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Trust status 
The Income Trust for Charities (“the Trust”) is a regulated Common Investment Fund established by an Order dated 31 October 1997, made by 

the Scheme of the Charity Commission for England and Wales (“the Scheme”) pursuant to section 24 of the Charities Act 1993.  It is not an 

authorised unit trust within the meaning of the Financial Services and Markets Act 2000. 

Investment objective  
The Trust aims to provide a high and secure level of income through predominantly investing in United Kingdom Government and other fixed 

interest securities, or derivatives thereof.  The Trust may invest up to 20 per cent of its net asset value on a currency hedged basis in bonds 

denominated in currencies other than sterling.  The target for the Trust is a total return ahead of the FTSE Government All Stocks Index over 

rolling five-year periods.  

Trust policy 
Within the investment guidelines set out below, an active asset allocation policy is adopted between UK government, cash and other fixed interest 

securities, or derivatives thereof, to generate a high and secure level of income and protect the Trust’s capital value.  

Corporate bond selection are be made from amongst those bonds that have a Standard & Poor’s credit quality rating of at least ‘B-’ or Moody’s 

equivalent rating. For securities where no credit quality rating is available, investment will only be permitted if, in the opinion of the Manager, they 

satisfy the minimum rating allowed. In the case of securities with a split rating, for the purposes of satisfying the minimum credit rating 

requirement, the lower rating will apply. Securities that are downgraded below the minimum credit rating will normally be sold within one month 

provided that normal market conditions prevail. Any credit exposure, including credit default swaps, is actively managed and investment is only 

made if the security is considered good value on a risk-adjusted basis rather than purely on income considerations.  

The Trust will not invest in corporate bonds of companies in the FTSE All Share Index that manufacture cigarettes and tobacco products as 

determined by the Manager using the Ethical Investment Research Service (EIRIS). The restriction does not extend to companies that sell 

tobacco products. The Trust should not be viewed as an ethical fund. The Trust can use UK gilt futures and options and credit default swaps for 

investment purposes. Exposure to futures is limited to 30% of the net asset value of the Trust. In addition, it may invest up to 20% of its assets on 

a currency hedged basis in bonds denominated in currencies other than Sterling.  

If the Manager believes that a defensive investment strategy is appropriate at a particular time in the business cycle, cash and near cash may 

comprise up to 20% of the value of the property of the Trust. This range may be exceeded in exceptional circumstances.  

Investment guidelines 

Security types 
  Minimum  exposure  

% 
Maximum exposure  

% 

Government bonds 50 100 

Corporate bonds 0 50 

Credit quality (according to Standard & Poor’s) limits 
  Minimum  exposure  

% 
Maximum exposure  

% 

‘AAA’ (Non-Government) 0 50 

‘AA’ 0 40 

‘A’ 0 30 

‘BBB’ 0 20 

‘BB’ 0 15 

Below ‘BB’ 0 5 (min B-) 
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Investment guidelines (continued) 

Single issuer/issue limits 
  Single issuer  

% 
Single issue  

% 

Government bonds 100 25 

Supranational 15 15 

Any other issuer   

- ‘AAA’ 10 7.5 

- ‘AA’ 7.5 5 

- ‘A’ 5 3 

- ‘BBB’ 3 2 

- ‘BB’ 2 2 

- Below ‘BB’ 1 (min B-) 1 (min B-) 

 

The asset allocation as at 31 October 2009 was as follows:  

 %  % 

UK debt securities 80.72 Overseas debt securities 17.91 

UK equities 0.16 Derivative investment instruments (0.05) 

Net other assets 1.26   

 

Investment Manager’s report  

Performance  
As at 31 October 2009, the bid price of the Trust was 60.23 pence per unit.  Over the twelve months ending 31 October 2009 the Trust delivered 

a total return of 11.1% compared to the FTSE Government All Stocks Index of 10.6%.    

Distributions 
Distributions for the twelve months totalled 3.16 pence per unit.  The Trust’s current yield is 5.3%, based on the last four distributions paid. We 

forecast that the quarterly distribution of 0.79 pence per unit will be maintained in 2010. 

Economic and market review 
The first half of the year was dominated by collapsing growth expectations and panic in the financial markets in the wake of the failure of Lehman 

Brothers investment bank. This led investors to divest their holdings of shares and bonds of financial issuers. The result was a disorderly 

meltdown in these securities. Official UK interest rates, which started the period at 4.5%, were cut aggressively to 2% by the end of 2008 and 

then to just 0.5% in March.  

Banks continued to suffer sharp drops in their share and bond prices until March and governments continued to come up with more innovative 

ideas to support them. In the UK, this included increasing state ownership of Royal Bank of Scotland to c.90% and announcing schemes to buy 

gilts and certain corporate bonds in the open market, and to insure some of the risky assets on the banks’ balance sheets. This last step was 

effectively the “line in the sand” moment and marked the banks’ nadir.  The logic behind all these moves was to free up bank capital to enable 

them to lend more to home buyers and companies alike. Time will tell if this will work. Gilt yields fell sharply into the end of 2008, as interest rate 

and inflation expectations collapsed.  10 year gilt yields fell from 4.5% to around 3% at the turn of the year. However, investors soon began to 

contemplate the effects of massive increases in gilt funding and gilt yields rose sharply across the yield curve through to the middle of March. Ten 

year yields rose back to 4%. This changed dramatically after the March meeting of the Monetary Policy Committee of the Bank of England when 

they announced a program of “quantitative easing” or printing money as most people would call it. Essentially, the Bank announced its intention 

to buy up to £75 billion of bonds, mainly gilts, over a three month period, to engineer a general fall in yields and so reduce borrowing rates across 

the maturity spectrum.  
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Investment Manager’s report (continued) 

Economic and market review (continued) 
As the year progressed, there was more evidence of a stronger (or less weak!) global economy. For example, in the UK there was a continued 

modest rise in the volume of mortgage applications and the house price surveys started to show monthly rises. Retail sales data were generally 

stronger than expected despite rising unemployment and downward pressure on earnings. However, official estimates for growth over the second 

quarter actually turned out worse than expected and was 5.5% lower over 12 months. This was the worst drop since World War II. In August the 

Bank of England surprised the markets by announcing an extra £50 billion of gilt purchases over the following 3 months. This meant that gilt 

yields were initially pushed lower despite the stronger economic performance. Some argued that the boost to liquidity through quantitative easing 

was directly feeding through into risk markets and thus boosting the economy as a whole. However, data on bank lending to non-financial 

companies and mortgage borrowers remained seriously weak, suggesting on-going deleveraging by businesses and higher savings by 

consumers. This is not to say that quantitative easing does not have beneficial effects – higher financial asset prices and lower yield levels being 

of key importance. Yields on 10 year gilts spent the second half of the year in a 3.5% to 4% range. 

The improving economic data, central bank liquidity measures and continued flows into the asset class helped corporate bond spreads narrow 

dramatically over the second half of the year. As a guide, the average investment grade corporate bond saw its spread above gilts narrow from 

around 4.8% to 2.0% (source: Merrill Lynch). This was reflected in returns over 15% higher than their gilt cousins. Banks and insurance 

companies drove much of this performance with the most subordinated, equity-like bonds doing the best.  

Index-linked steadily outperformed conventional gilts as core inflation appeared quite resilient to the sharply contracting economy. They were also 

supported by fears that the huge loosening of policy would ultimately prove very inflationary. A very weak pound and sharp rises in commodity 

prices helped to fan the flames. Headline RPI did actually go negative though, reaching a low of -1.6% in June. The turnaround in house and 

commodity prices means forecasters now expect RPI to swing back up to 3.5% or so in the second quarter of 2010. 

Portfolio activity 
The Trust’s duration was kept modestly short compared to the gilt benchmark as our concerns centred on inflation and ballooning government 

deficits. Early in the year, the government’s guaranteed bond scheme for banks allowed us to pick up yield from some short dated AAA bonds. 

The Trust purchased such bonds issued by HBOS, Royal Bank of Scotland and Lloyds and many new issues over the year including: 5 year, A+ 

rated issue for Unilever at a yield of 2% above gilts; 5 year, A+ rated senior € issue for JPMorgan Chase & Co at 3.9% above bunds; 10 year, A 

rated Motability Operations at 3.4% above gilts; 8 year, A rated AT&T at 2.85% above gilts; 10 year, BBB+ rated DanGas at 3.48% above bunds; 

10 year, BBB rated issue for G4S at 4.1% above gilts; 18 year, AAA rated Land Securities debenture yielding 1.45% over gilts and a 6 year, A- 

rated senior QBE Insurance yielding 3.25% over gilts, some of which were then sold. As bank bonds cheapened dramatically in the spring, the 

Trust also added modest fixed maturity subordinated exposure to Royal Bank of Scotland at a yield of 11.9%. The Trust sold HBOS and Abbey 

National perpetual bonds after seeing their values increase by around 50% and 20% respectively. 

The holdings of index-linked gilts were sold after a significant outperformance compared to gilts. 

Outlook 
The world’s central banks appear keen to avoid tightening policy any time soon and they have made it very clear that they will avoid deflation at 

almost any cost. This runs the risk that policy will be kept too loose for too long with a spike up in inflation being the result. Core Inflation 

measures are certainly proving sticky – core CPI at 1.7% after a year of recession feels high and is maybe a product of recent sterling falls. 

However, the economy has seen the peak in terms of policy stimulus and we have yet to pick up the bill in terms of spending cuts and tax rises. 

Importantly, this time round, the economic tail winds of financial deregulation, increasing private sector leverage (especially banks), falling interest 

rates and massive increases in government spending will have either disappeared or become headwinds. If the authorities start to unwind policy 

too soon, believing that the crisis has past, the risk then is that deflation will be unavoidable. Either way, it seems that the chances for getting 

policy “wrong” are particularly high. This should mean that risk premia stay elevated for some time and that yield curves probably stay quite 

steep. It is likely that markets visit both the extreme scenarios outlined above over the next few quarters and this will provide opportunities to 

move more significantly longer or shorter of duration. 

We have said many times over the last year that corporate bonds were fundamentally cheap. They almost certainly still are compared to gilts – 

even after their huge outperformance over the last six months or so. Certainly compared to previous cycles they remain cheap on a relative basis 

and more than reward investors for the likely levels of default. Clearly though, the closer their yields have come to gilts’ the more their returns will 

be linked going forward, and all those economic headwinds will make dramatic outperformance difficult from here. At the very least we should 

expect to see high levels of volatility as markets continually reassess the future. 



The Income Trust for Charities Year ended 31 October 2009 

4  

Statement of Manager’s responsibilities  
The Manager is required by the Charities Act 1993 to prepare financial statements for each financial year. These financial statements must be 

prepared in accordance with the Charities (Accounts & Reports) Regulations 2008 and the Charities Act 1993, the Statement of Recommended 

Practice for Authorised Funds issued by the Investment Management Association (IMA) in November 2008 (“the SORP”) and the Scheme 

Particulars.  

In preparing the financial statements, the Manager is required to: 

• select suitable accounting policies and then apply them consistently, 

• make judgments and estimates that are reasonable and prudent, 

• follow generally accepted accounting principles and applicable accounting standards, and  

• prepare the financial statements on a going concern basis unless it is inappropriate to presume that the Trust will continue in 

operation. 

The Manager is also responsible for keeping such accounting records as are necessary to enable it to ensure that the financial statements 

comply with section 41 of the Charities Act 1993, the SORP and the Scheme Particulars. 

The Manager is responsible for the management of the Trust in accordance with its Scheme Particulars and for taking reasonable steps for the 

prevention and detection of fraud and other irregularities arising in the course of its investment acitivities. 

The Manager is exempt from complying with the Charities Statement of Recommended Practice (October 2005) under paragraph 449 of that 

document. 

 

Directors’ statement 
This report was approved for publication on 7 December 2009. 

     

 

Robin Minter-Kemp       Carolyn Sims 

Directors of Cazenove Investment Fund Management Li mited.  
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Statement of Trustee’s responsibilities  
Under the Scheme Particulars, the Trustee is responsible for the custody and control of the property of the Trust, the collection of all revenue due 

to the Trust, and the claiming of any tax repayment which may be due. The Trustee may create and cancel units in accordance with the 

instructions of the Manager (except where not permitted to by the Scheme Particulars). The Trustee will make distributions and allocations of 

revenue to unitholders as applicable. 

The Trustee also has the duty of supervision and oversight of the Manager’s compliance with the Scheme and the Scheme Particulars. In 

particular, the Trustee must be satisfied that the Manager is not exceeding his powers and that the Manager is maintaining adequate and proper 

records. 

The Trustee is required to take all steps and execute all documents which are necessary to ensure that purchases and sales of investments of 

the Trust are properly completed, and is required to exercise voting rights attaching to such investments as properly instructed by the Manager. 

The Trustee is responsible for the appointment of the Registrar and for the supervision and oversight of the Registrar. The Trustee is responsible 

for supervision and oversight of any other delegate which it appoints. In addition, the Trustee is responsible for the appointment and dismissal of 

persons engaged in connection with the Trust and for the making of an annual report on the discharge of its responsibilities for the management 

of the Trust. 

Finally, the Trustee is responsible for the winding up of the Trust.     

 

Trustee’s report  
Report of the Trustee to unitholders of The Income Trust for Charities 

As Trustee of above the Fund we hereby report that, for the period ended 31 October 2009 and having made such enquiries as we think 

appropriate, we have discharged our responsibilities for those aspects of the administration and management of the Fund and its property which 

are specified in Clause 9 of the Scheme and, in respect of the supervision and oversight of the Manager’s compliance with the Scheme of the 

Charity Commissioners and the Scheme Particulars, and that the Manager has not exceeded the powers conferred on it and is maintaining 

adequate and proper records, that we have maintained custody and control of the property of the Fund and that all income which is due to the 

Fund has been collected. 

 

J.P. Morgan Trustee and Depositary Company Limited 

Bournemouth  

7 December 2009 
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Independent Auditors’ report to the unitholders of The Income Trust for Charities 
(“the Trust”) 
We have audited the financial statements of The Income Trust for Charities for the year ended 31 October 2009 which comprise the statement of 

total return, the statement of change in net assets attributable to unitholders, the balance sheet, the distribution table and the related notes.  The 

financial statements have been prepared under the accounting policies set out therein. 

Respective responsibilities of the Manager and the Auditors  
The Manager’s responsibilities for preparing the annual report and financial statements in accordance with applicable law and United Kingdom 

accounting standards (United Kingdom Generally Accepted Accounting Practice) are set out in the Statement of Managers’ responsibilities.  

Our responsibility is to audit the financial statements in accordance with relevant legal and regulatory requirements and International Standards 

on Auditing (UK and Ireland) issued by the Auditing Practices Board. We have been appointed as auditors under Section 43 of the Charities Act 

1993 and report in accordance with regulations made under Section 44 of that Act. This report, including the opinion, has been prepared for and 

only for the unitholders as a body, in accordance with the Scheme, and, paragraph 7(2) of the Charities (Accounts and Reports) Regulations 

2008 made under Part VI, Charities Act 1993 and for no other purpose. We do not, in giving this opinion, accept or assume responsibility, for any 

other purpose, or to any other person to whom this report is shown or into whose hands it may come, save where expressly agreed by our prior 

consent in writing. 

We report to you our opinion as to whether the financial statements give a true and fair view and are properly prepared in accordance with 

Regulation 4 of the Charities (Accounts and Reports) Regulations 2008, the Charities Act 1993 and the Scheme. We also report to you whether, 

in our opinion, proper accounting records for the Trust have not been kept or whether the financial statements are not in agreement with those 

records, if we have not received all the information and explanations we require for our audit, or whether the information given in the Managers’ 

report is not consistent with the financial statements. 

We read the other information contained in the annual report and consider whether it is consistent with the audited financial statements. This 

other information comprises only the Manager’s report and the other items set out on the contents page. We consider the implications for our 

report if we become aware of any apparent misstatements or material inconsistencies with the financial statements. Our responsibilities do not 

extend to any other information. 

Basis of audit opinion  
We conducted our audit in accordance with International Standards on Auditing (UK and Ireland) issued by the Auditing Practices Board. An audit 

includes examination, on a test basis, of evidence relevant to amounts and disclosures in the financial statements. It also includes an assessment 

of the significant estimates and judgements made by the Manager in the preparation of the financial statements, and of whether the accounting 

policies are appropriate to the Trust’s circumstances, consistently applied and adequately disclosed. 

We planned and performed our audit so as to obtain all the information and explanations which we considered necessary in order to provide us 

with sufficient evidence to give reasonable assurance that the financial statements are free from material misstatement, whether caused by fraud 

or other irregularity or error. In forming our opinion we also evaluated the overall adequacy of the presentation of information in the financial 

statements.  

Opinion  
In our opinion the financial statements: 

• give a true and fair view in accordance with United Kingdom Generally Accepted Accounting Practice of the financial position of the 

Trust at 31 October 2009, the net revenue and the net capital gains/(losses) of the property of the Trust for the year then ended; and  

• have been properly prepared in accordance with Regulation 6 of the Charities (Accounts & Reports) Regulations 2008, the Charities 

Act 1993 and the Scheme.. 

We have obtained all the information and explanations we consider necessary for the purpose of the audit. 

In our opinion the information given in the Manager’s report is consistent with the financial statements. 

 
PricewaterhouseCoopers LLP 

Chartered Accountants and Registered Auditors 

London 

7 December 2009 
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Trust facts 
 Accounting  

date 
Distribution  

payment date 

Interim  n/a  15 March 

Interim  30 April  15 June 

Interim  n/a  15 September 

Final  31 October  15 December 

 

Performance record 
 31.10.09 

 
31.10.08 

 
Capital return  

% change 
Total return  

% change 

FTSE Government All Stocks Index (£) * 156.48 148.13 5.64 10.57 

The Income Trust for Charities - Bid price (p) ** 60.23 58.11 3.65 11.13 

* Source: DATASTREAM. Total return includes net income reinvested; capital return excludes income. 

** Source: Morningstar. 

 

Price history 
 
Calendar year 

  Lowest bid  
p 

Highest offer  
p 

2009*   57.50 62.29 

2008   55.61 62.29 

2007   55.89 60.19 

2006   59.78 64.88 

2005   61.01 63.77 

2004   60.37 63.30 

* To 31 October 2009 

 

Total expense ratio 
A total expense ratio (TER) is shown which takes into account the management fee and all other operating expenses over the year and is 

expressed as a percentage of average daily assets over the same period.  

   31.10.09 
% 

31.10.08 
% 

The Income Trust for Charities   0.50 0.49 

 

Portfolio turnover rate 
The portfolio turnover rate (PTR) is defined as the monetary value of total purchases and total sales of underlying securities in a Trust less the 

monetary value of all purchase and sales of units in that Trust, divided by the average value of that Trust during the year. 

   31.10.09 
% 

31.10.08 
% 

The Income Trust for Charities   76.77 161.95 

 

Net asset value record  
 
 
Date 

 Net  asset  
 value  

£ 

Number of  
units in issue 

Net asset value  
per unit  

p 

31 October 2009  132,557,579 222,282,221 59.63 

31 October 2008  137,105,381 241,264,655 56.83 

31 October 2007  147,404,111 256,440,064 57.48 

All units issued by the Trust are income units. 
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Gross revenue distributions 
 
 
Calendar year 

First interim  
31.01 

p 

Second interim  
30.04 

p 

Third interim  
31.07 

p 

Final  
31.10 

p 

Total  
 

p 

2009* 0.7900 0.7900 0.7900 0.7900 3.1600 

2008 0.7900 0.7900 0.7900 0.7900 3.1600 

2007 0.9000 0.8400 0.7900 0.7900 3.3200 

2006 0.9000 0.9000 0.9000 0.9000 3.6000 

2005 0.9000 0.9000 0.9000 0.9000 3.6000 

2004 0.9000 0.9000 0.9000 0.9000 3.6000 

* To 31 October 2009 
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Portfolio statement  
as at 31 October 2009  

 
Holding/  
Nominal 

 
 
Stock description 

 Market  
value  

£ 

Percentage of  
net assets  

% 

    

 United Kingdom debt securities 80.72% (31 October 2 008 84.86%)   

    

 UK government bonds 65.98% (31 October 2008 62.37%)    

£5,083,000 Treasury 4.25% Stock 2032 5,182,627 3.91 

£15,000,000 Treasury 4.25% Stock 2036 15,207,000 11.47 

£3,000,000 Treasury 4.75% Stock 2038 3,309,600 2.50 

£13,860,000 Treasury 5% Stock 2025 15,338,862 11.57 

£8,860,000 Treasury 6% Stock 2028 11,133,476 8.40 

£2,000,000 Treasury 8% Stock 2013 2,423,800 1.83 

£4,475,000 Treasury 8% Stock 2015 5,723,973 4.32 

£4,950,000 Treasury 8% Stock 2021 6,907,230 5.21 

£10,630,000 Treasury 8.75% Stock 2017 14,641,762 11.05 

£2,050,000 Treasury 9% 2011 2,320,805 1.75 

£6,626,000 War Loan 3.5% Perpetual Notes 5,267,007 3.97 

  87,456,142 65.98 

    

 UK corporate bonds 14.74% (31 October 2008 22.49%)   

£2,000,000 Bank of Scotland 4.625% Medium Term Notes 28/02/2011 2,031,408 1.53 

£1,000,000 Bank of Scotland 8.117% Subordinated Perpetual Variable Bonds 676,978 0.51 

£550,000 Chelsea Building Society 5.875% Floating Rate Notes 07/03/2019 178,937 0.13 

£1,875,000 Coventry Building Society 6% Senior Unsecured Notes 16/10/2019 1,852,191 1.40 

£2,000,000 EDF Energy Networks 8.75% Bonds 30/03/2012 2,269,266 1.71 

£650,000 G4S 7.75% European Medium Term Notes 13/05/2019 736,152 0.56 

£3,175,000 Lloyds TSB Bank Fixed/Floating Rate Notes 29/05/2020 3,066,443 2.31 

£1,200,000 Motability Operations 6.625% Notes 10/12/2019 1,297,412 0.98 

£2,000,000 National Grid 4.75% European Medium Term Notes 10/12/2010 2,055,524 1.55 

£1,500,000 Principality Building Society Floating Rate Notes 08/07/2016 721,147 0.54 

£479,000 Royal Bank of Scotland 6.375% 29/04/2014 508,076 0.38 

€500,000 Royal Bank of Scotland 6.934% Subordinated Notes 09/04/2018 447,258 0.34 

£300,000 Sceptre Funding 5.253% Bonds 09/02/2027 315,600 0.24 

£3,440,000 Sherwood Castle 3-5% European Medium Term Notes 15/11/2012 3,394,454 2.56 

  19,550,846 14.74 

    

 United Kingdom equities 0.16% (31 October 2008 0.0 0%)   

    

 Financials 0.16% (31 October 2008 0.00%)   

22 West Bromwich Building Society Profit Participating Deferred Shares* 213,400 0.16 

    

 Overseas debt securities 17.91% (31 October 2008 10 .31%)   

    

 Overseas government bonds 2.50% (31 October 2008 0. 98%)   

£2,500,000 European Investment Bank 8.75% Bonds 2017 3,312,300 2.50 
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Portfolio statement (continued) 
as at 31 October 2009  

 
Holding/  
Nominal 

 
 
Stock description 

 Market  
value  

£ 

Percentage of  
net assets  

% 

    

 Overseas debt securities (continued)   

    

 Overseas corporate bonds 15.41% (31 October 2008 9. 33%)   

£1,500,000 AIG Sunamerica Institute Funding II 5.625% Medium Term Notes 01/02/2012 1,376,250 1.04 

£1,000,000 AT&T 5.875% Senior Notes 28/04/2017 1,061,301 0.80 

£2,500,000 Bank of Nova Scotia 4.625% Medium Term Notes 25/01/2011 2,581,335 1.95 

€350,000 Dong Energy 6.5% Notes 07/05/2019 355,339 0.27 

£2,600,000 GE Capital UK Funding 5.5% European Medium Term Notes 01/04/2011 2,686,736 2.03 

£403,000 GE Capital UK Funding 6% European Medium Term Notes 11/04/2013 423,603 0.32 

£2,500,000 Hydro-Quebec 12.625% Debentures 08/03/2015 3,554,455 2.68 

£1,000,000 John Hancock Global 6.625% Medium Term Notes 07/12/2009 1,003,142 0.76 

€1,750,000 JPMorgan Chase & Co 6.125% Medium Term Notes 01/04/2014 1,730,119 1.30 

£3,000,000 Metropolitan Life Global Funding I 4.625% Medium Term Notes 27/01/2011 3,038,442 2.29 

£900,000 QBE Insurance 6.125% Medium Term Notes 28/09/2015 923,441 0.70 

£1,600,000 Santander Issuances 7.3% Floating Rate Medium Term Notes 27/07/2019 1,689,411 1.27 

  20,423,574 15.41 

    

 Derivatives (0.05)% (31 October 2008 0.01%)   

    

 Forward currency hedges (0.06)% (31 October 2008 0. 00%)   

£2,713,261 Buy Sterling 11/12/2009, Sell Euro 3,111,000 (75,436) (0.06) 

    

 Futures 0.01% (31 October 2008 0.01%)   

15 Long Gilt Future December 2009 7,950 0.01 

    

    

 Net investment assets 130,888,776 98.74 

    

 Net other assets 1,668,803 1.26 

    

 Net assets attributable to unitholders 132,557,579 100.00 

* Delisted security. 

At 31 October 2009, 1.21% (31 October 2008: 3.99%) of the debt securities of £130,742,862 (31 October 2008: £130,493,408) were rated below 
investment grade and 0.00% (31 October 2008: 3.91%) were unrated. 
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Statement of total return  
for the year ended 31 October 2009 

  Year ended  
31.10.09 

Year ended  
 31.10.08 

 Note £’000 £’000 £’000 £’000 

      

Income      

Net capital gains/(losses) 2  8,458  (165) 

Revenue 3 6,807  7,045  

Expenses 4 (740)  (696)  

      

Net revenue   6,067  6,349 

      

Total return before distributions   14,525  6,184 

      

Finance cost: Distributions  5  (7,835)  (7,705) 

      

Change in net assets attributable to unitholders fr om investment activities   6,690  (1,521) 

 

Statement of change in net assets attributable to unitholders 
for the year ended 31 October 2009 

 Year ended  
31.10.09 

Year ended  
  31.10.08 

 £’000 £’000 £’000 £’000 

     

Opening net assets attributable to unitholders  137,105  147,404 

     

Amounts receivable on issue of units 17,691  9,524  

In-specie transfer 1,380  -  

Amounts payable on cancellation of units (30,308)  (18,302)  

   (11,237)  (8,778) 

      

Change in net assets attributable to unitholders from investment activities (see above)  6,690  (1,521) 

      

Closing net assets attributable to unitholders  132,558  137,105 

     

The notes on pages 13 to 19 form an integral part of these financial statements. 
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Balance sheet 
as at 31 October 2009 

  
Note 

31.10.09 
£’000 

31.10.08 
£’000 

    

ASSETS    

Investment assets  130,964 130,508 

    

Debtors 6 2,641 2,891 

Cash and bank balances 7 3,979 8,345 

Total other assets  6,620 11,236 

Total assets  137,584 141,744 

    

LIABILITIES    

Derivative liabilities  75 6 

    

Creditors 8 3,195 2,566 

Bank overdrafts  - 161 

Distribution payable on income units  1,756 1,906 

Total other liabilities  4,951 4,633 

Total liabilities  5,026 4,639 

    

Net assets attributable to unitholders 10 132,558 137,105 

    

The notes on pages 13 to 19 form an integral part of these financial statements. 
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Notes to the financial statements 

1. Accounting policies 

a) Basis of accounting 

The financial statements of the Trust have been prepared on the historical cost basis, as modified by the revaluation of investments, and in 

accordance with applicable UK accounting standards, the Charities Act 1993, the Charities (Accounts and Reports) Regulations 2008 and 

the disclosure requirements of the Statement of Recommended Practice for Financial Statements of Authorised Funds issued by the IMA in 

November 2008 (“the SORP”). They are exempt from complying with the Charities Statement of Recommended Practice (October 2005) 

under paragraph 449 of that document. 

b) Disclosure and presentation 

The presentation of these financial statements has been changed from the previous period to comply with the requirements of the IMA 

SORP (2008). 

Changes from the SORP for Authorised Funds issued by the IMA in December 2005, and that issued in 2008, include: 

• Income from capital property is now disclosed as net capital gains/(losses) and income from income property is disclosed as 

revenue; 

• Summary of material portfolio changes are no longer required. The requirement to show changes in the composition of the portfolio 

during the period will be met by the inclusion of portfolio statement comparatives, total purchases and sales, a portfolio turnover rate 

and a description of material changes in the portfolio composition as part of the review of investment activities by the Manager; 

• The Portfolio statement no longer forms part of the audited financial statements. For this reason the Portfolio statement has been 

moved in front of the Statement of total return. 

Comparative figures have been stated, where required, in line with the new presentation requirements. There is no impact on the total 

return or the net assets of the Trust for either the current or prior period. 

c) Investments 

The investments of the Trust as at 31 October 2009 were valued at bid-market prices at the close of business on the last business day of 

the accounting year, net of any accrued interest. Investments for which published market values are not available are included at the 

Manager’s valuation.  

d) Portfolio statement 

Unless otherwise indicated, the holdings in the Portfolio statement represent the ordinary shares, ordinary stock units or common shares of 

the relevant companies.  

e) Foreign exchange 

Assets and liabilities in foreign currencies are translated at the exchange rates ruling at the end of the accounting year. Revenue items 

denominated in foreign currencies are converted to Sterling at the exchange rate ruling at the date of the transaction. Exchange differences 

arising from investments are included in ‘Net capital gains/(losses)’ in the Statement of total return. Exchange differences arising from 

capital items other than investments are also included in ‘Net capital gains/(losses)’ in the Statement of total return. Exchange differences 

arising from the receipt of overseas revenue are included in ‘Revenue’ in the Statement of total return.  

f) Revenue recognition 

Dividends on quoted ordinary shares and preference shares are recognised when the securities are quoted ex-dividend. Where such 

securities are not quoted, dividends on them are recognised when they are declared.  

Interest and overseas dividends that are received after the deduction of withholding tax are shown gross of taxation.  

Special dividends are treated as revenue or capital according to the nature of the event giving rise to the payment. 

g) Scrip dividends 

The Trust may elect to receive scrip dividends. Where an ordinary scrip dividend is received the whole amount is recognised as revenue, 

on the basis of the market value of the shares on the date they are quoted ex-dividend. Where an enhancement is offered, the amount by 

which the market value of the shares (on the date they are quoted ex-dividend) exceeds the cash dividend is treated as capital.  
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1. Accounting policies (continued) 

h) Expenses 

The Manager’s service charge and the Trustee’s fees are recognised on an accruals basis and are charged to revenue but are ultimately 

borne by capital for distribution purposes.  Transaction charges relating to the purchase and sale of investments are also borne by the 

capital of the Trust.  All other expenses are borne by revenue. These expenses, and all other expenses other than transaction charges, are 

included in ‘Expenses’ in the Statement of total return.  Finance costs are disclosed separately in the Statement of total return.  Transaction 

charges are included in note 2: Net capital gains/(losses) as ‘Expenses relating to the purchase and sale of investments’.   

i) Distribution policy 

Distributions of revenue to unitholders are determined by the Manager acting as delegate for, and in consultation with, the Trustee.  As 

permitted by Glossary Amendment (Definition of Income Property) Instrument 2007 (FSA 2007/16), the Trust’s distributable revenue is 

determined on the basis of coupon revenue receivable from debt securities.  A coupon based distribution is allowable to the extent that 

coupon based revenue is not less than revenue recognised on an effective yield basis, however reportable revenue on debt securities must 

be recognised in the financial statements on an effective yield basis, in line with the IMA SORP 2008. Therefore, reportable revenue from 

debt securities will not equate to distributable revenue from debt securities.  The impact of the coupon distribution election on distributable 

income can be seen in note 5. 

j) Derivatives and forward currency transactions 

Where appropriate, certain permitted financial instruments such as derivatives or forward currency contracts are used for efficient portfolio 

management. Where such financial instruments are used to protect or enhance revenue, the revenue and expenses derived therefrom are 

included in ‘Revenue’ or ‘Expenses’ in the Statement of total return. Where such financial instruments are used to protect or enhance 

capital, the gains and losses derived therefrom are included in ‘Net capital gains/(losses)’. Any positions on such financial instruments open 

at the year end are reflected in the Balance sheet at their ‘marked to market value’. 

k) Distribution equalisation reserve 

Transfers to the distribution equalisation reserve are made in accordance with the Scheme Particulars for the purpose of avoiding 

fluctuations in the distribution of revenue.  The distribution equalisation reserve is shown separately in note 10. 

l) Underwriting commission 

Underwriting commission is wholly recognised as revenue when the issue takes place, except where the Trust is required to take up all or 

some of the shares underwritten, in which case an appropriate proportion of the commission received is deducted from the cost of these 

shares.  

 

2. Net capital gains/(losses)   

 Year ended  
31.10.09 

£’000 

Year ended  
31.10.08 

£’000 

   

Non-derivative securities 7,624 (957) 

Derivative contracts 1,051 833 

Forward Currency Contracts (173) (6) 

Currency losses from other capital items * (26) (11) 

Expenses relating to the purchase and sale of investments (18) (24) 

   

Total 8,458 (165) 

* Currency losses from other capital items were previously included as “Other (losses)/gains” as a separate line in the Statement of total return. 
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3. Revenue 

 Year ended  
31.10.09 

£’000 

Year ended  
31.10.08 

£’000 

   

Bond interest 6,759 6,886 

Bank interest 45 149 

Interest on margin deposits 3 10 

   

Total 6,807 7,045 

 

4. Expenses 

 Year ended  
31.10.09 

£’000 

Year ended  
31.10.08 

£’000 

   

Payable to the Manager or associate of the Manager    

Manager’s service charge 684 655 

   

Payable to the Trustee or associate of the Trustee    

Trustee fees 26 27 

Safe custody fees 6 3 

Total payable to the Trustee or associate of the Tr ustee 32 30 

   

Payable to other related parties and third parties   

Audit fee 11 8 

Printing fees 8 2 

Registrar fees 3 2 

Publication fees 2 (1) 

Total payable to other related parties and third pa rties 24 11 

   

Total 740 696 

Expenses include VAT, where applicable. 
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5. Finance costs 

The distributions take account of revenue received on the creation of units and revenue deducted on the cancellation of units, and comprises: 

 Year ended  
31.10.09 

£’000 

Year ended  
31.10.08 

£’000 

   

First interim 1,966 1,983 

Second interim 1,986 1,875 

Third interim 1,985 1,875 

Final 1,756 1,906 

 7,693 7,639 

   

Add: Revenue deducted on cancellation of units 353 176 

Deduct: Revenue received on creation of units (211) (110) 

   

Distributions 7,835 7,705 

   

Interest - - 

   

Total finance costs 7,835 7,705 

   

Movement between distributions and net revenue   

   

Distributions 7,835 7,705 

   

Less: Expenses charged to capital (710) (682) 

Less: Amortised interest on debt securities (782) (798) 

Transfer (from)/to distribution equalisation reserve (276) 124 

   

Net revenue 6,067 6,349 

Details of the distributions are set out on page 20. 

 

6. Debtors 

 31.10.09 
£’000 

31.10.08 
£’000 

   

Accrued revenue 2,621 2,888 

Amounts receivable for creation of units 20 - 

Prepaid expenses - 3 

   

Total 2,641 2,891 

 

7. Cash and bank balances 

 31.10.09 
£’000 

31.10.08 
£’000 

   

Cash and bank balances 3,722 7,749 

Amounts held at futures clearing houses 257 596 

   

Total 3,979 8,345 
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8. Creditors 

 31.10.09 
£’000 

31.10.08 
£’000 

   

Amounts payable for cancellation of units 3,067 2,494 

Accrued expenses 128 72 

   

Total 3,195 2,566 

 

9. Portfolio transaction costs 
Given the nature of the investments held, no transaction costs were incurred on the Trust’s gross purchases of £78,605,791 or gross sales of 

£84,937,633 during the year to 31 October 2009, or during the comparative year ended 31 October 2008.  

 

10. Distribution equalisation reserve 
Included within unitholders’ net assets is an amount of £514,244 (31 October 2008: £790,576) which has been carried forward as a distribution 

equalisation reserve representing undistributed earnings available for future distributions. 

 

11. Derivatives and other financial instruments 
The Trust’s financial instruments comprise securities and other investments, cash balances and debtors and creditors that arise directly from its 

operations. For example, in respect of sales and purchases awaiting settlement, amounts receivable for creations and payable for cancellations 

of units, and debtors for accrued revenue. 

The Trust may enter into derivatives transactions in the form of forward foreign currency contracts.  Forward foreign currency contracts are used 

to manage currency risk arising from holding of overseas securities. The Trust may enter into derivative contracts in the form of futures or options 

for the purpose of efficient portfolio management which may involve hedging risk against movements in the value of the portfolio or certain 

specific assets. Alternatively, the Trust may use such instruments to manage cashflow, for instance to gain temporary market exposure at the 

reduced cost compared to that involved in acquiring physical assets. The Trust may also write (or sell) financial options in order to generate 

additional capital or revenue to the benefit of unitholders. 

The main risks arising from the Trust’s financial instruments are credit, foreign currency, interest rate, liquidity and market price risks. The 

Manager’s policies for dealing with these risks are summarised below and have been applied throughout the year. 

Credit risk 

The Trust is exposed to credit risk, which is the risk of loss due to another party not being able to meet its financial obligations. The primary 

sources of this risk to the Trust are trade counterparties which may fail to meet their transaction commitments. This risk is managed by appraising 

the credit profile of trade counterparties and financial instruments. 

Foreign currency risk 

The Trust can be exposed to foreign currency risk as a result of investing in assets denominated in currencies other than Sterling.  Where the 

Manager deems it necessary, this exposure to foreign currency fluctuations is mitigated by the use of forward foreign currency contracts. The 

Trust can be exposed to indirect foreign currency risk, where it is investing in assets which have underlying exposure to foreign currency, for 

example international companies or funds which in turn invest in foreign currency denominated assets. 

Interest rate risk 

Interest receivable on bank deposits or payable on bank overdraft positions will be affected by fluctuations in interest rates. 

Liquidity risk 

The Trust is also exposed to liquidity risk in that it may be unable to meet its own commitments, in the event that there is insufficient cash 

available within its bank accounts.  This risk is managed by forecasting cash balances and the Trust is permitted to overdraw if necessary to meet 

its obligations. 
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11. Derivatives and other financial instruments (continued) 

Market price risk 

Market price risk arises from the Trust’s financial instruments, being the risk that the value of investment holding will fluctuate as a result of 

changes in market prices caused by factors other than interest rate movement.  

These risks are monitored by the Manager in pursuance of the investment objectives and policy as set out on in this Investment Manager’s report. 

Adherence to investment guidelines and to investment and borrowing powers set out in the Scheme Particulars mitigates the risk of excessive 

exposure to any particular type of security or issuer. Further information on the investment portfolio is set out in the Investment Manager’s report 

and Portfolio statement. 

(a) Currency exposure 

A proportion of the net assets of the Trust are denominated in currencies other than Sterling, with the effect that the balance sheet and total 

return can be affected by currency movements.  

 Monetary  
exposures  

£’000 

Non-monetary  
exposures  

£’000 

Total  
 

£’000 

The net currency assets as at 31 October 2009 were:    

Sterling 4,024 128,431 132,455 

Euro (2,449) 2,533 84 

US dollar 19 - 19 

Total 1,594 130,964 132,558 

    

The net currency assets as at 31 October 2008 were:    

Sterling 7,929 129,162 137,091 

US dollar (1,332) 1,346 14 

Total 6,597 130,508 137,105 

(b) Interest rate risk profile of financial assets and liabilities  

Currency Floating rate 
financial assets*  

£’000 

Fixed rate  
financial assets  

£’000 

Financial assets not  
carrying interest  

£’000 

Total market  
value  
£’000 

The interest rate risk profile of the Trust’s financial assets as at 31 October 2009 was: 

Sterling 13,621 118,513 5,272 137,406 

Euro 257 2,533 83 2,873 

US dollar 19 - - 19 

Total 13,897 121,046 5,355 140,298 

     

The interest rate risk profile of the Trust’s financial assets as at 31 October 2008 was: 

Sterling 19,204 118,289 4,231 141,724 

US dollar - 1,346 (1,332) 14 

Total 19,204 119,635 2,899 141,738 

*The floating rate financial assets include bank deposits that earned interest at variable rates. 

 

Currency  Floating rate 
financial liabilities  

£’000 

Financial liabilities not 
carrying interest  

£’000 

Total market  
value  
£’000 

The interest rate risk profile of the Trust’s financial liabilities as at 31 October 2009 was: 

Sterling  - 7,740 7,740 

Total  - 7,740 7,740 

     

The interest rate risk profile of the Trust’s financial liabilities as at 31 October 2008 was: 

Sterling  161 4,472 4,633 

Total  161 4,472 4,633 
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11. Derivatives and other financial instruments (continued) 

(b) Interest rate risk profile of financial assets and liabilities (continued) 

The following table represents the weighted average interest rate on the market value of the Trust and weighted average fixed year for fixed rate 

investments and will not necessarily reflect the yield on the Trust. 

 Weighted average  
interest rate  

% 

Weighted average  
period for which rate  

is fixed 

As at 31 October 2009   

Sterling   

Bonds 3.86 12.41 years 

Perpetual bonds 5.57 Undated 

   

Euro   

Bonds 4.34 5.82 years 

   

As at 31 October 2008   

Sterling   

Bonds 4.94 13.00 years 

Perpetual bonds 7.29 Undated 

   

US dollar   

Bonds 1.01 1.50 years 

(c) Fair value of financial assets and financial li abilities 

There is no material difference between the value of the financial assets and liabilities, as shown in the balance sheet, and their fair value. 

The market value of investments is taken to equal ‘fair value’ for the purposes of FRS 13. Given the activities of the Trust, none of the 

investments held fall within the definition of ‘investments held for trading’ as set out in FRS 13. 

The base currency of the Trust is Sterling. For the purpose of disclosures required by FRS 13, this is taken to be the ‘functional currency’ of the 

Trust. 

The Manager may borrow temporarily for the purpose of meeting payments to be made out of the Trust on terms that the borrowing is to be 

repaid out of the property of the Trust if the Manager considers this to be in the Trust’s best interests. This temporary borrowing must not exceed 

10% of the net asset value of the property of the Trust as at the date of the borrowing, without the prior written consent of the Charity 

Commission. 

The Trust has an agreed overdraft facility with JPMorgan at 1% above the Investor Services overdraft rate. There was no other borrowing at the 

balance sheet date. 

 

12. Related parties 
The Manager and Trustee are related to the Trust as defined by FRS 8 ‘Related Party Disclosures’ and are named on page 22.  Fees received by 

the Manager and Trustee are disclosed in note 4 of the accounts. Balances outstanding at the year end are as follows: 

  31.10.09 
£’000 

31.10.08 
£’000 

    

Payable to the Manager or associate of the Manager  3,156 56 

Payable to the Trustee or associate of the Trustee  8 6 

By virtue of the regulations governing Charitable Trusts, the Manager is party to every transaction in respect of units of the Trust, which are 

summarised in the Statement of change in net assets attributable to unitholders.  

 

13. Unitholder funds 
The Manager is entitled to an annual management charge of 0.40%. This charge accrues daily and will be determined by reference to the mid-

market value of the Trust and is deducted and paid at the end of each month out of the property of the Trust. 
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Distribution tables 
for the year ended 31 October 2009 

 

Final distribution  
Group 1 – Units purchased on or before 31 July 2009  

Group 2 – Units purchased after 31 July 2009 up to and including 31 October 2009 

    Revenue  
distributable  

 
p  

Equalisation*  
 
 

p 

Payable  
15.12.09 

total  
p 

Paid 
15.12.08 

total  
p 

Group 1  0.7900 - 0.7900 0.7900 

Group 2  0.1665 0.6235 0.7900 0.7900 

 

Third interim distribution  
Group 1 – Units purchased on or before 30 April 2009  

Group 2 – Units purchased after 30 April 2009 up to and including 31 July 2009 

    Revenue  
distributable  

 
p  

Equalisation*  
 
 

p 

Paid 
15.09.09 

total  
p 

Paid 
15.09.08 

total  
p 

Group 1  0.7900 - 0.7900 0.7900 

Group 2  0.0646 0.7254 0.7900 0.7900 

 

Second interim distribution  
Group 1 – Units purchased on or before 31 January 2009  

Group 2 – Units purchased after 31 January 2009 up to and including 30 April 2009 

    Revenue  
distributable  

 
p  

Equalisation*  
 
 

p 

Paid 
15.06.09 

total  
p 

Paid 
15.06.08 

total  
p 

Group 1  0.7900 - 0.7900 0.7900 

Group 2  0.0311 0.7589 0.7900 0.7900 

 

First interim distribution  
Group 1 – Units purchased on or before 31 October 2008 

Group 2 – Units purchased after 31 October 2008 up to and including 31 January 2009 

    Revenue  
distributable  

 
p  

Equalisation*  
 
 

p 

Paid 
15.03.09 

total  
p 

Paid 
15.03.08 

total  
p 

Group 1  0.7900 - 0.7900 0.7900 

Group 2  0.2387 0.5513 0.7900 0.7900 

 

* Equalisation 
Equalisation applies only to units purchased during the current distribution period (Group 2 units). It is the average amount of revenue included in 

the purchase price of all Group 2 units and is refunded to holders of these units as a return of capital. Being a capital repayment it is not liable to 

income tax but must be deducted from the cost of units for capital gains tax purposes. 
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Regulatory information and risk warnings 
The contents of the Investment Manager’s report are based upon sources of information believed to be reliable, however, save to the extent 

required by applicable law or regulations, no guarantee, warranty or representation (express or implied) is given as to its accuracy or 

completeness and, Cazenove Investment Fund Management Limited, its directors, officers and employees do not accept any liability or 

responsibility in respect of the information or any recommendations expressed herein which, moreover, are subject to change without notice.   

Cazenove Investment Fund Management Limited can only promote its own products and services. Nothing in this document should be deemed to 

constitute the provision of financial, investment or other professional advice in any way. Past performance should not be seen as an indication of 

future performance. Values may fall as well as rise and you may not get back the amount you invested. Revenue from investments may fluctuate. 

Changes in rates of exchange may have an adverse effect on the value, price or revenue of investments. The levels and bases of, and reliefs 

from, taxation may change. You should obtain professional advice on taxation where appropriate before proceeding with any investment.  You 

should be aware that investments in higher yielding bonds issued by borrowers with lower credit ratings may result in a greater risk of default and 

have a negative impact on revenue and capital value. Revenue may be achieved by foregoing future capital growth.  You should be aware of the 

additional risks associated with investment in emerging and developing markets.  

The Manager and any other company in the Cazenove Capital Holdings Group Plc may have acted upon or used research recommendations 

before they have been published. This document may include forward-looking statements which are based upon our current opinions, 

expectations and projections. We undertake no obligation to update or revise any forward-looking statements. Actual results could differ 

materially from those anticipated in the forward-looking statements. 
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Other information 

Scheme Particulars 

The Scheme Particulars for The Income Trust for Charities is available from the Manager on request.  

 

Manager 

Cazenove Investment Fund Management Limited 

12 Moorgate, London EC2R 6DA 

Registered office: 12 Moorgate, London EC2R 6DA 

The Manager is authorised and regulated by the Financial Services Authority. 

 

Directors of Cazenove Investment Fund Management Li mited 

A J S Ross Chairman 

R Jeffrey (joined 1 January 2009) 

R Minter-Kemp  

C Sims 

J W J Turnbull  

 

Trustee  

J.P. Morgan Trustee and Depositary Company Limited 

Chaseside, Bournemouth BH7 7DA 

The Trustee is authorised and regulated by the Financial Services Authority. 

 

Administrator  

J.P. Morgan Europe Limited 

3 Lochside View, Edinburgh Park, Edinburgh EH12 9DH 

The Administrator is authorised and regulated by the Financial Services Authority. 

 

Independent Auditors 

PricewaterhouseCoopers LLP 

Hay's Galleria, 1 Hay's Lane, London SE1 2RD 

 

Registrar 

The Bank of New York Europe Limited 

12 Blenheim Place, Edinburgh EH7 5JH 

The Registrar is authorised and regulated by the Financial Services Authority. 

 

For more information 

Telephone Edward Harley or John Gordon at Cazenove Investment Fund Management Limited (CIFM) on 020 7155 5600, or access the website 

at www.cazenovecapital.com. 
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