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The annual report, despite all the changes in recent 
years, remains the bedrock document for telling any 
entity’s story. It is at the heart of an entity’s ability to 
communicate with stakeholders, particularly investors. 
Further, it is a proof of the old cliché that the more 
effort that is put into the annual report, the more 
benefits will be gained. 

The same is true for annual reports produced by 
investment trusts for which arguably the expectations 
are even higher given that investment trusts generally 
work under the governance of non-executive directors 
with their key operations delegated to service 
providers. In such situations the shareholders and 
other stakeholders have high dependence on the 
annual report to provide them with all the necessary 
information they need, ranging from basic contact 
information to information on business model and 
strategic matters. 

This publication combines both insight and best 
practice to provide the inspiration needed to make 
that effective effort to improve your annual report and 
go an extra mile towards meeting the shareholders’ 
and other stakeholders’ expectations. This publication 
also provides a view as to how those charged with 
governance have stayed on top of not only the business 
and operational areas but also corporate governance 
and financial reporting matters.

Narrative reporting 
The average length of the reports reviewed in our 
survey was 50 pages of which 60% comprised the 
narrative reporting. Both these statistics were roughly 
the same as prior years. On average the annual reports 
were issued 71 days after the year end.

None of the trusts surveyed included a strategic report 
in advance of this requirement coming into effect; 
however all the trusts provided information such as  
a business review and KPIs in the various sections.  
In addition all of the trusts provided summary 
information setting out an overview of their activities 
and performance. The average number of KPIs 
identified by the trusts was five with net assets 
valuation (“NAV”) total return being the mostly reported 
KPI. When it came to reporting of risks, almost all 
of the trusts surveyed disclosed what their principal 
risks were and how they were managed. The average 
number of risks identified was seven and the risk of 
breaching regulatory requirements was on the list of 
80% of the trusts.

1. Executive summary 
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90% of the trusts provided an investment manager’s 
report and the average range in length of such reports 
was two to three pages. All but one trust reported their 
directors to be independent of the investment manager 
which is one of the attributes of good governance. 
All of the trusts reported full or partial compliance 
with the Associaton of Investment Companies (“AIC”) 
code or the UK Corporate Governance code and in a 
few cases with both of the codes. The areas of non-
compliance were generally consistent across the board.

Financial statements 
Two thirds of the population reported under UK GAAP 
with the remainder applying IFRS. All of the Trusts 
applied the AIC SORP. No reference was made to  
“new UK GAAP” to demonstrate directors’ appreciation 
of the changes to UK GAAP to be dealt with in the near 
future. 

IFRS reporters applied the SORP to the extent that 
the SORP’s requirements did not contradict IFRS. 
As required by the SORP, appropriate expenses were 
allocated between revenue and capital and generally 
the necessary disclosure was made in the accounting 
policies; however the majority of the trusts failed to 
disclose the transaction costs incurred on acquiring and 
disposing of investments. All the trusts presented their 
balance sheets in current and non-current assets and 
liabilities categories. A variety of reserves was noted on 
the balance sheets of the trusts surveyed with revenue 
reserves, capital reserves, share redemption reserves 
and share premium being the most common ones. 
Roughly half of the population disclosed which of their 
reserves were distributable as required by the SORP. 
Slightly more than half of the trusts surveyed disclosed 
IFRS 7 level three financial assets but out of those who 
did, only two trusts representing 7% of the population, 
provided detailed disclosure about the unobservable 
inputs and any quantitative analysis, which represents 
a new requirement of IFRS 13. Half of the population 
preferred to provide details regarding their total 
portfolio when the requirement is to list all the 
investments representing 5% or more of the portfolio 
and as a minimum the 10 largest investments.

Looking ahead 
Looking at the results it could be concluded that 
there has been little change in annual reporting by 
investment trusts and this is primarily due to the fact 
that there have not been many narrative or financial 
reporting changes becoming effective this past year.  
That said, there have been a few significant 
developments recently including the introduction 
of new UK GAAP; the new Strategic Report and 
Directors’ remuneration report legislation which 
directors need to be aware of. Preparers are in need 
of useful advice, guidance and inspiration. And that 
is what this publication provides. It is full of insight 
into what changes lie ahead, what people are already 
doing, what the innovators and best reporters have 
already done, and, as we show throughout this 
publication, what overall best practice currently 
looks like. Equipped with this publication and the 
accompanying publication ‘A new beginning’ available 
at accountingplus.co.uk, the latest requirements for  
the front half of annual reports present preparers with 
an opportunity for a new beginning.
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The main objectives of the survey were to discover:

•	the	level	of	cohesiveness	in	annual	reports	–	how	well	
trusts linked together their strategy, principal risks, 
KPIs, business model, remuneration and financial 
results;

•	the	way	trusts	are	structuring	their	narrative	
reporting, in particular whether any trusts have 
adopted early the new Strategic Report;

•	the	content	of	business	reviews,	including	the	level	of	
detail provided and common themes within the list of 
principal risks and uncertainties;

•	the	use	of	non-GAAP	measures	in	both	narrative	and	
financial reporting and which items are commonly 
being excluded from adjusted earnings’ measures;

•	how	trusts	are	choosing	to	describe	their	business	
models;

•	the	level	of	compliance	reported	by	trusts	with	the	
UK Corporate Governance Code (“UK CG Code”) and 
common areas of non-compliance;

•	how	well	trusts	deal	with	the	significant	volume	
of disclosures required by IFRSs, including areas 
of regulatory focus such as critical accounting 
judgements and key sources of estimation 
uncertainty; 

•	how	the	requirements	of	the	Association	of	
Investment Companies (“AIC”) Statement of 
Recommended Practice (“SORP”) were applied, 
especially for those trusts reporting under IFRSs; and 

•	how	the	results	varied	depending	on	the	size	of	the	
trust and compared with similar surveys performed in 
previous years.

The annual reports of 30 listed investment trusts and 
Venture Capital Trusts (“VCT”) (collectively termed as 
“Trusts”) were surveyed to determine current practice. 
Trusts have been surveyed separately from Deloitte’s 
survey on the annual reports for other corporate entities 
due to their specialised nature and the particular needs 
of their investors. The report from the survey on other 
corporate entities is available from  
www.ukaccountingplus.co.uk.

In previous years the survey grouped trusts into three 
categories, being those within the top 350 trusts by 
market capitalisation at 30 April, those in the smallest 
350 by market capitalisation, and those that fall in 
between those categories (the ‘middle’ group). The 
total population from which the sample is taken has 
been decreasing over the past few years and this year 
the population of the middle group is significantly less 
than the top 350. As such, the grouping of categories 
in 2013 has changed and there are only two groups: 
those within the top 350 UK companies by market 
capitalisation (“Top 350 group”), and other listed 
UK trusts (“Other group”/“Smaller group”). Trusts 
incorporated in the Channel Islands have been excluded 
in the current year.
 
The change in categories is designed to ensure that 
results do not become skewed due to the different 
size	of	population	in	each	category.	Additionally,	
the number of trusts included within the two 
categories	is	now	weighted	based	upon	the	size	of	
the category, ensuring proportional representation of 
trusts	of	different	sizes	in	our	overall	findings.	Where	
comparative diagrams are quoted for the ‘other’ group, 
this represents the combination of our previous ‘middle’ 
and ‘smallest 350’ group. 

The overall sample is, as far as possible, consistent 
with that used in last year’s survey. As a result of 
takeovers, mergers, de-listings and changes in market 
capitalisations over the last 12 months, the sample 
could not be identical. Replacements and additional 
reports were selected evenly across both categories. 
The annual reports used were those most recently 
available and published in the period from 1 September 
2012 to 31 August 2013. 
 

2. Survey objectives 

The annual reports of 30 listed 
investment trusts and Venture Capital 
Trusts (“VCT”) (collectively termed as 
“Trusts”) were surveyed to determine 
current practice.



4

3.1 Annual report in 
general
Length of annual reports
The median length of the annual reports has seen a 
slight increase compared to 2012 from 48 to 50 pages. 
The mean length shows a similar trend, growing from 
50 to 51 pages. Diagram 1 provides further analysis in 
terms of trusts in the top 350 group and those in the 
smaller group. 

The trusts from the top 350 are still producing the 
lengthiest reports with the median report length of 
56 pages (2012: 52), while the trusts in the group of 
smaller trusts are producing the shortest ones with the 
median	report	length	of	41	pages	(2012:	46)	–	the	
fall for the group of smaller trusts is due in part to a 
significant shortening in the reports of two VCTs in our 
sample. 

The	range	of	sizes	of	annual	report	is	in	line	with	
expectations as larger trusts tend to have larger 
investment portfolios and multiple investment 
strategies; hence the sections like the Chairman’s 
report, the Investment Manager’s Report and Business 
Review tend to be more detailed compared to smaller 
trusts. This is borne out by the wide range of overall 
lengths	–	the	longest	report	was	in	the	larger	trusts	
segment and weighed in at 86 pages; the smallest was 
only 18 pages. 

Balance between narrative and financial 
reporting
Narrative reporting comprised around 60% of the 
annual report with the remaining portion being the 
audited financial statements. Diagram 2 shows that this 
is a slight increase from 2012.

The narrative in the Top 350 trusts’ annual reports 
constituted 62% of the annual report (2012: 61%) 
whilst in the other group constituted 59% (2012: 58%).

Speed of reporting
On average the trusts’ annual reports were approved  
at almost the same speed as in prior year with an 
average of 71 days in 2013 compared to 72 in 2012. 
The top 350 trusts have been particularly consistent 
in terms of how long is taken to approve their annual 
reports	–	the	average	has	remained	at	59	days	for	the	
past three years. The time taken by the other group 
seems to fluctuate a little as illustrated in diagram 3. 

The fastest trust to report was from the Top 350 group 
and reported in just 40 days. The same trust was the 
fastest in 2012 as well, with the report approved in 
38 days. The slowest trust to report was also the same 
entity	as	in	2012	–	it	took	119	days	(2012:	121)	to	
approve the financial statements. Such a timeframe is 
close to the four month deadline for publishing annual 
reports.

 

3. Survey findings
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KPIs by their very nature are supposed to be 
amongst the most important statistics for a trust, 
yet none of the trusts chose to provide a distinct 
section clearly headed as KPIs that included the 
relevant statistics. Looking forward, these measures 
should be included as part of a company’s strategic 
report (in the same way that they should be 
included in a business review at present). Although 
the measures could be included elsewhere and 
then incorporated by use of cross-references, 
what is important is that they are given suitable 
prominence – they are after all the ‘key’ indicators 
of performance. 

Around 40% of the trusts surveyed presented several 
other measures on the summary page along with KPIs, 
yet those other measures were not identified as KPIs 
by the directors. This could call into question which of 
the measures truly are ‘key’ to an understanding of the 
trust’s performance. The best annual reports will give 
a consistent story in presenting certain measures as 
highlights on the summary pages, describing them as 
the key performance indicators and going on to discuss 
them in the investment manager’s review.

The average number of financial KPIs has marginally 
gone up from four in 2012 to five. Only two trusts 
(2012: three) had any non-financial KPIs with each 
entity identifying just one such measure, “maintenance 
of VCT qualifying status”. Given that all of these 
trusts are structured under certain criteria to be able 
to qualify as either VCTs or investment trusts, it is 
important for readers to understand how compliance 
with these criteria is monitored over the trusts’ lives. 
Other trusts may have felt that this was a key matter, 
but not necessarily an indicator of performance, instead 
presenting it as a principal risk or uncertainty (refer to 
the section on principal risks).

The following KPIs were the five most popular measures 
being identified by the trusts in our sample: 

2013 2012 2011

NAV total return 90% 83% 93%

Total expense ratio (TER) 70% 57% 62%

Discount to NAV 63% 67% 62%

Dividend per share/EPS 50% 37% 38%

Share price movement/(return) 47% 43% 59%

3.2 Telling the story – 
narrative reporting
Strategic report 
For financial years ended on or after 30 September 
2013, all but the smallest UK companies, whether listed 
or unlisted, must prepare a Strategic Report in place 
of the current business review section of the directors’ 
report. Given that these requirements were not finalised 
until August 2013, none of the trusts surveyed made 
any reference to this requirement in the financial 
statements. 

None of the trusts explicitly referred to a “Business 
Model”. Disclosure of the business model has been 
a requirement of the UK CG Code since 2010, but 
such information may have been implicit given the 
obvious nature of the business carried out by the trust. 
Next year, trusts will need to think about how they can 
make this explicit in their reports.

Summary information
Many trusts believe that it is important to set out an 
overview of what they do and how they’ve performed 
in the current year early on in the annual report. After 
all, first impressions are particularly important for 
potential investors. Consistent with the previous year, 
29 trusts included summary information at the start 
of their annual reports, which was largely financial in 
nature. This year, 25 annual reports also included a trust 
summary (a general statement about the trust, such as 
its investment objectives and/or methods, information 
about the investment manager or information about its 
status as an investment trust or a VCT) within the first  
few pages of the annual report, an increase on 23 reports 
in the prior year. 

Key performance indicators (KPIs)
All of the 30 trusts surveyed explicitly identified KPIs 
compared to 29 trusts in 2012, with the only exception 
in last year’s survey being a trust incorporated in 
Guernsey and hence not subject to the relevant 
requirements of the UK Companies Act. In almost all 
cases the KPIs were identified as such in the directors’ 
report. Consistent with the prior year, all of the trusts 
provided the actual statistics for their KPIs; however, the 
location of those statistics varied considerably. 57% of 
the trusts disclosed the numbers in the summary pages 
including financial highlights, 30% disclosed them in 
the business review, which ultimately was part of the 
directors’ report, and the remaining 13% disclosed 
them elsewhere in the narrative. 
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The existing requirements for a directors’ remuneration 
report require trusts to identify a comparative against 
which the trust performance can be assessed and  
29 trusts out of 30 complied with such requirement.  
21 trusts explicitly identified what their formal 
benchmark was and provided the necessary comparison 
against those benchmarks. Eight trusts did not identify 
any formal benchmark. However, in those cases a 
comparison was still made against some suitable index. 
Five of those trusts explicitly disclosed that such indices 
were not considered as formal benchmarks, rather the 
board considered them to be suitable publicly available 
indices for use, while three trusts failed to make such 
explicit disclosure. All of these eight trusts were from 
the smaller group and majority of those were VCTs. For 
VCTs this finding is perhaps understandable given that 
VCTs tend to have a niche investment strategy, which 
may not be meaningfully mirrored against a formal 
benchmark.

It is worth noting that 97% of the trusts surveyed 
provided a comparison of their performance against 
suitable indices and the majority of those were formally 
identified benchmarks. However, as shown in diagram 
4, only 37% showed it as a key performance indicator 
and only 7% showed a comparison against peers as 
one of their KPIs. This may suggest that whilst the 
benchmarking and comparisons are being done 
in order to comply with the regulations, in reality 
a significant portion of the trusts do not really 
consider it as a true measure of performance. 
 
Principal risks and uncertainties
All of the trusts surveyed identified principal risks and 
uncertainties in their annual reports, which is consistent 
with prior years. The risks included strategic and 
operational risks as well as financial risks.

Consistent with 2012, 29 trusts surveyed discussed 
their risks in the directors’ report either as a part of the 
business review or separately. The remaining one trust 
provided a separate statement outside the directors’ 
report to discuss their principal risks. 

The average number of risks identified is slightly lower 
than 2012 with trusts identifying seven risks this year 
compared to eight risks in 2012. 

Some of the above results perhaps come as little 
surprise. Net asset value is always an important KPI 
for a trust and 90% of the trusts surveyed identified it 
as such. TER is the second most reported KPI, which 
is a noteworthy change compared to the prior year, 
however it is understandable in the current economic 
climate given that more emphasis is being put on better 
management of costs. Return to the shareholders either 
in the form of share price growth or distribution is one 
of the prime objectives of the trusts and the three other 
KPIs noted above are in line with such objective. 

Several other types of KPIs were considered by the 
trusts and diagram 4 illustrates all of those, including 
the top five discussed above.

Diagram 4. KPIs included within annual reports
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In the majority of cases where financial risks (e.g. 
interest rate risk, credit risk, currency risk and liquidity 
risk) were noted in the front half of the report, a cross-
reference was made to the detailed disclosures provided 
in the financial statements under IFRS or UK GAAP. This 
is a good example of ensuring that the whole annual 
report is cohesive and avoids repetition of information. 

Investment management 
All of the trusts surveyed identified their investment 
managers and made reference to their appointment 
disclosing the date and key terms of appointment, as 
required by LR 15.6.2R except for one Top 350 trust 
which did not provide sufficient details.

Those who provided the necessary disclosures included 
one Top 350 trust using a multi-manager approach 
where the necessary disclosures were made for each 
investment manager used. Another noteworthy trust 
was a self-managed investment trust included in the 
smaller group where the necessary disclosures were 
provided in respect of the Managing Director of the 
entity who carried out the investment management 
function. 

Another important disclosure in respect of the 
relationship with the investment manager is the terms 
on which the relationship can be terminated. 

All of the trusts surveyed disclosed the strategies that 
had been put in place to mitigate these risks and 
this was a notable improvement compared to 2012 
when only 90% made such disclosure. It is worth 
remembering that the Financial Reporting Council’s 
(“FRC”) Conduct Committee believes that a description 
of how risks are mitigated is a necessary part of this 
disclosure. 

The top five risks discussed by the trusts were as 
follows: 

2013 2012 2011

Regulatory 80% 77% 83%

Market 73% 80% 73%

Investment 57% 63% 67%

Operational 53% 53% 57%

Liquidity 50% 60% 37%

The risk of breaching regulatory requirements was on 
the list of most of trusts and it is largely consistent 
with prior years. Under regulatory risk, the key matter 
discussed was ongoing maintenance of the investment 
trust or VCT status. Some trusts also discussed the 
requirements of the Companies Act and the Listing 
Rules. The second most reported risk was in respect of 
general uncertainty in the market and its impact on the 
performance of the trusts and again this is largely in line 
with prior years. 

Risk associated with the performance of investments 
was the third most disclosed major risk. As is discussed 
in the various parts of this report, operations of a 
trust depend heavily on the various service providers 
including investment managers and administrators. 
As such, any operational failure or deficiency in the 
operations of those service providers is frequently 
considered a principal risk, as can be seen from the 
statistics above. 

Whilst liquidity is one of the top five risks identified by 
the trusts, interestingly most of these trusts were VCTs 
or those with a business model similar to private equity 
investment. More than 70% of these trusts belonged to 
the smaller group, who owing to their structure have 
lower market capitalisation and often, reduced liquid 
resources. 

In addition to the top five risks mentioned above, 
several other risks were discussed by trusts in their 
annual reports, as illustrated by diagram 5. 
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Diagram 5. Risks discussed in the annual reports 
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3.3 Corporate Governance 
Governance code 
The UK Listing Authority requires all premium listed 
companies to describe how they have complied with 
the principles of the UK CG Code and to make a 
statement as to whether they have complied with the 
provisions of that code, explaining any non-compliance. 
AIC has also published a Code of Corporate Governance 
(“AIC Code”) and a Corporate Governance Guide for 
Investment Companies (“AIC Guide”). The FRC has 
confirmed that AIC member companies who report 
against the AIC Code and who follow the AIC’s Corporate 
Governance Guide for Investment Companies (the ‘AIC 
Guide’) will be meeting their obligations in relation to the 
Combined Code and Listing Rule 9.8.6R(5) and (6).

All of the trusts surveyed complied with a governance 
code in their annual reports (2012: 29) with 29 (2012: 
28) trusts demonstrating partial compliance and only 
one (2012: one) trust claiming full compliance with a 
governance code. A further illustration of how such 
compliance was achieved is given in diagram 6 below: 

Complied with AIC code only 

Complied with AIC code and UK CG code

Complied with UK CG code only

Diagram 6. How governance codes were applied 
(number of trusts) 

15

11

4

Four out of the 30 trusts surveyed did not provide 
such disclosure, with three of these trusts being in 
our smaller group. Disclosure of any termination 
agreements is a requirement of LR 15.6.2R. It is 
possible that the contracts for these trusts did not 
contain termination provisions. However if this was the 
case, this could indicate lack of flexibility and options 
available to those charged with governance of those 
trusts.

Three trusts did not provide separate Investment 
Manager Reports, including the multi-manager and 
self-managed trust mentioned above. Instead the 
multi-manager trust discussed the relevant areas in the 
Directors’ report and provided a portfolio summary. 
In the case of the self-managed trust the managing 
director of the trust provided a separate report 
given his responsibility for the day-to-day investment 
management. The third remaining trust was from the 
smaller group and has not provided an investment 
manager’s report in the past five years, although 
the business review did provide information on the 
investment portfolio and its performance. 

The average length of the investment management 
report was three pages in the case of the Top 350 
group and two in the other group. This demonstrates 
that length of the investment management report 
tends	to	depend	on	the	size	of	the	trust	involved.	
The lengthiest report reached 13 pages and that was 
provided by two trusts, one in the Top 350 group and 
the other in the smaller group. The shortest report was 
one page only and was provided by two trusts in the 
smaller group. 

It is worth noting that the average length of an 
investment manager’s report for VCTs was five pages, 
which is higher than the overall average. One of the 
key reasons behind this is that in the case of a VCT, 
investment managers tend to discuss each individual 
investment in detail in their report. 
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Fifteen trusts who only complied with the AIC code and 
Guide made a disclosure about the FRC’s view as noted 
above; however the details included in such disclosure 
differed considerably between the various entities. Similarly 
the quality and details of the disclosures by those trusts 
complying with both the AIC code and the main Code 
also varied. Several trusts provided detailed disclosure 
explaining how the various governance codes were relevant 
to the trust and which code was applied and how.

One such example is from Templeton Emerging Markets 
Investment Trust PLC as shown opposite. 

As illustrated in diagram 6, four trusts did not make 
any specific reference to the AIC code, rather they were 
either in full or partial compliance with the main UK  
CG Code. 

Interestingly two out of those four trusts were members 
of the AIC but still did not choose to disclose the extent 
of compliance with the AIC code. Out of those four 
trusts, three trusts were from the smaller group. 

A new version of the UK CG Code was published by 
the FRC in September 2012 and its recommendations 
are reflected in the new AIC Code which was published 
in February 2013. These new codes apply to reporting 
periods beginning on or after 1 October 2012. Out 
of the 30 trusts surveyed, six trusts mentioned the 
issuance of these new codes and two of them early 
adopted the guidance. 

In the instances where trusts disclosed only partial 
compliance with the Code, this was done either by 
stating that the “relevant” provisions of the Code had 
been complied with or by providing up-front a specific 
list of provisions that had not been complied with. Of 
the partially compliant trusts, around 80% (2012: 90%) 
identified the provisions that they hadn’t complied 
fully with, either in the compliance statement or in the 
accompanying narrative and stated why they had not 
complied with these provisions. Common instances 
of non-compliance included the lack of an internal 
audit function (perhaps unsurprising where investment 
management had been wholly outsourced) and 
annual re-election of directors (required for FTSE 350 
companies).

43TEMPLETON EMERGING MARKETS INVESTMENT TRUST PLC

CORPORATE GOVERNANCE
The Company is committed to high standards of corporate governance. The Board is accountable to the shareholders for
good governance and this statement describes how the Company applies the principles identified in the UK Corporate
Governance Code (2010). It also makes reference to the Company’s adherence to the Code of Corporate Governance of the
Association of Investment Companies (‘‘AIC’’).

Compliance with the UK Corporate Governance Code
The Board considers that the Company has complied with the relevant provisions of the UK Corporate Governance Code
issued by the Financial Reporting Council in June 2010 throughout the year ended 31 March 2013.

AIC Code of Corporate Governance (the ‘‘AIC Code’’)
The Company is a member of the AIC. The Board considers that the Company adheres to the principles and follows the
recommendations of the AIC Code and, where appropriate, it provides explanations why and/or details the steps it intends
to take to bring the Company into line in the future. By reporting against the AIC Code and by following the AIC’s
Corporate Governance Guide for Investment Companies (the ‘‘AIC Guide’’), the Company is meeting its obligations under
the UK Corporate Governance Code and paragraph 9.8.6 of the Listing Rules and as such the Company is not required to
report further on issues contained in the UK Corporate Governance Code which are not relevant to the Company as
explained in the AIC Guide.

The AIC Corporate Governance Guide and AIC Code can be found at www.theaic.co.uk/members.

Additional Information for New Zealand Shareholders
As a result of a requirement for Overseas Issuers listed on the New Zealand Stock Exchange, the following should be noted
by New Zealand Shareholders:

(a) The corporate governance rules and principles in TEMIT’s home exchange jurisdiction in the United Kingdom may
differ from the New Zealand Stock Exchange corporate governance rules and the principles of the Corporate
Governance Best Practice Code.

(b) Investors may find more information about the corporate governance and principles of TEMIT’s home exchange in the
United Kingdom in the above Corporate Governance statement and online at www.frc.org.uk/corporate/ukcgcode.cfm.

(c) The Company relies on the Financial Reporting Act (Dual-listed Issuers) Exemption Notice 2013, issued by the New
Zealand Financial Markets Authority, which exempts it from obligations listed in section 18(1) of the New Zealand
Financial Reporting Act 1993. Further information is included below under the section “Accountability and Audit.”

Nomination and Remuneration and Management Engagement Committees
Details of the Company’s Nomination and Remuneration Committee and Management Engagement Committee are given
on page 39.

Schedule of Reserved Matters
The Board has formally adopted a Schedule of Reserved Matters which details the matters which the Board has agreed are
specifically reserved to them for their collective decision. These matters include, inter alia, approval of the half yearly and
annual financial statements, recommendation of the final dividend, approval of any preliminary announcements of the
Company, approval of any changes to the Company’s investment objective and/or policy, appointment or removal of the
Company’s Investment Manager or its Secretary and Administrator, Board membership and Board committee membership
and any major changes to the investment objective, philosophy or policy of the Company, other than any such changes
delegated to the Investment Manager under the Investment Management Agreement.

The day to day investment management of the portfolio of the Company is delegated to the Investment Manager who
manages the portfolio in accordance with the investment objectives of the Company as set by the Board.

DIRECTORS’ REPORT
CONTINUED

44 TEMPLETON EMERGING MARKETS INVESTMENT TRUST PLC

Environmental, Social, Community and Ethical Issues
As an investment trust, the Company has no significant direct social, community or environmental responsibilities. Its
ethical policy is focused on ensuring that its funds are properly managed and invested within the guidelines approved by
the Board. The Board receives regular reports on the policies and controls in place.

The Investment Manager invests in companies that it considers to be well managed and subject to appropriate corporate
governance. A well-managed company is considered to be one which complies with all the relevant legislation and which
meets the environmental, social, community and ethical requirements of the country in which it operates. It is important to
recognise that local laws and requirements of emerging markets do not necessarily equate with those of developed countries.

Environmental, social, and governance issues have become increasingly important to companies worldwide as they seek to
balance organisational goals with the expectations of their stakeholders in an increasingly complex operating environment.
When companies manage these stakeholder relationships effectively, they are more successful at managing risks and
capturing opportunities – placing them in a better position for long-term success.

As a long-term investor, the Investment Manager performs extensive bottom-up investment analysis, employing rigorous
and comprehensive processes to assess both the risk and return potential of the investments it considers for the Company.
The depth of its research provides comprehensive insights into the many factors that affect the value of an investment,
which may include environmental, social and governance issues. The Investment Manager determines the extent to which
various research inputs are included and weighted in its investment decisions.

Institutional Shareholder Voting and Engagement
As an institutional investor, the Company recognises its responsibility that the companies in which it invests should aspire
to appropriate levels of corporate governance. As a matter of policy, the Company aims to utilise its votes in shares held in
the relevant underlying portfolio companies at the annual general meetings of these companies.

The Company has engaged with the Investment Manager in relation to its approach to the Stewardship Code (“the Code”).
The Company and the Investment Manager generally support the Principles of the Code as outlined below.

On-going monitoring of investee companies and dialogue with management are fundamental to the Investment Manager’s
investment approach. The strategy on intervention with investee companies is dealt with on a case by case basis and is
usually a judgement made by the Investment Manager based on the research done on each investee company for the
investment decision making progress. In all cases, the Investment Manager holds regular review meetings with the senior
management of investee companies. In exceptional circumstances, the Investment Manager may provide a director to the
investee company.

The Investment Manager considers the key objectives are to seek to obtain value for the Company and to comply with its
fiduciary duties. The level of engagement with investee companies derives from the fiduciary duties of the Investment
Manager to the Company. Thus, for example, in voting shares, the Investment Manager considers what would be in the
best interests of the Company. Similarly, there will be many instances in which actions such as a dialogue between the
Investment Manager and the management of investee companies, or with other shareholders, may help to maximise
shareholder value.

At the same time, there may be instances in which “activism” is not consistent with the Investment Manager’s fiduciary
duty. For example, in the process of company research and monitoring, a significant problem or risk may be identified and
the Investment Manager may decide it is better simply to sell a position than seek to undertake a lengthy engagement with
management. Decisions involving when and how to engage with management or carry out collective engagement are mat-
ters of judgement. Consequently, there are no set guidelines adopted on when this should occur.

The Investment Manager has adopted proxy voting policies and procedures which cover voting guidelines, processing and
maintenance of proxy records and conflicts of interest.

Templeton Emerging Markets Investment Trust PLC, 2013 
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Consistent with 2012, 29 of the trusts surveyed disclosed 
the number of Board meetings held in the year and 
showed the attendance at these meetings by individual 
directors. The one remaining trust failed to make such 
disclosure although it did provide a disclosure as to 
how many meetings were attended by each director 
of the trust. 29 of the trusts also showed the number 
of committee meetings held in the year (2011: 29) and 
each director’s attendance of those meetings. All of 
the trusts surveyed had audit committees. Several other 
types of committees were also noted, as outlined below: 

Nomination committee 67%

Management engagement committee 40%

Remuneration committee 37%

Investment and valuation committee 7%

Whilst it may appear surprising that only 7% of the 
trusts surveyed had an investment and valuation 
committee given investment is the key business activity 
of a trust, it is less surprising when one considers that 
the board as a whole is likely to be dealing with this 
area directly rather than delegating it to any committee.

Audit Committee Activities
As noted in 2012, all of the trusts surveyed provided a 
description of the work performed by Audit Committee 
and 94% of the trusts disclosed from where the Audit 
committee’s terms of reference could be obtained 
(2012: 90%).

The 2012 UK CG Code and 2013 AIC Code require 
audit committees to describe the significant issues that 
they considered in approving the financial statements. 
For trusts, these are likely to include key areas of risk 
and assumptions, estimates, forecasts and judgements 
used in the financial statements. Whilst trusts have 
not previously tended to disclose such matters, the 
audit committee report provided by one of the trusts 
surveyed, namely Northern 3 VCT Plc, had a detailed 
discussion on this area. 

As noted in previous surveys, the overall corporate 
governance disclosures provided by the trusts in the 
sample varied greatly in quality and quantity. Some 
trusts provided relatively little information beyond 
the regulatory minimum. However this was likely 
to be because of the nature of their business as a 
trust. Many of the trusts did not have any employees 
or any executive directors. Instead, responsibility of 
key operations of the entity were delegated to an 
investment manager and other service providers such 
as administrators. As a result, many of the ‘usual’ 
corporate governance disclosures were not applicable. 
On the other hand, a few trusts did provide insightful 
and meaningful disclosures that were clearly specific  
to their business, rather than just generic comments. 
One example of such disclosure is given on previous 
page. 

Board and committees 
As expected, all trusts had a chairman but only two had 
a chief executive. This is due to the fact that generally 
the key operations of a trust including investment 
management, administration and financial reporting are 
delegated to service providers. 

47% of the trusts surveyed had one or more female 
director on the board compared to 37% in 2012; however 
this is mainly due to the change in our sample. 

No single trust in our sample had actively appointed 
a female director on the board during the period, 
despite the requirement of the 2012 UK CG Code to 
have a gender diversity policy and the FRC’s strong 
encouragement to early adopt the gender diversity 
requirements. Representation of the female directors 
was more common in the Top 350 trusts where three out 
of four trusts had at least one or more female director 
on the board compared to the smaller group where the 
ratio of trusts that did not have any female director was 
almost the same. The average number of female directors 
was one with one trust having as many as three female 
directors representing 50% of the board. Only one VCT 
out of nine surveyed had a female director on its board. 
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Going concern
Going concern disclosures have remained strong this 
year, with all trusts once again making a statement 
regarding going concern in the narrative part of the 
annual report (2012: 30 trusts) as required by the 
Listing Rules. No trusts had an emphasis of matter 
paragraph in their latest audit report.

Relevant extracts of such disclosure are provided right. 

Consistent with 2012, all of the trusts surveyed made 
a statement about there being a process for board 
appointments, whether or not they had a separate 
nomination committee to carry out this task. The 
majority of the trusts went on to provide further details 
about such a process, such as the use of third party 
consultants to identify the suitable candidates and 
criteria based selection. Only a small proportion, around 
33% (2012: 20%) made any specific reference to the 
“succession planning” as part of their discussion of 
board appointments.

As in 2012, 80% of the trusts who had nomination 
committees in place, disclosed where this committee’s 
terms of reference could be found.

As illustrated in diagram 7, the proportion of those 
trusts who disclosed information about a process for 
the performance evaluation of the board as a whole, its 
committees and individual directors was 80% or more. 
Whilst the disclosure about performance evaluation has 
fluctuated in recent years, there seems to be a general 
upwards trend. 

The quality and quantity of the disclosure regarding 
the performance evaluation varied significantly with 
some trusts only disclosing the existence of a process 
and others providing further details regarding the 
involvement of third party specialists and / or the 
existence of checklists and other internal procedures 
with respect to performance evaluation. 

For example, a quarter of the trusts surveyed went 
so far as to disclose what the directors’ views were 
regarding the Chairman’s other commitments and 
the sufficiency of time available to carry out their 
responsibilities in connection with the trust. 

As noted in 2012 and 2011 all of the trusts surveyed 
included a discussion regarding internal controls within 
their Corporate Governance reports and such discussion 
also included explanation of how the effectiveness of 
those controls had been reviewed. In previous surveys 
we have not seen any trust report an actual control 
breakdown. This year one of the trusts surveyed noted 
an instance of control breakdown and explained the 
implications and remedial measures taken. 
 

Northern 3 VCT PLC Annual Report and Financial Statements 2013

2013 2012 2011

Diagram 7. Process behind performance evaluation disclosed?

87%
80% 83%80%

70%

87%
77% 77% 80%

Board Committees Individual Directors

The key areas of risk that havebeen identified
and consideredby the audit committee in
relation to thebusiness activities and financial
statements of the company are as follows:

• valuation andexistenceof unquoted
investments;

• compliancewithHMRevenue&Customs
conditions formaintenanceof approved
venture capital trust status;

• investment income recognition; and

• calculation of theperformance-related
management fee.

These issueswerediscussedwith the
investmentmanager and the auditor at
the pre-year end audit planningmeeting
and at the conclusionof the audit of the
financial statements.

Valuationof unquoted investments: the
investmentmanager and the auditor confirmed
to the audit committee that the investment
valuations hadbeen carried out consistently
with prior periods and in accordancewith
published industry guidelines, taking account
of the latest available information about
investee companies and currentmarket data.

Venture capital trust status: the investment
manager confirmed to the audit committee
that the conditions formaintaining the
company’s status as an approved venture
capital trust hadbeen compliedwith
throughout the year. Thepositionwas also
reviewedbyPricewaterhouseCoopers LLP
in its capacity as adviser to the company
on taxationmatters.

Investment income recognition: the auditor
reported that basedon a reviewof the financial
statements anddiscussionswithmanagement,
itwas satisfied that income recognition during
the year compliedwith the company’s stated
accounting policy.

Performance-relatedmanagement fee: the
audit committee reviewed the calculation of
the performance-relatedmanagement fee for
the year andwas satisfied that the conditions
for payment hadbeenmet. The calculation
was reviewedby the auditor.

The investmentmanager and auditor
confirmed to the audit committee that
theywere not awareof anymaterial
misstatements. Having reviewed the reports
received from themanager and auditor, the
audit committee is satisfied that the key areas
of risk and judgement havebeen appropriately
addressed in the financial statements and that
the significant assumptions used in determining
the value of assets and liabilities havebeen
properly appraised and are sufficiently robust.
The committee considers that KPMGAudit Plc
has carried out its duties as auditor in a diligent
andprofessionalmanner.

As part of the reviewof auditor effectiveness
and independence, KPMGAudit Plc has
confirmed that it is independent of the
company andhas compliedwith applicable
auditing standards. KPMGAudit Plc has held
office as auditor for eleven years; in accordance
with professional guidelines the engagement
partner is rotated after atmost five years,
and the current partner has served for two
years. Having completed its review the audit
committee is satisfied that KPMGAudit Plc
remained effective and independent in carrying
out its responsibilities up to thedate of signing
this report. KPMGAudit Plc has instigated an
orderlywinddownof business andKPMG
LLP, the successor entity to KPMGAudit Plc,will
be proposed as auditor at the annual general
meeting. The audit committee is satisfied that
KPMGLLP is independent and that itwould not
be appropriate to put the audit appointment
out to tender at the present time.

Nomination Committee
During the year thenomination committee
comprised:

Mr JGDFerguson (Chairman)
MrC J Fleetwood
MrTR Levett
Mr JMOWaddell

Thenomination committee considers the
selection and appointment of directors and
makes annual recommendations to theboard
as to the level of directors’ fees. The committee
monitors the balanceof skills, knowledge and
experienceofferedbyboardmembers, and
satisfies itself that they are able to devote
sufficient time to carry out their role efficiently
and effectively.When recommending new
appointments to theboard the committee
drawson itsmembers’ extensive business
experience and rangeof contacts to identify
suitable candidates; the useof formal
advertisements andexternal consultants is not
considered cost-effective given the company’s
size. Newdirectors are providedwith briefing
material relating to the company, its investment
manager and the venture capital industry aswell
as to their own legal responsibilities as directors.
The committee haswritten termsof reference
which are reviewedannually and are available
on request from the company secretary and
on theNVMwebsite,www.nvm.co.uk.

Management Engagement
Committee
During the year themanagement engagement
committee comprised:

Mr JGDFerguson (Chairman)
MrC J Fleetwood
Mr JMOWaddell

Themanagement engagement committee
undertakes aperiodic reviewof theperformance
of the investmentmanager, NVM, andof the
termsof themanagement agreement including
the level of fees payable and the length of
the notice period. Theprincipal termsof the
agreement are set out inNote 3 to the financial
statements onpage 32.

Following the latest reviewby the committee,
the board concluded that the continuing
appointment ofNVMwas in the interests of
the company and its shareholders as awhole.
NVMhas demonstrated its commitment to
andexpertise in venture capital investment over
an extendedperiod, as a result ofwhich the
companyhas established a consistent long-term
performance record.NVMhas also performed
its company secretarial and accounting duties
efficiently and effectively.

Attendance at board and
committee meetings
Table 1 sets out thenumber of formal board
and committeemeetings held during the year
ended31March 2013 and thenumber attended
by eachdirector comparedwith themaximum
possible attendance.

Corporate responsibility
Theboard aims to ensure that the company
takes a positive approach to corporate
responsibility, in relation both to itself and
to the companies it invests in. This entails
maintaining a responsible attitude to ethical,
environmental, governance and social issues,
and the encouragement of goodpractice in
investee companies. Theboard seeks to avoid
investing in companieswhich donot operate
within relevant ethical, environmental and
social legislation or otherwise fail to comply
with appropriate industry standards.

Corporategovernance continued
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relation to thebusiness activities and financial
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investments;
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venture capital trust status;

• investment income recognition; and

• calculation of theperformance-related
management fee.
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the pre-year end audit planningmeeting
and at the conclusionof the audit of the
financial statements.

Valuationof unquoted investments: the
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to the audit committee that the investment
valuations hadbeen carried out consistently
with prior periods and in accordancewith
published industry guidelines, taking account
of the latest available information about
investee companies and currentmarket data.

Venture capital trust status: the investment
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that the conditions formaintaining the
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reviewedbyPricewaterhouseCoopers LLP
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Investment income recognition: the auditor
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itwas satisfied that income recognition during
the year compliedwith the company’s stated
accounting policy.

Performance-relatedmanagement fee: the
audit committee reviewed the calculation of
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the year andwas satisfied that the conditions
for payment hadbeenmet. The calculation
was reviewedby the auditor.
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theywere not awareof anymaterial
misstatements. Having reviewed the reports
received from themanager and auditor, the
audit committee is satisfied that the key areas
of risk and judgement havebeen appropriately
addressed in the financial statements and that
the significant assumptions used in determining
the valueof assets and liabilities havebeen
properly appraised and are sufficiently robust.
The committee considers that KPMGAudit Plc
has carried out its duties as auditor in a diligent
andprofessionalmanner.

As part of the reviewof auditor effectiveness
and independence, KPMGAudit Plc has
confirmed that it is independent of the
company andhas compliedwith applicable
auditing standards. KPMGAudit Plc has held
office as auditor for eleven years; in accordance
with professional guidelines the engagement
partner is rotated after atmost five years,
and the current partner has served for two
years. Having completed its review the audit
committee is satisfied that KPMGAudit Plc
remained effective and independent in carrying
out its responsibilities up to thedate of signing
this report. KPMGAudit Plc has instigated an
orderlywinddownof business andKPMG
LLP, the successor entity to KPMGAudit Plc,will
be proposed as auditor at the annual general
meeting. The audit committee is satisfied that
KPMGLLP is independent and that itwould not
be appropriate to put the audit appointment
out to tender at the present time.

Nomination Committee
During the year thenomination committee
comprised:

Mr JGDFerguson (Chairman)
MrC J Fleetwood
MrTR Levett
Mr JMOWaddell

Thenomination committee considers the
selection and appointment of directors and
makes annual recommendations to theboard
as to the level of directors’ fees. The committee
monitors the balanceof skills, knowledge and
experienceofferedbyboardmembers, and
satisfies itself that they are able to devote
sufficient time to carry out their role efficiently
and effectively.When recommending new
appointments to theboard the committee
drawson itsmembers’ extensive business
experience and rangeof contacts to identify
suitable candidates; the useof formal
advertisements andexternal consultants is not
considered cost-effective given the company’s
size. Newdirectors are providedwith briefing
material relating to the company, its investment
manager and the venture capital industry aswell
as to their own legal responsibilities as directors.
The committee haswritten termsof reference
which are reviewedannually and are available
on request from the company secretary and
on theNVMwebsite,www.nvm.co.uk.

Management Engagement
Committee
During the year themanagement engagement
committee comprised:

Mr JGDFerguson (Chairman)
MrC J Fleetwood
Mr JMOWaddell

Themanagement engagement committee
undertakes aperiodic reviewof theperformance
of the investmentmanager, NVM, andof the
termsof themanagement agreement including
the level of fees payable and the length of
the notice period. Theprincipal termsof the
agreement are set out inNote 3 to the financial
statements onpage 32.

Following the latest reviewby the committee,
the board concluded that the continuing
appointment ofNVMwas in the interests of
the company and its shareholders as awhole.
NVMhas demonstrated its commitment to
andexpertise in venture capital investment over
an extendedperiod, as a result ofwhich the
companyhas established a consistent long-term
performance record.NVMhas also performed
its company secretarial and accounting duties
efficiently and effectively.

Attendance at board and
committee meetings
Table 1 sets out thenumber of formal board
and committeemeetings held during the year
ended31March 2013 and thenumber attended
by eachdirector comparedwith themaximum
possible attendance.

Corporate responsibility
Theboard aims to ensure that the company
takes a positive approach to corporate
responsibility, in relation both to itself and
to the companies it invests in. This entails
maintaining a responsible attitude to ethical,
environmental, governance and social issues,
and the encouragement of goodpractice in
investee companies. Theboard seeks to avoid
investing in companieswhich donot operate
within relevant ethical, environmental and
social legislation or otherwise fail to comply
with appropriate industry standards.

Corporategovernance continued
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In light of the Sharman Inquiry’s final report and 
recommendations of the panel of inquiry (the ‘Sharman 
report’) the FRC are set to consult on three main items 
in the world of going concern:

•	integrated	going	concern	and	risk	management	
guidance for entities applying the Code;

•	proposed	changes	to	the	Code	to	reduce	the	
confusion between the use of “going concern” in 
preparing financial statements and its use in the 
broader assessment of risks affecting a company’s 
viability;

•	separate	simplified	guidance	for	small	and	medium	
sized	entities	(SMEs).

Five trusts made reference to the length of budgets 
or forecasts that had been considered as part of 
their going concern assessments (2012: five) and 
on all of those occassions the forecasts considered 
were for the period required under auditing 
standards and, where applicable, UK GAAP, being 
twelve months from approval of the financial 
statements. 

As shown in diagram 8, most trusts chose to discuss the 
going concern basis within the directors’ report, with 
the remainder including this discussion in the corporate 
governance statement. Whilst the FRC’s 2009 guidance 
does suggest that it would be helpful to pull together 
all going concern disclosures together in one place, 
there is no prescribed location for this information.  
It is however important that these disclosures are given 
due prominence and that they cross-refer to other 
parts of the annual report that are relevant to obtaining 
an understanding of the going concern assumption, 
for example the basis of preparation of the financial 
statements may cross-refer to the more comprehensive 
going concern discussion in the narrative reporting. 

3.4 Investment analysis
Listing Rule 15.6.2(6) requires a trust to present “a 
comprehensive and meaningful analysis of its portfolio” 
but does not specify how this should be done. The 
SORP provides more detail, requiring a trust to disclose 
a broad geographical and industrial analysis of its 
portfolio, listing all the investments representing 5% or 
more of their portfolio and as a minimum their  
10 largest investments. This is required when the trusts 
are investing in more than one location and one industry.

The FRC has repeatedly highlighted the importance of 
clear disclosure regarding going concern and liquidity 
risk, given the difficult market conditions in the last few 
years. As markets seem to be emerging from turbulent 
times and liqudity constraints ease to some extent, 
the impact can be seen in the disclosures in this area. 
Only 33% of trusts made cross references to risks and 
uncertainties or liquidity issues in their going concern 
discussion, compared to 40% in 2012 and 50% in 2011.

Two key elements of the best going concern disclosures 
are a clear discussion of the timeframe covered by 
the company’s forecasts and a discussion of the 
time period considered by the company for going 
concern purposes. These will not necessarily be the 
same	–	although	a	company	may	prepare	forecasts	
looking quite a long way into the future, the length 
of the business cycle and the inherent uncertainty of 
the forecasting process may mean that it is neither 
necessary nor appropriate to consider going concern 
over the full forecast period. 

Diagram 8. Where was the going concern statement located?

2013 2012

Corporate governance statement Directors’ report

33`%

67%

40%

60%

10-25

26-50

Whole portfolio

Diagram 9. How many investments disclosed?

15

10

5
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Existing UK GAAP for listed companies requires 
the adoption of FRS 26, which is near-identical to 
IAS 39. For this reason, many trusts that choose 
to move to FRS 102 may well take the option to 
adopt IAS 39 rather than the simplified financial 
instrument accounting set out in sections 11 and  
12 of FRS 102. However, trusts will want to do 
some analysis of the potential impacts, as well as 
other impacts such as deferred tax.

The time to make this decision is rapidly approaching 
as, working backwards from the effective date, a 
transitional balance sheet could be required as soon as 
1 January 2014. 

Trusts which prepare parent company individual 
financial statements along with consolidated financial 
statements are allowed to adopt FRS 101 for the 
purpose of the parent company’s individual financial 
statements, taking advantage of a reduced disclosure 
framework. However, as the trusts are defined as 
“financial institutions” under FRSs 100 and 101, they 
will not be exempt from disclosures in relation to 
financial instruments. For this reason, and the potential 
additional complexity due to application of different 
frameworks between parent company individual financial 
statements and consolidated financial statements, we 
don’t expect many trusts will adopt FRS 101. 

As in the prior years, the SORP’s requirement for a 
broad geographical and industrial analysis was met 
by all trusts in the sample. For all trusts, disclosure 
of this information was included in the front half of 
their annual report i.e. outside the audited financial 
statements.

Diagram 9 on the previous page shows the various 
ranges of how many investments were disclosed by the 
trusts surveyed.
 
As can be seen from diagram 9, half of the trusts 
surveyed disclosed their whole portfolio and 
interestingly only one of them was from the Top 350 
group. Whilst disclosing the whole portfolio may be 
beneficial to the reader of the annual report, given that 
those trusts in the top 350 companies would tend to 
have several investment lines it may not be feasible 
for	them	to	disclose	the	whole	portfolio	–	indeed	this	
might be going against the grain in terms of ‘cutting 
clutter’. Nearly all the VCTs preferred to disclose their 
whole portfolio, as they generally have a small number 
of investments on their books. 

3.5 Financial statements
Reporting framework
Two thirds (67%) of the trusts surveyed reported under 
UK GAAP with the remaining one third (34%) reporting 
under IFRSs as adopted by EU. Of the IFRS reporters:

•	half	were	required	to	report	under	IFRS	as	a	matter	of	
European law because they were parent companies 
preparing consolidated financial statements; and

•	half	were	single	entities	who	voluntarily	chose	to	
apply IFRS. 

A comparison of framework against prior years is 
illustrated in diagram 10, which shows a shift towards 
UK GAAP reporting but this is mainly caused due to 
change in our sample basis compared to 2012. 

Current UK GAAP reporters will need to start planning 
for the replacement of UK GAAP as we know it. Trusts 
will need to consider whether to move to FRS 102, 
which replaces current UK GAAP for accounting periods 
beginning on or after 1 January 2015, or to move to IFRSs.

Groups reporting under IFRS Single entities reporting
under UK GAAP

Single entities reporting 
under IFRS voluntarily

2013 2012 2011

Diagram 10. Financial reporting framework applied

17% 17%

66%

13%

27%

60%

20% 17%

63%
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The majority of trusts preparing consolidated financial 
statements belonged to the Top 350 group and 
accordingly reported under IFRSs. However of those 
trusts that were single entities and voluntarily applied 
the IFRS, perhaps surprisingly it was the smaller group 
who had the most IFRS reporters, being three trusts 
compared to two in the Top 350 group. 

AIC SORP: “Financial Statements of Investment Trust 
Companies and Venture Capital Trusts”, technically only 
applies to trusts reporting under UK GAAP. However, 
the foreword to the SORP states “the Association 
believes that many Investment Companies preparing 
their financial statements in accordance with IFRS will, 
nevertheless, wish to follow the recommendations of 
the SORP to the fullest extent possible”.

All of the trusts surveyed applied the SORP irrespective 
of whether the financial reporting framework applied 
was UK GAAP or IFRS. In the prior year survey we noted 
that the two trusts not applying the SORP were those 
incorporated outside the United Kingdom. 

The AIC’s reference to “the fullest extent possible” 
recognises that there are some contradictory 
requirements between the SORP and IFRS. A common 
example is that the SORP requires a reconciliation of 
movements in shareholders’ funds (RMSF) as opposed 
to IAS 1 which requires a statement of changes in 
equity (SOCIE). In the survey, all of the trusts that 
applied IFRS appropriately prioritised compliance with 
IFRS and presented a SOCIE.

In addition, a key requirement of the SORP is to 
analyse the income statement between the items of 
revenue and capital nature. While no such guidance or 
requirement is present under IFRSs, IAS 1 does permit 
some flexibility around the presentation of the income 
statement when such a presentation is relevant to an 
understanding of an entity’s financial performance.  
All of the IFRS trusts in our survey analysed their income 
statement between a revenue and capital element.

To reflect this blend of IFRS and SORP requirements, 
all of the trusts surveyed made disclosure in their basis 
of accounting that where presentational guidance set 
out in the SORP is consistent with the requirements 
of IFRS, the directors have sought to prepare the 
financial statements on a basis compliant with the 
recommendations of the SORP.

A detailed disclosure on this area was provided by 
Electra Private Equity Plc, who specifically set out  
which recommendations of the SORP have been 
followed and how. 

Whilst FRS 102 has been issued, early adoption may 
not be possible for trusts until a revised version of 
the AIC SORP is available. An exposure draft of the 
revised SORP is expected imminently.

Income statement
A greater degree of consistency was found in the 
presentation of trusts’ income statements, compared 
to ‘normal’ corporates, providing users with more 
comparability. The greater degree of consistency 
is explained by the similar nature of trusts and the 
existence of industry-specific guidance included in  
the SORP. 

As noted earlier in this report, all of the trusts surveyed 
applied the SORP, including those which applied IFRS as 
their reporting framework. Accordingly all of the trusts 
presented revenue, capital and a total column on the 
face of the income statement, this structure being one 
of the key requirements of the SORP. 
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23 Provision for Liabilities and Charges

       Group  Company 
       30 Sept 2012  30 Sept 2012 
      £’000 £’000 £’000 £’000

Incentive scheme provision
At 1 October 2011    37,434   48,931  
Amounts paid under incentive schemes    (12,469)  (12,469) 

      24,965   36,462 
Increase in incentive scheme provision     7,331  7,331 

      32,296   43,793 
Liability in subsidiaries     –  (3,302)

At 30 September 2012     32,296   40,491 

       Group  Company 
       30 Sept 2011  30 Sept 2011 
      £’000 £’000 £’000 £’000

Incentive scheme provision
At 1 October 2010    35,358   65,970  
Amounts paid and payable under incentive schemes   (9,111)  (9,111)

      26,247   56,859 
Increase in incentive scheme provision     11,187  11,187 

      37,434   68,046 
Liability in subsidiaries     –  (19,115)

At 30 September 2011     37,434  48,931 

24 Basis of Accounting and Significant Accounting Policies

The Accounts for the year ended 30 September 2012 have been prepared in accordance with the Companies Act 2006  
and International Financial Reporting Standards (“IFRS”). IFRS comprises standards and interpretations approved by the 
International Accounting Standards Board (“IASB”) and the International Financial Reporting Interpretations Committee 
(“IFRIC”) as adopted in the European Union as at 30 September 2012.

In order to reflect the activities of an investment trust company, supplementary information which analyses the 
Consolidated Income Statement between items of a revenue and capital nature has been presented alongside the 
Consolidated Income Statement. In analysing total income between capital and revenue returns, the Directors have 
followed the guidance contained in the Statement of Recommended Practice for investment companies issued by  
the Association of Investment Companies in January 2009 (the “SORP”). 

The recommendations of the SORP which have been followed include:

n  Realised and unrealised profits or losses arising on the revaluation or disposal of investments classified as held at fair 
value through profit or loss should be shown in the capital column of the Income Statement. Realised gains are taken  
to the realised reserves in equity and unrealised gains are transferred to the unrealised reserves in equity.

n  Returns on any share or debt security (whether in respect of dividends, interest or otherwise) should be shown in the 
revenue column of the income statement. The total of the revenue column of the Income Statement is taken to the 
revenue reserve in equity.

n  The Board should determine whether the indirect costs of generating capital gains should also be shown in the capital 
column of the Income Statement.
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24 Basis of Accounting and Significant Accounting Policies continued

If the Board decides that this should be so, the management fee should be allocated between revenue and capital in 
accordance with the Board’s expected long term split of returns, and other expenses should be charged to capital only to  
the extent that a clear connection with the maintenance or enhancement of the value of investments can be demonstrated. 
The Board has decided that the Company should continue to charge priority profit share and finance costs, other than those 
in relation to the Zero Dividend Preference shares, as revenue items for the year ended 30 September 2012.

In accordance with the Company’s status as a UK investment company under Section 833 of the Companies Act 2006, 
capital reserve may not be distributed by way of dividend. 

The Company has taken advantage of the exemption under section 408 of the Companies Act 2006 and accordingly has not 
presented a separate parent company income statement.

The Accounts have been prepared on a going concern basis and under the historical cost basis of accounting, modified  
to include the revaluation of certain assets at fair value, as disclosed in the Principles of Valuation of Investments.

Application of New Standards
At the balance sheet date, the Company has adopted all Standards and IFRIC interpretations that were either issued, or 
which become effective, during the year. None of the standards applicable during the year were relevant and did not have 
a significant impact on the financial statements or accounting policies.

New Standards to be Applied
At the date of authorisation of these financial statements, the IASB and the IFRIC have issued the following standards, amendments 
and interpretations to be applied to financial statements with periods commencing on or after the following dates:

n  IFRS 13 Fair value measurement (effective for annual periods beginning on or after 1 January 2013, subject to  
EU endorsement)

This standard aims to improve consistency and reduce complexity by providing a precise definition of fair value and  
a single source of fair value measurement and disclosure requirements for use across all IFRSs. 

n  Amendment to IAS 34 Interim financial reporting (effective for annual periods beginning on or after 1 January 2013, 
subject to EU endorsement)

This amendment clarifies the disclosure requirements for segment assets and liabilities in interim financial statements.  
A measure of total assets and liabilities is required for an operating segment in interim financial statements only if such 
information is regularly provided to the decision makers and there has been a material change in those measures since  
the last annual financial statements. 

n  IFRS 10 Consolidated financial statements (effective for annual periods beginning on or after 1 January 2013, subject  
to EU endorsement)

This standard builds on existing principles by identifying the concept of control as the determining factor in whether an 
entity should be included within the consolidated financial statements. The standard provides additional guidance to assist 
in determining control where this is difficult to assess. 

n  IFRS 9 Financial instruments: Classification and measurement (effective for annual periods beginning on or after  
1 January 2015, subject to EU endorsement)

This standard will replace IAS 39 and clarifies and simplifies the classification and measurement of financial instruments.

None of the standards, amendments and interpretations are expected to have a significant effect on the consolidated 
financial statements of the Group

Electra Private Equity PLC Report and Accounts, 2012
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The SORP also requires trusts to disclose return per 
share, based on the total column, on the face of the 
income statement as well as the net revenue return 
per share (“RPS”) and the net capital return per 
share. Similarly, IFRS and UK GAAP both require listed 
entities to present earnings per share figure. All of the 
trusts presented such a measure at the foot of their 
income statement, describing it as “return per share” 
or “earnings per share”, which is consistent with our 
findings in 2012.

29 trusts (2012: 26) showed separate values for both 
revenue and capital earnings per share, together with 
a total figure. The remaining one (2012: two) trust, 
an IFRS reporter, did split the income statement items 
between a revenue and capital column, but only a 
combined EPS was provided. The fact that nine out 
of ten IFRS trusts provided a revenue and capital split 
of EPS supports the earlier observation that as long 
as the requirements of the SORP do not breach IFRS 
requirements, trusts will look to comply with both in 
order to provide better information to users. 

All of the trusts surveyed provided a separate note to 
explain how the return per share or EPS was calculated. 

Allocation of costs 
In order to achieve the split of the income statement 
between revenue and capital trusts are required by 
the SORP to allocate their costs between these two 
categories. As part of our survey we reviewed the 
allocation of key costs of a trust, being finance costs, 
investment management fees and any performance-
related fees. 

Diagram 11 illustrates the treatment of finance costs in 
terms of their allocation between revenue and capital. 
As can be seen from diagram 11, the proportion of 
the trusts which allocated the finance costs between 
revenue and capital is consistent with 2012 at 40%. 
It should be noted that none of the trusts allocated 
these costs to capital only. 43% (2012: 47%) of 
the reports did not have information in this respect; 
however in most of those cases no finance costs were 
incurred by such trusts. 

Diagram 12 illustrates the various allocation ratios used 
by the twelve trusts who allocated the finance costs 
between revenue and capital. As shown in the diagram, 
a 50/50 split was the most common option, followed 
by 25/75 to revenue and capital respectively. It is worth 
noting that in no cases was more than 50% of the cost 
charged to revenue. 

s’

Diagram 11. Allocation of finance costs

Revenue only Capital only No cost or no informationBoth

2013 2012

17% 13%
0% 0%

40% 40%

43% 47%

50/50 40/60

25/75 10/90

33/67 30/70

Diagram 12. How finance costs were split between revenue 
and capital  

34%

8%

25%

8%

8%
17%
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Surprisingly only 30% (2012: 43%) of trusts 
included this information in the notes to their 
financial statements and the remaining population 
did not provide any explanation as to why this 
disclosure was not considered necessary. 
 
Balance sheet
Consistent with 2012, the number of lines presented 
on the balance sheets ranged from 10 to 29 lines, 
with an average of 16 lines presented (2012: 16 lines). 
The same statistics were observed in our 2011 survey 
as well, which demonstrates that operations and 
transactions of the trusts generally remain consistent 
year on year and hence no new assets or liabilities arise 
which require presentation on the face of the balance 
sheet. 

All of the trusts surveyed presented their balance sheets 
with current and non-current assets and liabilities’ 
categories.

All the trusts disclosed their net asset value per share at 
the foot of their balance sheets even though no specific 
requirement exists in the AIC SORP in this respect. 
Separate information on how this was calculated was 
disclosed by all in the notes to the financial statements.

Cash flow statement
As was noted in 2012, cash flow statements were 
generally presented on a consistent basis. Wherever 
applicable, trusts showed interest received as cash flows 
from operating activities. 

Management fees are another important expense item 
for trusts and diagram 13 above, illustrates the various 
allocations noted between revenue and capital. 

63% of the trusts allocated their management fee 
between revenue and capital, whilst 27% charged the 
whole of the management fee to revenue. No trusts 
charged it solely to capital. These results are consistent 
with our findings in 2012. Only 10% of the trusts 
surveyed did not provide any information regarding the 
allocation of the management fee and in most of the 
cases this was due to the fact that no management fee 
was incurred. 

Diagram 14 right, illustrates the split of management 
fees between revenue and capital. It was noted that 
58% of the trusts which allocated a management 
fee between revenue and capital used a 25/75 split, 
with 50/50 the second most used split. This is in stark 
contrast to how the finance costs were split, as shown 
in diagram 12. 

Performance fee is also an important expense for a trust 
and, as was observed in the 2012 survey, in the cases 
where a performance fee was paid by the trust it was 
all allocated to capital. 

Where trusts split finance costs and investment 
management fees, they detailed their basis for 
allocation in the notes to the financial statements 
as required by the SORP in all instances. On most of 
the occasions such disclosure was provided in the 
accounting policy note for expenses. 

The SORP also requires disclosure of transaction 
costs incurred on acquiring and disposing of 
investments during the period. 

Diagram 13. Allocation of management fees

Revenue only Capital only No fee or no informationBoth

2013 2012

27% 27%

0% 0%

63% 60%

10% 13%

50/50 40/60 33/67 30/70 25/75

Diagram 14. How management fee was split between 
revenue and capital 

21%

5%

58%

11%

5%
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All of the trusts who received dividends showed them 
as cash flows from operating activities with 23% of the 
population showing it as a separate line item and the 
remaining population subsuming them within other 
operating cash flows. Where dividends were paid, 63% 
of	the	trusts	disclosed	them	as	a	separate	item	–	to	a	
large extent this was driven by the fact that most of 
those trusts were applying UK GAAP, which requires 
dividends paid to be presented as a separate line item. 
30% classified dividends paid under financing activities, 
as permitted by IAS 7. 27% of the trusts classified the 
cash flows from investment sales and purchases as cash 
flows from operating activities, whilst the remaining 
population classified them as investing activities or 
disclosed it as a part of financial investments. 
 
Other information in the financial statements
Generally the trusts considered themselves to be 
carrying out a single segment of business activity, 
being investment business. This was evident from our 
survey where we noted that only two (2012: two) 
trusts, representing 7% of the sample, presented more 
than one reportable segment. Both of those trusts 
were undertaking consultancy activities in addition 
to a normal investment business, and accordingly 
they provided an analysis of the relevant financial 
information by geography and nature of the business. 

Only 36% (2012: 36%) of the trusts who presented 
only one segment explained the basis for this, however 
57% of the trusts remained silent on this subject, which 

is perhaps surprising given that this has been an area of 
regulatory focus and, by virtue of being listed entities, 
all trusts would either be caught by IFRS 8 or SSAP 25.

Reserves
Investment trusts tend to have several types of 
reserves on their balance sheets to reflect various 
sets of transactions they carry out over the period, 
ranging from issuance of shares, share buybacks and 
cancellations and revenue and capital items flowing 
from the income statement. Accordingly based on our 
survey we noted that some of the trusts had as many as 
six types of reserves reported on their balance sheets, or 
seven if share capital is included. 

Diagram 15 shows the various types of reserves 
identified and the number of trusts who held them. 

As noted earlier, all of the 30 trusts surveyed provided 
a revenue and capital split in the income statement, 
although one trust did not have equivalent reserve 
captions on the balance sheet. That trust did however 
route both the revenue and capital profit into a 
distributable	reserve	after	deducting	the	unrealized	loss	
on investments held at year end. 

Share buybacks and cancellations are important 
transactions carried out by trusts to improve their net 
asset value and reduce the level and volatility of the 
discount. As a result of these transactions a capital 
redemption reserve was created by 24 trusts. 

Revaluation reserve

Other reserve

Special reserve/
Special distribution reserve

Share premium

Capital redemption reserve

Capital reserve

Revenue reserve

Diagram 15. Types of reserves 

29

29

24

22

14

3

2
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The SORP recommends that trusts disclose clearly 
which of their reserves were distributable and their 
movements. 18 (2012: 18) trusts clearly presented this 
information. 

Witan Investment Trust Plc, provided an explanation of their share buy-back mechanism and benefits it has for the 
shareholders in their annual report. An extract from their annual report follows:

Annual Report 2012

69

Explanation of Share Buy-backs
The impact of the Company buying in its own shares 
at a discount

Shareholders have in the past questioned the benefit of buying in shares for cancellation.

Below is a hypothetical example of how buying in shares can improve the share price of an investment trust.
Typically, this happens in two ways: first, the buy-back, because it takes place at a discount, increases the NAV (net
asset value) per share which, all other things being equal, leads to a rise in the share price; and, secondly, because a
seller has been removed the discount may narrow, again leading to a rise in the share price.

Take an investment trust (ABC) whose shares are priced at 320p but which has a NAV per share of 400p. There are
100 shares in the company.

NAV per share of ABC Investment Trust      = 400p

Price per share of ABC Investment Trust      = 320p

Discount of ABC Investment Trust               = 20%

Value of ABC Investment Trust assets          100 x 400p = £400

Market value of ABC Investment Trust        100 x 320p = £320

If the company then buys back 15 shares at 320p the following happens:

Value of buy-back                                          15 x 320p = £48

As these shares are cancelled the value of the Company’s total assets falls.

Value of Assets                                                £400 – £48 = £352

But there are now only 85 shares in issue so the NAV per share is
£352 ÷ 85 = 414p, a rise of 14p (3.5%).

If the discount remains at 20% then the share price will rise to 80% x 414p = 331p, an increase of 11p (3.4%). In
practice because a large seller has been removed, the discount may well fall. Therefore, the share price may rise even
more, benefiting all the remaining shareholders who will retain exactly the same number of shares.

Level 3 investment related disclosures 
57% of the trusts surveyed had some of their 
investments classified as Level 3 in the fair value 
hierarchy and this included all of the VCTs bar one. 
However, only two trusts representing 7% of the 
population, included detailed disclosure about the 
unobservable inputs and any quantitative analysis which 
is a new requirement under IFRS 13.

Witan Investment Trust Plc, 2012
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Deloitte would be pleased to advise on specific application of the principles set out in this publication. 
Professional advice should be obtained as this general advice cannot be relied upon to cover specific situations; 
application will depend on the particular circumstances involved. If you would like further, more detailed 
information or advice, or would like to meet with us to discuss your reporting issues, please contact your local 
Deloitte partner or:

Peter Westaway
pwestaway@deloitte.co.uk

Jamie Partridge
jpartridge@deloitte.co.uk

Garrath Marshall
gmarshall@deloitte.co.uk

Naresh Jagru
njagru@deloitte.co.uk

UK Accounting Plus
For the latest news and resources on UK Accounting, Reporting and Corporate 
Governance, go to www.ukaccountingplus.co.uk. UK Accounting Plus is the 
UK-focused version of Deloitte’s hugely successful and long-established global 
accounting news and comment service, IAS Plus.

iGAAP 2014 – Annual report disclosures for UK listed groups
This Deloitte publication illustrates the disclosures in force for December 2013 year ends, including material 
encompassing all of the revised reporting requirements discussed in A new beginning. If you would like to obtain a 
copy of this publication, please speak to your Deloitte contact or alternatively visit the Lexis Nexis website for details 
on how to order.

Other Surveys
The following other Deloitte surveys are available at www.deloitte.co.uk/auditpublications.

A new beginning – Annual report insights 2013
(October 2013)
This publication provides an insight into the narrative and financial reporting across 100 UK 
listed companies including investment and venture capital trusts. The publication includes survey 
findings, better practice examples, a regulatory overview and suggestions on how to improve 
annual reports in the year ahead.

2013 update on half-yearly financial reporting
(May 2013)
This publication follows on from the 2012 Deloitte survey of half-yearly financial reports, Split and 
Polish. It provides an update on the key issues to consider in preparing half-yearly financial reports 
in 2013 and includes an illustrative report and disclosure checklist.

Resources available

A new beginning
Annual report insights 2013

October 2013
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