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Trustees should aim to maximise financial returns on investments – that’s the standard advice; but recent guidance from the Charity Commission
 confirms that this mantra is “not necessarily so”. Trustees can (assuming that their powers are not restrictive) “use some of the charity’s endowment to support projects” that are within the charity’s objects and that will generate some financial return, albeit a lower return than the trustees might expect from conventional investments. Such investments – achieving both a financial and a social return, a double bottom line – are described in the Commission’s guidance as Programme Related Investments (PRI).

This clarification by the Commission opens up an entirely new range of options for how grant making trusts and foundations can assist charitable activity. It came in response to one of the recommendations of the Social Investment Task Force
 which had argued that “confusion about when programme related investment is acceptable to the Charity Commission has inhibited the degree to which foundations and charities have supported community development finance.” The Task Force stated firmly that funds from charitable trusts and foundations had been crucial in supporting the creation of some of the most innovative community development projects and organisations, but the confusion and uncertainty among charities (at all levels) we found led us to make a recommendation that there should be greater latitude and encouragement for charities to invest in community development initiatives.

The Commission has confirmed that the Task Force had been correct to argue that it was not necessarily the case that Trustees of charities should always seek to maximise the financial return from their assets; rather, Trustees could make some investments that, though they may produce a lower financial return than the standard components of an investment portfolio, do generate a significant social return as they support some aspect of the charity’s objects – these are Programme Related Investments. 

The Commission’s acknowledgement that, if their powers allow, trustees can use some of their charity’s assets as well as its distributable income to meet the needs of current beneficiaries, while also generating a financial return which can help future beneficiaries, goes well beyond the Social Investment Task Force’s preoccupation with community finance, economic and community development and the small business enterprise. It can cover all charitable purposes: the relief of poverty, education, health, social services, environment, heritage and the arts. This is not new charity law; the Charity Commission has clarified what’s always been the case – but, in so doing, has issued a significant challenge to the charity finance orthodoxy.

The orthodox line has been to keep management of a charity’s capital (by hard nosed investment specialists) separate from the use (by soft-hearted charitably minded liberals) of the income for charitable activity. The object has been to grow the assets as much as possible while meeting current income needs. This crude separation makes for an increasingly flawed strategy these days – and not only because the income of endowed trusts is dropping sharply as tax relief on dividends is finally phased out; this is also a time when charities with expendable endowments are being encouraged to adopt a ‘Total Return’ investment strategy, a holistic approach to the use of all the charity’s resources. 

What PRI can do is to provide a charity with a wider range of options for using its resources to support its charitable objectives. For a grant making trust, the traditional option – and the only one that many advisers said was available – has been to… make a grant. In reality, as the Charity Commission’s guidance makes clear, this is only one of a number of options available to trustees. A trust or foundation, for example, with a property component to its portfolio and the relief of poverty as its charitable purpose could deliberately target Hackney rather than Mayfair for some of its property acquisitions – the return may not be as great, but, if carefully and prudently planned, the investment can also address the charitable purpose.

Another example of the range of options that a PRI approach makes possible comes from the Ford Foundation – the Foundation was assessing a grant application from a community group that wanted to provide on-the-job training for minority ethnic young people as they rehabilitated a tenement building; the Foundation’s assessor realised that “the project was going to end up creating an asset that would generate revenue”. It occurred to him that “maybe we could help the project with a loan, not a grant”. From that very basic and far from revolutionary initial assessment came the pressure that helped lead to the Federal Tax Reform Act which expressly permits US foundations to use some of their assets for social purposes – to make Programme Related Investments. 

Legislation is not needed in the UK for trusts and foundations to do the same over here – we already can. Examples of possible PRI by and for charities are:   

· Recoverable grants – to provide initial project development funds or to help an under-resourced but viable charity manage a cash flow problem.

· Underwriting – which on its own, or linked with a grant from the same source, could lever in larger scale funding.

· Interest free or low interest loans – with standard repayment terms or with a deferred repayment period.

· Hard loans for a non-bankable community enterprise – which cannot attract commercial loans.

· Property portfolios that prioritise Hackney not Mayfair.

· Even an equity investment in a new social or community owned business.

If all this is already possible and not new – why is it not already part of mainstream charity finance?

First, grants are simple – for the grant maker and for the recipient charity: loans and other alternatives are complex. But that need not be an insurmountable obstacle – after all charities and voluntary organisations, small and large, have demonstrated lots of ingenuity in recent years in assembling jig-saws of different funding to support their charitable work. If PRI offers an additional flow of funds, I am sure the more entrepreneurial applicant charities will soon identify ways their work could benefit – and will make the case to the more flexibly minded trusts and foundations.  

Second, the traditional investment orthodoxy is a powerful culture: maximise return – grow the capital asset as big as possible and then use the income to feed charitable spending. As the Charity Commission stated when launching the new guidance: “Many charities, their trustees in particular, have had it drummed into them that, when you are investing charity money, you have to get the best possible return. That’s where the confusion has arisen.” It may be a little harsh to say that it is in the interests of investment managers and advisers to maintain that mantra – but for them to do otherwise would involve them either in investing their own resources in hiring new specialist people or losing some of the assets they manage to Programme Related Investment. It is also uncomfortable for understandably cautious Trustees to do other than follow the orthodox line: they are advised that it would be risky to set aside, say, 5% of assets for programme related investment – it would not be prudent stewardship, they are told (though, given what’s been happening in recent months, that advice about comparative risk may seem a little tarnished when equity investments can lose that amount in a day!). 

As the Charity Commission also emphasised, the option of making PRI is not only available to the trusts and foundations that have the power to use some of their capital to support their charitable purposes (i.e. an expendable endowment). Trusts with permanent endowments can also offer PRI as they can use some of their income or reserves: “any charity that can give grants can undertake this type of programme related investment unless it is specifically prohibited in the charity’s governing document.”

But if grants are simple and Programme Related Investments are not only complex but are also a challenge to all that we hold dear – why bother? PRI can: 

· provide an addition to the current armoury of methods available to a grant making trust or foundation when addressing its charitable purposes (if the Trust for which I work set aside just 5% of its assets for backing PRI’s – that’s £26 million that wasn’t available before to use to support charitable activity).

· make charitable funds work harder – if a PRI gets a financial return, albeit a smaller one than the charity might expect to get from the rest of its standard portfolio, then those funds can be used 2 or 3 or 4 times over, supporting current beneficiaries as well as future ones.

Furthermore charities and voluntary organisations have different and evolving funding needs and possibilities – they are not static:
· they Need different types of finance and support at different stages of their development;

· they are capable of Using different types of finance and support at different stages of their development; and

· they can Generate different types of finance and support at different stages of their development.

Trusts – and the charities seeking funds – need funding strategies and options which reflect that evolution and those changing circumstances: mixtures of different resources at different times – always trying to concentrate grants where they are the only funding option and looking to use other types of funding wherever possible. That way the total ‘pot’ goes further.

As the Charity Commission has commented: “In some cases a loan on non-commercial terms may be a better way of achieving the charity’s objects than a grant. If handled well, PRI can significantly increase the help a charity can offer in the short term, while not affecting the charity’s longer term future”

PRI makes it possible for charitable funds to be recycled – not only to help current beneficiaries but also to get a return so that the funds can be re-used to help future beneficiaries. This seems to me to be a powerful incentive for the trustees of grant making trusts and foundations to look again at how they use the charitable resources that they hold in trust – can they be deployed even more effectively?   

David Carrington
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