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Introduction

What is responsible investment?

Responsible investment is also known as ethical or socially responsible investment (SRI). It is about: 
· aligning investments with mission
· achieving the greatest impact from investments pursuing financial return and using investments for non-financial gain

· using investments to complement rather than counter a charity’s aims

· considering social, environmental and/or ethical issues

· finding the right approach for your charity
Approaches to responsible investment

Negative screening

· can be used to protect your charity’s reputation, avoid conflict with your objectives or contradictions with your work. 

· it is about avoiding investments that do not meet your social, environmental or ethical (SEE) criteria.

· you can set materiality thresholds or avoid the worst performers within a sector

Positive screening

· can be used to further the aims of your charity and encourage responsible business practices

· involves investing in companies 

· with a commitment to responsible business practices

·  that produce positive products and services 

· that address environmental or social challenges. 

· can involve favouring companies with best practice amongst sector peers

Engagement

· can be used to encourage more responsible business practices

· usually takes the form of dialogue with companies or voting at Annual General Meetings (AGMs) 

·  is typically carried out by fund managers on behalf of investors

Overview of responsible investment in the UK
·  UK as world centre for sustainable and responsible financial services

·  growth in services and expertise across supply chain

· £9 bn in green and ethical retail funds

· nearly 100 funds on offer

Growing opportunity for charity investors

· 55% of large charities have a policy

· Negative screening most common

· Range of investment options (CIFs, asset classes, engagement products)

· Better advice, quality of supply and clear regulation
Responsible investment and US foundations

In its 2007 Report on SRI Trends in the United States, the Social Investment Forum Foundation identified $57.3 billion in foundation endowment assets affected by social or environmental criteria.

The Environmental Grantmakers Association (EGA) in the US commissioned the Center for Social Philanthropy, to survey its members about the use of investment strategies to advance their philanthropic missions more fully. Investing for Impact: A Snapshot of EGA Members’ Leveraged Investment Strategies studies 43 foundations with nearly $66 billion in total assets, ranging from some of the largest private foundations with billions of dollars under management to mid-size family foundations and smaller community foundations. The report highlights both the depth and breadth of their involvement in social and environmental investing. 
Of the 43 members included in the survey, 40 were found to engage in at least one of the following investment strategies:

· Social and Environmental Mission-Related Investing (MRI)

· Program-Related Investments (PRIs)

· Active Ownership Strategies

Social and Environmental Mission-Related Investing (MRI)

Mission-related investing (MRI) incorporates environmental, social, and governance (ESG) factors into foundation endowment management. MRI seeks to generate market-rate returns on investments that align with philanthropic goals in various ways. 

· 27 incorporate social or environmental criteria into the management of $23 billion in foundation investments, across various asset classes, from cash and fixed income to public and private equity to real estate and commodities such as timber

· Environmental factors are the most frequently incorporated MRI criteria, affecting the management of more than $676 million at 15 foundations

“Despite persisting myths about weak performance, respondents repeatedly said that they expected superior long-term returns from their MRI portfolios, and investment consultants, board members, and foundation finance officers who used to be sources of skepticism about social and environmental investing are increasingly recognizing that one need not sacrifice returns for mission alignment and social impact. Indeed, performance data shared by EGA members demonstrated that MRI has provided compelling returns when measured against conventional unscreened benchmarks.”

Active Ownership Strategies

These include voting by proxy on key matters that affect the companies they own, filing shareholder resolutions on issues of concern, endorsing resolutions filed by others, engaging in direct dialogue with corporate management, or participating in networks of investors in order to leverage collective ownership stakes to encourage positive changes in corporate behavior. Some foundations also monitor developments in shareholder rights and communicate with groups such as the Securities and Exchange Commission and the Financial Accounting Standards Board about transparency, corporate governance and CSR issues.

· 17 foundations with more than $16 billion in total assets have actively voted their proxies

· 11 foundations, controlling nearly $1.3 billion, have filed or co-filed a

· shareholder resolution at a company in which they own stock

· 15 respondents with more than $2.6 billion reported that they would consider co-filing a shareholder resolution

· 18 members with more than $3.2 billion in assets engage on issues through investor networks, such as the Carbon Disclosure Project, the Interfaith Center on Corporate Responsibility (ICCR), the Investor Network on Climate Risk (INCR), and the UN Principles for Responsible Investment

“EGA members have helped produce gradual but documented changes in corporate policies and practices by endorsing resolutions on issues such as climate change, sustainability reporting, products take-backs and recycling at computer and beverage companies, preservation of old growth forests, disclosure of toxics, and advisory votes on excessive compensation.”

Program-Related Investments (PRIs)

Program-related investments (PRIs) are investments that advance charitable goals but generate a concessionary rate of return below prevailing market rates.

· 25 have made program-related investments

· Six have made PRIs to support environmental

· programs, particularly in land conservation

· and “green” affordable housing

Conclusion

“.increasing numbers of EGA members are mobilizing their assets in creative ways to extend the reach of their philanthropic work. And whether an environmental grantmaker’s programmatic concerns touch upon climate change, energy, conservation, toxics and pollution, sustainable development, agriculture and food, biodiversity, globalization, or environmental justice, opportunities to address all of these issues and more abound—not simply through supporting organizations with grants but also by leveraging the broader range of assets at its disposal.”

Charity Commission guidelines
Powers of investment

· trustees can only invest using the powers of investment available to them

· these powers can be statutory or set out in a charity’s governing document

· most trustees will have the powers of investment conferred on them by the Trustee Act 2000 (the Act)

The duty of care

When managing investments trustees must:

· act to certain standards as defined in the Act

· comply with the general duty described in the Act

· consider the need for diversification of investments

· before exercising any power of investment and when reviewing, obtain and consider proper advice from a suitably qualified advisor 

Can my charity invest in a socially responsible way?

Yes, but:

· a charity’s governing document sometimes imposes specific ethical restrictions on the scope of trustees’ general power of investment – you must comply with these

· consider whether*: 

· a type of investment is in direct conflict with the aims of your charity

· a type of investment might hamper the work of your charity (e.g. alienate beneficiaries or donors)

· The financial return will be just as good even if other moral/ethical considerations are taken into account 

* Harries (Bishop of Oxford) v Church Commissioners [1992] 

But remember that………

· a power of investment has to be used to further the charity’s purposes

· those purposes will normally be best served by seeking the best possible return

· a SRI policy may be entirely consistent with seeking the best possible return 

· with SRI, trustees must make decisions that they reasonably believe will balance risk and reward for the charity

· you must comply with the duties of care attached to any investment strategy

· you must consider need for diversification and proper advice

Disclosure of policy

· the current SORP requires any investment policy for charities over the statutory audit level to be disclosed

· these charities are also required to state the extent to which environmental or ethical considerations are taken into account

· this should apply to all charities as a matter of good practice
Charity Commission and environmental responsibility - what role should charities play?
The Charity Commission website states:
As expectations on all sections of society to take action to prevent climate change are growing, many charities have begun thinking about what role charities should play in improving the environmental responsibility of the way they work. We have set out below some answers to questions charities have asked us about their environmental activities.

Q. Some measures charities can take to improve the environmental impact of their premises and the way they work may result in cost-savings. Others might involve a substantial cost – such as fitting solar panels for example, or switching to a ‘green’ energy supplier that is more expensive than other suppliers. Are charities allowed to spend their money in this way?

A. Yes, provided the trustees are satisfied that it is reasonable to do so and will enable them to achieve their charitable purposes effectively having considered the relevant factors. Where these measures will reduce costs for a charity (for example shutting PCs off at the end of the day, or lowering thermostats) the charity will be maximising the use of their resources, which they are required to do in any event. Where a cost is involved, we think it’s reasonable for trustees to do this where they have balanced the additional cost of environmental measures against other factors such as benefits to their reputation and donor confidence. We would encourage charities to be aware of their wider responsibilities to society and the communities in which they work and improving the environmental impact of their premises and the way they work may be an important part of this. As long as trustees have considered the risks of each option and reached a rational decision, they are unlikely to be criticised 

The law requires charities to act within their objects, which means that all of their assets have to be used to further those objects directly or indirectly. Charity trustees also have a duty to maximise their charity’s resources.

However, trustees also need to consider their reputation amongst donors and other stakeholders. As ‘green’ issues become more prominent, charities will become increasingly expected to demonstrate how they are environmentally friendly and may risk reputational damage and reduced donor support if they cannot.

It seems likely that environmental issues will have an increasing impact on the law. For example, the Companies Act 2006 imposes a new duty on directors of charitable companies to have regard to the impact of the company’s operations on the community and the environment when acting to achieve the company’s purposes. The duty only directly applies to directors of charitable companies, but it may be that in due course the principle will be considered to apply to unincorporated charities as well.
When considering whether environmental projects are within a charity’s objects, we would encourage trustees to explore the full scope of their objects, without acting outside them. The key point to note is that, if challenged, charity trustees must be able to demonstrate, with evidence, the link between the activities and how their charitable purposes are being fulfilled.

Financial performance

· many years of practical experience demonstrate that ethical funds need not underperform

· a well-managed, balanced ethical portfolio can outperform its non-ethical peers. 

· the skill of the fund manager and their stock selection abilities are critical

· a focus on SRI issues can help investors to identify risks and opportunities that could be materially significant in the long-term.

· ethical investment doesn’t have to mean exclusion and divestment - positive screening and engagement can also be used

Studies of responsible investment and financial performance

· A 2006 Investment Management Association report said, “Investing ethically does not mean that you have to sacrifice investment performance. As with any investments, some perform better than others". 

· Several fund managers of Responsible Investment funds are rated as AAA or AA by Citywire, and a 2005 Lipper Citywire All Stars Award was won by an ethical investment fund manager. According to Citywire, “fewer than 5% of all UK fund managers achieve an AAA rating... If they do, it means that they have performed very well and are among an elite."

· Margolis and Walsh synthesised 80 studies on SRI portfolios, and found that more than 50% of the studies indicated a positive link between CSR practice by companies and SRI fund performance. 5% of these studies showed a negative link, whilst the remainder failed to evidence the link. Thus, the conclusions testify largely to a neutral or positive link 

· An analysis of 52 quantitative studies produced over 30 years, by the University of Sydney found a statistically significant association between corporate social performance and financial performance exists, which varies "from highly positive to modestly positive."

· Bauer et al examined 103 international ethical mutual funds from 1990-2001. It found: “Little evidence of significant differences in risk-adjusted returns between ethical and conventional funds.”

· A survey conducted by independent investment consultants Jewson Associates reported in 2008 that investments in ethical funds does not automatically lead to poor performance. The survey, commissioned by Oxford University, found that SRI funds can perform better than non-SRI funds, but levels of volatility or risk may be higher. The review compared UK, US, European and global equity SRI funds with non-SRI funds over a ten year period.

The impact of screening 

For actively managed screened ethical funds, success or failure is primarily a function of:

· fund management skill 

· asset allocation 

· stock selection 

· risk control 

· the accuracy of the analyst's views 

· the overall quality of resources of the fund management house 

In this respect, they are like any other active investment approach.

In practice the actual return often differs from the expected return and so there will be occasions when the stocks excluded perform relatively well or relatively badly. When that happens the portfolio may perform better or worse than the unrestricted investment universe or an index measuring the performance of that universe. So where negative screens may have a greater impact is on relative risk – risk against a particular index. 

For many charities, this may be an acceptable difference as the performance of a particular index is not of paramount concern. A sensible fund manager can minimise even this risk through careful portfolio construction. 

Your charity can minimise such impacts by taking a measured approach to your criteria, such as not excluding all companies in a particular sector unless clearly appropriate. 

Identifying risks and opportunities

Some argue that a focus on sustainability issues and consideration of environmental, social and governance (ESG) concerns can help investors to identify risks that could be materially significant in the long-term. An example is the concern over obesity and how food and beverage companies are responding to the growing health crisis and its potential impact on their business.

A focus on ESG issues can give investors the chance to get involved with emerging social and environmental investment themes at an early stage, before many others have identified the investment opportunity. This happened with environmental technologies such as solar power. 

A study commissioned by the United Nations Environment Programme’s Finance Initiative concludes that, “the links between ESG factors and financial performance are increasingly being recognised. On that basis, integrating ESG considerations into an investment analysis so as to more reliably predict financial performance is clearly permissible and is arguably required in all jurisdictions.”

Ethical Investment Policy

1. The charity’s overall social, environmental and ethical aims and values

2. Investment objectives 

3. Social, environmental and ethical considerations 

4. Approach to positive and negative screening, engagement and voting

5. Process for making decisions and implementing policy

6. Transparency and disclosure

7. Process for reviewing and monitoring policy

Steps to developing a policy 

Step1: Do your research

· Talk to your peers

· Visit www.charitysri.org
· Review your charity’s current position and resources

· Talk to your advisers and fund managers

Step 2: Get it on the agenda

· Discuss it at your next trustee / investment committee meeting

· Share what you’ve learnt

· Invite ‘experts’ 

· Gain support

Step 3: Do you need to take action?

· Are your investments in line with your mission?

· Is your reputation at risk? 

· Are you doing enough?

· Are you achieving your objectives?

· Are you taking account of ESG risks?

· Could you do more positive screening/engagement?

Step 4: Develop, update or expand your responsible investment policy

· Incorporate responsible investment criteria into your investment policy

· Take advice 

· Agree objectives – for example:

· Manage risk 

· Use investments to further the work of your charity 

· Avoid conflict with aims and activities

· Influence company behaviour 

· Avoid alienating stakeholders

· Address financially relevant social, environmental and ethical risks 

· Agree the social, environmental and ethical issues

· Gather details of the issues that can be considered in investments from research provider, fund manager or investment adviser.

· Identify the issues most relevant to your mission and activities 
· If appropriate, consult with  stakeholders

· Decide on the most important and significant issues and if any are negotiable (e.g. use of materiality thresholds and best in class approach)
· Find out how your current portfolio would be affected by particular screens

· Agree the approach

· Positive screening 

· Negative screening

· Engagement

· A combination of these 

Step 5: Implement responsible investment

· Your advisers and fund managers can help throughout this process

· Increasing numbers of fund managers now provide responsible investment services

· Increasing options to invest responsibly in pooled funds

· Increasing options to invest responsibly in a range of asset classes

· Broadening range of social, environmental, ethical and governance issues can be considered in investments

· Identify pooled funds with SRI criteria

· www.charitysri.org provides details of a range of pooled funds with SRI criteria available to charities.

· EIRIS free Ethical Funds Directory includes details of each fund’s ethical investment strategy, positive and negative screening criteria, and voting and engagement policy and approach

· The Eurosif SRI Funds Service provides details of European SRI funds, including information on performance and risk measures

· Responsible Investment Approaches of Common Investment Funds

Example Policy
Joseph Rowntree Charitable Trust - Statement of investment policy
We aim to invest in companies:
· Whose products or services are of benefit to humankind, with minimal harmful impacts and with an emphasis on meeting basic needs rather than luxuries. We do not however automatically rule out companies whose activities might be considered largely frivolous, if their customers are not predominantly the privileged in society. 

· Whose profits in the long term grow at least in line with the economies in which they operate.

We recognise that there can be conflicts between these aims.

We expect our portfolio to have the following characteristics:

· To be relatively concentrated, for example. by making significant investments in companies which fit these policies well. 

· To avoid companies materially involved in: 

· armaments 

· brewing/distilling; retailing of alcohol as a main activity 

· gambling 

· tobacco manufacture; retailing as a major activity 

· other activities which are felt to harm society more than they benefit it

· To have regard to the way companies conduct their businesses in all the markets in which they operate, as well as what their business is. This includes: 
· employment conditions 

· equal opportunities policy and practice 

· enabling all employees to make the fullest possible contribution to a company's progress 

· environmental impact, while accepting some companies in extractive industries  

· attitudes to customers 

· openness in reporting to stakeholders 

· attitude to the communities in which they operate 

· integrity in all their dealings 

· promotion of human rights, especially in countries with oppressive regimes 

· following best current practice in corporate governance

We, and our investment manager, will usually be limited to investing in companies listed on a stock exchange. 

We recognise that a proper diversification of the portfolio may entail holding companies in market sectors where no company comes up to standards we would ideally like to see.

Hence, we expect to see our portfolios constructed having regard to:

· Our aim that in the long term the performance of the entire portfolio should at least match that of the FTSE All-Share Index. 

· Investment overseas being undertaken with the primary purpose of making that aim more likely to be achieved.

It follows that our normal base position is to be fully invested in equities. Cash should only be held for tactical reasons or to protect the fund value in a failing market. 

Case studies
Royal Society for the Protection of Birds (RSPB)

A bird conservation charity that has evolved its SRI policy over many years to ensure it reflects the values of the charity as well as helping to retain the confidence of members and credibility of its policy and advocacy work.

The charity

The RSPB works to secure a healthy environment for birds and other wildlife. It is the largest wildlife conservation organisation in Europe with over one million members. These members provide a major source of income.

The RSPB has investments of around £10 million as well as a substantial pension fund. 

Why the charity invests ethically

The RSPB has had a socially responsible investment (SRI) policy for over 15 years. However, a news story that appeared over a decade ago on the front page of the Sunday Telegraph precipitated a major review. The paper reported that one of the pooled funds in which the RSPB invested had a small shareholding in a company involved in a high profile oil spill – an issue that the charity had been publicly campaigning on. 

Finance Director Alan Sharpe commented “As well as conflicting with our principles, we were concerned about the possible damage to our reputation and credibility.” 

Developing and reviewing the policy

Alan Sharpe led the review and initiated wide-ranging discussions with trustees over the issues they should consider in their investments. Alan found that it was helpful to frame and direct the trustees’ discussions with:

The Charity Commission guidance on ethical investment 

A list of possible social, environmental and ethical criteria provided by EIRIS 

Guidance provided by the RSPB’s fund managers on the level of exclusions which could be incorporated into the portfolio without being likely to have significant impact on financial returns 

This enabled the discussions to focus on the issues of most relevance to the charity’s mission and on what was realistic and practical. A cross-section of staff was also invited to feed their views and expertise into the discussions. 

Agreeing the exact criteria took some time – the initial criteria could have excluded the majority of companies from the FTSE All Share. This caused the trustees to re-think and refine the most important and relevant issues of concern. The resultant policy focused on negative screening, particularly in relation to environmental and animal testing issues.

Implementing the policy

The RSPB used the research services of EIRIS to determine which companies would be excluded by their criteria. The information was passed to their fund manager, who incorporated this into a segregated portfolio.

The RSPB later reviewed this process and decided to switch its investments to SRI pooled funds. The charity felt that this would be less time consuming and easier to implement. It also enabled them to include positive screening approaches to their investments, which they did not feel they had sufficient resources or expertise to do independently.

The RSPB felt that investing in a pooled fund would enable fund managers with relevant expertise to make judgements on which companies to exclude and balance the portfolio in light of this. The charity also felt that performance monitoring would be improved – having previously been concerned that imposing exclusions on a segregated portfolio made monitoring rather cumbersome and introduced an element of subjectivity. 

The RSPB used the services of Cambridge Associates to come up with a shortlist of pooled funds that met both their investment and SRI objectives. After discussions with several fund managers, they chose to use funds provided by F&C Asset Management and Henderson Global Investors for the equity element of their portfolios.

The lessons learned

Alan Sharpe feels that the long-term financial performance of investments has not been damaged by its SRI policy. He would advise other charities thinking of investing ethically” be very clear from the beginning about why you are doing it. And use this to structure trustee discussions and focus on what is realistic and practical.”

www.rspb.org.uk

Save the Children UK

A large children’s charity that, through its investment managers, uses a combination of negative screening, engagement and voting to ensure its investments do not conflict with its objectives.

The charity

Save the Children is an international independent children’s charity. It states that “We're outraged that millions of children are still denied proper healthcare, food, education and protection. We're working flat out to get every child their rights.” 

Ethical Investment policy

Save the Children UK (SCUK) applies an ethical investment policy to its investments. It states that it will exclude companies from its portfolio whose practices are considered to be in conflict with the United Nations Convention on the Rights of the Child 1989. This means that it will not invest in companies that engage in activities that it judges are in conflict with its objectives.

SCUK also adopts engagement and voting as part of its investment approach. Through its investment managers the charity seeks to use engagement to raise issues of concern with companies. The charity states, “Rather than disinvesting it can sometimes be more appropriate to use investments to open doors to companies and raise social concerns at the highest levels.” 

Implementing the policy

SCUK has a segregated investment portfolio of £15million, which is managed by Newton Investment Management. SCUK also invests around £1million in a common investment fund that applies SRI criteria, which is managed by Epworth Investment Management.

SCUK’s statement of investment principles (SIP) includes specific information about how the SRI policy will be applied in practice – for example the activities that the charity wishes to exclude, and the materiality threshold that can be applied. This information is provided to SCUK’s investment managers who apply it to the charity’s investment portfolio. 

The SIP is updated annually by SCUK’s Finance Director. The SIP, along with the investment performance report, is then reviewed and agreed by the Board. The exact activities excluded from investments has evolved and changed over time.

Selecting investment managers

When selecting its investment managers, SCUK questioned the SRI expertise and competencies of the organisations it met with, and researched the approach of pooled funds. Finance Director Nick Kavanagh recalls that this was an important element of the selection process. The charity looked for investment managers with a demonstrable commitment to SRI, and included a senior member of SCUK’s policy unit in the decision making process. This reflects SCUK’s intention to link its investments to its policy on working with the corporate sector and its overall objectives.

SCUK’s investment managers quantify the financial impact of the negative screens applied to investments. Nick Kavanagh commented, “Our aim is to demonstrate that good stock selection and sound investment management practice can deliver a good return and achieve social and ethical objectives.”

The lessons learned 

Nick believes that there is an increasing number of options for charities wishing to invest ethically, and would advise other charities to research these options carefully and “ask lots of questions of potential investment managers to ensure that their practice matches their rhetoric”.

www.savethechildren.org.uk

People’s Dispensary for Sick Animals (PDSA)

A large animal charity that uses negative screens primarily to manage potential risks to its reputation

The Charity

The People’s Dispensary for Sick Animals (PDSA) is a large UK veterinary charity. Its mission is to care for the pets of needy people by providing free veterinary services to their sick and injured animals and promoting responsible pet ownership. 

Why it invests ethically

PDSA decided to adopt ethical investment primarily to manage potential risks to its reputation. The policy was developed at a time when the supporters of animal charities were growing increasingly interested in how charities invested their money. PDSA were therefore keen not to alienate supporters and donors. An additional motivation for developing the policy was the growing focus on ethical issues within the wider investment community. 

Developing a policy

PDSA developed an ethical investment policy in 2000. The idea was raised with the Investment Committee by the Director General. The Committee was generally receptive to the idea and the Director General then worked with their fund manager (at the time this was Cazenove Capital Management) to develop a policy. 

The agreed policy was then presented to PDSA’s Council. Council was initially sceptical of the issue but agreed to the policy for risk management reasons. The process of developing and agreeing the policy took three months.

Since then, ethical investment has gained increasing public attention and Council is therefore now more comfortable with the charity’s ethical investment approach.

The ethical investment policy

The investment policy precludes investments in companies which have an adverse impact on the charity’s underlying beneficiaries. This means that the PDSA does not invest in companies whose activities are contrary to its purpose and it avoids investing in companies which test on animals for cosmetic or other non-medical purposes, and in companies with an involvement in the fur trade.

Implementing the policy

PDSA applies a segregated approach to its £70 million of investments. This is now managed by Newton Investment Management, who apply negative screens in line with PDSA’s policy. 

The lessons learned

Finance Director, Martin Clemmey, believes that any ethical investment policy must, first, be tailored to the charity’s objectives and, second, to wider risk management. PDSA’s investment policy was adopted by the Purchasing Manager and is now more widely interpreted by other departments who avoid purchasing from the companies excluded by the investment policy. Martin believes that more could have been done initially to communicate the investment policy internally and develop a consistent approach across the organisation. He also stresses the importance of monitoring and reviewing the policy to ensure that it remains live and relevant.

www.pdsa.org.uk

Friends Provident Foundation

A grant-maker that developed an ethical investment policy in 2007

Brief history

· Founded: June 2001

· Formed as a limited company 

· Received Endowment: July 2004

 Why it decided to invest ethically

· History/Focus 

· Ensure our modest funds were used in thoughtful, creative and “right” ways’

· Aligning derivation and outcome

How its funds are invested

· Dark green ethical fund

· Ethically screened bonds

· 5% M-R-I

· With effect from 1 October 2007, in F&C Stewardship range of OEICs

How was it developed?

· Took over a year (in both Board and General Purposes Committee)

· Reviewed issues/objectives - What do they want to do/avoid? 

· Reviewed available funds’ content 

· Ensured there was a “cabinet responsibility” outcome amongst all Trustees

 Lessons Learned/Advice

· Take time

· Clarify desired outcomes

· Engage board as a whole

· Overcome Trustees’ fear of investment matters

· Take advice you can trust 
www.friendsprovident.co.uk/foundation/

The Tubney Charitable Trust

A charity that adopted an investment policy consistent with its grant-making priorities
The charity

General grant-making charity, which has developed a focus on:

· conservation of the natural environment; and

· welfare of farmed animals

The ethical investment policy 

·  No tobacco 
·  No investment in companies that:

· have an insufficient environmental policy, environmental management system or biodiversity plan or

· have been convicted of a pollution offence 

during the last 3 years

·  May take into account actions taken by companies to reduce environmental risks
· Avoid so far as possible investment in companies that farm animals on an intensive basis, provide animal testing services for cosmetic products or have provided such services in the last 5 years.

· The Trustees accept that it may be necessary to apply judgment in these areas

· May take a proactive approach to encourage companies to change their approach

Lessons learned

· Even a general grant-maker can validly adopt an ethical investment policy

· You can make a difference and influence policy as an investor

· Bishop of Oxford case is not an obstacle in practice, although still legally binding

· Practical difficulties of exercising your charity’s vote on company resolutions

www.tubney.org.uk
Environmental issues
The issue
The environment is a very broad issue and can encompass a variety of factors and activities including:

· Environmental management, policy, reporting and performance
· Chemicals of concern
· Climate change and greenhouse gases
· Mining and quarrying
· Nuclear power
· Sustainable timber
· Pollution
· Water pollution
· Biodiversity
Its relevance for charities

Environmental issues are likely to be of relevance to all charities especially as companies that have a poor record of environmental management or performance could be a riskier investment financially and/or subject to future litigation. Such companies may not be well placed to deal with the environmental challenges facing them and the planet. 

The issue is of particular concern to environmental, wildlife and conservation charities. 

If your charity is approaching Responsible Investment from the perspective of social, environmental, ethical or governance risk management, you may wish to pay particular attention to this issue. You may be especially concerned about companies which have a high exposure to this area and seek to understand how these companies will manage and mitigate the resulting risks in order to better safeguard your longer term investments. 

Incorporating the issue into investments
It is possible to use positive screening, negative screening and engagement approaches in relation to environmental issues. Further details are given below

Environmental management, policy, reporting and performance

The issue

Some companies have responded to concerns over the degradation of the environment by producing environmental policies, implementing environmental management systems, and reporting on environmental issues relevant to the company.

Developing an environmental policy statement or making a formal commitment to a set of principles is commonly the first step for companies wishing to address their environmental impact. 

Companies may then implement an environmental management system (EMS) to drive continual improvement in performance and compliance with their corporate environmental policy. 

Calls for increased transparency in company activities have led to an increase in reporting on environmental performance, although the quality of information continues to vary widely. A number of companies have been criticized for publishing 'greenwash' to improve public relations without including meaningful performance data. 

As more companies adopt certified EMS the spotlight is now turning to what companies have actually achieved in performance terms. 

Its relevance for charities

This issue will be of particular concern to environmental and conservation charities, but is relevant for any charity with an interest in how companies manage potential environmental risks.
Incorporating the issue into investments
It may be possible to implement screens in relation to environmental policies, management systems and reporting – screening in the best performing companies or screening out the worst performing. It may also be possible to screen companies on the basis of demonstrable improvement in environmental performance. It is possible to focus on companies working in sectors that have a high impact on the environment – such as oil and gas or construction.

It may be possible to engage with companies on this issue.

Chemicals of concern 

The issue

The manufacture of chemicals and their subsequent use and sale in consumer products is an issue that is of growing concern for consumers, governments, regulators, health and environmental organisations, as well as for companies themselves. There is increasing scientific evidence that certain chemicals are hazardous to human health and the environment, and it is recognised that further action needs to be taken to phase out and substitute some of these substances as a priority. 

These chemicals can include:
· ozone depleting chemicals 
· pesticides 
· PVC and phthalates 

Its relevance for charities
This issue may be of particular relevance to health and environmental charities.

Incorporating the issue into investments

It is possible to apply negative screens on this issue, to avoid investing in companies which manufacture, supply or market ozone depleting chemicals, pesticide products or PVC or phthalates.

It may be possible to engage with companies on this issue.

Climate change and greenhouse gases 

The issue

Climate change is now widely recognised as one of the most significant challenges facing the global economy. Environmental impacts include increased flood risk, declining crop yields, species extinctions and extreme weather patterns. The recent Stern Review concluded that under a Business-As-Usual (BAU) scenario a 2-3°C rise in temperature could reduce global economic output (as measure by GDP) by 3% annually. 

The international science community has now accepted that one cause of climate change is likely to be the increase in greenhouse gas emissions, particularly carbon dioxide, which has occurred since the industrial revolution. 

Under the Kyoto Protocol to the Climate Change Convention, agreed at the Rio Earth Summit in 1992, industrialised nations have now agreed to reduce their emissions of greenhouse gases by 5% on average over the next decade. Efforts are being made to improve energy efficiency and develop cost-efficient renewable energy sources such as wind and solar power, which produce no carbon dioxide. 

For companies and their investors the issue of climate change presents a number of risks and opportunities including: 
· regulatory challenges, such as emerging product standards and environmental taxes 
· changing market dynamics, including higher and fluctuating energy costs and changing consumer attitudes and demand patterns 
· reputational issues, such as the impact of customer, investor and societal perceptions on brand value. 


Its relevance for charities

This issue is likely to be a concern for all charities, particularly those working on environmental and conservation issues.


Incorporating the issue into investments

It is possible to apply negative screens in relation to this issue to avoid investing in companies that are involved in, or derive a particular proportion of their turnover from the fossil fuel industries or energy intensive industries. 

It is also possible to apply positive screens, to support companies that develop renewable energy.

It may be possible to consider how companies are responding to the challenges of climate change and managing any risks to their business, for example the management of emissions and development of alternative approaches, when applying positive or negative screens.

It may also be possible to engage with companies on this issue.

Mining and quarrying 

The issue

Charity investors may have a variety of reasons to be concerned about mining and the extraction of commodities. Some may be concerned about pollution and the effect individual operations have on the landscape and local communities. The production processes associated with open cast or strip mining may be of particular concern to these investors. Others argue that the nature of extractive industries is inherently damaging to the environment not just because of the production process but also because the end-products serve to increase greenhouse gas emissions, waste energy, and discourage recycling of resources. 

Its relevance for charities

This issue may be of particular concern to environmental charities.

Incorporating the issue into investments

It may be possible to screen out companies that derive turnover from mining or quarrying.

It may also be possible to engage with companies involved in mining or quarrying.

Nuclear power 

The issue

Since being hailed in the 1950s as cutting edge technology which would be the answer to the world’s growing energy demands, nuclear power has become one of the most contentious of industries, due to radioactive pollution and waste problems, accidents, and the industry’s link to nuclear weapons.

Each stage of the nuclear fuel cycle, from uranium mining to the transport and disposal of radioactive waste, is seen by critics of the industry as increasing the risks of hazardous pollution. 

In the 21st century, the industry’s wish to replace ageing plants together with ongoing initiatives to reduce carbon emissions has encouraged a new generation of proposals to be debated internationally. 

Its relevance for charities

This issue will be of particular concern to environmental charities.

Incorporating the issue into investments

It may be possible to apply negative screens in relation to nuclear power. It may be possible to avoid investing in companies which:
· own or operate nuclear power stations 
· sell nuclear generated electricity 
· supply major products or services for nuclear power stations 

It may be possible to set a materiality threshold – for example excluding companies which derive five per cent or more of turnover from such activities.

It may be possible to engage with companies involved in the nuclear power industry.

Some pooled investment funds apply screens in relation to nuclear power. 

Sustainable timber

The issue

A critical aspect of international trade in timber is the impact it has on the world’s forests, which are in turn important natural assets supporting a wide variety of social and environmental functions. 

Tropical forests, in particular, are extraordinarily rich areas of biodiversity which have in recent decades been threatened by unsustainable commercial logging practices. Temperate and boreal forests, which provide the majority of the world’s industrial roundwood, also hold important ecological and social value. 

Widespread public concern over the effect of current harvesting and silvicultural practices on these and other forests has led to calls for more sustainable forest management practices. As a result, labelling systems have been developed for timber and timber products derived from well-managed forests to give the consumer a guarantee of sustainability. 

Illegal logging remains a significant threat to any efforts towards sustainable forestry. Responsible sourcing of credibly certified timber and timber products helps discourage illegal logging and promote greater transparency throughout the timber industry.
Its relevance for charities

This issue will be of particular concern to conservation, wildlife and environmental charities.
Incorporating the issue into investments

It may be possible to screen investments in relation to
· companies’ standards for timber sourcing. It is possible to focus only on those companies using significant amounts of timber. 
· companies that manufacture products from uncertified tropical hardwood 
· companies that sell uncertified tropical hardwood or products made from this 
· companies that harvest tropical hardwood from uncertified forests 

It may be possible to screen in the best performing companies or screen out the worse performers.

It may be possible to engage with companies on this issue – for example if there have been allegations of the use of illegally logged timber.

There are pooled investment funds which focus on the environmental and forestry sectors.

Pollution 

The issue

The effects of many industrial pollutants on human health and the environment are well-established. But in recent years attention has been focused on the possible links between poor air quality and respiratory illnesses, with atmospheric emissions from road traffic and industrial sources thought to contribute to thousands of deaths every year. Concern is also growing over the effects of complex organic chemicals such as pesticides and industrial chemicals. 

Its relevance for charities

This issue will be of particular concern to health and environmental charities.

Incorporating the issue into investments

It is possible to apply negative screens in relation to this issue, for example screening out companies with recent cautions or convictions for pollution offences.

It may also be possible to engage with companies on this issue.

There are examples of pooled investment funds which consider this issue, for example by seeking to invest in companies that control pollution or that are involved in reducing pollution.

Water pollution 

The issue

Water is the most important natural resource and its pollution has both environmental and economic impacts. The consequences of water pollution depend both on the type and level of pollution and the use to which the receiving water is put. Sewage discharges have polluted bathing waters and threatened the health of bathers. Water supplies may be contaminated by pollution if the receiving water is used as a source of drinking water. Toxic discharges may kill fish and other aquatic wildlife, and may ultimately affect the marine environment. International attention is currently focused on the potential long-term effects on human health and wildlife of many complex chemicals that cannot be broken down naturally and persist in the environment.

Its relevance for charities

This issue may be of particular concern to environmental charities, though it may be of relevance to all charities. 

Incorporating the issue into investments

It may be possible to screen out companies that have received recent cautions or convictions for a water pollution offence.

It may also be possible to engage with companies on this issue.

There are examples of pooled investment funds which include water pollution amongst their screening criteria.

Biodiversity

The issue

Biodiversity is vital for maintaining ecosystems on which all life depends. It is known that diverse ecosystems are better able to withstand environmental changes, such as climate change. Conserving biodiversity is therefore essential in ensuring the continued functioning of the ecosystems on which we all depend.

The biggest threat to biodiversity is from changes in land use leading to habitat destruction, fragmentation or simplification. The second biggest threat is the introduction of exotic species resulting in change at the ecosystem level, sometimes wiping out native species. Lastly, over-exploitation threatens many species. 

Its relevance for charities

This issue will be of particular concern to conservation, wildlife and environmental charities.


Incorporating the issue into investments 

It may be possible to screen companies according to their biodiversity policy (where relevant), screening in the best performers or screening out the worst performers.

It may also be possible to engage with companies on this issue.

Other social and ethical issues

A wide range of social and ethical issues, as well as environmental issues, can be incorporated into a Responsible Investment policy.

The issues to consider will depend upon the values and work of your charity. This decision may also be influenced by your areas of expertise and the views of donors, supporters or staff. It is important to carefully consider which issues are most relevant and appropriate for your charity. 

These issues can form the basis of positive screening, negative screening or engagement approaches – or a combination of these.

If your charity is approaching Responsible Investment from the perspective of social, environmental, ethical or governance risk management, you may wish to pay particular attention to issues such as environment, human rights or corporate behaviour. You may be especially concerned about companies which have a high exposure to such areas and seek to understand how these companies will manage and mitigate the resulting risks in order to better safeguard your longer term investments.

The following list provides a menu of issues that you may wish to consider. It is not an exhaustive list or a suggestion that you include all of the following in your investment decisions.

Animals

· Animal testing

· Fur

· Intensive farming and meat sale

Corporate ethics

· Bribery and corruption

· Codes of ethics

· SEE Risk Management

· Women on the board

Developing Countries

· Commodity extraction

· Debt

· Breast milk substitutes

· Access to medicines

· Tobacco marketing

Genetic engineering

Human rights

Military

People

· Community Involvement

· Equal Opportunities

· Health and Safety

· Relationships with customers and suppliers

· Supply chains

· Trade unions

· Training and development

Positive products and services

Other ethical issues

· Alcohol

· Contraception and abortion

· Gambling

· Pornography and adult entertainment services

· Tobacco
More details of these issues can be found at www.charitysri.org
Funds and fund managers

· It is important that your fund manager can deliver the services you require to meet your financial and social, environmental and ethical (SEE) objectives. 
· Discover the extent of your fund managers’ expertise in SRI and how this meets your needs
· There are many resources to help select new funds and fund managers
· Research what is available and question fund managers about their approach and expertise

· Take proper advice when making investment decisions.

The selection process

The selection process will depend upon whether your charity wishes to invest in pooled funds or take a segregated approach. The minimum sum needed for a segregated mandate is usually over £250,000 and for several large fund managers is as high as £50million.

For a segregated mandate:
Step 1: Clarify your needs

In order to find a fund manager who can provide services that fit with your charity’s needs, you may first want to consider:

· the Responsible Investment issues and strategies that your charity wishes to incorporate into your investments (The Developing a policy section will help you to consider these issues and set them out in a policy.) 

· the financial objectives required from investments (such as income levels and capital growth) 

· your attitude to the various risks to which a charity's investments are exposed 

· the timeframe over which you wish to invest 

· the type of service required and level of involvement you want in the investment process (e.g. execution only, discretionary management, or advisory services) 

· If you are using the services of an adviser they will be able to help with these issues.

Step 2: Can your existing fund manager meet your Responsible Investment needs?

Use the sources and suggested questions below to determine if your fund manager has the expertise you require.
If yes go to step 7
If No go to step 3

Step 3: Identify potential fund managers

· the Database of funds and fund managers on www.charitysri.org enables you to search for fund managers providing segregated management and provides details of the methodology used to incorporate social, environmental and ethical issues into investment processes. 

· the Eurosif website gives details of which fund managers are signatories to the Retail Transparency Guidelines and their approach to SRI. 

· seek recommendations from contacts and colleagues 

· fund manager websites provide information on the services and approaches they offer 

Step 4: Develop a short list

· You may wish to develop a long list of fund managers using the above sources and then gather more information from the fund managers to produce a shortlist. For some, public sources may provide sufficient information to produce a short list.

· You can ask candidates to

· complete a questionnaire 
· respond to a brief specifying how they intend to meet your requirements. 

Step 5: Meet the fund managers

· You may wish to organise meetings with the most suitable candidates.

· Meetings can provide an opportunity to ask more questions and clarify anything you don’t understand. Such meetings can be more revealing when they take place at a firm's own premises.

Step 6: Select a fund manager

· Once you have selected a fund manager and agreed contracts you can implement your investment policy.

Step 7: Review your fund manager

· You should formally review the performance of the fund manager every one to three years to ensure that they are delivering on the objectives specified in the investment policy and implementation policy/mandate. 

For pooled funds

Step 1: Can your existing fund/fund manager meet your Responsible Investment needs?

If yes go to step 5 

If no go to step 2

Step 2: Identify and research pooled funds with Responsible Investment criteria

Details of pooled investment funds can be found in:

· The Database of funds and fund managers on www.charitysri.org provides details of a range of pooled funds with SRI criteria available to charities.

· The EIRIS website provides a list of over 90 retail ethical funds. Further information on these funds is available in the EIRIS Guide to Ethical Funds, which provides details of UK-domiciled ethical retail funds, including unit trusts/OEICs and Investment Trusts. It provides fund profiles, ethical performance ratings and portfolio analysis tables and is intended to assist investors and their advisers who want to compare the policies and practices of retail ethical funds.

· The Eurosif SRI Funds Service provides details of European SRI funds, including information on performance and risk measures.

· The Charity Commission website provides a list of registered common investment funds. 

· Fund managers usually publish fund factsheets and investment bulletins on their websites. This will help you understand the investment strategy of the fund and its Responsible Investment policy. Specimen portfolios or a list of a fund’s top ten holdings may help you gain an understanding of how the Responsible Investment criteria are applied to the fund in practice. The complete portfolio of a fund is shown in the full version of a fund's annual report.

Step 3: Question fund providers 

· You may wish to contact fund managers to ask for information not provided in the sources above. A list of questions you may wish to ask is given below.

· If you have sufficient sums to invest you could also request meetings with managers of short-listed funds.

Step 4: Select a fund or funds

· The information you gather in steps 2 and 3 should help you determine which funds best fit with your financial and SEE objectives. You may wish to invest in more than one fund to meet these objectives.

Step 5: Review investments

· You should formally review the performance of the funds every one to three years to ensure that fund managers are delivering on the objectives specified in the investment policy. 

Questions to ask fund managers
· what Responsible Investment services do they provide? 

· what positive and negative screens can be applied to investments? How are the criteria defined and applied? 

· does screening cause the portfolio to be over or underweight in particular sectors and how is this addressed? 

· do they engage with companies (if so which ones and on what issues). 

· are they able to exercise voting rights in accordance with trustees’ instructions? 

· what resources do they employ for research? 

· do they charge an additional fee for a Responsible Investment service? 

· how do they incorporate social, environmental and ethical matters into their risk management framework and investment process? 

· how do they assess and report their Responsible Investment performance? 

· what is their track record of Responsible Investment involvement? 

· do they collaborate with other interested parties: e.g. other fund managers, research organisations, charities, collaborative organisations etc.? 

· what are their reporting practices in terms of frequency and quality? 

· are they a member of a Responsible Investment network or initiative e.g. UK Social Investment Forum, Responsible Investors Network, Carbon Disclosure Project, Eurosif? 

Please note that these questions relate specifically to Responsible Investment, and do not include the more general questions you may wish to ask about factors such as investment philosophy and process, mix, risk, returns, benchmarks, fees (including the availability of lower-charging institutional classes of share in a fund), client relationships etc.
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