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The model portfolio

appropriate. Roger Ibbotson, a colleague of David’s at 
Yale, researched the variability of returns of institutional 
portfolios and found that 90% can be explained by 
asset allocation. Even more dramatic is to consider 
the community of investors as a whole, where the 
average return is the market return. In this scenario 
asset allocation is responsible for over 100% of the total 
return, as the average investor generates a return of 
the market less costs, and market timing and security 
selection are costly endeavours.

89 year history of capital market returns

Source: David Swensen, May 2015.

Examining the 89 year history of US capital markets 
shows a striking disparity between asset classes (see 
table) and might suggest that long-term endowments 
should invest solely in small stocks for maximum 
wealth creation over time. But this approach brings 
concentration risk and volatility. At the beginning of 1929 
if you had invested $1 in small stocks you would have 
seen the value of your investment fall by 54% in 1929, 
a further -38% in 1930, an additional -50% in 1931, 
and yet more falls in 1932 so that the value of your $1 
invested was 10c at the trough. This also brings into 

We were delighted to welcome David Swensen to speak 
at our 2015 Charity Lecture at the British Museum  
in May 2015. The Yale model of endowment 
management has been very influential and we share 
much common ground.

30 years ago David Swensen joined Yale University 
as the investment manager of their then $1 billion 
endowment, having moved from a job on Wall Street  
(for an 80% pay cut). At the time, the average US 
endowment had an asset allocation of roughly 50% 
domestic US equities, 40% US bonds and 10% 
‘alternatives’, the latter of which included overseas 
equities. This structure didn’t seem right to him, for two  
main reasons:

It was undiversified 
In 1952 Harry Markowitz, Nobel Prize winning 
economist, described diversification as the only 
‘free lunch’ when seeking investment returns. So if 
diversification can be shown to be an unalterably 
good thing why would Yale wish to hold 90% of its 
assets in US marketable securities?

It was too risk averse
Endowments are fortunate to have investment 
time horizons measured in decades and centuries. 
It is clear from historic analysis that long-term 
investors are rewarded for equity risk, so why the 
lack of equity orientation?

It became obvious that he didn’t want Yale to follow 
this type of investment strategy, so instead constructed 
a diversified approach often now referred to as the 
‘Yale model’. His approach sought to identify the three 
sources of potential returns in investment management; 
asset allocation, market timing and security selection, 
and to appraise where his management could add most 
value. His conclusions are summarised below.

Asset allocation is the key determinant of returns

It is true that in a single stock portfolio, the most 
important factor for returns is the stock you have 
chosen; and in day trading market timing is the key. 
However, for the majority of institutional investors a 
relatively diversified, less volatile approach is more 

1 

2 

$1 invested in each asset class  
would have been worth:

$21 US bills

$136 US bonds

$5,317 US large cap equities 

$27,419 US small cap equities

$13 Inflation

David Swensen 
Chief Investment Officer, Yale Endowment

INVESTMENT THoUgHTS
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institution has agreed whatever the market conditions.  
The disciplined implementation of this asset allocation 
policy is incredibly important and needs to be supported 
by the correct governance to stay the course through 
such ‘financial disruptions’.

Investment selection provides opportunities  
to add value

The selection of investments to include within the 
portfolio provides opportunities to enhance returns.  
In order to focus the active management time, energy 
and cost, concentrate first on those assets where active 
management can make the biggest difference, the areas 
that have the largest dispersion of returns and where 
your expertise lies.

Dispersion of returns (top – bottom quartile) 
per annum

Source: David Swensen, May 2015.

After 30 years at Yale, David Swensen has not only 
delivered attractive investment returns but the  
Yale model, its disciplined approach to asset allocation 
and investment selection with a focus on rebalancing 
rather than market timing, has influenced many 
investment professionals. Our own Cazenove Charities 
investment process is built on the same principles, 
dedicating time to work with our charity clients to 
identify the right asset allocation strategy to fulfil their 
long-term objectives. And although there aren’t many 
UK charities, foundations and endowments that could 
rival Yale for size ($24 billion) or tolerance for illiquidity, 
made possible by the ongoing fundraising efforts and 
generous alumni, we share much common ground with 
our friends across the pond. 

focus the governance risk of such volatile investments. 
If, perhaps understandably after such volatility, trustees 
decided to sell their investment in small cap stocks, they 
would have missed out on returns of over 270,000x in 
the subsequent period to 2014. 

This analysis supports the idea of diversified portfolios, 
to dampen volatility. An equity bias is valuable for long-
term investors and diversification is its marriage partner, 
allowing you to live through the trauma of a bear market.

Rebalance but don’t attempt to market time

John Maynard Keynes wrote in a King’s College 
Investment Committee memo that ‘the idea of wholesale 
shifts [in asset allocation] is for various reasons 
impracticable and indeed undesirable. Most of those 
who attempt to, sell too late and buy too late, and do 
both too often, incurring heavy expenses and developing 
too unsettled and speculative a state of mind.’ The Yale 
model does not attempt to market time and David 
pointed to evidence that investors systematically detract 
from the performance by buying high and selling low. 

Stock market corrections are by their very nature 
unpredictable in their timing and scale. Based on a 
normal probability distribution the stock market crash 
of 1987 was a 25 standard deviation event. To put this 
into context, an 8 standard deviation event would only 
happen once in six trillion observations. It is clear that 
these extraordinary events are, in fact, more common 
than predicted by a normal distribution, a characteristic 
known as ‘fat tails’. Institutional investors reacted by 
selling stocks after the market falls, and buying bonds 
after the gains, a really difficult way to make money.  
In fact it took almost six years for equity allocations to 
reach the levels pre-crash, despite a strong bull market. 

In contrast, Yale rebalanced after the crash, buying  
$100 million of stock and prompting two emergency 
meetings of the investment committee, highlighting  
the governance challenge in any organisation. 
Rebalancing is the opposite of market timing and means 
sticking to the long-term asset allocation targets that the 

THE ModEL poRTfoLIo

“  An equity bias is valuable 
for long-term investors and 
diversification is its marriage 
partner, allowing you to  
live through the trauma of  
a bear market”

0.5% Fixed income

2.0% Large cap stocks

4.0% Overseas stocks

7.1% Absolute return

9.3% Real estate

13.7% Leveraged buyouts

43.2%Venture capital
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COMMON GROUND

Focus on long-term asset allocation strategy

Strong preference for diversification

Less emphasis on short-term market timing

Belief in the benefits of active management, 
particularly in alternatives

DIFFERENCES

Tactical asset allocation allows some divergence  
from long-term strategy

Typical charity has less exposure to illiquid  
private equity

David Swensen, Yale’s Chief 
Investment Officer, oversees  
$24 billion in Endowment assets and 
several hundreds of millions of dollars 
of other investment funds. Under  
his stewardship during the past  
28 years the Yale Endowment 
generated returns of 13.8 percent 

per annum, a record unequalled among institutional 
investors. Mr. Swensen authored ‘Pioneering Portfolio 
Management: An Unconventional Approach to 
Institutional Investment’ and ‘Unconventional Success:  
A Fundamental Approach to Personal Investment’,  
both published by The Free Press. 

THE ModEL poRTfoLIo
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Historic agreement on climate change, 
but will it change the world?

Fears reduced as government 
announced fiscal stimulus measures 
and People’s Bank of China 
announce monetary policy easing

Federal Reserve finally raises rates 
resulting in strong rally in the USD

Winter
 China fears spread to 
Emerging Markets – as commodity 
prices fall – and the US, leading 
the Federal Reserve to vote against 
raising interest rates

 
 

 
 

Autumn

2015 will probably be remembered for the lacklustre performance of markets, and the uncertainty caused by central banks’ actions (and inactions)

Strength in US shale gas led 
to a fall in commodity prices

Panic after China equity bubble 
popped leading to equity sell-off

Further worries after authorities
devalue Chinese Yuan

Summer

 European Central Bank announce 
quantitative easing of €60 billion 
per month

Weakness in China 
prompted monetary easing 
and fiscal stimulus 

 
 

 
 

Spring

US presidential election year.
UK referendum on 

EU membership

Political 
uncertainty

Pressure on Emerging
Markets and commodity prices.
Investors may be deterred by

potential downgrades and
an increase in defaults

Emerging markets
continue to struggle

Monetary tightening in the 
US and UK, loosening 

policy elsewhere

The desynchronised
cycle continues

Greece forced
to take bailout

package

US rates were
able to rise without
causing mayhem

Oil producers
were resilient as oil
prices stayed low

Rumours of Chinese
market reforms were
greatly exaggerated

China enters the
currency war

Gradual depreciation 
of Chinese Yuan 

challenges competitors

The global economy in pictures

foUR LESSoNS fRoM 2015

2015 IN REVIEW

foUR THEMES foR 2016

INVESTMENT THoUgHTS

Source: Schroders, January 2016.



6

‘Intentional Investing’ was 
published by ACF and 
sponsored by Cazenove 
Charities in the summer of 2015. 
It looks at whether and how 
charity investors might reflect 
their organisation’s aims,  
values, or wider social goals  
into their investment practice. 
Written by Richard Jenkins 
and Kate Rogers, the report 
examines current responsible 

and ethical investment practice, drawing on the results 
of the biggest survey of its kind into the behaviours of 
charity investors.

Is there a tension between making money  
and doing good?

Put simplistically, while charities are driven solely by their 
charitable aims, the performance of the stock market is 
fundamentally driven by financial objectives. For some 
charity investors this creates tensions. The law requires 
that trustees in all circumstances manage their assets 
with the sole purpose of furthering their charitable aims. 
However, as our case studies illustrate, what is right for 
one charity is not going to be the case for another.

Therefore, rather than telling trustees what to do when 
investing their money, this report aims to help them 
identify what is right in their context. 

Managing investments with mission in mind is 
becoming increasingly important

Charities need funding to support their activity. Many rely 
on voluntary donations, legacies 
or earned income to support 
their day-to-day mission. 
In some cases, when 
it’s not appropriate to 
spend the money as 
they receive it, or in the 
case of a very large 
gift, trustees invest it 
for future or on-going 
benefit. How charities 
do that varies in practice. 

Some trustees feel that their mission or values entail no 
specific approach to managing their investments beyond 
keeping a firm eye on seeking the best financial return 
they can reasonably make while taking account of risks. 
However, a survey carried out for this research found 
a substantial increase in recent years in the number of 
charities choosing to manage their investments in ways 
that specifically reflect their mission or values. 59% 
of the 286 charity investors who replied to the survey 
in 2014 had a policy in place or plans to implement 
one, compared with only 23% with a policy five years 
before. This research suggests therefore, that for charity 
investors, thinking about their investments with their 
mission in mind has become increasingly important. 

There are many different drivers and many  
different contexts

There are many drivers for that change. Participants 
in focus groups undertaken for this report suggested 
that improved regulatory guidance has helped: it makes 
it clear that the law does not require charity investors 
to pursue investment returns at the expense of their 
charitable mission, their organisation’s reputation, or in 
ways that could alienate donors or beneficiaries.

Participants also cited new generations of trustees joining 
boards who felt that investment practice should align 
with the charity’s mission, values or wider social goals.

Discussions revealed that board conversations improved 
when strategic decisions were taken – as they should be 
– by the whole board and not just by a minority of those 
who had investment expertise. It could be therefore 
that more charities are looking at their investing and 
programme activity holistically. What such joined-up 
discussions seem to unlock is the range of possibilities 
trustees have at their disposal when they consider how 
best to use all their assets to pursue their mission. 
Those assets include financial and non-financial assets, 
such as a charity’s reputation, the know-how of trustees 
and staff, their networks, and trustees’ ability to gather 
key stakeholders together. 

There are a number of approaches

If a charity’s trustees take an in-principle decision to 
reflect its mission and values in its investment strategy, 

Intentional investing Richard Jenkins, Head of Policy, ACF 
Kate Rogers, Head of Policy, Cazenove Charities

59%
of charity respondents 

had decided to manage 
their investments to reflect 

their charity’s values, 
objectives or wider 

social goals

INVESTMENT THoUgHTS
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they have a number of ways of doing that and must 
balance a range of practical factors. We found four main 
approaches taken by those who wished to manage 
their investments with their charity’s mission in mind. 
By far the most common, comprising 76% of survey 
respondents who had a policy, were approaches that 
exclude specific industries or companies from an 
investment portfolio – with tobacco being the most 
popular exclusion. A more contemporary example is the 
campaign calling on trustees to ‘divest’ from carbon-
based energy industries.

By contrast, 34% of respondents with a policy in place 
aimed positively to select companies that align with their 
aims or rate well in terms of environmental, social and 
governance (ESG) factors.

22% of respondents were seeking to influence 
companies’ behaviour by engaging with them or  
using their share-voting rights to affect company policy.  
Finally, 17% of the total survey population had  
decided to use their assets to deliver tangible 
outcomes that directly related to their mission through 
social investment. 

Practicalities need to be thought through

When deciding what approach, if any, to take charity 
investors will want to consider a range of practical factors.

One is to weigh up the possible effect any approach 
may have on investment returns, allowing for the 
fact that charity investors can take a financial ‘hit’ to 
protect their mission or reputation. Citing research, we 
present evidence to show that while ‘sin stocks’ in such 
industries as tobacco, alcohol, arms, and pornography 
have historically delivered premium returns, their overall 
contribution to portfolios means that the effect of their 
exclusion in financial terms can be minimal, depending 
on the number excluded. We also cite research that 
shows that investing in companies with positive ESG 
records can make good financial sense. Similarly, 
influencing and engaging with companies to improve 
their behaviour can be financially rewarding because 
successful engagement tends to enhance company 
value and therefore investment returns. 

Practically speaking, nearly all charity investors will 
manage their investments indirectly, through investment 

managers and/ or their pooled funds. For very bespoke 
policies, therefore, compromises may need to be made 
in relation to the capacity of the manager’s market to 
deliver them and the internal staff and governance 
time required for monitoring. Nonetheless, the market 
is developing and more pooled funds and services are 
becoming available.

Only trustees can be expert in what their charity’s 
objectives require. Nonetheless, those who took part 
in this research stressed the importance of appointing 
managers who not only performed well in financial 
terms, but who could also empathise with the charity’s 
distinctive mission and culture while communicating and 
collaborating effectively. 

Practitioner discussions also highlighted the importance 
of collaboration between charities who, despite the 
relative smallness of their overall contribution to  
the investment market, have a powerful asset in their 
reputation to help influence corporate change.

Getting governance right will help avoid pitfalls

In repeated conversations, practitioners stressed 
the importance of the whole board being involved in 
agreeing the investment strategy and having the right 
governance and staff structures in place to implement, 
monitor and review it. Experienced practitioners also 
called for humility when setting strategy, observing that 
there was not a single ‘right’ answer. Trustees should 
never see the ‘perfect’ as being the enemy of the ‘good’. 

EXCLUDE

76%
SELECT

34%
INFLUENCE

22% 17%
DELIVER

+3% per year better performance 
of UK tobacco companies  
as compared to the UK market 
from 1920–2014.

Dimson, Marsh and Staunton, 
February 2015

+2% per year better performance 
of the ‘high sustainability’ 
portfolio as compared to the 
‘traditional’ portfolio.

Harvard Business School,  
November 2011

INTENTIoNAL INVESTINg

Behaviours of charity respondents with a policy to reflect their aims in their investments

Source: Charity investment survey 2014, Cazenove Charities, ACF.
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KEY pRINCIpLES
Charity trustees are obliged to use their  
resources in ways that best meet their  
charitable objectives.

Charity trustees are not obliged to pursue 
investment returns at the expense of their 
charitable mission, their organisation’s  
reputation, or in ways that could alienate  
donors or beneficiaries.

Removing certain industries or companies  
from your charity’s investment portfolio  
needn’t significantly impact on financial returns. 

Positive action to target or enhance  
sustainable business practice can also  
be financially rewarding.

Charity trustees don’t have to manage  
their investments to reflect their organisation’s 
values or objectives.

There is no ‘one size fits all’ answer.

1 

2 

3 

4

5

6

Intentional investors view their investments as one of a number of assets at the disposal of charity trustees, all of 
which can be used to support the charitable purpose.

THE REpoRT AdVoCATES intentional investing, WHICH MEANS 
THAT TRUSTEES HAVE THoUgHT AboUT THE MANAgEMENT  
ANd USE of THEIR CHARITY’S ASSETS So THAT THEIR AppRoACH 
SUppoRTS THE dELIVERY of THEIR CHARITAbLE AIMS. 

BENEFICIARIES
MISSIONS, 

VALUES  
AND AIMS

INVESTMENTS REPUTATION
PEOPLE 

AND 
NETWORKS

TIME KNOWLEDGE EXPENDITURE

INTENTIoNAL INVESTINg

Kate Rogers is Head of Policy at 
Cazenove Charities, responsible for 
sector engagement as well as  
co-managing a common investment 
fund, the Charity Multi-Asset Fund. 
She has fifteen years experience, 
specialising in charity investment, 
having joined the Charities team in 

2005 after four years with the charity team at Kleinwort 
Benson Private Bank. Kate is chair of the Charity 
Investors’ Group (CIG), recently working with HM Treasury, 
the Charity Commission and the Financial Conduct 
Authority on establishing the new Charity Authorised 
Investment Fund structure announced in the 2015 budget. 

Richard Jenkins is a head of policy 
at the Association of Charitable 
Foundations. He was previously an 
independent research and consultant 
in the charity sector with a focus on 
charitable foundations. He has been 
a trustee of a grantmaking endowed 
charitable foundation and chief 

executive of an educational charity. When he was a civil 
servant he led implementation of key funding elements 
of the 2002 Treasury Cross Cutting Review into the role 
of the voluntary and community sector in the delivery of 
public services. 
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REfLECTINg CLIMATE 
CHANgE IN poRTfoLIoS
As focus on climate change intensifies, 
portfolio carbon footprints can be a helpful 
tool for investors, but may not provide 
a complete picture of future risks and 
opportunities.

Relentless evidence of the effect of climate change, 
combined with the significant political effort to put in 
place a global plan on climate change, are very clearly 
raising institutional client interest in how this will all affect 
long- and short-term asset returns. The disclosure of 
more emissions data by companies is welcome and is 
allowing for more detailed analysis of portfolio and index 
‘carbon footprints’, and there is a growing industry in 
marketing such low carbon indices and portfolio tilts  
to investors.

These initiatives and the attention that they bring to 
the issue are very welcome. However, we believe that 
climate change and the transition to a low emissions 
economy will represent such a major opportunity for 
growth in new industries, and massive disruption to 
others, that measuring carbon emissions at a portfolio 
level materially underestimates the significance and 
opportunity for excess returns by active managers.

The significance of the risk that emissions levels present 
to a business are completely different depending on how 
fundamental those emissions are to the main activity of a 
company, and how difficult it is to reduce those emissions.

Let’s look at a couple of examples as the best way to 
understand the issue:

Auto manufacturers

In a carbon footprint analysis of the auto industry, 
most emissions analysis and disclosure focuses on the 
energy intensity of the production process. However, 
these emissions are frankly irrelevant compared to 
the emissions profile of the cars they make, and the 
business risk for auto manufacturers is arising from the 
inevitability of a rapid migration from combustion engine 
to electric vehicle powertrain products which are much 

cleaner. Auto makers make very long life investments 
in engine plants, and will need to shift that capital 
allocation to cleaner powertrains, risking significant 
underutilisation of existing assets in the transition.

In addition, weaker players, or those that choose to 
focus on short-term profits, will not have the resources 
to invest or be successful in the new technologies, and 
are likely to lose share to stronger incumbents and more 
innovative new entrants. This has nothing to do with the 
emissions profile of current production that is picked up 
in the carbon footprint disclosures, and so tilting within 
the sector to lower ‘production’ footprint companies is 
missing the whole point.

Retailers

In some sectors, the greenhouse gas emissions footprint 
is just not that important to an investment case today. 
The main direct emissions from a retailer come from the 
energy consumption in the store and logistics chain of 
the retailer. One retailer may have higher emissions than 
a competitor because of its existing electricity supply 
contracts. Over a period of a few years those emissions 
can be radically shifted by changing the electricity supply 
contracts that they have in place, or by investing in 
clean energy generation of their own – i.e. the emissions 
profile is highly flexible in the medium term and so not 
particularly relevant to an investment case or business 
risk today.

Power generation

In other industries the emissions profile can be  
the single most important driver of future value.  
Most obvious among these is power generation assets,  
which have 20–30 year expected asset lives, and 
decisions to deploy capital today can be catastrophic for 
investors if those assets are underutilised because of a 
shift in future regulation. With solar and wind generation 
continuing to become cheaper year after year, and 
regulation and public policy likely to continue to shift in 
favour of low energy technologies, oil, coal and even 
some gas fired power generation assets are looking 
increasingly stranded. In this sector, greenhouse gas 
emissions profiles are vital to understand.

Responsible investment trends

INVESTMENT THoUgHTS
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Conclusion

So in summary, the shift to a low emissions economy is 
becoming clear and it will be highly disruptive to many 
established industries. We encourage the increased 
disclosure around company emissions that initiatives 
such as the Carbon Disclosure Project are achieving, 
but feel that investors need to think much more radically 
about where risk and opportunity lie in their portfolios.

Portfolio carbon footprint tools can be helpful in 
generating insights but can also provide a false comfort 
blanket for investors if they are not properly understood. 
They are not the best gauge of the significant business 
risk that exists in industries like autos or utilities where 
there is significant change ahead. Neither are they 
the best pointer to those companies that are enabling 
the transition to a low carbon economy, and it is in 
identifying those companies successfully positioning for 
change where the greatest returns could be found.

Simon Webber, Lead Portfolio Manager, Global  
and International Equities, Schroders. Published in 
December 2015.

LIVINg WAgE: A UK 
pERSpECTIVE
The living wage is gaining momentum in the 
UK. The number of companies committed to 
paying their workers the living wage has 
significantly increased and now numbers  
over 400. There are several reasons for this 

momentum, including political pressure, a greater  
focus on income inequality in the media and a 
successful engagement campaign from investors, 
including many charities. 

This is also true in a global context. In the US, several 
major retailers, including Wal-Mart and T.K. Maxx,  
have committed to increasing wages ahead of potential 
legislation that would take the federal minimum wage 
from $7.25 to $10.10 an hour. In emerging markets, 
there has been a significant increase in the minimum 
wage in both Bangladesh and Cambodia in response 
to large scale employee strikes. It should be noted that 
many UK companies sourcing from emerging markets 
have a commitment to paying a living wage along their 
supply chain; however, very few companies are able to 
demonstrate that this has been achieved.

Globally, although there are many different definitions  
for a living wage, it should enable the earner to  

afford shelter, food, clothing, transport, healthcare  
and basic necessities.

In the UK there are two official living wage levels, UK 
and London, which are re-calculated annually and take 
into account issues such as housing costs, council tax 
and a regular shopping basket. Both of these are above 
the UK national minimum wage. This is a relevant issue 
for UK companies as there are currently over 5 million 
workers (21% of the UK workforce) that are paid a wage 
below the living wage. However, it is important to note 
that there is a significant difference between full-time 
and part-time workers. Within London, 87% of full-time 
workers earn a wage equal to or greater than the living 
wage, but this drops to only 51% of part-time workers.

UK-listed companies are facing increasing stakeholder 
pressure to pay a living wage. There are clear financial 
costs to implementing this practice. Some estimates 
suggest that moving from the national minimum 
wage to the UK living wage, including the increased 
pension, national insurance and tax contributions 
would cost £2,400 a year, per employee. ShareAction 
has calculated the impact of introducing a living wage 
on a company’s earnings per share (EPS) with a cost 
of between 1 and 7% depending on both the sector 
and individual company. Their analysis shows that the 
greatest impact will be to the retail sector, where there is 
a larger number of sub-living wage earners.

However, while difficult to quantify, it appears that 
the benefits are significant. Potential benefits include 
increased employee productivity, higher retention rates, 

Occupations with greatest number of people below  
living wage: all UK

Source: Living wage research for KPMG, Markit, 2014.
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Sales and retail assistants (760k)

Percentage below Living Wage

Kitchen and catering assistants (370k)

Care workers and home carers (320k) 

Other administrative occupations (170k) 

Bar staff (170k) 

Elementary storage occupations (160k)

Waiters and waitresses (130k) 

Retail cashiers and check-out 
operators (110k) 
Receptionists (100k)

Teaching assistants (100k)

RESpoNSIbLE INVESTMENT TRENdS
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lower employee turnover, the ability to attract higher 
quality candidates and improved customer service. 

All of these factors could have a positive impact on sales 
and reduce costs in the long run with lower training, 
recruitment and employee absence costs. However, 
the cost and benefits differ not only between sectors, 
but also within sectors and as such the impact of 
introducing a living wage should be analysed on a case 
by case basis.

This is a shortened version of the research piece 
published by Elly Irving, ESG Analyst, Schroders,  
in May 2015. The full report can be seen on our website1. 

IS SUgAR TURNINg bIg 
food INTo THE NExT  
bIg TobACCo?
We believe that sugar consumption and 
its contribution to a wide range of health 
problems, such as diabetes, high blood 
pressure and obesity (which collectively are 

known as metabolic syndrome), will create headwinds 
for the food and beverage sector in the future.  
Our research suggests that there are a number of 
similarities between major food and beverage companies 
(Big Food) and major tobacco companies (Big Tobacco). 
We believe there are three catalysts that could result in 
Big Food becoming the next Big Tobacco, potentially 
resulting in lower sales growth, higher costs and large 
scale litigation.

Catalyst 1: Increased concern from medical and public 
health organisations, and awareness from consumers.

Catalyst 2: Demographics and rising healthcare costs.

Catalyst 3: New scientific evidence proving causation 
between sugar and metabolic syndrome.

The prevalence of obesity and other diet-related 
diseases is at an all-time high. Major food and 
beverage companies face potential risks linked to this 
health phenomenon including increasing regulation, 
public policy changes, lower workforce productivity, 
changing consumer trends and litigation that could 
transform the industry into the ‘new tobacco’. Investors 
are increasingly looking for healthier investments in 
healthcare companies, leisure and fitness firms and 
nutriceuticals (specialist food products that provide 
additional health benefits). Forward-thinking food and 

RESpoNSIbLE INVESTMENT TRENdS

beverage companies can adapt product portfolios and 
increase market share with healthier product offerings. 
While the risk to consumer companies of not adapting to 
these trends is accepted as a headwind by the market, 
we believe the risk is not fully understood. 

The trend towards healthier, more nutritious food is 
gaining momentum, but what does this mean for 
consumer sector companies in terms of both risks and 
opportunities? 

Risk: Increasing pressure from policymakers

For a long time, the global food and beverage industry 
has been largely self-regulated although there has been 
a notable shift towards greater government regulation 
in the last 18 months. The key areas of focus for 
policymakers have been labelling (to allow consumers 
to make more informed choices) and restrictions on 
marketing to children. Increased regulation and a call 
for improved labelling transparency may result in higher 
costs for companies. These could be in the form of a 
costly reformulation of products, the need to switch to 
costly alternative ingredients, lobbying costs and lower 
sales as a result of reputational damage. The latter is 
a material risk for products that have been marketed 
as ‘healthy’ but have a high sugar content, such as 
breakfast cereals for example.

Risk: Sugar tax

The well-publicised sugar tax introduced in Mexico in 
2014 has raised 18 billion pesos (approximately £700 
million), which has been put towards helping combat 
rising healthcare costs. However, it is thought to have 
had only a temporary impact on consumption so will 
not properly address the underlying health problems. 
A sugar tax on sugary drinks has also been passed in 
Berkeley, California. However, Berkeley is in the minority, 
with 33 other cities in the US having tried and failed to 
implement a sugar tax2, including Mayor Bloomberg’s 
attempt to reduce drink portion sizes in New York. 
Sell-side analysts estimate that the sugar tax on food 
and beverage companies selling products in Mexico in 
2014 was resulted in a fall in earnings of between 1.5% 
and 3.5%. However, the probability of other countries 
implementing similar taxes is low. If they are introduced, 
we believe there is a higher risk for beverages than for 
sugary foods as soft drinks are seen as ‘empty calories’ 
because they have no nutritional value while having high 
sugar content.

1  www.cazenovecharities.com/annual
2 Source: ‘Obesity – A growing challenge’ report, Citi Group, Elaine Prior, March 2015.
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Risk: Litigation

Litigation is the biggest unknown, the potential ‘black 
swan’ for the consumer sector. Our view is that 
companies with sales exposure to the US face the 
greatest risk of litigation. This is due to the litigation 
culture, strong lobbying efforts to date combined  
with poor labelling practices. We have engaged with 
several US legal experts who confirmed that litigation is 
already posing a risk for the food and beverage sector. 
The majority of class action lawsuits that have been filed 
so far have focused on false advertising and misleading 
marketing, rather than on product liability. Cases have 
been brought against individual products and brands, 
with causation relying on consumer surveys, rather than 
science or medical records. There has not been a case 
that has reached a jury yet; all cases have been settled 
out of court for figures in the low millions. However, we 
believe that if a case does reach a jury it may increase 
the probability of large settlements.

Investment opportunities

It’s not all downside risk though. Changing consumer 
trends also provide opportunities. Already, there is a 
polarisation of the industry, with emerging winners and 
losers. We believe certain firms (such as those who have 
already implemented nutritional profiling across their 
product portfolio, and those who have heavily invested 
in R&D), are better placed to increase market share and 
become market leaders. The opportunities are evident 
from the growth rates seen at ‘healthier’ companies. 

This is a shortened version of a research piece published 
by Elly Irving, ESG Analyst, Schroders, in December 2015. 
The full report can be seen on our website1.

RESpoNSIbLE INVESTMENT TRENdS

1  www.cazenovecharities.com/annual
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In one of her regular Third Sector columns, Kate Rogers 
looks at the challenges and opportunities of a long-term 
investment horizon.

Charities often strive to exist for the long term, as the 
problems that they are set up to address persist for  
many generations. How wonderful to cure cancer  
or remove poverty, but both are long-term rather than 
immediate goals. 

Trustees act as stewards of these charities, both of the 
mission and the assets within the organisation. They, along 
with the executive team and the staff, are charged with 
using these assets efficiently, effectively and responsibly 
within the time that they have on the board. There is often 
a mismatch between the time horizon of the charity  
(very long, if not indefinite) and that of its stewards (with 
trustee tenures typically ranging from three to ten years).

In a rousing speech to the Association of Charitable 
Foundations (ACF) annual conference, David Emerson 
emphasised the importance of time as an asset for long-
term charities, foundations and endowments. Time allows 
charities to take the long view; where as governments or 
corporates are often unable, beholden as they are to a 
multi-year voting cycle or quarterly shareholder reporting.

In 2013, I co-authored the report For Good and Not For 
Keeps that examined how much long-term charities, 
foundations and endowments were spending from their 
investments each year. Where the vast majority were 
striving for perpetuity, those with a longer time horizon 
were spending more. Those that thought about their 
investments in decades, rather than years or quarters, 
felt able to distribute more to their beneficiaries now.

So charities are typically around for the long term and 
can benefit from a longer term investment horizon, whilst 
carefully managing the mismatch in organisational time 
horizon and trustee tenure. How does this translate to 
investment policy?

It flows that if charities wish to persist for the long term, 
some assets should be defined as long-term reserves 
or endowment. These assets will need to keep pace 
with inflation to preserve their ‘real’ value, or how much 
they can buy in services or products over this long time 
period. It is likely that they will also need to generate 

a return to help finance the current operations of the 
charity. For those sort of return targets, these long-term 
assets are destined for real assets – most likely equities 
and property which should capture economic growth 
and thereby inflation.

Property markets can genuinely claim to be populated 
largely by long-term investors, in part because of the 
relatively high transactional cost. Equity market investors 
have become increasingly short-term, with a report 
on the US equity market showing the average holding 
period of a share falling from over 8 years in 1960,  
to under 6 months in 20101.

This has harmful knock on effects for charity investors:

Fund managers are potentially guilty of perpetuating 
these unhelpful characteristics, with quarterly valuations 
and even presentations explaining each company share 
price oscillation in great depth. Although interesting, 
these are not strategic decisions for a charity (unlike the 
selection of an appropriate investment policy and 
strategy or an investment manager) and may not be the 
most effective use of the board’s time. In this way, 
long-term investments become time liabilities for the 
trustees rather than assets for the charity. Charities may 
have the luxury of time, but often trustees’ lives are busy. 

Valuing time Kate Rogers 
Head of Policy, Cazenove Charities

1  Source: LPL Financial, NYSE, 8th June 2012.
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So how to turn these time traps into positives for the 
charity. Here are three suggestions to help focus  
boards on where they can make the most efficient use  
of their time: 

dedicate board time to investment policy and 
strategy rather than frequent reviewing of 
outsourced investment manager reports 

expect volatility and appraise performance over 
three or five year time horizons 

be a long-term investor, see the opportunities that 
short-termism provides and help encourage more 
responsible long-term business models

Time is an asset for charities and should be valued and 
carefully managed as such, so that we can benefit from 
the great opportunities it presents to charity investors.

An edited version of this article was first 
published in Third Sector in February 2015.

VALUINg TIME

1
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financial  
Sustainability Review

expenditure on training, and frozen staff salaries, while 
staff have increased their working hours – all to avoid 
reducing the support they provide day-to-day. 

Not only is the long-term sustainability of this approach 
questionable, but there is a further question of whether 
small and medium sized organisations are reaching a 
point where they have seriously impaired their ability 
to engage with different forms of funding, even if it is 
readily available.

There are also barriers that voluntary organisations have 
had difficulty overcoming alone. Government income 
has been falling, but still forms a third of sector income 
and will continue to be an important source of funding. 
Government and charities have distinctive but aligned 
concerns in providing public benefit, and if we accept 
the growing role of voluntary organisations in the delivery 
of public services, then commissioning must continue to 
be reformed to enable the participation of the sector. 

The financial environment for charities is still subject to 
volatility. Global economic performance, policy changes 
at a national or local level, and the spending power of 
households could all have significant impacts on the 
sector’s finances over the coming years. 

The sector needs government to shift focus away 
from initiatives that only touch the periphery of the 
sector’s finances such as social investment, and focus 
instead on the central challenge of helping voluntary 
organisations to build sustainable income sources.

The review’s projections point to a £4.6 billion annual 
shortfall in sector income over the next five years 
simply to maintain current spending power. At the same 
time, there are higher expectations than ever of civil 
society, and higher demand for the sector’s services. 
It is this growing demand, and this shortfall that make 
addressing the review’s conclusions so urgent.

The ‘Financial Sustainability Review’ 
was published in the summer by NCVO 
and examines the financial sustainability 
of voluntary organisations operating  
in England and identifies trends that 
have emerged within the income, 
expenditure and assets of the voluntary 
sector since the recession. This excerpt 

includes a foreword by Sir Stuart Etherington and a 
summary of the key findings.

Charities play a vital role in improving our society and  
make a huge contribution to the UK economy. They are 
the biggest builders of social capital, and provide crucial 
support to people and communities across the country, 
often those that are hardest to reach.

In economic terms alone, the voluntary sector as a 
whole (primarily charities) has a gross value added of 
£12.1 billion per year, with the economic value of UK 
volunteering estimated at over £23.9 billion, to say 
nothing of the social value they also add. 

This review has taken place over a period of slow 
economic recovery and enormous reforms to the size 
and shape of government spending, both for our sector 
and public services more widely. Voluntary organisations 
have had to come to terms with a new operating 
environment, characterised by fiscal retrenchment from 
government, tight household finances and increased 
demand for voluntary sector services. If the sector’s 
finances are to be put on a sustainable path it is vital to 
take account of the changes that have taken place over 
this period, some of which are likely to be permanent 
features of the landscape for the foreseeable future. 

Voluntary organisations have demonstrated great resilience 
in the face of major changes, including a £2.3 billion fall 
in income from government contracts and grants since 
2009/10. Despite the tough environment, innovation 
has thrived. Charities have reacted by raising more 
through fundraising, rebalancing their finances away from 
government and towards the general public where possible. 

Their attempts to adapt have however often been 
self-sacrificial, especially for small and medium sized 
organisations. In trying to do more with what they 
already have, such organisations have eaten into 
reserves, cut investment in their own capacity, reduced 

Sir Stuart Etherington 
Chief Executive, NCVO 

SECToR THoUgHTS

“  The review’s projections point to 
a £4.6 billion annual shortfall  
in sector income over the next 
five years”
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Income

 – The voluntary sector’s funding has stagnated over 
the last five years, but the aggregate figures mask 
a significant redistribution of the sector’s spending 
power from smaller to larger organisations.  
Sector income has decoupled from economic 
growth, having followed similar trends in the years 
leading up to the financial crisis and first few 
years of recovery.

 – Smaller charities in particular are not benefiting 
from the economic recovery. They are 
experiencing a ‘capacity crunch’ that limits  
their ability to adapt, or to even engage  
with funder programmes designed to improve 
their sustainability.

 – Income from government contracts has fallen 
since 2009/10. Despite positive developments 
such as the Social Value Act review and 
government contract transparency clause pilots, 
there remain significant barriers for charities 
seeking to engage with public service contracting.

 – Government grants are at an all-time low. 
Foundations have a growing role in the adaptation 
of the sector as one of the few remaining 
providers of unrestricted funding.

 – While donations have recently recovered to 
pre-recession levels, the significant growth in 
income from individuals has been driven by fees 
charged by charities for services. Relying on this 
as a major source of future income growth may 
be unsustainable or undermine organisations’ 
charitable aims in some parts of the sector.

Expenditure

 – Surveys of the sector show consistent year on 
year rises in demand for services, but detail 
of this demand is not routinely collected or 
published across all parts of the sector. Charities 
need to develop their measurement and 
communication of demand for sector services, 
including the extent of unmet need. Better 
reporting of the demand for grant funding from 
foundations and the number of applications they 
have to turn down because of lack of funding is 
also an important part of this picture.

 – The price of key everyday goods and services 
commonly used by voluntary organisations has 
significantly risen in price, often above inflation.  
At the same time, charities have seen support 
from local authorities and other public bodies 
reduced due to budgetary pressures, meaning 
they have to spend more to receive services they 
previously received pro bono or at discount. This 
has made the availability of existing tax reliefs 
increasingly important.

 – Despite the significant pressures on charities’ 
spending, charities have responded by increasing 
the proportion of their spending on charitable 
activities, and foundations have increased the 
amount of grant funding to other charities. 

 – Charities have stretched staffing resources, cut 
back on back office upgrades and training, used 
technology to reduce costs, and also tried to 
work closer together and pool resources.

KEY fINdINgS

fINANCIAL SUSTAINAbILITY REVIEW 

The Financial Sustainability Review was 
the product of a 12-month review into 
the charity sector’s funding, led by NCVO 
with input from other charity sector 
organisations. It was published in July 
2015, and is available to download on the 
NCVO website1.

Sir Stuart Etherington has been 
chief executive of NCVO since 1994. 
He is a member of the Economic  
and Social Committee of the European 
Union and the Chair of London United. 
He is chair of the trustees of the 
Patron’s Fund and chaired a cross 
party review looking at the structure of 
the regulation of fundraising. 
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Assets

 – Voluntary sector assets have not yet recovered 
to their pre-recession value, and the recovery in 
asset value has not been uniformly distributed 
across the sector.

 – The use of reserves to cover operational costs 
is leaving the sector in a fragile position. Without 
a significant and sustained improvement in its 
funding environment, the sector could experience 
a delayed impact from the recession.

 – Falls in asset values during the recession 
contributed to a relative increase in the sector’s 
pension liabilities that has not recovered with 
more recent asset growth.

 – Many charities however have sought to use their 
assets in order to generate additional income.

 – There is not yet evidence of a significant  
increase in organisations seeking and securing 
social investment.

Forecast

 – The combined effect of current forecasts is  
a £4.6 billion annual shortfall in overall  
sector income by 2018/19, simply to maintain  
its 2012/13 spending power. 

 – On current trends, the only significantly growing 
source of sector income (individuals) will not rise 
enough to make up for the fastest falling source 
of income (government).

 – The effect of inflation will reduce the sector’s 
spending power by £3.1 billion by 2018/19, 
which will feed into the squeeze on capacity.

 – A slow recovery of the sector’s asset base is 
likely to be realised most in larger charities and 
foundation endowments, which provide ongoing 
income. This rise in assets will therefore not make 
up for income loss elsewhere.

fINANCIAL SUSTAINAbILITY REVIEW 

1  See www.cazenovecharities.com/annual
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‘Foundation Giving Trends’, published 
by ACF1, focuses on the Top 300 
independent charitable foundations, 
ranked by grant-making. Although this 
number represents only a tiny section 
of the 10,000 plus UK foundations, 
it does account for over 90% of all 
giving by value.

The 2015 figures (drawn mostly from annual accounts) 
show a relatively optimistic financial picture, especially 
when compared to the volatility and uncertainty detailed 
in previous editions. With grant-making reaching the  
£2.5 billion mark, the data tells a compelling story about 
the resilience of the foundation model in the face of 
continuing external pressures. That this figure was reached 
in spite of a £50 million decrease in grant-making by the  
Wellcome Trust in 2014 (following a period of major 
spending commitments), is especially striking.

However, any conclusions drawn from this picture need 
to be put in context. In real terms, this year’s figure  
still falls some way short of the £2.9 billion (adjusted)  
that was given by the 2015 Top 300 prior to the  
financial crash of 2008: growth is therefore tentative,  
the after-effects are still being felt, and trustees are still 
facing challenging choices.

A significant factor contributing to the upturn in  
grant-making was the 3.6% growth in foundation income, 
to £2.8 billion. This growth almost entirely rests on the 
recovery of investment returns. With increases in income 
serving as the strongest predictor of grant-making levels,  
it is perhaps unsurprising that our research shows 
increased grant-making levels in over 75% of foundations 
that experienced a concurrent growth in income.

New highs have also been reached in terms of the assets 
of the Top 300 Foundations, which in the time period 
covered by this report, have climbed past the £50 billion 
mark to reach a record total of £52 billion. This figure 
represents a real-terms growth of almost 13% since the 
2014 report, substantially boosted by an increase in the 
funds of the Wellcome Trust, of £1.7 billion.

Long-term trends in grant-making, income and assets

Annual trends in foundations’ asset value have followed 
a parallel path to wider UK economic growth (GDP)  

over the last six years or so, but expectations of 
philanthropic and public spending have, contradictorily, 
diverged widely.

The research shows that following the recession, 
foundations’ collective asset value remained flat for 
three years to 2012. A small rise in 2010/11 fell back the 
following year. Since 2012 a new upward trend has set 
in, with the assets of this year’s Top 300 panel growing 
by a real 13% in 2014. This is the same trajectory as 
economic growth and recovery in the financial markets. 

But while an extended period of economic uncertainty 
and contraction has led to policies of statutory spending 
reduction, philanthropic funds are being expected to do 
more. There are increased demands in a variety of sub-
sectors, from education and the arts to welfare, health, 
employment and housing. This has created a spending 
environment for foundations which is pulling in different 
directions. Downward pressures have forced many 
foundations with lower incomes to look hard at their 
priorities and make difficult choices between existing 
and new needs. Other, generally larger, foundations 
have responded to upward pressure to meet greater 
need by spending from reserves or their endowments.

So what might be the outlook for the next few years?  
Two years of consistent growth in foundations’ asset 
value have seen a healthy hike in grant-making of 6.4% 
for the 2015 Top 300, still outstripping overall income 
growth of 3.6%. With the economy predicted to 
maintain stable, though not spectacular growth, we 
might expect a period of more predictable and 
moderately increased grant-making. However, this is 
unlikely to ease the pressure faced by funds as 
government spending reductions bite ever deeper.

The Association of Charitable Foundations 
(ACF) is the membership association for 
foundations and grant-making charities in 
the UK. For 25 years we have supported 
trusts and foundations; respecting and 

safeguarding their independence and helping them to be 
effective in the many ways that they use their resources.  
www.acf.org.uk

foundation  
giving Trends

Cathy Pharoah, Richard Jenkins  
and Keiran Goddard 

Association of Charitable Foundations (ACF)

1  See www.cazenovecharities.com/annual
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James Brooke Turner invites readers to think creatively 
about the links between income-generating assets, 
investment strategy and reserves.

My friend Roger is a trustee of a charity and we were 
talking about its investment strategy. Roger is a shrewd 
individual who likes to be a bit provocative. 

As we sat in his local cafe he complained that his charity 
only got £25,000 a year from its investment portfolio 
of £1 million, but he said that luckily it also has a very 
consistent fundraising income worth £2 million a year, or 
about 80 times the value of its investment income. 

“James,” he asked, “what is the net asset value of my 
charity, assuming all the other assets and liabilities 
cancel each other out?” “Easy, it’s £1 million,” I said. 
“But why,” he then asked, “do you include the £1 million 
value of the investments that produce an income of 
£25,000, but not a capital value for the fundraising 
portfolio that produces £2 million every year?”

“Well, that’s also easy because you can go out and sell 
the investment portfolio and get that much money for it, 
but you can’t go out and sell a fundraising portfolio,”  
I replied.

An alternative balance sheet

Roger then asked what, hypothetically, the balance 
sheet of his charity might look like if fundraising was 
included in the same way as the investment portfolio – 
namely as a source of future income with a capital value.

So in my ‘alternative’ treatment I added £80 million to 
the balance sheet, reflecting this invisible fundraising 
asset. I calculated this on the basis that if the investment 
portfolio yields £25,000 per annum from a capital base 
of £1 million, the fundraising portfolio, which produces  
80 times as much income, must be roughly 80 times  
as valuable. 

Roger moved on to his next question: “And what is the 
reserves policy?” I explained that it was usual to have 
reserves of between three and six months of operating 
expenditure, and his charity was bang on the upper 
range of six months’ expenditure (ie £1 million).

“Ah yes”, said Roger, “but which balance sheet are you 
using? Is it the actual balance sheet or the alternative 
one?” I thought again. He had a point. While the 

reserves did indeed represent six months’ expenditure, 
they also represented just over 40 years’ expenditure 
on the alternative basis. Roger smiled and asked again 
about the policy. 

This time I paused, as I realised this alternative balance 
sheet had a number of implications for the way I worked 
things out, and whether or not I thought Roger’s charity 
really needed to keep £1 million in reserves – and if I did, 
how he might invest it? 

Before I had a chance to think about that question,  
a mutual friend, Major Godfrey Rank, joined us –  
so we shared our problem with him and asked if he  
had the same issue with reserves in his charity.

“Obviously we hold a reserve sufficient to keep our 
show on the road – just in case we can’t hold our major 
annual fundraising event,” he replied. “Our worst-case 
scenario is that we won’t be able to hold it for three 
years on the trot.”

Roger was intrigued: “Has that ever happened, that 
you can’t hold your big event?” “No, certainly not,” 
said Godfrey, with some pride, “we’ve held it every 
year for 50 years, come rain or shine.” Roger raised 
his eyebrows and I asked, impertinently, how Godfrey’s 
reserves were invested – expecting his asset allocation 
to be nothing but gold ingots and baked beans.

“Actually, my trustees want to make as much income as 
possible so we have about 80 per cent in equities and 
property – we think that’s best for our beneficiaries,” 
said Godfrey.

It struck me that Godfrey’s reserves policy conflicted 
with his investment policy. It didn’t make sense:  
either the reserves were for a rainy day (so they should 

building  
financial resilience James Brooke Turner 

Finance Director of the Nuffield Foundation
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“  I asked, impertinently, how 
Godfrey’s reserves were 
invested – expecting his asset 
allocation to be nothing but  
gold ingots and baked beans.”
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be in a very safe place), or they weren’t really needed as 
reserves at all – I suspected it was the latter. 

So Roger asked us both what was the right answer 
about how much to keep in reserves. He reminded us 
both that holding more than necessary doesn’t protect 
services, but deprives them of capital that could be used 
more effectively, either for fundraising or for services. 
“Oh, really?” countered Godfrey, “So where would you 
put your money then?” 

Investing in fundraising

“My favourite place to invest at the moment is in 
fundraising,” explained Roger, “because if you value 
it like an investment (on growth prospects, not on 
fundraising ratios) it can look far more attractive than 
stocks, shares and bonds.

“Based on figures from Charity Finance’s Charity  
100 Index (a 14-year series of data) the median annual 
growth for different sources of fundraising income 
ranges from 4.4 to 8.5 per cent, with annual volatility 
ranging from 3.8 to 15.3 per cent,” Roger stated.

“Crumbs” said Godfrey, “how does that help us?” 
Roger explained: “Well, Godfrey, the trouble is that 
your investment strategy only looks at your investment 
assets and ignores everything else. It doesn’t look at 
your fundraising assets, which for all you know might go 
up when your equities fall. What matters to a charity’s 
resilience is how all its assets interact, not just those that 
are shown on the balance sheet. 

“For example, trading produces a very reliable 5 per cent 
annual growth, whereas voluntary income is much more 
volatile but produces higher growth of 8.5 per cent.

“However, because the correlation between them  
is zero, they move independently of each other –  
a valuable form of diversification.

“So I think that by building an investment strategy which 
looks at the relationship between all of a charity’s assets 
– be they fundraising, investment or something else – 
charities should be able to build more resilience, hold 
less in reserves, and allocate capital more creatively, 
either in fundraising or in services,” Roger concluded.

I thought this such an interesting approach I went home 
and plotted it as a chart (see Figure 1). I found that it 
showed two simple categories: one low volatility, low 
return (i.e. bond-like) and one with higher volatility and a 
higher return (i.e. equity-like). 

Once I had produced the chart I went back to report to 
my two conspirators and we arrived at these principles:

“Ah, I see now,” said Godfrey. “If we are confident about 
future income (especially legacies), and if a key part  
of our investment policy is to manage reserves volatility, 
then we should know how correlated our various sources 
of income are.

“We should be able to hold less in reserves and 
distribute more. That must be doing good.”

Disclaimer: The underlying data, I suspect, is not 
capable of bearing all these extrapolations. However, 
as a ‘thought experiment’ I hope that it provokes some 
recognition that anything which produces an income 
should be considered as an asset, and ‘owning’ a range 
of diversified assets is the key to maximising returns, 
while minimising risks. 

And by the way, Roger and Godfrey are just  
fictional friends. 

James Brooke Turner is the 
Finance Director of the Nuffield 
Foundation, and is responsible for 
the management of the endowment 
and financial administration. Since 
joining the Foundation in 2001, 
James has also been involved in 
various projects exploring some of 

the distinctive features of investing charitable funds and 
what this means for charitable endowments in particular.

Published with the kind permission of  
Charity Finance magazine, which first published 
this article in October 2015. 
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The 2015 March budget contained an announcement  
on the development of a new Charity Authorised 
Investment Fund (CAIF) structure. This followed  
12 months of discussion, with the Charity Investors’ 
Group representing the interests of charity investors 
to the Treasury, the Charity Commission and the FCA, 
greatly helped by the Charity Law Association and the 
Investment Association. We are now working on the 
final details, including a model trust deed and a brief 
guide which are in the late stages of drafting and will be 
published in early 2016. 

This new CAIF structure will improve the financial 
regulation of those charity funds choosing to convert 
from the existing unregulated common investment 
fund structure. It will also allow new charity specific 
funds to be launched, encouraging competition and 
enhancing choice for charity investors. An additional 
benefit is that authorised investment funds do not pay 
VAT on investment management fees, unlike common 
investment funds, providing a reduction in costs for 
charity investors.

The CAIF structure will be available exclusively to 
funds established for charitable purposes, enabling 
participating charities to carry out their purposes 
more efficiently. Each fund will need to be registered 

as a charity, and regulated as such by the Charity 
Commission. As authorised funds, the financial 
regulation will be carried out by the FCA, offering 
protection for the investing charities, the majority 
of whom would be classified as retail investors. It is 
intended that CAIFs will replicate the main benefits 
of the existing Common Investment Fund structure – 
including the tax benefits of being a registered charity, 
the ability to smooth income to aid cash flow budgeting 
for investing charities, and the ability to have an 
independent advisory committee to represent charity 
unit holders. 

We are enthusiastic about the new CAIF structure and 
intend to convert our existing Common Investment 
Funds as soon as the structure is available. We believe 
that the benefits of more rigorous financial regulation 
combined with a VAT exemption on fees makes the 
proposition compelling. It will not change what we 
currently offer to charity investors and the increased 
regulation will not translate into higher fees for our 
clients, indeed the VAT exemption will be a cost 
reduction. We intend to retain the advisory board, as 
key representatives of our charity investors. We are also 
delighted that there will soon be scope for new funds to 
be launched in a regulatory environment more suited to 
charity investors.

Kate Rogers 
Head of Policy, Cazenove Charities

Charity Authorised Investment  
funds as an alternative to  
Common Investment funds

REgULAToRY THoUgHTS
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THE ESSENTIAL TRUSTEE
The Charity Commission published updated guidance 
for Trustees in July 2015. The ‘Essential Trustee’ 
(CC3) discusses trustees’ responsibilities. The title 
may be familiar to trustees, but the explanation of their 
responsibilities and what the regulator expects have 
been completely updated to make this guidance easier 
to understand and apply. Being a trustee is a serious 
responsibility, but it doesn’t have to be daunting, if you 
are armed with the right knowledge and understand your 
duties. This is what CC3 is about.

The updated ‘Essential Trustee’ breaks down the 
trustee’s role into six clear duties:

ensure your charity is carrying out its purposes for 
the public benefit

comply with your charity’s governing document and 
the law

act in your charity’s best interests

manage your charity’s resources responsibly

act with reasonable care and skill

ensure your charity is accountable

Under each heading, the commission explains the legal 
requirements that trustees must meet, and the good 
practice they need to follow, to operate effectively and 
comply with their duties. The commission makes it clearer 
that trustees are expected to follow good practice, 
applying it appropriately to their charity’s circumstances. 
It’s not an optional extra.

Time and again, the commission finds that serious 
concerns about a charity have their root causes in 
weak governance. It manifests itself as failure in at least 
one of the trustees’ 6 key duties. All too often trustees 
have failed to comply with their governing document, 
deal with conflicts of interest, or implement sufficient 
procedures and controls. It creates opportunities 
for serious wrongdoing such as fraud or abuse of 
beneficiaries. The new guidance highlights and gives 
practical examples of how to avoid some common 
pitfalls, for example by ensuring you understand your 
governing document, asking questions and ensuring 

you understand your charity’s finances. So you can feel 
confident that you’re running your charity in a legal, 
accountable and effective way.

The charity sector and the commission are under 
increasing scrutiny from the public, media and 
government. The new ‘Essential Trustee’ should help 
you to be confident about fulfilling your responsibilities 
as a trustee. It’s designed to help you make decisions 
as a team of trustees, so that you never have to feel  
as if you’re on your own, or just muddling through.  
But for those trustees who don’t take their legal duties 
seriously enough, it’s the standard that they will be 
measured against.

This is a shortened version of the Charity Commission 
press release on the launch of the updated guidance. 
The full version of the press release and the guidance is 
available via a link on our website1. 

THE good  
TRUSTEE gUIdE 
We were delighted to sponsor the 
recent NCVO publication of the 
Good Trustee Guide, which provides 
comprehensive information about 
a trustee’s role, and guidance on 
developing an effective trustee 

board. At the launch event Sarah Atkinson, the Charity 
Commission’s Director of Policy, welcomed the Guide, 
saying that the events over the summer highlighted 
the fact that trustees must be more than ‘glorified 
cheerleaders’ and must combine the responsibilities of 
being guardians of their charity’s mission with asking the 
difficult questions.

The Guide is timely in that it reflects the updated Charity 
Commission guidance, the ‘Essential Trustee’ and Sarah 
praised the fact that the Guide does more than reframe 
the guidance, improving it with practical tips.

The full version of the guide is available at a cost of £30 
for non-members and £21 for members from NCVO or a 
summarised version can be downloaded free of charge 
from our website1.

1

2

3
4
5
6

Regulatory update – new guidance
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1  See www.cazenovecharities.com/annual
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1 Set and maintain vision, mission and values

The trustee board is responsible for 
establishing the essential purpose of the 
charity as set out in the objects of its 
governing document. The board is also 
responsible for guarding the ethos and values 
of the charity.

2 Develop strategy

Together, the trustees (and chief executive 
where employed) should develop a long-term 
strategy. Meeting agendas need to reflect the 
key points of the strategy in order to keep the 
organisation on track.

3 Establish and monitor policies

The trustee board creates a wide range of 
policies to govern organisational activity. These 
may include human resources, financial controls, 
safeguarding, risk management, volunteer 
management and selection of beneficiaries.

4 Ensure compliance with the  
governing document

The governing document is the rulebook for 
the charity, and the trustees must ensure it is 
followed. In particular, the charity’s activities 
must comply with the charitable objects in the 
governing document.

5 Ensure accountability

The trustees should ensure that the charity 
fulfils its legal requirements to be accountable. 
This will include publishing annual reports 
and accounts. The charity should also be 
accountable to other groups that are sometimes 
known as stakeholders: donors, beneficiaries, 
staff, volunteers and the general public.

6 Ensure compliance with the law

Trustees are responsible for checking that all 
the charity’s activities are legal.

7 Maintain proper fiscal oversight

Trustees are responsible for effectively 
managing the charity’s resources and funding 
so it can meet its charitable objects. The 
trustee board secures sufficient resources to 
fulfil the mission; monitors spending in the best 
interests of the charity; approves the annual 
financial statement and budget; protects the 
charity against liability by providing insurance; 
seeks to manage risk for the charity; ensures 
compliance with the law.

8 Respect the role of staff/volunteers

The trustee board recognises and respects the 
domain of staff and/or volunteer responsibility.  
It also creates policy to guide staff and/or 
volunteer activities and safeguard the interests 
of the charity.

9 Maintain effective board performance

The board keeps its own house in order.  
It engages in productive meetings, effective 
committees with adequate resources, 
development activities and regular reviews  
of its role. The board is also responsible for 
overseeing trustee board recruitment.

10 Promote the organisation

Through their own behaviour, their governance 
oversight and their activities on behalf of  
the charity, trustees enhance and protect 
the reputation of their charity. They are good 
ambassadors for the charity.

Where staff are employed:

11 Set up employment procedures

The trustee board creates comprehensive,  
fair and legal personnel policies. These 
protect the charity and those who work for it. 
They cover recruitment, support, appraisal, 
remuneration and discipline.

12 Select and support the chief executive

If necessary, the trustee board creates policy 
covering the employment of a chief executive.  
It also selects and supports the chief executive 
and reviews their performance.

THE good TRUSTEE gUIdE

12 ESSENTIAL boARd RESpoNSIbILITIES AT A gLANCE



Important information

Disclaimers

We undertake to comply with our obligations under the Financial Services and Markets Act 2000 and the disclaimers 
set out in this section do not exclude or restrict liability for any duty to clients under this Act or any other applicable 
regulatory authority. Nothing in this document should be deemed to constitute the provision of financial, investment 
or other professional advice in any way. The material in this document is for information purposes only and the 
services, securities, investments and funds described may not be available to or suitable for you. Not all strategies 
are appropriate at all times.

We have taken all reasonable care to ensure that the information contained within this document is accurate, up 
to date, and complies with all prevailing UK legislation. However, no liability can be accepted for any errors or 
omissions, or for any loss resulting from its use. Any data and material provided ahead of an investment decision 
are for information purposes only. Unit and share prices are for information purposes only, they are not intended for 
trading purposes. We shall not be liable for any errors or delays in these prices or in the provision of this information, 
or for any actions taken in reliance thereon. We reserve the right to amend, alter, or withdraw any of the information 
contained in this document at any time and without notice. No liability is accepted for such changes.

This document may include forward-looking statements that 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.

Risk warnings

You should consider the following risks:

Investment risk: Past performance is not a guide to future performance. The value of your investments and the 
income received from them can fall as well as rise. You may not get back the amount you invested.

Projections: Projections and forecasts are matters of opinion and subject to change, and there is no certainty or 
promise that the return or forecast shown will be achieved. The expected returns are forecasts and not a reliable 
indicator of future performance.

Taxation: Statements concerning taxation are based on our understanding of the taxation law in force at the time of 
publication. The levels and bases of taxation may change. You should obtain professional advice on taxation where 
appropriate before proceeding with any investment.



Exchange rates: Investments in overseas securities are exposed to movements in exchange rates. These may 
cause the sterling value of units to go up or down.

Debt securities: 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 income and capital value. Income payments may constitute a 
return of capital in whole or in part. Income may be achieved by foregoing future capital growth.

Emerging markets: You should be aware of the additional risks associated with investment in emerging and 
developing markets. These include: higher volatility of markets; systems and standards affecting trading, settlement, 
registration and custody of securities all possibly lower than in developed markets; lack of liquidity in markets and 
exchanges leading to lower marketability of securities and greater price fluctuation; significant currency volatility, 
possibly resulting in adoption of exchange controls; lower shareholder protection or information to investors provided 
from the legal infrastructure and accounting, auditing and reporting standards.

Company particulars and regulatory status

This document is issued by Cazenove Capital Management which is a trading name of Schroder & Co. Limited,  
12 Moorgate, London, EC2R 6DA. FCA registered number 144206.

Schroder & Co Limited is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct 
Authority and the Prudential Regulation Authority. Registered office is at 31 Gresham Street, London EC2V 7QA. 
Registered Number 2280926 England.

Services supplied by Schroder & Co. Limited and connected companies may be subject to value added tax (VAT). 
Schroder & Co. Limited is registered for VAT in the United Kingdom (GB 243868730).

For the purposes of the Data Protection Act 1998, the data controller in respect of any personal data you supply 
is Schroder & Co. Limited. Personal information you supply may be processed for the purposes of investment 
administration by the Schroders Group, which may include the transfer of data outside of the European Economic 
Area. Schroder & Co. Limited may also use such information for marketing activities unless you notify it otherwise  
in writing.

For your security, communications may be taped or monitored. A16009.
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