Principle 4 – Explainers & Examples

	Taking advice
Trustees (with the help of staff and committee members where needed) identify whether they need to take advice on the charity's investments and record the outcome. Any advice is given by an individual with suitable expertise, and can be given on a voluntary or paid basis. 
	EXPLAINER - taking advice
CC14 states: ‘the Commission expects all charities that make investments’ to ‘take professional advice before making and reviewing investments, unless you have a good reason not to’. The Commission does not expect that charities with "limited, low value investments" will need to take external professional advice. In practice, if a charity is holding under £500,000 in a bank account, common deposit fund, or cash-like investments, then external professional advice is unlikely to be needed. Link to Principle 2: governance structure and Charities that mainly invest cash. As noted in CC14, the charity should 'keep a record of your reasons if you decide not to take external professional advice'.

For charities with larger sums invested and using investment products beyond those listed above, it is likely that advice will be needed. CC14 notes that 'professional advice should be impartial and given by someone experienced in financial and other matters relevant to your charity’s investment approach. Advice is usually given by: an investment manager or adviser / a trustee or other individual with relevant experience and ability'. In practice, charities with larger sums invested and using investment products beyond cash, are likely to take advice from both internal and external individuals. 

Internal: an individual with relevant experience and ability will typically be a trustee, or a member of the charity's investment committee. The trustee or individual should have a background in investment management or sufficient financial understanding (for example from running a business or working as an accountant) commensurate with the quantity and complexity of the charity's investments. If a trustee has a professional background in investment management and is giving advice to the charity they are responsible for the quality of that advice. 

External: advice given by an investment manager or investment adviser. There are differences between advice given by an investment manager which will typically be restricted to products offered by the organisation and advice given by an investment adviser which will typically be across a wider range of products. Which type of advice is most suitable for your charity may depend on whether a trustee or other individual (eg committee member) with relevant experience and ability is available, and the quantity and complexity of the charity's investments. Advice may be given on an ongoing basis (for example where an investment manager runs a charity's investment portfolio on a day-to-day basis or an investment adviser selects and oversees a range of investment managers on the charity's behalf) or as needed (for example when appointing an investment manager or because trustees cannot agree on a course of action).
EXAMPLES - Investment Committee
Guy's and St Thomas' Foundation (charity number 1160316) https://gsttfoundation.org.uk/about-us/governance/investment-committee/
Joseph Rowntree Charitable Trust (charity number 210037) https://www.jrct.org.uk/committees

Link to CC14: Taking professional advice
You must take professional advice before making and reviewing investments, unless you have a good reason not to if your charity is structured as: a trust / an unincorporated association. If your charity is a company, or other type of corporate charity, you are not legally required to do this unless your governing document says that you must. However, the Commission expects all charities that make investments to do this. Professional advice should be impartial and given by someone experienced in financial and other matters relevant to your charity’s investment approach. Advice is usually given by: an investment manager or adviser / a trustee or other individual with relevant experience and ability. You may decide that you do not need external professional advice. For example, you may have: enough expertise at your charity / limited, low value investments. Keep a record of your reasons if you decide not to take external professional advice.

Link to CC14: Getting professional advice from a trustee
If you are a trustee who gives professional advice to your charity, you are responsible for the quality of that advice.
Like other advisers, you may be held responsible if your charity does not meet its investment objectives because of poor advice.
If your charity takes professional advice from a trustee, you must: consider the advice objectively, and do what is best for your charity / identify and manage any potential conflicts of interest that affect a trustee who is giving advice. 

Link to CC14: Social investment - your duty to take advice
Before you make any social investments, you must do all of the following: decide if you should take any advice about the proposed social investment / consider any advice you do take / be satisfied that the social investment is in the interests of your charity, taking into account what you expect from helping to achieve your charity’s purposes and making a financial return. You may need legal, financial or accounting advice on your proposals. Depending on the adviser’s relevant expertise this could be, for example: a professional person outside your charity / a trustee / your staff. As trustees, you must consider the advice and be satisfied that the social investment is in the interests of the charity. Keep a record of your decisions and the reasons for them.


	Strategy and Investment approach
Trustees/staff/committee members:
- understand how the charity's strategy to achieve its purposes, including its reserves policy, informs its investment approach
	Link to CC19: reserves 

	Trustees/staff/committee members determine and record the charity's financial position, and review this at least annually, taking into account:
- amount to invest 
- the charity's overall financial position, including its long and short-term needs
- whether any part of the investments are reserves for a future project or to ensure the ongoing sustainability of the charity
- whether the investments provide financial returns (income and/or capital growth) to fund the charity's activities 
- any restrictions on investments which can be made
- any allocation to social investment
	EXPLAINER – amount to invest 
The amount to invest could include unrestricted funds, restricted funds, designated funds, endowment funds.
 
Reserves refers to unrestricted funds available for spending (not including fixed assets used to carry out the charity’s activities such as a building, or social investments). The Charity Commission's "Charity reserves: building resilience (CC19)" guidance https://www.gov.uk/government/publications/charities-and-reserves-cc19 states: "It is important for charities to have a policy explaining their approach to reserves. There is no single level or even a range of reserves that is right for all charities. Any target set by trustees for the level of reserves to be held, or decision that there is no need for reserves, should reflect the particular circumstances of the individual charity and be explained in the policy."

Funds that the charity might need access to quickly or on a particular date are typically held in cash or in investment products which mature (pay out returns) before the funds will be needed (for example certain bonds). This avoids the potential for needing access to the funds at a time when the value of the investment is lower than anticipated. 

Where a charity is unlikely to need access to monies quickly, for example because a large quantity of funds are held or spending can be planned in advance such as for grant-making, then other investment approaches can be considered. 

The amount to invest may affect the type of investment management available to the charity, with pooled funds having a low minimum investment (typically £1,000-£10,000) while the cost of a bespoke portfolio or investment adviser may be prohibitive for charities without significant assets. 

Restrictions on investments a charity can make may include: 
- restrictions in the charity's governing document
- when a funder stipulates that funds must be held in cash whilst waiting to be spent on a project or deployed as grants
- restrictions on particular asset classes set by the trustees or committee
Link to CC14 - Your investment objectives
When thinking about what you are aiming for from your charity’s investments, you must decide what is in the best interests of your charity, taking account of all relevant factors including: the amount you have to invest / your charity’s overall financial position, including its long and short-term needs / how you have decided your investments should contribute to your charity’s financial position and delivery of its purposes. Depending on the circumstances of your charity, you may decide that it is best for your charity to focus on one or more of the following: getting the highest amount of income you can, or keeping income stable / growing the value of your investments, or keeping value stable / achieving your charity’s purposes directly through the investment. Some different rules apply to your investment objective when your charity is investing permanent endowment. When setting your charity’s investment policy you should also think about your: timeframe for investment / access to your charity’s money / attitude to risk.

	Trustees/staff/committee members understand the charity's financial needs over the short, medium and longer-term; liquidity needs (how quickly the charity might needs funds for spending); and which investment approach might be appropriate to meet those needs. 
Where applicable there is open communication with the charity's investment managers and/or investment advisers to explore whether the investment approach is appropriate. 
	EXAMPLES – short/medium/long term
How these periods are defined will depend on the charity's context, including the scale of the charity's investments. If large quantities of reserves are held over multiple years then there will be opportunities to consider longer-term strategies. 

Consideration can also be given to the implications of the different time horizons of those involved in investment decision-making at the charity. For example, the charity may have a 100 year plus time horizon, while trustees and investment committee members serve for a maximum of 9 years, and meetings are held quarterly to discuss investments. Establishing organisational investment beliefs (for example whether to hold shares over the long-term with the goal of riding out volatility to increase potential returns), can help to ensure the investment strategy doesn't change dramatically when trustees or investment committee members change. 

Examples might include: 

Short term: 
- monies held to ensure the ongoing viability of the charity and for specific upcoming projects, held as unrestricted, designated or restricted funds. 
Examples: 
- 6 months operating expenses; cash to pay grants which have been committed; monies for an upcoming project; grants or flow-through funds received where it is stipulated that they are to be held as cash
Typically invested:
- held as cash in a bank account, in a common deposit fund or in a cash-like investment 
- if a charity knows when it might need to access funds, for example for a specific project, then a bank account with a notice period or a bond with a fixed end date might be explored to achieve higher returns

Medium term: 
Examples:
- monies held in an expendable endowment with an intention to spend down over a set time period
- reserves which may need to be called upon in times of demand
Typically invested: 
- bonds with fixed returns, cash-like investments, low volatility assets 
 
Longer term
- monies held in a permanent endowment or in an expendable endowment with the intention to exist over the longer-term 
- reserves which are likely to be held over a longer-time period or on an ongoing basis
Typically invested:
- in a portfolio made up of shares (which have been shown to out-perform other asset classes over the long-term), alternative assets and bonds
- those overseeing the investments may use a medium-term horizon for planning purposes, for example three year spending commitments or targets for investment managers

EXPLAINER - liquidity
Liquidity refers to how easily an investment can be converted into cash. Understanding a charity's 'liquidity needs' involves understanding how much money a charity might need over the short and medium term. 
Typically where a charity is willing to accept higher risk or higher volatility, returns will be higher over the long term. 
Risks which need to be considered and balanced include: 
- if a charity needs access to funds quickly there is a risk the charity might need to sell assets at a lower value
- if a charity keeps all its funds in cash or cash-like products it will typically lose out on higher returns over the long term

Trustees must consider the effect of different time frames and ensure their investment strategies can meet the charity’s operational plans. Charities with a long-term time horizon can put in place strategies to manage volatility, for example moving funds to cash or cash-like products to meet upcoming spending commitments.  
Link to CC14 - Your timeframe for investment
You should consider your charity’s timeframe for investing.
Think about how long you plan to have your charity’s money invested.
Some investments are more suitable as short-term investments and others are better for the medium or long-term.
Your timeframe for investing can also influence the amount of risk you are willing to accept to achieve a particular level of return for your charity.

Access to your charity’s money (liquidity)
Think about whether you will be able to access your charity’s money when you need it.
You cannot convert some types of investment into cash as quickly as others.

	Trustees/staff/committee members explore, determine and record the charity's risk appetite in relation to investments and have sufficient understanding of the relationship between risk and returns, and the need to diversify investments. 
Where applicable there is open communication with the charity's investment managers and/or investment advisers to set parameters around risk. 
The charity's risk appetite is recorded in the investment policy which is approved by all trustees.
	EXPLAINER – risk appetite
Risk appetite will depend on a charity's context. A charity holding reserves with incoming funds which can vary widely will need to take lower risks than a charity holding a large endowment. A charity's risk appetite will depend on what is required from the investments, for example maintaining the value of a small quantity of reserves will demand a different risk approach to maintaining the value of a large expendable endowment. 

All trustees should have a basic understanding of the charity's financial position and resulting risk appetite, those trustees/staff/committee members with financial understanding or investment expertise and/or the charity's investment managers or investment advisers can provide information and support to help trustees achieve a basic understanding. Agreeing the charity's risk appetite in advance, for example by how much an endowment can be below its real or nominal value and over what time period, will help to avoid rushed and potentially poor decision-making during times of financial turbulence. The charity's risk appetite should be recorded in the investment policy which is approved by all trustees. Where applicable the risk appetite should be reviewed by the charity's Audit & Risk Committee or equivalent. 

Whilst many charity trustees may be keen to select the lowest risk options, for charities holding reserves or an endowment over a long time period, this will likely result in the investments being worth less over time as inflation will be higher than returns. Ensuring all trustees have a basic understanding of the charity's financial position and resulting risk appetite will enable informed discussions. Risk appetite means acting with intentionality in regard to risk, being confident that investment managers or investment advisers are actively managing risks on the charity's behalf. 

Diversifying investments, for example by holding different asset classes such as bonds or alternative investments alongside shares, can help to manage risk. Where a charity has a substantial holding in one asset, for example a large donation of shares in one company, the impact of this on the charity's diversification approach and risk appetite should be managed. 

In most instances trustees/staff/committee members will need to determine which investment approach best suits the charity's risk appetite, for example assessing the risk levels of different pooled funds or choosing whether to keep investments in cash or cash-like products or to invest in other asset classes. Charities may seek advice, in particular if there is not sufficient expertise among the trustees/staff. 

For trustees/staff/committee members exploring and determining the charity's risk appetite, factors to take into account include: 
- understanding the balance between risk and likely financial returns over time 
- the interplay between risk and longevity, for example how a long time horizon presents opportunities to increase risk appetite and potential financial returns
- liquidity risk, if investments are more illiquid (take a long time to turn into cash) and the charity suddenly needs access to the money this could prove difficult
- setting risk parameters, for example will risk be assessed in absolute terms (for example 'the portfolio should maintain a minimum of 90% of real value') or relative to an index (for example '90% of UK bond market risk)
- using external ratings agencies to assess the risks of different asset classes and investments
- inflation risk, as a general rule where investments are held in lower-risk assets (eg cash) the financial returns are less likely to beat inflation over time, resulting in a lower real value over time
- the different risk profiles of different asset classes (for more on this see asset allocation below) 
- environmental, social and governance (ESG) risks, for example companies with poor environmental or human rights practices are likely to perform worse over time
- risks associated with investments which conflict with the charity's purposes or pose reputational risks 

For more on risk appetite in relation to social investments, see Responsible, Impact and Social Investment

Link to CC14 - Your attitude to risk
Most investments involve risk. As trustees, you should ensure that you: identify and manage risk / consider short and long-term risks / decide what level of risk you are willing to accept to achieve a particular level of return for your charity. As part of your duties you should be satisfied that the overall level of risk you are taking is appropriate for your charity and its circumstances, take professional advice, where appropriate, on your charity’s attitude to risk, and the types of risk that might be relevant to your charity. Examples of financial risks you may need to consider include:
capital risk: loss of some, or all, of the money that you invested if an investment fails
market risk: loss because of fluctuations in the financial markets
sector risk: loss from having too many of your investments in one sector
currency risk: loss from changes to exchange rates of an investment valued in a different currency
environmental, social or governance (ESG) risk: loss because of poor ESG practice by a company you have invested in
regulatory risk: loss because of investing in unregulated investments, or in markets where regulation of financial services is less rigorous or compensation schemes are not in place
Examples of other risks to your charity that you should consider include:
reputational risk: reduced support for your charity or harm to its reputation as a result of your investment approach
risk posed to the achievement of your charity’s purposes from investments that conflict with them
High risk investments - Some investments can be higher risk. These are only likely to be suitable if your charity has enough investments to spread risk effectively and will depend on your agreed level of risk and other factors such as the size of your charity’s investment fund.
Although you may not be able to justify an investment policy that involves taking on a high-level of overall risk, it may be appropriate to include certain high-risk investments within the overall portfolio.
You should take professional advice if you are thinking about high-risk investments. You can also find out which investments have regulatory protection.
Crypto assets are an example of a high-risk investment. It is unlikely to be suitable for most charities to invest in crypto assets. These investments are very high risk and have particularly few protections if something goes wrong. You must understand the risks of investing in crypto assets before any investment, as they could well lose their value. 
As with other high-risk investments, you should be certain that you have the expertise to manage these risks carefully. If something goes wrong, the Commission would expect clear evidence of why you made these investments and you could be liable for losses.



	Trustees/staff/committee members set targets to meet the financial needs of the charity, where applicable there is open communication with the charity's investment managers and/or investment advisers to set realistic targets. 
The charity's financial targets are recorded in the investment policy which is approved by all trustees.
	EXPLAINER - financial targets
A charity's financial needs will depend on its context. For example, some charities will have set spending commitments based on their activities, others will spend depending on the monies available; some charities will use the financial returns from their investments to fund their charitable activities, others will hold investments to ensure the sustainability of the charity's operations rather than seeking financial returns to spend on charitable activity.

Trustees/staff/committee members should have a clear understanding of which financial needs must be met from returns on the charity's investments. 

Financial targets for a charity's investments will be based on both the charity's financial needs and the charity's risk appetite. 

Multiple factors may go into deciding the charity's financial targets, these factors might include: 
- setting a target for income (an amount in pounds) or capital growth (as a percentage of existing assets)
- setting a target based on the charity's spending (eg grant distribution rate, spending on charitable activity funded by returns on the charity's investments)
- whether the charity is seeking to maintain nominal or real value or to grow the assets over time, this will affect how inflation is considered in relation to the investments 

Once trustees/staff/committee members have set a financial target investments can be identified, within the charity's risk appetite. For both pooled funds and bespoke portfolios there will typically be a target for performance (eg X% + inflationary measure) and a comparator benchmark which indicates how the investments are performing against other investments with similar aims. A common deposit fund will usually target a financial return higher than that which could be achieved on cash in a bank account but may not have a specific target. 

	If the charity intends to make social investments, the aims and expected returns from the investment are recorded. The charity's risk appetite in relation to social investments is recorded in the investment policy which is approved by all trustees. 
	For further information on social investment, see Responsible, Impact and Social investment 

Link to CC14: What is a financial return from a social investment
A social investment achieves a financial return if, in financial terms, your charity is better off from the investment than it would be if the funds or property were spent. This means that at least some money has to be expected to come back to your charity from a social investment. The expected financial return on a social investment can be a return of the money invested, plus capital growth or income. It can also be where your charity only expects to receive back some or all of the money you invested, with no capital growth or income. When you make a social investment, you can decide what you are aiming for: from the financial return; and by helping to achieve your charity’s purposes. You do not have to set out the exact return you aim to make for each of these outcomes, but you can decide to do this. You should have some record of your aims and expected returns so that they can be reviewed if necessary. You must be satisfied that, taken together, the expected return is in your charity’s best interests.
Making decisions about social investments. When deciding if a social investment is in your charity’s best interests, comply with the decision-making principles and think about: 
how the social investment fits with your charity’s overall financial position, spending plans and plans for achieving its purposes
what you expect from the investment - both the financial return and helping you to achieve your charity’s purposes
the risk that the social investment will not deliver (or will underperform) on your expectations
the cost of making the investment
how long you plan to have your charity’s money invested, and your exit arrangements
how you will measure and monitor performance of the social investment
the tax treatment of the investment
You must also comply with your specific legal duties to take advice on, and review, any social investments.

	For permanently endowed charities, trustees/staff/committee members consider whether to adopt a total return approach to investment or to pursue an income only approach (and reconsider this periodically).  The approach taken is recorded in the investment policy which is approved by all trustees. 
	Link to CC14 - Investing your charity’s permanent endowment
Put simply, permanent endowment is property that your charity must keep rather than spend. To find out whether your charity has permanent endowment investments, look at: any documents that tell you how investments must be kept and used / any documents that were used to give investments to your charity
your charity’s governing document. It can be difficult to tell if property is permanent endowment. Always take advice if you are unsure.
Standard rules - If your charity has investments that are permanent endowment you must usually: keep the capital invested, including reinvesting any capital growth / only spend the income. You should ensure that you manage permanent endowment investments in a way that balances your charity’s need for:
enough income now / enough growth for the future. This can cause difficulties where interest or dividend income are low and capital gains are high.
Adopting a total return approach can allow trustees of a permanently endowed charity to take steps to address difficulties caused by the standard rules.
Total return investment - You can adopt a ‘total return’ approach to managing your charity’s permanent endowment investments. This allows you to spend from all investment returns, whether received as income or capital growth. It means that you can decide how much of your total investment returns: to spend on your charity’s purposes / to reinvest. To adopt a total return approach you must make a formal decision (by passing a resolution).
If you adopt a total return approach, as trustees, you must manage your permanent endowment investments in a way that allows your charity to further its purposes both now and in the future.
The standard rules apply if you have not formally adopted a total return approach.

Permanent endowment and social investment
If your charity has adopted a total return approach to the investment of its permanent endowment, you can separately resolve (make a formal decision) to use some or all of your total return fund to make social investments that you expect may provide a negative or uncertain financial return. Any losses must be offset (over time) by other gains in your charity’s total return investment portfolio. This is to ensure that your charity’s permanent endowment keeps its overall value in the long-term. As trustees, you must follow: 
your general and specific trustee duties when considering making social investments that are expected to make a negative or uncertain financial return
the other rules in the Charities (Total Return) Regulations to make social investments of this type


	Trustees/staff/committee members determine the asset allocation appropriate to the financial targets and risk appetite. Where applicable there is open communication with the charity's investment managers or investment advisers, and/or consultation with independent advisors or comparison with similar charities to determine an appropriate asset allocation. 
The charity's asset allocation is recorded in the investment policy which is approved by all trustees. 
	EXPLAINER - asset allocation
Asset allocation is how investors divide their portfolios among different assets for example shares, bonds, alternative assets and cash. Investors ordinarily aim to balance risks and rewards based on financial goals, risk appetite, and time horizon. Examples include: 
- a charity that knows when it will need to spend money, for example a charity with reserves which might be called on or funds for a specific upcoming project, might opt for an asset allocation featuring cash and bonds. 
- a charity with a long-term time horizon or with substantial investments and the ability to take risks in order to achieve higher financial returns, will be more likely to put a higher proportion of investments into shares 
Different assets behave in different ways, for example some might offer lower income and higher capital growth, some will offer fixed terms and others fluctuate. 

Trustees/staff/committee members responsible for investment oversight should determine an asset allocation appropriate to the charity's financial goals, risk appetite and time horizon which is then discussed and approved by all trustees and recorded in the investment policy. The asset allocation will likely have ranges, for example 65-85% in global shares, and the investment manager or investment adviser will be able to make investment decisions within that range. The asset allocation is also likely to include limits on excessive concentration in a single asset class or particular investment. If trustees/staff/committee members determine that a different asset class would be appropriate to the charity's context, this needs to be discussed and approved by all trustees and recorded in the investment policy. 

Trustees/staff/committee members should ensure they have sufficient understanding of the asset classes proposed by the investment manager or investment adviser, including the liquidity, costs and any potential reputational risks associated with different asset classes. Some assets, for example cryptocurrency are unlikely to ever be suitable for charity investments. https://charitycommission.blog.gov.uk/2022/07/12/cryptocurrencies-what-are-they-and-should-charities-use-them/

If a charity is investing via a pooled fund then the fund will have ranges for the asset allocation, trustees/staff/committee members should ensure the range is suitable for the asset allocation appropriate for the charity.

Setting an appropriate asset allocation, which is understood and approved by all trustees, is an important part of ensuring sufficient diversification within the investment portfolio. 

	Trustees/staff/committee members understand how the charity's investment managers intend to:
- undertake responsible investment practices (eg divestment, exclusion, screening, stewardship and engagement) to avoid conflicts with the charity's purposes and manage reputational risks
- undertake responsible investment practices and monitor ESG factors with a view to managing risk and strengthening financial performance
- undertake responsible or impact investment as a way of furthering the charity's purposes 

	Link to Responsible, Impact, Social Investment section

EXPLAINER - signing off stewardship and engagement activities 
Trustees/staff/committee members should ensure there is a clear process for signing off stewardship and engagement activities. Turnaround on some activities may be tight so the process should include flexibility for a nominated individual to sign off on specific activities without needing approval from the full committee/board, and clear parameters for which activities need sign-off. 



	By working through these steps, trustees, with support and advice from staff, committee members and external investment managers and/or investment advisers as needed, seek to fulfil their duties and the Charity's Commission's expectations to determine: 

- whether the investments are suitable
- whether the investments will meet the charity's investment objectives 
- the need to diversify
	Working through the above steps will help trustees work through these considerations, for example on asset allocation, liquidity, short/medium/long-term needs, risk appetite. 

Link to CC14 Your specific trustee duties - financial investments
In addition to general trustee duties, there are some specific trustee duties when making financial investments:
considering whether the investments are suitable for your charity and whether they will meet its investment objectives. This means taking account of how suitable any investment is for your charity: both the investment type (for example, shares) and particular investments within that type (for example, shares in a specific business)
considering the need to diversify investments, if appropriate to your charity, to spread the risk (for example, owning shares in a number of different companies or sectors)
taking advice from someone experienced in investment matters, unless you have a good reason for not doing this. For example, if you have enough expertise in your trustee group or you have limited or low value investments
reviewing your charity’s investments at appropriate intervals
These legal duties apply to your charity if it is structured as a trust or an unincorporated association.
For charitable companies, and other corporate charities, these duties do not apply as legal requirements unless they are included in the charity’s governing document. However, the Commission expects all trustees to follow them. This will help trustees to show that they are acting in their charity’s best interests and managing its resources effectively.

	Investment Policy 
Trustees/staff/committee members develop an investment policy appropriate to the charity's size and the complexity of the investments held. The investment policy is approved by the board and reviewed at appropriate intervals.
	EXPLAINER – investment policy
The Charity Commission expects all charities to have a written investment policy (for some charities this will be a legal requirement or required by the governing document). 

The investment policy serves to:
- record the charity's intentions in relation to investments, as approved by the board
- give instructions to the charity's investment manager or investment adviser, including targets for performance and approach (eg risk appetite, asset allocation)

Link to CC14 and investment policy for more information on what to include and examples of investment policies from other charities. 
Link to CC14 - Setting your charity’s investment policy
Your decisions about your investment policy must: be in the best interests of your charity / comply with your trustee duties and the principles of good decision-making. 
Writing your investment policy document. You must have a written investment policy if your governing document requires you to have one or if your charity:
is structured as a trust, or an unincorporated association, and gives an investment manager powers to make investment decisions on your behalf
If your charity is a company, or other type of corporate charity, you are not legally required to have a written investment policy unless your governing document says that you must. However, the Commission expects all charities that invest to have a written policy. This can be a simple document if your amount for investment is small. Make sure that all trustees, relevant staff, sub-committees and your professional advisers are familiar with, and if appropriate can implement, your policy. Your policy should include your charity’s purposes and plans and how your investments fit with these. It may also include the following, depending on the size and complexity of your charity:
what, if anything, your charity’s governing document says about how you must invest
your charity’s investment objectives, including any relevant reputational and other non-financial factors
any sectors or organisations which you consider are in conflict with your charity’s purposes
your timeframe for investment - short, medium or long-term
how easily or often you need access to your charity’s money
your charity’s attitude to risk
your approach, if any, to ESG factors and to your engagement with the companies you invest in
how you will monitor and review your investments, including key benchmarks
who your investment advisers and managers are, their responsibility and remit, and how you will work with them
Review your policy regularly and discuss it with new trustees.
The Commission is unlikely to have concerns about your investment decisions or policy if you can show that you have: complied with your trustee duties and your governing document / considered and balanced relevant factors / taken advice, unless you have a good reason not to / reached a reasonable decision. 

Delegating decision-making to an investment manager (discretionary management)
Your investment policy must cover the following:
your investment manager’s remit and responsibilities: what decisions they can and cannot make
guidance for your manager as to how investment decisions should be made on your charity’s behalf
that the manager’s delegated functions will be carried out in your charity’s best interests
Your investment manager should not prepare your investment policy. That is your role as trustees. But you:
can take independent expert advice on its content
might find it helpful to consult your investment manager to ensure that its terms are workable and achievable

	If needed, trustees/staff/committee members developing the investment policy seek independent assistance and/or consult with the charity's existing investment managers or investment advisers to ensure the terms of the policy are workable and achievable. Those developing the policy give consideration to the independence of any advice being offered, particularly where there is an existing professional relationship with the charity. 
	EXPLAINER – taking advice on the investment policy
The advice needed will depend on the proposed complexity of the investments. For a charity with limited investments that mainly invests cash, there may be sufficient financial skills within the staff or trustee board based on their personal or professional experience. A charity considering a pooled fund may want to seek advice from an individual with experience of financial management of an organisation or investment management, or a professional qualification in accounting, finance or investment management. A charity considering a more complex bespoke portfolio may need more specialist investment advice when developing the charity's investment policy. This advice could be given by a trustee/staff/committee member, another volunteer with appropriate experience or a paid adviser. Advice can be given by the existing professional provider but should be considered objectively where there is an existing professional relationship with the charity. 

Consideration should also be given to how elements of the policy aiming to avoid conflicts with the charity's purposes and reputational risks, and/or to further the charity's purposes beyond financial returns will be developed, for example seeking input from those with expertise in the charity's purposes. 

Link to CC14 - Setting your charity’s investment policy
You can take advice when setting your investment policy, but you should ensure that you:
consider the advice objectively, and do what is best for your charity
identify and manage any potential conflicts of interest that affect an adviser

	Trustees/staff/committee members consider the relationship between the investment policy and other relevant policies. 
	EXPLAINER – interaction between the investment policy and other policies 
For smaller charities the investment policy is likely to interact primarily with the reserves policy. 

For larger charities, a number of policies may interact with the investment policy, for example policies on: reserves / treasury / modern slavery / anti-bribery / anti-fraud / tax strategy. 

	Appointing external providers
Trustees/staff/committee members have a process for appointing external professional providers (eg bank account provider, investment manager, investment adviser) which is recorded and approved by the board.
	CHECKLIST - selecting professional providers for a common deposit fund or cash-like products
- will the product deliver a financial return in line with the charity's targets
- are there any responsible investment considerations in relation to conflicts with the charity's purposes or reputational risks (link to P3)
- fees and charges

EXPLAINER - passive vs active 
For charities intending to invest in shares or other products beyond cash, there are options to pursue passive or active management. Typically charities investing via a pooled fund or bespoke portfolio with an investment manager or investment adviser will be seeking active management in the hope of financial out-performance and/or to use responsible investment approaches. A passive approach may be suitable for those charities keen to reduce fees and charges, and with sufficient expertise among trustees/staff/committee members. 

CHECKLIST – selecting a pooled fund 
Trustees/staff/committee members review the aims of the scheme and how it fits with the charity's investment policy and approach, including: 

- the financial targets for the fund, and whether the risk approach and asset allocation meet the charity's requirements
- how quickly the charity can withdraw funds if needed 
- how the manager undertakes responsible investment practices (eg divestment, exclusion, screening, stewardship and engagement) and monitors ESG factors with a view to managing risk and strengthening financial performance
- whether responsible investment practices undertaken by the manager will ensure the fund is suitable in relation to conflicts with your charity's purposes or reputational threats 
- whether there are opportunities to influence the practice of the fund, for example feedback or client survey opportunities
- reporting arrangements for the fund 
- fees and charges
- actions taken by the manager in relation to EDI
- depending on the size of the potential investment, representatives from the pooled fund are asked to present to and answer questions from those trustees/staff/committee members involved in the tender process 
- consideration is given to whether investments should be concentrated with one provider (which may have administrative advantages at smaller investment sizes) or across a number of providers. Where a number of providers are used, consideration is given to differences in investment approach which will provide diversification. 
A formal contract is signed (see below). 

SOURCES OF HELP - pooled funds
EIRIS pooled funds survey 
CHECKLIST – appointing external providers (investment managers or investment advisers) for a bespoke portfolio 
Trustees/staff/committee members request proposals from a range of investment managers or investment advisers. The proposals should include how the investment manager or investment adviser would intend to achieve the requirements set out in the charity's investment policy, including: 

- the financial targets and risk appetite, and whether these can be achieved within the charity's proposed asset allocation (or a proposal for the asset allocation)
- the proposed liquidity (how quickly the charity can withdraw funds) for the portfolio
- how the provider intends to undertake responsible investment practices with a view to furthering the charity's purposes, avoiding conflicts with the charity's purposes and reputational risks,  managing risk and strengthening financial performance. In cases where the provider is an investment adviser or an investment manager investing into other underlying funds, what they will be responsible for and how they will ensure compliance from any underlying managers
- reporting arrangements  
- fees and charges, analysis should be informed by market comparisons and an understanding of the approach (eg passive vs active, building in effective responsible or impact investment)
- actions taken by the manager in relation to EDI
- can the provider offer independent advice or are they restricted to their own products and services
- depending on the size of the potential investment, representatives from the provider are asked to present to and answer questions from those trustees/staff/committee members involved in the tender process 
- consideration is given to whether investments should be concentrated with one provider (which may have administrative advantages at smaller investment sizes) or across a number of providers. Where a number of providers are used, consideration is given to differences in investment approach which will provide diversification. 
A formal contract is signed (see below). 
If the charity does not have sufficient expertise or capacity among the trustees/staff/committee members to assess responses to the tender process then additional help is sought, for example from a co-opted volunteer or paid adviser. 

EXAMPLES
There have been examples of public tender processes, designed to improve transparency and learning around charity investments: 
ESG Olympics 
EIRIS Foundation 

	Where substantial investments are held, trustees/staff/committee members conduct a tender process, including meeting with shortlisted professional providers (eg investment managers, investment advisers), with opportunities for all trustees and a broad cross-section of staff to be involved. The tender process: 
- ensures the charity's purposes are placed at the forefront 
- analyses whether the professional provider can deliver the requirements of the investment policy, including achieving financial targets and risk appetite
- compares fees and charges
- is resourced proportionately, involving staff, trustees, committee members and additional resource as needed 
	Link to CC14 - Using an investment manager
You may need further professional help to manage your investments.

Investment managers can do either or both of the following:
give you advice about planning and managing your charity’ investments (advisory management)
have some powers to make investment decisions on your behalf (discretionary management)
Many charities run a formal tender process when choosing an investment manager.

In selecting them, you should think about: how they will deliver on your investment policy, including any reputational and other non-financial objectives / 
the type and number of portfolios the provider manages / the value of the assets they manage / their experience of managing charity investments / their fees and charges in the short and long-term / their investment selection and risk-review process / their ability to adapt their approach to suit your charity / if you need more than one investment manager - to help to spread risk or to access a particular product or market. 
Compare investment managers and costs and consider meeting with shortlisted providers.

When selecting your manager you should be satisfied that:
the manager can deliver on your charity’s investment policy and objectives
reporting arrangements are in place
you know what payments and charges to expect
you know about any benefits the manager or anyone else will receive under your agreement with them
the costs of the arrangement are good value for your charity’s money - you can take advice to help you decide this

	Where decisions are delegated to an investment manager (discretionary management) there is a formal contract with the manager.  
	EXPLAINER - formal contract
Where an investment manager or investment adviser is given power to make investment decisions on the charity's behalf within a segregated investment account where the investment portfolio is constructed specifically for the charity, this is known as discretionary management. The Charity Commission expects all charities using discretionary management to have a formal contract with the manager (and it is a legal requirement for some charities). Trustees/staff/committee members should ensure they are familiar with the CC14 guidance regarding 'delegating decision-making to an investment manager (discretionary management) and 'reviewing the performance of your investment manager'. 

A pooled fund, bank account or common deposit fund are not discretionary management. Although the requirement for a formal contract doesn't apply, all charities should expect to sign a contract stating the terms and conditions. Trustees should satisfy themselves that the terms of the contract meet the requirements of the charity's investment policy. 
Link to CC14 - Delegating decision-making to an investment manager (discretionary management)
There are some extra rules if you give your investment manager powers to make investment decisions on your behalf.

You must have both of the following if your charity is structured as a trust or an unincorporated association: a written investment policy statement, a formal contract with the manager. If your charity is a company, or other type of corporate charity, you are not legally required to do this unless your governing document says that you must. However, the Commission expects all charities that make financial investments to do this.
Your formal contract with your discretionary investment manager must require them to act in line with your investment management policy statement. You can include this requirement in the contract. The contract must not, unless it is reasonably necessary: allow the manager to appoint a substitute / reduce the investment manager’s normal duty of care or place a cap on their liability for breach of contract / allow the manager to act in situations that might lead to a conflict of interest. You should review the contract regularly.
If you have delegated voting responsibilities to your investment manager, you should be aware of the manager’s voting policy. You should take reasonable steps to understand how your investment manager has voted on your behalf.

	Reviewing the charity's investments Trustees (with the help of staff and committee members where needed) review the charity's investments and the performance of any investment managers / investment advisers at appropriate intervals. 
	Working through the below steps will help trustees work through the requirements of CC14. 
CC14 sets out specific requirements for charity's using discretionary management (link to above). 
CC14 also sets out the expectations for how charities using different investment approaches (for example a bank account, common deposit fund or pooled fund), should review and report on the charity's investments. 

Link to CC14: Reviewing and reporting on your investments
You should agree the target for returns and other outcomes that you will use to assess the performance of your investments over an agreed time period.
Consider taking independent expert advice to help you set your targets.
If your charity uses an investment manager, they can work with you to review the performance of your charity’s investments.
You can also compare performance with those of charities with similar investment objectives.
You should review your charity’s investments on a regular basis, and you may need to hold a review if other events happen such as if: your investments underperform against your targets / there is a change in economic outlook / your charity’s financial position or priorities change significantly. 

	Trustees/staff/committee members:
- assess whether the investments (financial and social) are meeting the objectives set out in the investment policy and are suitable for the charity. If there is under-performance, for example in relation to benchmarks on financial returns or targets for purpose aligned activity, or changes in the external environment which may affect risk tolerance, action is taken in a timely manner but without undue haste. Ensure work is carried out in the interests of the charity and in line with the agreement between the charity and the supplier.



	EXPLAINER – reviewing financial and broader performance
Charities investing in a pooled fund or bespoke portfolio will typically set a benchmark(s) based on the expected financial performance of the investment manager or investment adviser. This might be based on: 
- a target return plus an inflationary measure (eg 4% return + RPI per annum over 5 years) to meet financial needs and maintain the value (real or nominal) of the investments
- a target return based on financial needs without an inflationary measure 
- a target for income and/or capital growth 
- comparison to performance of similar portfolios in the ARC indices https://www.assetrisk.com/research/the-arc-indices/ or other composite benchmarks
In addition to looking at the financial performance, trustees/staff/committee members should also consider whether they feel the providers strategy, advice, reporting and explanations are meeting their needs. 

EXPLAINER - reviewing responsible investment and EDI
Trustees/staff/committee members should not lose sight of the need to assess investment managers and investment advisers against the broader investment policy. For example, reporting and interrogating use of responsible investment approaches and EDI considerations. Trustees/staff/committee members should also take reasonable steps to understand how the investment manager has voted on the charity's behalf.  A broader cross-section of trustees or staff with expertise in the charity's purposes may be needed for this review.  
Link to RIS - responsible investment

EXPLAINER - working with investment advisers
Where a charity is working with an investment adviser, the adviser will select managers and provide reporting and monitoring on the charity's behalf. Trustees/staff/committee members should have sufficient understanding of the adviser's approach and parameters for performance management (financial, broader performance and responsible investment/EDI) to ensure the investments are meeting the objectives of the investment policy and are suitable for the charity. 

SOURCES OF HELP
Trustees/staff/committee members should feel confident comparing performance with other asset owners. For example:
- in networks run by Charity Finance Group or the Association of Charitable Foundations
- contacting charities of a similar size or investment approach to compare 
It should be noted that due to the time lag, reporting of investment performance in a charity's annual accounts is not current performance

	
	Link to CC14 - Reviewing the performance of your investment manager
If you have appointed an investment manager for your charity, you should regularly review the service that they provide. This should happen independently of the manager. You and the other trustees should carry out this review yourselves, or an independent person or organisation can work with you. 
As part of your review, you must consider: how well the manager is performing / if the manager is complying with your charity’s investment policy / if the terms of the appointment are still appropriate / if the manager is still suitable for the role. You should be prepared to intervene by, for example:
giving directions to your investment manager / changing or ending your agreement with them. 

Link to CC14: Your duty to review your charity’s social investments
You must review your charity’s social investments. Choose review periods that reflect your charity’s circumstances.
As part of your review, you must consider if you need any advice. Whether you need advice may change with each review.

	- implement suitable controls and reporting arrangements
	EXPLAINER - reporting and monitoring
Trustees/staff/committee members will typically receive quarterly reporting and meet with the investment manager or investment adviser on an annual or bi-annual basis. Monitoring of investments may include: 
- whether investments are within the charity's asset allocation and risk appetite
- any changes to the external environment which may affect financial returns or risks, or lead to adjustments in the asset allocation
Trustees/staff/committee members should discuss in advance how they intend to deal with any changes, with parameters for at what point action may be taken (for example financial under-performance significantly below the benchmark for four consecutive quarters). Changes to the external environment do not need to lead to abrupt changes of approach, if appropriate asset allocation, risk appetite and financial returns targets have been set then the investment portfolio should be able to tolerate reasonable volatility. 

The full trustee board should receive regular updates from those trustees/staff/committee members tasked with delegated responsibility for overseeing investments. This might include a quarterly written update and a more fulsome annual presentation. Any updates should be accessible to all trustees, and additional support should be offered where needed to ensure sufficient understanding to comply with the trustee duty of overseeing investments. 

	- conduct a review of any professional providers (eg investment managers, investment advisers) at appropriate intervals
	EXPLAINER - reviewing professional providers
In addition to the reporting and monitoring outlined above, retendering for investment managers or investment advisers every 4-5 years will allow trustees/staff/committee members to: 
- assess performance of the provider over a sufficiently long time period
- ensure an appropriate level of fees and charges are being applied by comparison with other providers
- assess different proposed approaches against each other

In advance of any retendering, the delegation framework and investment policy should be reviewed. 

	Information provided by any professional provider (for example an investment manager or investment adviser) is timely, relevant, accurate and provided in a format those using it can understand. 
	EXPLAINER - information provided by professional provider
Trustees/staff/committee members need to set expectations, for example how far in advance of meetings do documents need to be received. Where a provider has a set reporting schedule, for example in a pooled fund, meetings may need to be set in line with the reporting schedule. Where trustees/staff/committee members have limited investment expertise or expertise in the charity's purposes, how to ensure reporting is accessible to both groups. 
Mechanisms should also be in place for interim reporting where there are material changes to the investments, for example a fall in financial performance or a significant change within the asset allocation. 




