or finance knowledge were
included, where there was a sub-committee typically the trustees
were those who also sat on the finance committee.
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Total

201-1000

Many charities (60% (2016: 54%)) have at least one investment
manager, and 10% (2016: 8%) have 3 or 4 investment managers.
Those with the higher number of investment managers tended
to have segregated types of investment or portfolios with varying
objectives. Of those charities with investments other than cash and
investments in subsidiaries, most (98% (2016: 92%)) included their
investment manager in their list of professional advisers.
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Section 5 – Benchmarking investments
This section sets out our survey findings in respect of the investment information
reported.
These figures arise from our sample based on charity size by
income and do not represent any other grouping that may be
used for benchmarking the activities of an individual charity.
However they do indicate the prominence of investments and
the importance of investment decisions; particularly the conflict
between obtaining the best return and seeking to maintain
liquidity. The figures are obtained from reported accounts and the
analyses below have been based on required SORP disclosures.
Where disclosures have been incomplete or insufficient to allow full
analysis of investments between SORP categories, the balance of
unanalysed investments has been included in “other”. Investment
management fees are again only as disclosed in the accounts.
Where charities did not disclose their investment management
fees they have been removed from the analyses provided relating
to fees in figures 5.6.1 to 5.6.5, accordingly these charts are based
on a smaller sample than originally selected.

Figure 5.1.2 Average composition of gross assets by size
of charity – median

5.1 Cash and investments
On average cash and investments contributed to almost 44%
(2016: 41%) of the value of the gross assets of all charities sampled.
This demonstrates the significance of the decisions being made by
trustees around cash and investments.

-£100,000

Figure 5.1.1 Average composition of gross assets

Investments in our sample, considering the median values,
accounted for 38% (2016: 30%) of the top 100 sampled charities’
gross assets. Year on year the value of the investment assets held
has increased. The medians for both the 101-200 and 201-1000
charities sampled have also increased. The increase here reflects
not only the size of the investment balances, but also an increased
number of charities in our sample holding investments.
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5.2 Portfolio cash
Within reported investment balances in the prior year there were
substantial cash balances and the emphasis placed on liquidity
was noted in section 4. There remains an emphasis on liquidity
with cash held within investment portfolios (fixed and current
investment assets) being approximately 15% (2016: 15%) of the
total investment portfolio value.

Figure 5.2.1 Cash holding within investment portfolios

Cash holdings within a portfolio remain significant reflecting
perhaps the uncertainty surrounding equity investments since
the stock market falls during the financial crisis of a few years ago.
However, interest rates and investment returns for such balances
remain comparatively low in line with the Bank of England base
rate. The need for liquid assets is mentioned in a number of
reports in terms of investment requirements and strategy (see also
4.5 and 5.4 below) and the results in figure 5.2.3 below show that
the 101-200 charities sampled are holding significant cash balances
as a percentage of their investments compared to other charities.
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As may be expected given the emphasis of liquidity and the need
for quickly accessible cash, most of the investment cash balances
are held within current assets. However, 7% (2016: 15%) of the
fixed asset investment portfolios held at the year end were in cash
assets.
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5.3 Portfolio mix
In prior years’ surveys the average mix from the charities surveyed
was biased towards equities, UK and overseas, cash and fixed
interest securities. The mix now shows that a large number of
charities are investing in managed and authorised funds, unit
trusts and other funds based on their risk appetite, and the
disclosure reflects this.

Figure 5.2.2 Cash holdings within ﬁxed and current
asset portfolios
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Figure 5.3.1 Average mix within an investment portfolio
(ﬁxed and current)
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The importance of cash to the portfolios is relatively stable overall.
However, the 101-200 charities sampled appear to have portfolios
weighted further to cash than the other charities sampled. For
those charities there is a swing in year from equities to cash: with
26% (2016: 2%) of cash held within the investment portfolios and
equity holdings dropping from 45% to 26%. This perhaps reflects
a more cautious approach after the losses in 2016.
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Commodities, alternatives and other includes a variety of
investments from gold to woodland and works of art. Managed
funds and other trust have increased from 17% to 33% of the
portfolio holdings.
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5.4 Investment strategy
Figures 4.5.2 and 4.5.3 in section 4 demonstrate the variety of
investment strategies declared in the accounts. These investment
strategies represented below have opposing focuses of liquidity,
short term, and capital maintenance and growth, looking to the
longer term.

Figure 5.5.1 Split of investment return
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plans giving long term security. However, income generated
from those assets may be relatively low compared to the income
generated from the other activities of the charity.
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5.5 Investment return
The return on investment can be judged many ways and of
course is dependent upon the investment strategy and the mix
of investments. The return is made up of gains and income.
Where charities hold investments for the long term unrealised
losses reflect the market movements but may not be significant
to charities as those losses only crystallise if the asset is sold. In
the prior period the result was mixed with some losses identified
throughout the portfolios of the charities sampled, although the
median return overall was a small gain. However, the 2017 results
(generally based on 2016/17 accounts) indicate a more positive
market situation across all charities sampled. The movement
between years showing the increased percentage of total return
coming from gains and losses can be seen in figure 5.5.1.
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Figure 5.5.2 shows the return on investments is more significant
to charities outside the top 200 as a proportion of their income:
investment income is nearer 1% of income rather than 0.5% for the
top 100 charities.
The significant movement between the periods ending 2015/16
and those 2016/17 is seen in the % return on investments for
each year.

Figure 5.5.4 Total return compared to objective
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Figures 5.5.4 and 5.5.5 compare the return on investment (as
a percentage of the assets invested) with the portfolio mix and
objective. Returns on the portfolios are around 6% compared with
the 1% returns of the prior year. Charities in the 101-200 banding,
with a focus on yield, achieved the highest combined returns
(income and gains) compared with investment, in the period
reviewed. Those same charities are the ones with the highest
proportion of cash and equity investments held at the end of
the period.

Figure 5.5.5 Total return compared to portfolio
(ﬁxed and current) mix
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5.6 Investment managers’ fees
The SORP requires charities to disclose their investment
management costs, where material.

Figure 5.6.2 Median investment costs compared to prior year
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4.47. Where investment management costs are material,
these costs should be presented as a separate heading on
the face of the SoFA or in the notes to the accounts.
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Only 40% (2016: 40%) of charities within our sample disclosed their
investment management costs. However, given the disclosure is
based on a judgment relating to materiality it is difficult to assess
compliance. However when compared with those disclosing an
investment manager 80% of charities did include investment
management costs.
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Figure 5.6.1 Does the charity report their costs of investing?
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Figure 5.6.3 Median investment costs compared to total
return on ﬁxed and current investments in both years
25%

20%
20%
No investment manager disclosed

15%

No costs disclosed, but at least one investment manager disclosed
Costs of investment and at least one investment manager disclosed

However, even with the fees disclosed there are potential issues
of comparability as these may be a combination of the fees paid to
the investment manager and any additional costs associated with
the underlying funds themselves depending on the level of detail
available and monitored by the charity. The SORP5 does allow for
some investment income to be reported net of costs where it is
not practicable to identify the costs with reasonable accuracy.
The analyses below are only for those charities disclosing
investment costs.

5	SORP 2015 4.38
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Those fees were approximately 4% of the total return compared
to 17% in the prior period. This dramatic change reflects the lower
returns and investment losses recognised in the prior period.
When compared with total investment levels costs have been more
stable.
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Figure 5.6.4 Median investment costs compared to levels of
ﬁxed and current investment in both years

Figure 5.6.5 Median investment costs compared to levels
of ﬁxed asset investment in both years
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Over the two years the median costs for the largest charities have
risen slightly and those of the smaller charities falling relative to the
levels of investment.
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However, we note that charities may hold significant cash balances
outside their portfolio which are included in the total investment
figure. Therefore focussing just on fixed asset investment,
which is predominantly managed by investment managers, for
those charities disclosing cost of investment, the median cost
of investment is about 0.42% (2016: 0.39%) of the fixed asset
investments held.
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Appendix 1 – Investing in a post-Brexit world
Nandu Patel and Andrew Blair from Rothschild Wealth Management offer their thoughts.
We are often asked by Trustees for our views on how they should invest in a post Brexit world. We believe that Trustees seeking
investment growth may have to lower their expectations. Prospective returns in a post-Brexit world may be lower – but it’s not our
looming secession from the EU that makes them so.
Brexit is bad for business, but not a game-changer
Many UK businesses – and investment portfolios – are shaped largely by global trends in any case. But just to be clear: we are not
suggesting that Brexit is good news for UK business and investing. It is hard to see how it could be – and not just because of the staggering
amount of productive time being wasted simply talking about it!
We already enjoy the best possible access to Europe, our biggest and closest export market, and our terms there can only deteriorate.
We’ll need improved links with more distant markets simply to compensate for these losses, and such gains are far from certain.
Talk of the UK’s strong negotiating position also seems overblown. The government’s hands are tied by the referendum, and our exports to
the EU matter much more to us than our partners’ exports to us matter to them.
Any budgetary savings are of course tiny in the context of the wider economy – particularly when the upfront “divorce” payments are taken
into account (payments that barely featured in the referendum debate).
But excessive claims are being made on both sides. The Treasury’s estimates of the costs of leaving managed to be both spuriously precise
and overly dramatic at the same time. Those costs were not absolute, but measured relative to what might happen if we were to stay in –
a point not always made clear. Other remainers made even more pessimistic claims. Earlier attempts to talk us into the euro, a strategy
that had as little economic logic to it as the case for leaving does now, were quietly forgotten.
The economy has many moving parts. Growth, not stagnation, is its default setting (whatever the Office for Budgetary Responsibility may
suggest). Unless they are truly cataclysmic, altered trading arrangements, particularly if spread over a lengthy period, may be lost in the
wash.
Renewed UK-EU tariffs would be much smaller than those that prevailed when we joined, and comparable in scale to routine exchange
rate volatility. Draconian border controls – inspection and certification – would be more troubling. But on the other side of the ledger, the
pound itself is now competitive, which helps.
Even the City may be less vulnerable than feared. It owes its success neither to the EU nor (as is sometimes suggested) the industrial
revolution. Rather, it has been a vibrant part of the UK economy for more than three hundred years, and its success today still owes a lot to
its global positioning. Brexit will put sand in the wheels of the economy, then, but probably not sufficiently to bring it to a grinding halt.
This means that a final frustration for remainers could be that in five or ten years’ time, a thriving UK economy will be seen as evidence that
Brexit was a good economic idea – the unprovable probability being that it might have done even better had we stayed in.
Markets may simply be running out of headroom
So if Brexit itself is manageable, why should trustees lower their sights? The answer is that markets have already performed strongly, and
are looking more expensive. We may be running out of headroom. These gains were not widely anticipated: rather, the opposite was the
case. In the aftermath of the Global Financial Crisis, the consensus was that we faced a “low return environment”, for all sorts of reasons –
many of them beginning with the letter ‘D’.
Debt, demographics, deflation, depletion (of natural resources), decadence (of western economies), danger (of the geopolitical sort) – all
these combined to create a huge wall of worry overshadowing stock markets. And with interest rates already at historically low levels, the
chances of meaningful returns from cash and bonds looked slim.
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That received wisdom always looked questionable. It was part of the popular narrative that sought to explain – largely after the event
– why the crisis had happened. An alternative view saw the crisis as a financial farce, not as the inevitable consequence of a debt and
deflation-threatened global economy. At the macro level it was a crisis of liquidity, not solvency. It had to be.
On this reading, markets had over-reacted – global stocks fell by two-fifths even in sterling terms (they fell by three-fifths in dollars)
between late 2007 and early 2009. Only a mediocre economic recovery was needed for them to rebound strongly, and so it turned out.
The boot is on the other foot now. Those D-words are not as prominent as they were, and even the IMF – not noted for their optimism –
recently suggested the global economy was doing rather well. In fact, it is one-third bigger than at its pre-crisis peak.
Meanwhile, stock markets have more than tripled in sterling terms since their 2009 low, while bond markets continued to rise as those low
interest rates fell even further (for me, a more unexpected component of the post-crisis mix). As often happens in markets, a wall of worry
has been successfully climbed.
The major markets now look more expensive. Bonds are probably the most visibly pricey mainstream asset. Almost all gilts are trading
above par, and nominal yields have recently been at all-time lows. Admittedly, when allowance is made for inflation, yields are not in quite
such uncharted territory – but if negative real yields are not new, they are also unattractive to trustees looking to preserve the real value of
their endowments.
As central banks back away from quantitative easing, and policy rates slowly normalise, bond yields seem more likely to rise than fall.
Eventually this will be good news for trustees – but while it is happening, the prices of currently-issued bonds will fall, eating into returns.
Most charities rely more on equities for their longer-term investment returns, and even though the major stock markets are now more
expensive, they are not alarmingly so. The clearest “bubbles” have been in cryptocurrencies, not stock indices. But most measures do
suggest that equities are currently trading at above-trend valuations. The only charts which suggest otherwise are those comparing them
to (more expensive) bonds.
As a result, a reasonable expectation for equity returns over the next decade or so should probably assume that valuations eventually
revert to more normal levels. As they fall back to trend, this will impact returns just as rising interest rates will diminish into bond returns.
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Reasonable 10-year expectations for returns from US stocks (% pa)
The size of this effect will vary: not all markets are equally expensive, or face the same prospects. Emerging markets for example are
relatively inexpensive, and enjoy stronger trend growth. Also, we see risks as being evenly balanced, not tilted downwards: for example,
US tax cuts hold out the possibility that dividend growth may turn out to be stronger than we’ve been assuming.
And because stock valuations look less stretched than bonds’, their yields are higher, and their dividends grow over time (in contrast to the
“fixed income” attaching to most bonds), prospective stock returns are still comfortably ahead of those to be expected from bonds.
They are also still ahead of likely inflation.
Nonetheless, inflation-beating returns are still feasible
Inflation has of course been subdued for some time. Even in the UK, where the cheap pound has pushed up import prices and squeezed
real pay, the rebound has been smaller than feared, and seems likely to fade soon.
For those of us who remember the damage that inflation can do, this is good news, not bad. Inflation hits charities’ budgets, and the real
incomes of poorer families, not just financial assets.
But central banks are interpreting their inflation targets literally, and worry about undershooting them. They seem to have forgotten that
those targets were not introduced because inflation is desirable, but because previously-ingrained expectations needed to be “anchored”
at lower, safer levels.
The recent “goldilocks” scenario – a global economy that is not too hot, nor too cold, but just right – may not last. We do not believe
western inflation will always be held in check by “the China price” and the internet, central banks’ attempt now to fine tune it upwards
which makes us nervous. In particular, the idea that inflation makes it easier to live with debt is dangerous. It is a bit like setting fire to your
house to get rid of damp.
But one of the characteristics of equities as an asset class is that they can offer some implicit protection against inflation. Expected
inflation is one of the components of the projected growth in dividend coupons. Demand-pull inflation – “too much money chasing too few
goods” – can even boost profit margins, particularly for companies with strong brands and differentiated products.
Index-linked gilts of course offer more explicit protection against inflation, but only if bought at issue and held to maturity – and interest
rates are so low to start with that even then trustees would likely be locking-in negative real returns. The indexed component of the likely
return is not enough to turn today’s negative real yields positive.
Prospective stock market returns may not be exciting, but they are still capable of at least preserving the real value of endowments over
the longer term – arguably the most important request trustees should ask of their investment managers.

Contacts
Nandu Patel
Managing Director
Rothschild Private Wealth
nandu.patel@rothschild.com
+44 20 7280 1732
+44 7711 914648
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Appendix 2 – Trustees’ investments disclosure
checklist
The list below summarises the main narrative and disclosure requirements as at 31 March 2018 relating to investments6 and is based on
the Charities SORP 2015. Proposed changes relating to the consultation as the second SORP bulletin7 are shown in light blue. There are
no specific investment requirements in the Companies Act 2006 and the relevant accounts and reports regulations, however areas where
commentary on investments would be expected have been highlighted below.
The tax implications of investment, what constitutes charitable investment and what may be considered trading have not been
considered here and any questions in relation to these matters can be directed to your tax team or the tax contacts highlighted in
Appendix 4.

CHARITIES SORP REQUIREMENTS
Reference

Title

FRS 102 SORP requirements

SORP 2015

Objectives
and activities

The report must include an explanation of the use the charity makes
of the following:

1.38

Yes

No

N/A

•• Social investment, when this forms a material part of its charitable and
investment activities. In particular, the report must provide an explanation
of its social investment policies and explain how any programme related
investments contributed to the achievement of its aims and objectives.
The report must also explain how any programme related investments
contributed to the achievement of its aims and objectives.
SORP 2015
1.40 – 1.42

Achievements
and
Performance

Good reporting sets out how well the activities undertaken by the charity
and any subsidiaries performed and the extent to which the achievements
in the reporting period met the aims and objectives set by the charity for the
reporting period. Good reporting provides a balanced view of successes and
failures along with the supporting evidence, and demonstrates the extent
of performance and achievement against the objectives set and the lessons
learned.
In particular, the report must review:
•• investment performance against the investment objectives set where
material financial investments are held;
The report should provide a balanced picture of a charity’s progress
against its objectives. For example, it may explain progress by reference to
the indicators, milestones and benchmarks the charity uses to assess the
achievement of objectives.

6	For a disclosure checklist summarising the Charities SORP requirements for the trustees report as at 31 July 2017 please refer to Appendix 1 of our survey
Challenges and Uncertainties Surveying trustees’ annual reports in the charity sector published in October 2017.
7	Amendments to Accounting and reporting by Charities: Statement of Recommended Practice applicable to charities preparing their accounts in accordance
with the Financial Reporting Standard applicable in the UK and republic of Ireland: Update Bulletin 2 Consultation published 20 February 2018.
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CHARITIES SORP REQUIREMENTS
Reference

Title

FRS 102 SORP requirements

SORP 2015
1.46

Financial
review

The report must also comment on the significant events that have affected
the financial performance and financial position of the charity during the
reporting period. In particular the report must explain:
•• where the charity holds material financial investments, the investment
policy and objectives set.
The financial review should also explain:

1.47

•• where the charity holds material financial investments, the extent (if any) to
which it takes social, environmental or ethical considerations into account in
its investment policy.
The review of the charity’s reserves should identify the amount of any fund
that can only be realised by disposing of tangible fixed assets or programme
related investments.

1.48

SORP 2015
10.53

Financial
statements
disclosure
requirements

The notes to the accounts must:
•• state the accounting policies for investments, including the basis on which
investments are measured;
•• provide an analysis of investments by class of investment identifying the
amounts held within each class, with those investments held at fair value
differentiated from those held at historical cost less impairment; and
•• provide an analysis reconciling the opening and closing carrying amounts of
each class of fixed asset investment held.

24

Yes

No

N/A
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CHARITIES SORP REQUIREMENTS
Reference

Title

FRS 102 SORP requirements

SORP 2015
10.54

Financial
statements
disclosure
requirements
(cont.)

The classes of investments disclosed in the note will vary from charity to
charity reflecting the differing nature of the investments held. This SORP
requires that the analysis must as a minimum identify material amounts held
in the following classes of investment:

Yes

No

N/A

•• cash or cash equivalents;
•• listed investments;
•• investment properties;
•• loans to group undertakings;
•• equity investment in group undertakings;
•• social investments; and
•• other investments.
Charities must also refer to the SORP module ‘Accounting for financial assets
and financial liabilities’ for the further disclosures that apply to investments as
financial instruments.

11.35

Charities with basic financial instruments must disclose:
•• the measurement bases and the accounting policies used for financial
instruments;
•• the carrying amount of financial assets measured at fair value through
income and expenditure (termed profit or loss in FRS 102);
•• the carrying amount of financial assets measured at amortised cost;
(deleted by SORP bulletin 2)
•• the carrying amount of financial liabilities measured at fair value through
income and expenditure (termed profit or loss in FRS 102);
•• the carrying amount of financial liabilities measured at amortised cost;
(deleted by SORP bulletin 2)
•• the carrying amount of financial liabilities measured at cost less
impairment; (deleted by SORP bulletin 2)
•• information about the significance of financial instruments to the charity’s
financial position or performance, for example the terms and conditions of
loans or the use of hedging to manage financial risk;
•• for all financial assets and financial liabilities measured at fair value, the
basis for determining fair value, including any assumptions applied when
using a valuation technique;
•• if the charity or its subsidiary has provided financial assets as a form of
security, the carrying amount of the financial assets pledged as security and
the terms and conditions relating to its pledge;
•• the income, expense, net gains and losses, including changes in fair value,
for financial assets and financial liabilities measured at fair value, and
financial assets and financial liabilities measured at amortised cost;
•• the total interest income and expense for financial assets and financial
liabilities that are not measured at fair value; and
•• the amount of any impairment loss for each class of financial asset.

SORP
bulletin 2
consultation
11.35 A

When the risk arising from financial instruments are partially significant to
the charity (for example because they are the principal financial risks for
the charity) additional disclosure may be required. Reference should be
made to section 34 of FRS102 for examples of disclosure requirements for
risks arising from financial instruments that may be relevant in such cases.
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CHARITIES SORP REQUIREMENTS
Reference

Title

FRS 102 SORP requirements

SORP 2015
10.44

Valuation and
disclosure

Investments listed or traded on a recognised stock exchange
Fixed asset investments in quoted shares, traded bonds and similar
investments must be measured initially at cost and subsequently at fair value
(their market value) at the reporting date. This treatment is in accordance
paragraph 11.14(d) of FRS 102.

10.48

Investment properties
Investment properties must be measured initially at cost and subsequently
at fair value at the reporting date. This SORP does not permit charities
using FRS 102 to subsequently measure investment properties at their cost
less accumulated depreciation and any accumulated impairment losses.
Depreciation is not provided on investment property.

10.49

Unlisted investments
Unlisted equity investments must be measured initially at cost and
subsequently measured at fair value unless fair value cannot be measured
reliably in which case it is measured at cost less impairment. Where the
charity holds an interest in subsidiaries, associates and joint venture entities,
it should refer to the relevant SORP module(s).

10.56

Charities holding investment property must also disclose:
•• the methods and significant assumptions applied in determining the fair
value of investment property;
•• the extent to which the fair value of investment property is based on a
valuation by an independent valuer who holds a recognised and relevant
professional qualification and has recent experience in the location and
class of the property being valued (or if there has been no such valuation
this fact must be disclosed);
•• the existence and amounts of any restrictions on the ability to realise
investment property or on the remittance of income and proceeds of
disposal;
•• any contractual obligations for the purchase, construction, or development
of investment property or for repairs, maintenance or enhancements; and
•• in the analysis (see paragraph 10.15) the additions resulting from
acquisitions through business combinations, if any.

10.15

For each class of fixed assets, including as a requirement of this SORP, fixed
asset investments and heritage assets, the following analysis of their cost or
valuation must be provided in the notes to the accounts:
•• Cost or valuation at the beginning of the reporting period;
•• Acquisitions during the reporting period;
•• Revaluations during the reporting period;
•• Disposals during the reporting period;
•• Transfers to or from that class of item during the reporting period; and
•• Cost or valuation at the end of the reporting period.

SORP 2015
2.29

26

Analysis by
unrestricted,
restricted and
endowment
funds

In particular, this SORP requires that notes to the accounts must disclose:
•• a summary of the assets and liabilities of each category of fund of the
charity, if not provided by presenting this information in a columnar balance
sheet.

Yes

No

N/A
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CHARITIES SORP REQUIREMENTS
Reference

Title

FRS 102 SORP requirements

SORP 2015
21.32

Programme
related
investment
(and mixed
motive)

Programme related investment must be assessed for objective evidence of
impairment at the end of each reporting period.

21.40

Yes

No

N/A

This SORP requires that the accounting policy note must disclose:
•• the measurement bases used for programme related investments and
mixed motive investments; and
•• any other accounting policies that are relevant to understanding these
transactions in the accounts.

21.41

This SORP also requires that the notes to the accounts must present
programme related investment and mixed motive investment as separate
classes of investment in the relevant note, if not separately disclosed on the
balance sheet, and disclose:
•• those details required by the SORP module ‘Balance sheet’ for the relevant
classes of fixed asset into which the investment falls;
•• details and amount of any guarantee made to or on behalf of a third party;
•• the name of the entity or entities benefiting from those guarantees; and
•• an explanation as to how the guarantee furthers the charity’s aims.

21.42

The applicable disclosures set out in the SORP module ‘Accounting for
financial assets and financial liabilities’ must also be made. (see 11.35 above).

21.43

Section 34 of FRS 102 sets out the accounting treatment and disclosures
relating to concessionary loans. Charities must disclose:
•• the carrying amount of concessionary loans made or received (multiple
loans made or received may be disclosed in aggregate, provided that such
aggregation does not obscure significant information);
•• the terms and conditions of concessionary loan arrangements, for example
the interest rate, any security provided and the terms of repayment;
•• the value of any concessionary loans which have been committed but not
taken up at the reporting date; and
•• separately amounts payable or receivable within one year and amounts
payable or receivable after more than one year.
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CHARITIES SORP REQUIREMENTS
Reference

Title

FRS 102 SORP requirements

SORP 2015
4.46

Investment
management
fees

Investment management costs include the costs of:
•• portfolio management;
•• obtaining investment advice;
•• administration of the investments;
•• costs of licensing intellectual property; and
•• rent collection, property repairs and maintenance charges.

4.47

Where investment management costs are material, these costs should be
presented as a separate heading on the face of the SoFA or in the notes to the
accounts.

4.48

Costs associated with acquiring and disposing of investments would normally
form part of the acquisition cost of the investment or reduce the return on
disposals. These costs are therefore not part of investment management
costs. Where investment managers deduct management fees from
investment income, the charity should report the gross investment income
before fees and report the management fees charged in this cost category.
However, charities are not expected to prorate investment management
fees charged to a collective investment scheme to identify the notional cost
attributable to its own holding in the scheme.

SORP 2015
4.37

Investment
income

4.38

SORP 2015
10.71

10.72

28

Investment income is earned from holding assets for investment purposes
and includes dividends, interest, and rents from investment property. Where
income from investments is material, it must be presented
as a separate heading on the face of the SoFA.
While income must be presented gross in the SoFA before the deduction
of any costs incurred, it is often not practicable for charities to identify
the investment management costs incurred within collective investment
schemes, such as unit trusts or common investment funds, prior to the
distribution of income. Where it is not practicable to identify the investment
management costs incurred within the scheme with reasonable accuracy, the
investment income should be reported net.

Current Asset
Investments

To be classified as a current asset, the charity should not intend to hold the
cash or cash equivalents as part of its on-going investment activities for more
than one year from the reporting date. However, cash and cash equivalents
that are held from time to time as part of a fixed asset investment portfolio
should be presented as part of fixed asset investments. Current asset
investments must be valued at their fair value except where they qualify as
‘basic’ financial instruments.
The notes to the accounts must explain, within the disclosure of accounting
policies, the basis on which current asset investments are measured and how
the charity has defined any short-term, highly liquid investments as current
asset investments.

Yes

No

N/A
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CHARITIES SORP REQUIREMENTS

Yes

Reference

Title

FRS 102 SORP requirements

SORP 2015
10.73

Current Asset
Investments
(cont.)

This SORP requires that the notes must provide an analysis of amounts,
including comparatives for the previous reporting period, of the following
items included within current asset investments:

No

N/A

•• cash equivalents on deposit;
•• investment properties held for sale (charities may opt to include any
properties previously classified as investment properties which have been
redesignated as held for sale);
•• investment in group undertakings held for sale;
•• listed investments; and
•• other investments.
SORP 2015
10.74

Cash

10.75

SORP 2015
13.7

Cash at bank and in hand is held to meet short-term cash commitments
as they fall due rather than for investment purposes and includes all cash
equivalents held in the form of short-term highly liquid investments. Cash
equivalents are short-term, highly liquid investments that are readily
convertible to known amounts of cash and that are subject to an insignificant
risk of changes in value. A cash equivalent will normally have a short maturity
of, say, three months or less from the date of acquisition.
The notes to the accounts must explain, within the disclosure of accounting
policies, how the charity has defined any short-term, highly liquid investments
included as cash at bank and in hand.

Non-adjusting
events

The disclosure of non-adjusting events provides useful and relevant
information about the charity to users of the accounts. Examples of nonadjusting events that may occur after the reporting date that should be
disclosed include:
•• a material decline in the market value of investments.

COMPANIES ACT 2006 DIRECTORS’ REPORT REQUIREMENTS

Ref

There are no specific references to investments in the directors report requirements.
However, directors must report on the use of financial instruments by the business, which
would include investments held.

Acc Regs
Sch 7:6(1)
(2)

YES

NO

N/A

COMPANIES ACT 2006 STRATEGIC REPORT REQUIREMENTS
There are no specific references to investments in the strategic report requirements.
However, information on significant investment movements would be captured by the
performance review requirements.

s414C
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Appendix 3 – Trustees’ investments powers
The list below highlights some of the considerations arising from the Charity Commission guidance CC14 which draws together into one
document the legal underpinning relating to charities and investment matters. This was published in October 2011. The list should not
be considered exhaustive and appropriate advice, legal or otherwise, should always be taken where there is concern over an investment
issue.
The tax implications of investment, what constitutes charitable investment and what may be considered trading have not been considered
here and any questions in relation to these matters can be directed to your tax team or the tax contacts highlighted in Appendix 4.

Investment powers – some considerations for trustees

Ref

Do you understand your investment powers?
The Trustee Act 2000 confers a general power of investment on trustees. This is
stated to be that ‘a trustee may make any kind of investment that he could make if he were
absolutely entitled to the assets of the trust’. Trustees have to exercise their powers in the
interests of the charity. This power applies only to financial investments.

Trustee Act 2000

Note:
The general power of the Trustee Act 2000 does not permit trustees to make an
investment in land other than loans secured on land. However section 8 of the Trustee
Act gives trustees the power to acquire freehold or leasehold land in the United
Kingdom as an investment.
Does your constitution or governing document restrict those investment
powers?
Under section 24 of the Charities Act 1993 the powers of investment of a charity include
power to participate in common investment funds and common deposit funds unless
the power is excluded by a provision in its governing document specifically referring to
common investment funds or common deposit funds.
Charities may choose to invest in a narrower range of investments either because their
objects justified the restrictions or because the charity trustees considered investment
was appropriate on financial considerations. Such ethical restrictions may be imposed
by the governing document or by the Trustees themselves.
Investment powers may be limited by the governing document or by the constitution.
Endowments or other bequests may come with investment conditions that trustees
would need to be aware of.

30

Charities Act 2011
para 96 et seq

Notes
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Investment powers – some considerations for trustees

Ref

How do you exercise those powers?

Trustee Act 2000
Section 4

The Trustee Act 2000 imposes specific duties on trustees with regard to the exercise of
their investment powers. In particular trustees must review the charity’s investments
from time to time and, having regard to the standard investment criteria, vary them if
appropriate.

Notes

These standard investment criteria are:
a) The suitability to the trust of investments of the same kind as any particular
investment proposed to be made or retained and of that particular investment
as an investment of that kind; and
b) The need for the diversification of investments of the trust, in so far as is
appropriate to the circumstances of the trust.
Typically it is not permitted for trustees to borrow in order to invest.
There are a number of decisions that trustees need to make with regard to investments
and that are typically set out in the investment policy. Policy considerations should take
into account at a minimum the following questions;
How often do you review your investment policy (strategy and objectives)?
What is your appetite to risk? Does your policy reflect that?
What targets suit your objectives (does that charity want income or gains)?
Which benchmarks are most applicable?
What are your criteria for the selection of investment options and minimum
performance requirements that each option must reach?
How and how frequently do you assess/monitor the return on different types
of investment assets?
How do you assess, determine, change the portfolio mix?
How often do you review/monitor return against targets?
What interventions would and could you take if necessary?
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Investment powers – some considerations for trustees

Ref

Are you imposing any further restrictions?
Where the trustees impose an ethical investment policy this should still be consistent
with the principle of seeking the best returns. Case law has identified three situations
where trustees can allow their investment strategy to be governed by considerations
other than the level of investment return.
Where the particular type of business would conflict with the aims of the charity –
practical conflict with the charity’s aims and activities and not just moral disapproval.
A charity can avoid investments which might hamper its work through alienating
supporters or making potential beneficiaries unwilling to become involved, however it
must balance this risk against the risk of financial underperformance.
Trustees can accommodate the views of those who consider investments inappropriate
on moral grounds if they are satisfied that this would not involve ‘a risk of significant
financial detriment’.
Trustees need to make clear in their policy what their restrictions are and why they
feel those restrictions are necessary and can be justified. Approaches to ethical
investments may involve either negative screening (excluding certain types of industry/
companies from their portfolio) or positive screening (only including companies that
promote similar ideas or activities as fit with the charity’s aims). Trustees must also
determine how strictly any restriction should be adhered to, for example do they apply
to direct investments only, or do trustees require that any funds they invest in will
reflect the same ethical or economic policies.
Do the trustees have access to appropriate advice?
A trustee must obtain proper advice, where he considers it necessary, from a person
who is reasonably believed by the trustee to be qualified to give it by his ability in and
practical experience of financial and other matters relating to the proposed investment.

Trustee Act 2000
Section 5

The level of advice and experience immediately available to a charity will vary depending
on the composition of the Board and management. Therefore each charity will need to
audit the skills available to them and consider how to bridge any gaps.
Are any of the trustees powers delegated?
Trustees have powers to delegate management of their investments which are in
addition to any powers stated in a charity’s governing document.
A person authorised by a charity’s trustees to exercise the general power of investment
is subject to the duty to have regard to the standard investment criteria when
exercising any power of investment.
Trustees must ensure that any delegation of powers is clearly documented through
terms of reference or contract and processes are established for review, and arbitration
should that become necessary.
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Trustee Act 2000
Section 11
Trustee Act 2000
Section 13(1)

Notes
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Investment powers – some considerations for trustees

Ref

Notes

Have the trustees considered programme related investment as a way of
furthering the charities objectives?
Programme related investment (PRI) is justified as furtherance of the charitable
purpose not as an exercise of the investment power. These are not considered to be
financial investments and therefore not subject to the same legal restraints.
Trustees must be prepared to justify their use of resources to meet and continue to be
able to meet their charitable objectives. This may include making decisions between
financial investments, programme related investments and immediate charitable
expenditure.
To successfully make PRI, be it through loans, investment in shares, guarantees or
indemnities, the charity:
•• Must be able to show that PRI is wholly in furtherance of the charity’s aims;
•• Should make sure that any benefit to private individuals is necessary, reasonable and
in the interests of the charity; and
•• Should consider reasonable and practical ways to exit from a PRI if it is no longer
furthering the charity’s aims.
The advantage of loans, for example, is that repaid capital can be recirculated and the
funds used many times, the risks include needing to undertake due diligence in loan
assessment and active portfolio management. Indemnities and guarantees can support
smaller charities and organisations in obtaining their own finance and does not diminish
a giving charity’s reserves, however the guaranteeing charity must ensure that if called
upon it can both stand the payment and remain within its charitable objectives by
doing so.
Has any investment in subsidiaries been evaluated?
Many charities have trading companies which may be held for either income generation
or for conducting activities which further the purposes of the charity.
In late 2012, the Companies Act 2006 was amended to provide a new exemption from
audit for subsidiaries with an EEA parent that is willing to guarantee the subsidiaries’
debts and liabilities. Dormant subsidiaries with such a guarantee are additionally
exempt from preparing and filing financial statements. Following that announcement
the Charity Commission issued guidance to clarify that a charity cannot give such
a guarantee to a non-charitable subsidiary because it risks charitable funds being
used for a non-charitable purpose were the guarantee to be called upon. The Charity
Commission has also stated that although a parent charity can give such a guarantee
to a charitable subsidiary, the charitable subsidiary would still require an audit or
independent examination under the Charities Act 2011 where it exceeds the relevant
thresholds. Trustees must be prepared to justify any provision of funds to its trading
company by either the financial return or the activities it undertakes.
Has the tax impact of investments been considered?
Where a charity, or charitable company makes investments or loans that are not
approved charitable investments or loans as defined in law8, it may be treated
as incurring non-charitable expenditure. The tax impacts of the various types of
investment are outside the scope of this survey. Please contact your audit partner,
or a member of our tax team would be happy to discuss a particular situation.

8	Under section 543(1) of the Income Tax Act 2007 a charitable trust is treated as incurring non-charitable expenditure if it makes any investments or loans
that are not approved charitable investments or loans as defined in sections 558 and 561 Income Tax Act 2007 respectively. Under section 496(1) of the
Corporation Tax Act 2010 a charitable company is treated as incurring non-charitable expenditure if it makes any investments or loans that are not approved
charitable investments or loans as defined in sections 511 and 514 of the Corporation Tax Act 2010 respectively.
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Appendix 4 – Deloitte Charities and Not for Profit
Group
Our dedicated Charities and Not For Profit Group is made up of specialists with expertise and a passion for working with clients in the
sector. Please visit www.deloitte.co.uk/charitiesandnotforprofit for more information about the Group.
With access to a group of specialists spread across the country, we will provide truly local expertise and service, backed up by the
resources of a National Team.
Please feel free to contact any of the team members if you would like more detailed information and advice or would like to meet with us
to discuss any current issues for your charity.

National Head of Charities and Not For Profit
Reza Motazedi
Partner
0207 007 7646
rmotazedi@deloitte.co.uk

Regional and specialist representatives
South East

Corporation tax

Sue Barratt
Partner
0118 322 2219
sbarratt@deloitte.co.uk

Rhys Cartledge
Director
0121 695 5122
rcartledge@deloitte.co.uk

Midlands and the North

Indirect tax

Sarah Anderson
Associate Director
0113 292 1343
saanderson@deloitte.co.uk

Nick Comer
Director
0207 007 7946
ncomer@deloitte.co.uk

Northern Ireland

Sustainability

Jackie Henry
Partner
02890 53 1197
jahenry@deloitte.co.uk

Katherine Lampen
Director
0207 303 8380
klampen@deloitte.co.uk
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