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Q4 Market Review

The BlackRock Charities UK Equity Fund returned 10.0% (net of
fees) over the quarter, outperforming its benchmark, the FTSE All
Index, which returned 8.9% over the 3 months to 31st December
2022 (BlackRock, December 2022).

Although 2022 will be remembered as a very difficult year for
financial markets, the year finished on a slightly better note with
positive returns for most major equity markets in the fourth quarter.
Tentative signs that US inflationary pressures in the US are
beginning to ease led many to hope that the peak or plateau in
interest rates may be approaching. Central bankers, however,
continue to support limiting inflation through raising interest rates
highlighting, whilst goods inflation may be easing, that supply side
pressures, notably tight labour markets, are keeping services
inflation at elevated levels. China’s 20th Party Congress saw
President Xi Jinping further consolidate his power; the re-opening of
the economy post Covid accelerated in an apparent change of policy
at the year end. Long-term concerns around the relationship
between China and the US may continue to weigh on markets in
2023. The third quarter ended with turbulence in UK markets
stemming from the Truss-Kwarteng mini-budget; following changes
of both leadership and policy, a degree of stability ensued although
real incomes are declining and the war in Ukraine remains a
significant overhang.

The market rally lifted almost all sectors with few themes visible in a
quarter in which both defensives, such as Healthcare and Utilities,
outperformed alongside cyclical names, such as Mining and Life
Insurance. Oil & Gas underperformed but the sector has been a
marked outperformer over the course of the year even though the oil
price ended the year barely unchanged from the level at which it
started the period. After a period of marked underperformance, mid-
caps modestly outperformed with domestic names coming back
into favour.

Capital at risk
The value of investments
and the income from
them can fall as well as
rise and are not
guaranteed. Investors
may not get back the
amount originally
invested.

Exchange rate risk
The return of your
investment may
increase or decrease as
a result of currency
fluctuations.

Interest Rate Risk
The fund invests in fixed
interest securities such
as corporate or
government bonds
which pay a fixed or
variable rate of interest
(also known as the
‘coupon’) and behave
similarly to a loan. These
securities are therefore
exposed to changes in
interest rates which will
affect the value of any
securities held.
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Capital at risk. Reference to the names of each company mentioned in this communication is
merely for explaining the investment strategy, and should not be construed as investment
advice or investment recommendation of those companies. The figures shown relate to past
performance. Past performance is not a reliable indicator of current or future results and
should not be the sole factor of consideration when selecting a product or strategy. Index
performance returns do not reflect any management fees, transaction costs or expenses.
Indices are unmanaged and one cannot invest directly in an index. Performance data may not
have been audited and should only be regarded as estimates. The estimated returns are net of
fees based on NAV prices with income reinvested and expressed in the base currency of the
share class. The actual return of the fund could differ from the estimated returns presented.
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Contributors to performance

3i positively contributed to performance where it announced excellent results in November,
delivering strong growth in its Net Asset Value driven by the continued outperformance of
Action, its discount retail business which delivered rapid revenue and profit growth through
both a store roll-out programme and excellent like-for-like sales. We see the potential for the
format to continue its expansion in both its heartland of Northern Europe and, progressively, in
newer markets such as Italy and Spain.

Hiscox was another top contributor with the release of a statement indicating all divisions were
in-line with expectations confirming the continued improvement in the group’s operational
performance including the anticipated acceleration in US Retail. The company remains
disciplined such that pricing is running ahead of claims inflation and losses are well controlled.

Games Workshop, a recent addition to the portfolio, performed strongly in December on the
back of the announcement that the company formed an agreement in principle with Amazon to
develop film/TV projects with the Warhammer franchise. Phoenix had a capital markets day in
December at which it was indicated that the company’s cash generation would be at the top of
guidance range for 2022 in addition to pointing to medium term growth. It was also confirmed
that the company was not impacted by the Liability Driven Investment (LDI) crisis.

Moonpig’s recent performance has been impacted by Royal Mail strikes, notably, impairing
consumer confidence that cards will be delivered on time, therefore, having an impact on card
purchases online. The holding was the top detractor from performance during the quarter.

RELX and Reckitt Benckiser were left behind in the market rally but have continued to make
progress, albeit the picture at the latter has been clouded by the abrupt departure of the CEO.
We are confident that RELX can gradually increase its underlying growth rate as it continues to
invest in the data, analytics and tools that should help its customers become more efficient. The
revenue picture at Reckitts has been more volatile: rapid growth through the pandemic for its
disinfectant brands is now normalising; its Health division is recovering as economies reopen;
and its Nutrition business has taken market share owing to supply issues at its major
competitor.

RS Group was another top detractor from performance; the company’s strong trading update
was overshadowed by another leave of absence for the highly regarded CEO for personal
reasons.

Past performance is not a reliable indicator of current or future results and should not be the

sole factor of consideration when selecting a product or strategy.

Reference to the names of each company mentioned in this communication is merely for explaining

the investment strategy, and should not be construed as investment advice or investment

recommendation of those companies.

Unless otherwise stated all data is sourced from BlackRock as at 31 December 2022.
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Calendar Year Net Performance, in percentage return

The latest performance data can be found on our website: www.BlackRock.co.uk

The figures shown relate to past performance. Past performance is not a reliable indicator
of current or future results and should not be the sole factor of consideration when
selecting a product or strategy.
Index returns are for illustrative purposes only. Index performance returns do not reflect any
management fees, transaction costs or expenses. Indices are unmanaged, and one cannot
invest directly in an index.

Source: BlackRock, 31 December 2022. Benchmark: FTSE All-Share Index. Performance shown
for A Class Income units in GBP net of fees.

The Fund was previously structured as Common Investment Fund (‘CIF’). On 06 12 2019, the
CIF closed and the assets were transferred to a Charity Authorised Investment Fund (‘CAIF’). The
CAIF is being run with the same investment objective and policy. Please note that the historical
performance shown before 06 12 2019 is indicative and is provided when the fund was run as a
CIF.

Activity

The fund continued to identify opportunities from the dislocation 2022 has presented, notably,
in the consumer space. Whilst we continue to expect a difficult backdrop for the consumer, we
recognize that in some cases, both the relative and absolute value on offer are attractive
opportunities and we are moving to take advantage of these where we see strong franchises on
offer. In November, we added two new midcaps to the portfolio including Games Workshop, and
Howden Joinery following significant share price underperformance due to a weakening
consumer backdrop; we believe that these are advantaged franchises which aided by strong
balance sheets, cash generation and continued investment, will emerge from this downturn as
stronger competitors.

Reference to the names of each company mentioned in this communication is merely for
explaining the investment strategy, and should not be construed as investment advice or
investment recommendation of those companies.
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Outlook

As we look ahead into 2023, the headwinds facing global equity markets are evident. Inflation
has consistently surprised in its depth and breadth, driven by the resilient demand, supply chain
constraints, and most importantly by rising wages in more recent data. Central banks across the
developed world have raised interest rates in an attempt to curb inflation. Meanwhile, the risk of
policy error from central banks or politicians remains high as evidenced by the turmoil created
by the ‘mini-budget’ in the UK that sent gilts spiralling. The cost and availability of credit has
changed and strengthens our belief in investing in companies with robust balance sheets
capable of funding their own growth. We feel it is incredibly important to focus on companies
with strong, competitive positions, at attractive valuations that can deliver in this environment

The political and economic impact of the war in Ukraine has been significant in uniting Europe
and its allies, whilst exacerbating the demand/supply imbalance in the oil and agricultural
commodity markets. We are conscious of the impact this has on the cost of energy, and we
continue to expect divergent regional monetary approaches with the US being somewhat more
insulated from the impact of the conflict, than for example, Europe. Complicating this further, is
the continued impact COVID is having on certain parts of the world, notably China, which has
used lockdowns to control the spread of the virus impacting economic activity. We also see the
potential for longer-term inflationary pressure from decarbonisation and deglobalisation, the
latter as geopolitical tensions rise more broadly across the world.

As we enter 2023, we have seen the first signs of demand weakness, notably in areas of
consumer spending impacted by rising interest rates such as demand for new housing. We
would expect broader demand weakness as we enter 2023 although the ‘scars’ of supply chain
disruption are likely to support parts of industrial capex demand as companies seek to enhance
the resilience of their supply chains. A notable feature of our conversations with a wide range of
corporates has been the ease with which they have been able to pass on cost increases and
protect or even expand margins during 2022 as evidenced by US corporate margins reaching
70-year highs. We believe that as demand weakens and as the transitory inflationary pressures
start to fade during 2023 (e.g. commodity prices, supply chain disruption) then pricing
conversations will become more challenging despite pressure from wage inflation which may
prove more persistent. While this does not bode well for margins in aggregate, we believe that
2023 will see greater differentiation as corporates’ pricing power will come under intense
scrutiny.

The UK’s policy has somewhat diverged from the G7 in terms of government spending and
taxation as the present government attempts to create stability after the severe reaction from
the “mini-budget. The early signs of stability are welcome as financial market liquidity has
increased and the outlook, whilst challenged, has improved. Although the UK stock market
retains a majority of internationally weighted revenues, the domestic facing companies have
continued to be impacted by this backdrop, notably financials, housebuilders and property
companies. The valuation of the UK market remains highly supportive as currency weakness
supports international earnings, whilst domestic earners are in many cases at COVID or Brexit
lows in share price or valuation terms. Although we anticipate further volatility ahead as
earnings estimates moderate, we know that in the course of time, risk appetites will return and
opportunities are emerging.

We continue to focus the portfolio on cash generative businesses with durable, competitive
advantages boasting strong leadership as we believe these companies are best-placed to drive
returns over the long-term. We anticipate economic and market volatility will persist in 2023
and we are excited by the opportunities this will likely create by identifying those companies
using this cycle to strengthen their long-term prospects as well as attractive turnarounds
situations.

Unless otherwise stated all data is sourced from BlackRock as at 31 December 2022.
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Dividend Record

The fund will pay a dividend on 20 January 2023 of approximately 6.00 pence per unit to
investors in the income share class to represent the income accumulated between 1 October
2022 and 31 December 2022.

Past performance is not a reliable indicator of current or future results and should not be
the sole factor of consideration when selecting a product or strategy.

Yield: 3.7%

The distribution yield represents the ratio of distributed income over the last 12 months to the
fund’s current NAV. The published figures do not reflect any initial charges nor the impact of tax
which may be incurred by an investor.

Any opinions and/or forecasts represent an assessment of the market environment at a specific
time and is not intended to be a forecast of future events or a guarantee of future results. There
is no guarantee that any forecasts made will come to pass. All amounts given in GBP unless
otherwise stated.

Tax treatment depends on the individual circumstances of each client and may be subject to
change in the future.

Unless otherwise stated all data is sourced from BlackRock as at 31 December 2022.
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Risk Warnings

Capital at risk. The value of investments and the income from them can fall as well as rise and
are not guaranteed. Investors may not get back the amount originally invested.

Past performance is not a reliable indicator of current or future results and should not be the
sole factor of consideration when selecting a product or strategy.

Changes in the rates of exchange between currencies may cause the value of investments to
diminish or increase. Fluctuation may be particularly marked in the case of a higher volatility
fund and the value of an investment may fall suddenly and substantially. Levels and basis of
taxation may change from time to time.

BlackRock Charities UK Equity Fund Risks

Exchange rate risk. The return of your investment may increase or decrease as a result of
currency fluctuations.

Interest rate risk. The fund invests in fixed interest securities such as corporate or government
bonds which pay a fixed or variable rate of interest (also known as the ‘coupon’) and behave
similarly to a loan. These securities are therefore exposed to changes in interest rates which will
affect the value of any securities held.

Important information

Issued by BlackRock Investment Management (UK) Limited, authorised and regulated by the
Financial Conduct Authority. Registered office: 12 Throgmorton Avenue, London, EC2N 2DL.
Tel: + 44 (0)20 7743 3000. Registered in England and Wales No. 02020394. For your protection
telephone calls are usually recorded. Please refer to the Financial Conduct Authority website for
a list of authorised activities conducted by BlackRock.

This document is marketing material. BlackRock Charities Funds (the “Trust”) is a charity
authorised investment fund (“CAIF) regulated as a charity by the Charity Commission for
England and Wales and authorised as a non-UCITS retail scheme by the Financial Conduct
Authority (‘FCA’). The Trust’s FCA product reference number is 839484 and the registered
charity number is 1182766. The Trust is constituted as an authorised unit trust umbrella
scheme. In order to subscribe for units in a Sub-Fund in the umbrella, investors must complete
an appropriate application form. Any decision to invest must be based solely on the information
contained in the current Prospectus, the most recent financial reports and the Key Investor
Document pursuant to the PRIIPs Regulations, which are available in registered jurisdictions
and available in local language where registered can be found at www.blackrock.com on the
relevant product pages. Investors should understand all characteristics of the funds objective
before investing. Blackrock may terminate marketing at any time.. Prospectuses, Key Investor
Documents and application forms may not be available to investors in certain jurisdictions
where the Trust in question has not been authorised for distribution.
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Any research in this document has been procured and may have been acted on by BlackRock for
its own purpose. The results of such research are being made available only incidentally. The
views expressed do not constitute investment or any other advice and are subject to
change. They do not necessarily reflect the views of any company in the BlackRock Group or any
part thereof and no assurances are made as to their accuracy.

This document is for information purposes only and does not constitute an offer or invitation to
anyone to invest in any BlackRock funds and has not been prepared in connection with any
such offer.

THE INFORMATION CONTAINED HEREIN, TOGETHER WITH THE PERFORMANCE
RESULTS PRESENTED, IS PROPRIETARY IN NATURE AND HAS BEEN PROVIDED TO YOU
ON A CONFIDENTIAL BASIS, AND MAY NOT BE REPRODUCED, COPIED OR DISTRIBUTED
WITHOUT THE PRIOR CONSENT OF BLACKROCK.

© 2023 BlackRock, Inc. All Rights reserved. BLACKROCK, BLACKROCK SOLUTIONS,
and iSHARES are trademarks of BlackRock, Inc. or its subsidiaries in the United States
and elsewhere. All other trademarks are those of their respective owners.
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