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mm Executive Summary

The report examines how German foundations,
churches, and charitable investors invest in al-
ternatives and how they differ from other types
of investors.

The analysis is based on representative data from
the BAI Investor Survey 2025, which surveyed 107
German institutional investors with approximately
€2.23 trillion in assets under management, of which
12 are foundations and church-based charitable in-
vestors. The quantitative analysis is supplemented
by qualitative investor interviews, six of which are
citedinthis report and provide detailed insights into
their portfolios.

Foundations are highly diverse in their objectives, ca-
pital structure, and thus in their capital investments
and target returns, although two main objectives
can be identified: on the one hand, to generate re-
gular, predictable income to finance ongoing pro-
jects; on the other hand, to achieve long-term real
capital preservation and inflation protection in
order to secure the foundation’s purpose. Church
investors also focus on long-term capital preserva-
tion, but unlike foundations, they have additional,
relatively predictable income from church taxes
to finance ongoing activities. Securing retirement
obligations requires similar objectives to those of
pension funds or pension schemes.

Alternatives became increasingly attractive to cha-
ritable investors during the low interest rate phase
as a substitute for bonds and support key invest-
ment objectives through stable and predictable
cash flows and inflation protection for real capital
preservation.

Foundations and church investors enjoy greater free-
domin capital investment compared to more hea-

vily regulated investors (e.g. insurance companies,

pension funds). Capital investment is therefore less
determined by regulations and more dependent
on the individual decisions of those responsible.

Despite their comparatively lower level of regula-
tion, foundations and church-based charitable
investors do not differ significantly from other
types of investors in terms of their average all-
ocations across the individual asset classes. Both
groups face the same challenges, and their ave-
rage alternative asset allocations are around
30% each. This can be explained by the fact that,
on the one hand, they tend to follow established
strategies and, on the other hand, their focus on
long-term capital preservation and stable returns
leads to comparable risk/return considerations and
allocation decisions.

Duetofactors such asinflation protection, stable ren-
talincome, and often historic ownership (especially
in the case of churches), real estate remains the tra-
ditionally most important alternative asset class for
foundations and church investors, with even grea-
ter significance than for other types of investors. The
current market environment is perceived as challen-
ging due to price declines, low transaction activity,
and renovation requirements. However, regarding
the impact on portfolios, a clear distinction must be
made between different real estate segments and
the detailed portfolio structure. Charitable investors
are also planning to reduce their real estate alloca-
tionsandincrease theirinfrastructure allocations
due to similar cash flow profiles.

In addition toinfrastructure, corporate private debt
is becoming increasingly important due to the asset
class's characteristics. In particular, ongoing cash
flow and alternative risk premiums are increasing-
ly finding their way into the portfolios of charitable
investors as a substitute for bonds and real estate.



The interviews and data reveal considerable hete-
rogeneity with regard to the alternative investment
quota of charitable investors. Experience with alter-
native investments varies significantly, although for
capacity reasons, relatively few foundations and
churchinvestors still consider themselves proven
alternative experts within-house teams. Charitable
investors also differ from other types of investors in
terms of factors such as historical ties to the foun-
der’s enterprises and foundation philosophies,
which shape the capital structure and influence in-
vestment decisions.

Thisalsoinfluences access to ESGissues. Foundations
and churchinvestors are considered pioneers of va-
lue-based and sustainable investing. Due to their
growing importance to other types of investors, there
is now little difference between themin terms of ESG
practices. However, there are differences in terms of
intrinsic, value-driven motivation. Church investors
are supported in their decision-making by the EKD
Guidelines (Evangelical Church) and the Guidance for
Financial Managers of Catholic Institutions (Catholic
Church). Due to their value-oriented investment phi-
losophies, the proportion of charitable investors
with an impact strategy is twice as high as that

of other investor groups.
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charitable investors

== 1. German foundations, church, and

Foundations, church-based, and charitable investors represent significant players
in the German institutional investor landscape in terms of numbers. Unlike many
other types of institutional investors, such as insurance companies, pension funds,
or pension schemes, they do not have to generate target returns for contributors;
rather, they use their assets to finance charitable goals aligned with the founda-
tion’s purpose or the church’s mission.

As one of the countries with the most foundations
in Europe, Germany currently has more than 26,000
legally recognized civil law foundations, around 90%
of which are charitable." With the 60 largest founda-
tions distributing around €5 billion per year, German
foundations play a major role in serving the common
good in society. Social services, education, arts and
culture, and science and research are the main areas
in which German foundations are active. In terms of
numbers, however, the German foundation landsca-
pe is characterized by a large number of small foun-
dations, 80% of which have start-up capital of less
than €1 million?, and a few large foundations?. With
a total of approximately €107 billion in foundation
assets (as of 2021) managed in Germany*, founda-
tionsasawhole play a relevant role among German
institutional investors.

The two major German churches, the Protestant and
Catholic churches, are estimated to have total assets
of approximately €400 to €450 billion, which is divi-
ded roughly equally between them.The largest dio-
ceses, such as Paderborn and Cologne, have balance
sheet totals in the range of €4 to €5 billion. The real
estate portfolio, as a historical legacy, forms the back-
bone of the assets of both churches. The more than
20,000 Protestant and Catholic church buildings are
estimated to have a market value of over €200 billion,
although they are often only reported in the balance
sheetsatavery small fraction of this market value. In
addition, there are alarge number of buildings, such
as parsonages and social institutions, which together
require considerable maintenance. Real estate also
dominates the illiquid portfolios of church investors.
"Das Investment”calculated from the audited annu-

1 Federal Association of German Foundations.

2 Ibid. Foundations in Germany: Facts and figures.
3 Ibid. List of the largest foundations.

4 German Bundestag 2021.



https://www.stiftungen.org/fileadmin/stiftungen_org/Presse/Faktenblaetter/Faktenblatt-Stiftungen-in-Deutschland.pdf
https://www.stiftungen.org/fileadmin/Infosheet_Stiftungssektor.pdf
https://www.stiftungen.org/stiftungen/zahlen-und-daten/liste-der-groessten-stiftungen.html
https://www.bundestag.de/presse/hib/855178-855178#:~:text=hib 961/2021-,107 Milliarden Stiftungsverm%C3%B6gen in Deutschland,als 107 Milliarden Euro verf%C3%BCgt.
https://www.bundestag.de/presse/hib/855178-855178#:~:text=hib 961/2021-,107 Milliarden Stiftungsverm%C3%B6gen in Deutschland,als 107 Milliarden Euro verf%C3%BCgt.

alfinancial statements for 2023 of the 11 dioceses of
Cologne, Paderborn, Munich &Freising,and Freiburg,
calculated an average share of 77% for traditional in-
vestments (equity, bond, money market, and special
funds without private market vehicles) and 23% for
alternative investments, with direct real estate ac-
counting on average 18% as the majority.”

This report examines how German foundations and
church-based charitable investors investin alternati-
vesand how they differ from other types of investors.
It combines quantitative and qualitative research for
this purpose. The figures are taken from the BAI In-
vestor Survey 2025, which contains representative
data from 107 German institutional investors with an
aggregate approximate €2.23 trillion in assets under
management. Twelve investors are foundations and

church-based charitable investors©The analysis is sup-
plemented by qualitative research and expertinter-
views with charitable investors, six of whom are quo-
ted in this report and provide detailed insights into
their capital investments. These are the Protestant
Church of Central Germany and the Catholic Arch-
diocese of Freiburg (equity capital approx. €1 billion)
— two representatives of large church investors. Re-
presentatives of some of the largest German foun-
dations are featured in the Foundation Remembran-
ce, Responsibility and Future (EVZ) as a foundation
under public law (€0.49 billion in equity capital), as
well as the foundations under private law, the non-
profit Hertie Foundation (€0.82 billion in equity ca-
pital), the Joachim Hertz Foundation (€2.07 billion
in equity capital), and The Polytechnic Foundation
of Frankfurt am Main (€0.47 billion equity capital)’,
representatives of some of the largest German foun-
dations have their say.

5 The Investment 2025.
6 In the report, both groups are also summarized as ‘charitable investors.”
7 Ibid. List of the largest foundations.
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mm 2. Why do foundations and church-based

charitable investors invest in alternative

investments?

When allocating assets for foundations and church investors, it is essential to un-
derstand their investment objectives and investment horizons. Unlike other types
of institutional investors, such as insurers, pension funds, or pension schemes, cha-
ritable investors do not have contributors on whose behalf they are obliged to ge-
nerate certain target returns.

Another key difference is the typically much greater
freedom in capital investment, as there are no quo-
tas or capital requirements, unlike, for example, in-
surance companies under Solvency Il regulation or
pension funds thatinvestin accordance with invest-
ment regulations.

Rainer Maucher, managing
director of the Hertie Foun-
dation, argues that foundati-
ons are essentially faced with
the same challenges as other

investors —only without the re-

Rainer Maucher,
Managing Director of
the Hertie Foundation

gulatory framework that res-
tricts insurance companies or
banks, forexample. Whatis more decisive, he says, is
the role of the board of directors, which sets the gui-
delines for the investment strategy. Structures and
strategies are therefore less institutionally determined
and more dependent on the individuals involved.

2.1 Investment objectives and invest-
ment horizon for foundations

Foundationsare highly diverse in their objectives, ca-
pital structure, and thus in their capital investments
and target returns. However, two typical objectives
can be summarized. On the one hand, they use the
income from their investment assets to finance on-
going projects of the foundation’s work. To do this,
they are dependent on regular, predictableincome.

On the other hand, the long-term real preservation of
the foundation’s assets and protection against infla-
tion are central. Founders often left assets behind to
achieve long-term public welfare objectives, which
require a very long-term investment philosophy.

In 2024, the Joachim Herz Foundation spent a total
of €51.5 million on charitable causes.®

8 Joachim Herz Foundation.
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Andreas E. Meier, Head of
Investment at the Joachim
Herz Foundation, makes it
clearthatthe foundation,asan
institution that provides fun-

ding and has around 70 em-

Andreas E. Meier, Head
of Capital Investment,
Joachim Herz Founda-
tion

ployees, is dependent on re-
gular investment income. To
achieve this, an annual target
return of around 3 percent on total assets plus infla-
tion adjustment must be generated for long-term
capital preservation.

The target return depends on the structure and indi-
vidual activities of each foundation. One factor that
distinguishes foundations from other types of inves-
tors, to a certain extent, is their investment horizon.
Due to their goal of long-term capital preservation,
charitable investors sometimes emphasize an invest-
ment philosophy designed for “eternity.” However,
given that daily foundation activities and the rea-
lization of objectives are financed from returns on
the one hand, and macroeconomic developments
require asset revaluations on the other, shorter plan-
ning intervals are also necessary.

The Foundation Remembrance, Responsibility and
Future (EVZ) is committed to supporting survivors of

Nazi persecution. Its goal is to work with young peo-
ple to keep the memory of those persecuted alive
through contemporary education and to promote
critical engagement with the subject.

According to Stefanie Hins-
dorf,Head of Asset Manage-
ment atthe Foundation“Re-
membrance, Responsibility

il and Future” (EVZ), the EVZ's
“ medium-term target return is
Stefanie Hinsdorf, Head - currently around 4.2%. When

of Asset Management, ) ) )
it was established in 2000, the

Foundation ,Remem-
brance, Responsibility 4 ndation was endowed with

and Future”(EVZ),image
©Stefanie Loos

a base capital of around EUR
360 million (DM 700 million). According to its statu-
tes, funding projects may only be financed from the
income generated by these assets, whereby the en-
dowment capital remains untouched, and the aim
is to maintain its real value. The foundation is there-
fore dependent on regular net income for its work.
Real estate funds were established as a stable source
of income in 2009. From 2013 onwards, as a further
measure to stabilize income and spread risk, illiquid
assets were gradually expanded through infrastruc-
ture funds. Both asset classes are viewed from a con-
servative perspective, with afocus onregularincome
and contribution to value preservation.

Stefanie Hinsdorf makes it clear that the foundation
is not subject to traditional foundation supervision,
but rather follows a special structure as a public-law
institution: itis comparable to a subordinate autho-
rity of the Federal Ministry of Finance, which also
exercises legal supervision.

As afoundation established in perpetuity, it pursues
the"steady hand”principle in its asset management.
Even though geopolitical developments are having
an increasingly rapid and noticeable impact on the
capital markets, it is important to maintain distance
and remain focused on the long term. This principle



helps to withstand short-term fluctuations and ad-
here to processes.

However, the investment of foundations’ capital is
always caught between the conflicting priorities of
long-term capital preservation and the realization of
their purpose. Ongoing projects that serve to fulfill
the foundation’s objectives usually have fixed plan-
ning intervals of several years, which require predic-
table financing.

The Polytechnic Foundation
of Frankfurt am Main, emp-
hasizes that despite its funda-
mentally long-term approach,
the foundation does not pur-

sue a “perpetual approach”in

Thomas W. Meissner, the sense of holding invest-

Head of Asset Manage- ) .
ment, The Polytechnic ~~ ments indefinitely. For the
Foundation of Frankfurt ¢\ dation, it is crucial that the
am Main

assetmanagersinvest with the
return of the funds after a clearly defined investment
period so that performance can be assessed and op-
portunities and risks can be reevaluated. Evergreen
investments could reduce the incentive for mana-
gers and reduce the long-term attractiveness of the
assets, as properties in particular may lose their ap-
peal to tenants without newly invested capital. Ac-
cordingly, The Polytechnic Foundation of Frankfurt
am Main has a target holding period of around 12
to 15 yearsforreal estate, while the investment hori-
zon for private equity and similarly structured invest-
ments is more likely to be 7 to 10 years.

However, the importance of financing foundation
activities and long-term capital preservation varies
notonly depending on the foundation’s purpose and
structure, butalso regionally, as foundations differin
their traditions.

The objectives of the Hertie Foundations cover two
areas:on the one hand, the non-profitfoundation has
been committed to promoting a strong democracy
for more than twenty years through its own operati-
onal projects and by supporting third-party projects,
including educational projects. On the other hand,
itis dedicated to research and dialogue on the brain
and the fight against brain diseases.’

With regard to funding objectives, Rainer Maucher
of the Hertie Foundation points out that German
foundations traditionally differ from the American
model in their orientation. While in the US, a man-
datory minimum distribution quota clearly focuses
on the realization of objectives, in Germany, capital
preservation has long been the priority. According
to Maucher, both are now equally important. This
has clear implications for investment policy: “If you
don’t want to bear the risk of equities alone, but want
to position yourself more broadly and stably, alternati-
ve components are indispensable and ultimately wit-
hout alternative.”

Theimportance of alternative asset classes for foun-
dationsis also reflected in the data on their asset all-
ocations (see 3).

2.2 Investment objectives and invest-
ment horizon for church investors

Like foundations, church investors focus on long-
term capital preservation in their investments. Ho-
wever, unlike foundations, they do notrely solely on
donations and regular income from investments to
finance their day-to-day activities, but also have re-
gularincome streams thanks to church taxes. In addi-
tion, church investors more often use investments to
provide for the retirement of their employees, which
means that a portion of their assets is allocated with
similar objectives to those of pension funds.

9 Hertie Foundation.
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The investment of the corresponding legal
entities pursues two main purposes and can
be divided into two different pots, according to
Holger Sahner, Asset Alloca-
tion & Investment Strategist
at the Archdiocese of Frei-
burg. On the one hand, there
is the support of pension obli-

gations for priests and civil ser-

Holger Sahner, Asset
Management Officer,
Archdiocese of Freiburg

vants of the archdiocese, where
theinvestmentis clearly based
ontheactuarial interest rate for the valuation of pen-
sionobligationsin accordance with the German Com-
mercial Code (HGB). On the other hand, the“Katholi-
sche Darlehensfonds”efficiently bundles the entire
asset investment process to ensure risk-controlled
investment of the funds of the archdiocese, parishes,
and other church bodies, institutions, and founda-
tions. This also supports liquidity management, and
if necessary, loans are also granted from this fund.

Similar to the foundations discussed above, the in-
vestment horizon of the Protestant Churchin Central
Germany is also fundamentally designed to be"infini-
te/according to Markus Hesse, Asset Management
Officer, Evangelical Church in Central Germany.
Theaimistoachieve atarget return of around 4% on
along-term average, which seems realistic in a nor-
malized interest rate environment after the difficult
low-interest phase. The assets under management
comprise, in particular, long-termreserves —for exam-
ple, for pension obligations — as well as funds from
internal church foundations. The investment strategy
thus focuses clearly on long-term asset preservation
and continuous income, regardless of short-term Ii-
quidity requirements.

Both Catholic and Protestant investors emphasize
that their investment horizon is designed to be “in-
finite! This is similar to the logic of traditional foun-
dations, but differs in that it is additionally secured
by church tax revenues. The pension fund for church

investors is based on the actuarial interest rate and
the hedging of pension obligations, comparable to

pension funds. In the case of theloan or subsidy pot,

on the other hand, there is a stronger focus on cur-
rentdistributions, similar to foundations. Alternatives
are also of central importance for church investors
forthe purposes of income stabilization, diversifica-
tion, and due to their long-term nature.



Similarities between foundations and church
investors:

Both pursue long-term capital preservation and
value regular, predictable returns to finance their
respective tasks.

The investment horizon is very long-term in each

case, sometimes with a “perpetuity approach,’

although in practice this is applied differently with
regard to the holding period of assets.

Alternatives play an important role in stabilizing
returns, diversifying, and hedging against inflation.

However, both groups are caught between the
conflicting priorities of achieving their ongoing
objectives (e.g., funding projects, social tasks) and
preserving their core assets.

Differences between foundations and church
investors:

Foundations finance their activities primarily from
investment income and are therefore more
dependent on regular, predictable returns.

Church investors have additional regular income
from church taxes, which gives them more flexi-
bility in their capital investments.

Church investors often have two separate
investment purposes: a fund for pension obliga-
tions (similar to pension funds, with a focus on
security and actuarial interest rates) and a fund for
preserving church assets.

Foundations differ more greatly in terms of their
individual target returns and focus, depending on
the foundation’s purpose, history, and capital
structure.




mm 3. The alternative allocation of foundations

and church-based charitable investors

The BAl defines alternative investments as follows:

Main asset classes:

m Corporate Private Equity
m Corporate Private Debt
mInfrastructure Equity

m Infrastructure Debt

m Real Estate Equity

m Real Estate Debt

m Hedgefunds / Liquid Alternatives

Figurel: Alternative asset classes as defined by the BAI

Alternative asset classes offer numerous characteristics
that enable foundations and church-based charita-
ble investors to achieve theirinvestment objectives.

Financing their projects to fulfill the foundation's goals
requires predictable and stable cash flows. Alterna-
tives such as infrastructure (especially core/core+)
or private debt can reliably provide these ongoing
returns. Particularly due to the low interest rate en-
vironment since the early 2010s, alternatives have
come into focus as a substitute for bonds. Illiquidity
premiums are proving to be an indispensable port-
folio component for generating target returns.

At the same time, alternative risk premiums offer di-
versification and thus reduce dependence on stocks
andinterest raterisks. For the foundation’s goal of real
capital preservation, tangible assets such as real esta-
te orinfrastructure offer valuable protection against
inflation.

Churches and foundations also enjoy greater regula-
tory freedom compared to other types of investors,

Sub- or niche asset classes:

m Venture Capital

m Credit Specialities / Opportunities

m|LS/ Cat Bonds

m Natural capital (e.g., farmland, timber, etc.)
m Other tangible assets (aircraft, ships, etc.)
m Commodities

m Cryptocurrencies & tokenized assets

suchasinsurers or pension funds, which are restricted
by quotas and capital requirements, and can therefo-
re allocate their assets more flexibly. One hypothesis
would therefore be that churches and foundations
have comparatively higheralternative quotasin their
assetallocation than other types of investors. Infact,
however, the alternative quotas of the church-ba-
sed charitable investors and foundations surveyed,
at 29.3% on average, do not differ significantly from
the average of other types of investors in the BAl In-
vestor Survey 2025, at 30.5% (Figure 2).
Alternative Investments Quota
35%
30%

2504 30.5% 29.3%
20%
15%
10%
5%
0%

Average other Average foundation,
investors church, and
charitable investors

Figure 2: Average share of alternative investments in asset alloca-
tion. Source: BAl Investor Survey 2025.



One possible explanation for the only slight differen-
ceinthealternative investmentratios of foundations
and church-based charitable investors compared to
the market as a whole is that both investor groups
base their capital investments on established pat-
terns of other institutional investors. In addition, their
shared focus on long-term capital preservation and
stable returns means that risk-return considerations
ultimately result in similar allocation decisions.

When looking at average alternative allocations, ho-
wever, it must be borne in mind that the BAI Inves-
tor Survey tends to attract more investors who are
familiar with the BAI and therefore may have a cer-
tain affinity foralternative asset classes, which could
skew the allocations slightly upwards. However, this
applies equally to charitable and other types of in-
vestors, which is why the difference between these
two groups is unlikely to be significantly affected.

3.1.The heterogeneity of foundations
and church-based charitable investors
in their alternative allocations

However, there is a certain degree of heterogenei-
ty among charitable investors with regard to the al-
ternative quota in the data. While some investors in
this group built up alternative allocations early on,
theinterviews show that otherinvestors are still less
advanced in their development plans. The variance
is correspondingly large.

Foundedin 2005, The Polytechnic Foundation of Frank-
furtam Mainis one of the pioneersamong German foun-
dations when it comes to early and sizeable allocation
inilliquid asset classes. Thomas W. Meissner, Head of
Asset Management, explains that the foundation cur-
rently invests around40% of its assets in alternatives. Real
estate accounts for the largest share at approximately
27-28%, complemented by around 4% each in private
equity andinfrastructure equity,and 2%in private debt.
Infrastructureis pursued exclusively on the equity side.

This portfolio was built up early on and deliberately
in a gradual manner: real estate was part of the all-
ocation from the outset, private debt was added in
2009/2010, private equity in 2013/2014, and infras-
tructure around five years ago. This comparatively
early and broad access to illiquid asset classes was
made possible because the board of directors had
already decided to delegate asset management to
an external family office when the foundation was es-
tablished. Leveraging its expertise, a long-term road-
map was developed for building a broadly diversified
asset allocation. Since 2015, the foundation has had

its own asset management function.




Rainer Maucher, Hertie Foundation, also points
out that the foundation has a comparatively high
proportion of alternatives, with around 30% in real
estate, 10% in private equity,and another 10%in al-
ternative strategies such as hedge funds, cat bonds,
and infrastructure. This level is exceptionally highin
the foundation environment, but can be explained
by the special risk structure: the aimis to cushion the
main risk from the liquid stock market through pri-
vate markets and at the same time achieve a higher
return than listed stocks.

Data from the BAl Investor Survey shows that signifi-
cantly fewer foundations and church investors than
otherinvestors describe themselves as expertsin al-

ternative investments and have in-house teamsFigu-
re 3: Experience with alternative investments by in-
vestor type. Source: BAl Investor Survey 2025. (Figure
3). This is also related to the often smaller size of the
teams responsible for capital investment, especial-
ly in comparison to other types of investors, such as
insurers. However, two-thirds of charitable investors
see themselves as being at least at level 4 out of 6,
thus demonstrating significant experience in alter-
native allocation.

However, the proportion of those who rate themsel-
vesatlevel 2,andthus evenless advanced in portfolio
development,isalso significantly higher on average
than for other types of investors.

In-house experience with regard to the alternatives portfolio

Experts/ 8.3%

In-house team 28.1%

5

w A~

10.1%

3.4%

Entry
0% 5% 10%

m Foundations, church and charitable investors

33.3%
32.6%

25.0%
22.5%

16./%

16./%

20% 25% 30% 35%

m Other investors

Figure 3: Experience with alternative investments by investor type. Source: BAl Investor Survey 2025.

Holger Sahner, Archdiocese of Freiburg, describes
the structure of the alternative portfolio in such away
that the strategic target quota — excluding real estate
isaround 15%, while the actual allocation is currently
only around 5%, as the capital commitments as the
basis for the systematic private market development
only began gradually with the completion of the stra-
tegy concept for private market investments in 2022.
Real estate accounts foralarge share with an exposu-

re of around 14-18%, but is to be reduced in favor of

private market investments in order to adequately
meet liquidity requirements at all times, also in rela-
tion to the maximum quota of illiquid investments
inthe investment guidelines of 35%. Overall, the tar-
getisroughly 30% alternatives, although the specific
structure also depends on the various legal entities
and their liquidity restrictions. Sahneremphasizes that
theallocationis not finely controlled by rigid quotas
or ongoing rebalancing, but rather as part of a risk-
oriented “calm hand investment policy.



It should be noted here that real estate, as an asset
class with a long tradition, especially among Ger-
man institutional investors, is often not counted as
an alternative investment in practice. However, due
to the characteristics of the asset class, such as its il-
liquidity, real estate is counted as an alternative in-
vestment in the literature and according to the de-
finition of the BAI (Figure1). This must be taken into
account when considering data on alternative quo-
tas in asset allocation.

Stefanie Hinsdorf, EVZ Foundation, describes the
structure of the alternative investment portfolio as
follows: since 2019, a target quota of 20% has been
defined —divided into 10%real estate and 10% infras-
tructure, both of which have so far been exclusively
in the equity sector. While real estate investments
were already being built up from 2009 onwards, in-
frastructure was added somewhat later, from 2013
onwards, mainly in response to the low interest rate
environment. Since 2019, the foundation has been
supported by an external consultant in the area of
illiquid assets. In the meantime, the infrastructure
sectoris weighted slightly higher than the real estate
sector. As EVZ Foundationis a public-law foundation,
itis not subject toany legal or regulatory restrictions
with regard to the proportion of illiquid investments

and can therefore position itself within the ranges

it has set for itself. In total, the foundation manages
around €640 million, of which the remaining 80% is
invested in stocks and bonds, with a current trend
towards more bonds.

Foundationsare also often subject to historical factors
thatinfluence their capital structure and tie them to
the undertakings of the original founder. The foun-
dation’s philosophy canalsoinfluence its investment

structure.

The Joachim Herz Foundation differs significantly from
otherfoundationsin terms of its capital structure and
is particularly influenced by the legacy of its founder.
In 2008, Joachim Herzleft behind assets with a market
value of around €1.3 billion, which formed the basis
of the foundation’s assets. The majority of the foun-
dation’s capital isindirectly invested in Beiersdorf AG,
supplemented by other corporate investments. In ad-
dition, the capital investment s supplemented by real
estate in the US and Germany and a broadly diversi-
fied securities portfolio. The foundation's goals are“the
transfer of cutting-edge research into practice, the
strengthening of start-up ecosystems,and sustainable
vocational training”in order to generate "new ideas
and sustainable business models”" According to the
statutes, the values of freedom and individuality that
shaped the founder are also decisive in ensuring that



the foundation’s capital is still predominantly inves-
ted and tied up in entrepreneurial ventures. '°

Andreas E. Meier, Head of Capital Investment at
the Joachim Herz Foundation, explains: "Around
80% of our assets are invested directly in businesses or
real estate—this shapes our capital structure. As part of
thefurtherdiversification of ourincome structure, we are
systematically building up a diversified private markets
portfolio with a target return of around 7%, which con-
tributes to stabilizing our eligibility for funding

3.2.The significance of individual al-
ternative asset classes

Looking at the proportion of investors allocating to
each alternative asset class, there are also only minor
differences between charitable investors and other
types of investors.

75% of charitable investors are currently invested in
corporate private equity, two-thirds in corporate pri-
vate debt, and one-third in real estate debt, each only
slightly less than other investors. Infrastructure equi-
ty is even more popularamong charitable investors
than among other types of investors, with over 80%
of investors allocating to this asset class (Figure 4 ).
While real estate remains fundamentally important,
the data shows that foundations and church inves-
tors are now investing in a wide range of alternative
asset classes.

10 Joachim Herz Foundation.
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Alternative investments by foundations, church and charitable investors
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Figure 4: Percentage of investors invested in each asset class by investor type. Source: BAl Investor Survey 2025.

A comparison of the approximate average allocations The BAlInvestor Survey 2025 can be considered re-
totheindividualalternative asset classes also shows presentative with its cross-section of the German in-
that the distribution tends to be similar, although in- stitutional investor landscape. However, due to the
dividual emphases vary (Figure 5). small sample size of charitable investors in the sur-

vey, the comparison with other investor types must
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be considered only partially representative and in- tions and church investors showing slightly higher
terpreted with caution. rates here. The shares are also relatively close in in-

frastructure and private equity investments, which
Both investor groups hold the largest share in real indicates a similar risk-return trade-off.
estate, especially in real estate equity, with founda-

Approximate average allocation in alternative asset classes
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Figure 5: Approximate average allocation by asset class and investor type. Source: BAl Investor Survey 2025.




Allocation to niche strategies such as cat bonds, na-
tural capital, or tokenized assets is significantly lower,
as these have only played a role in isolated cases to
date, resulting in low average allocations. However,
theallocation of those few foundations that have in-
vested is naturally higher in individual cases.

With regard to allocation to individual alternatives,
Rainer Maucher of the Hertie Foundation makes it
clearthatinvestmentsin new asset classes only make
sense from around five percent upwards. Anything
less than that is “ultimately a hobby” - too small to
have a noticeable impact on the portfolioand, inthe
event of weaker results, more likely to require expla-
nation than to offer opportunities for returns. There-
fore, the strategy is to start with smaller investments
innew commitments, butto consistently expand the
share in the medium term.

Thereis therefore a trade-off between diversification
through more alternative asset classes in the portfolio
and the effort required to manage it. The BAIl Inves-
tor Survey 2025 shows that, on the one hand, small
sub- or niche asset classes are becoming more im-
portant, but on the other hand, diversification into
many different alternative asset classes has not in-
creased further compared to the previous year. Ac-
cordingly, more diverse alternative asset classes are
not always perceived as positive."

Overall, it appears that despite their specific regula-
tory and ethical framework, foundations and church-
based charitable investors are increasingly building
private market portfolios that are similarly diversified
to those of other institutional investors — albeit with
a slightly stronger focus on stable, ongoing returns.

3.2.1. Real Estate

Real estate remains the most important alternative
asset class forchurch-based charitable investors and
foundations in Germany. It traditionally plays a signi-
ficant role in the fixed assets of churches and foun-
dations and, at least in theory, provides protection
against inflation and a predictable income stream.
It also plays a special role in portfolios, as churches,
for example, often have historically owned real es-
tate. Accordingly, all charitable investors surveyed
stated that they were invested in real estate equity,
compared to approximately 70% of other investors.

One-third of the charitable investors surveyed also
invest in real estate debt.

Rainer Maucher, Hertie Foundation, explains that
thefoundation takes a two-pronged approach toreal
estate: around two-thirds of the portfolio consists of
its own direct holdings, which are almost exclusively
concentrated on office and residential properties in
Germany.In addition, fund vehicles are used to gain
access to segments such aslogistics, social care, and
foreignreal estate, which are not part of the founda-
tion's core expertise. In this way, the direct portfolio
remains within the German legal framework, while
external partners are brought in for special topics.

o5

11 BAlInvestor Survey 2025, p. 9.
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The BAI Alternative Investments sentiment barome-
ter shows that sentimentamong German institutio-
nalinvestors in the real estate sector has been atits
lowest in recent years and expectations have not
been met. The negative sentiment on the German
real estate market has not spared foundations and
church-based charitable investors. With 55% of the
foundations and church-based charitable investors
surveyed, significantly more investors want to redu-
ce their allocation to real estate equity than other
types of investors (Figure 6). Here, too, it should
be noted that, due to the fact that only 12 charita-
ble investors participated in the BAI Investor Sur-
vey 2025, the comparison may not be considered
representative,

Planned adjustment of allocation in
Real Estate Equity by investor type

charitable
investors
LR
other

investors
EnE

® reduce

W increase ® keep status quo

Figure 6: Planned adjustment of real estate equity allocation
among foundations and church-based charitable investors
(outside) and other types of investors. Source: BAl Investor Survey
2025.

The initial cause of this was the ECB's dramatic in-
terest rate reversal as a result of the inflation shock
in the wake of the coronavirus pandemic and the
start of Russia’'s war of aggression in Ukraine. Real
estate in Germany fell from its record valuation level,
and transaction activity largely came to a standstill.
Factors such asthe increasingimportance of home
office and online retail instead of brick-and-mortar
stores, also as a result of the pandemic, further exa-
cerbated the situation in the office and commercial
real estate market. The need for energy-efficient re-

novations and the associated investment require-

ments, as well as uncertainties in this regard, also
contribute to the challenging environment.

Regarding the real estate allocation, Thomas W.
Meissner explains that The Polytechnic Foundati-
on of Frankfurt am Main had significantly increased
its share from 2011 onwards in order to secure sta-
ble ordinary income during the low-interest phase.
Today, with bond markets offering more attractive
yieldsagain, the quotais being gradually reduced. A
large portion of the funds freed up will be invested
in infrastructure, as the cash flow profile is compa-
rable. However, this shift is being delayed because
there are still very few transactions on the German
real estate market, especially in the office segment.
The reasons for this lie partially on the overall market
condition, butalso, in location-specificissues and the
reluctance of some sellers to accept valuation dis-
counts.In addition, energy-efficient refurbishments
entail additional costs that only pay off over the long
term upon exit. Taken together, this points to a chal-
lenging environmentin which a realistic revaluation
of many properties is still pending.

In the current real estate market, Rainer Maucher of
the Hertie Foundation points out that many proper-
ties purchased at high prices by market participants
in recent years no longer meet sustainability requi-
rements. He cited an example from his own portfo-
lio,in which a 140-year-old building was completely
demolished and then upgraded to the KfW 40 ener-
gy standard — including a heat pump and solar sys-
tem. These measures reduced the building’s energy
consumption by over 90%. Those who are prepared
to bear such workand costs can continue to achieve
attractive returns on real estate. However, the qua-
lity of the location is crucial: while investment costs
in prime locations can be passed on through higher
rents, many properties in secondary locations face
considerable problems. These would have to under-
go significant price reductions before they would
become attractive to investors again.



Current study results show that, from an investor’s
perspective, the real estate marketin Germany is ex-
tremely heterogeneous, depending on factors such
as location, amenities, and rentability. Logistics wa-
rehouses, forexample, are benefiting from the trend
toward more online commerce. Smaller real estate
markets in smaller “B” and “C" cities are generating
better returns than in the centers of so-called "A” ci-
ties. In the residential real estate sector, niches such
as micro-apartments and assisted living apartments
are attractive. However, according to the Bulwienge-
sa study, the best expected IRR over a 10-year peri-
od would be in the area of production cities for the
manufacturing industry, which is rated significantly
better than the manufacturing industry.'

The investors surveyed confirm in interviews that a
clear distinction must be made between different
real estate segments and that the detailed structure
of portfolios is of crucial importance.

Markus Hesse, Evangelical Church in Central Ger-
many, describes the real estate environmentas tense,
but points out that the market is hoping for a botto-
ming out. Broad diversification is crucial: while Ger-
many has historically been a focal point, the portfolio
is to be spread more widely across Europe and, to a
lesser extent, worldwide in the future. Within the real
estate quota, thereis a deliberate shiftaway from of-
fice and retail properties toward logistics, residential,
and, in particular, social properties such as schools
and kindergartens—areas that are partly related to
socialinfrastructure. Such segments have developed
more stably, while other real estate funds are current-
ly performing weaker. Overall, the focus is therefore
onamixthatisintended to cushion short-term fluc-
tuations between the sub-segments.

Social real estate can be viewed as an asset class that
straddles the boundary between real estate and in-
frastructure.

12 Handelsblatt 2025.
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Stefanie Hinsdorf makes it clear that the EVZ Foun-
dation’s real estate portfolio has been built up with
great care in recent years and is therefore proving
to be very stable in the current environment. One
exampleis the complete absence of office properties,
which means that the foundation is not affected by
the difficulties in this sector. Against this backdrop,
she sees no need to change the approximately 10%
quota due to geopolitical uncertainties or the ma-
croeconomic environment. Adjustments could still
be made, but primarily for reasons of active portfolio
management — for example, if reallocations or new
investments are pending.

At the same time, she points out that the founda-
tion invests exclusively through funds in both the
real estate and infrastructure sectors and does not
currently hold any direct investments.

3.2.2. Other alternative asset classes

In addition to real estate as the most important al-
ternative asset class, foundations and church-based
charitable investors have become increasingly open
to otheralternative asset classes in recent years. This
trend is less a reflection of a short-term focus on re-
turns and more an expression of a strategic realign-
ment:in view of volatile capital markets, investments
inreal assets, private markets, and diversification stra-
tegies are gaining in importance in order to secure
stable returns and long-term capital preservation.
The approachesvary considerably depending on the
capital structure and institutional context.

AndreasE. Meier from the Joachim Herz Foundation
explains: Since the Joachim Herz Foundation has been
able to achieve attractive returns in the past through
individual company sales, but such returnsare unpre-
dictableandthereisahigh degree of dependence on
returns from individual investments, the portfolio is
currently being restructured in a targeted manner to

make the return profile even more resilient.

Looking at the individual segments, Rainer Mau-
cher of the Hertie Foundation paints a nuanced
picture: While private equity is currently “struggling
a bit" - due to weak fundraising and a blocked IPO
market, for example — he continues to see positive
prospects for private markets in the credit sector. The
foundation has also taken initial steps in real assets
such asforests and cat bonds. According to Maucher,
it is crucial that such positions are gradually raised
to a substantial level, “otherwise the effects on the
portfolio will hardly be felt”

With regard to portfolio allocation, he emphasizes
thata clear distinction must be made between diffe-
rentinvestment objectives when making selections.
In the case of hedge funds, conscious attention is
paid toalow equity beta in order to achieve genuine
diversification, while infrastructure investments are
primarily located in the conservative core and core-
plus segments. The focus here is less on the pursuit
of private equity-like exit returns and more on buil-
ding stable currentreturnsin the range of four to five
percent perannum. The total return expectation for
the overall portfolio is thus around seven percent.
Real assetinvestments such as real estate and infras-
tructure play a central role here, not only because of
their inflation protection, but also because of their
stabilizing effect — as demonstrated during the co-
ronavirus crisis, when the foundation recorded rent
deferrals but only minimal losses.

These statements illustrate how large foundations
are increasingly aiming to embed alternative asset
classesintheirallocationinastructured but selective
manner. Diversification across different sources of re-
turn playsjustasimportantarole asincome stability
in an environment of increased market volatility. A
similar pattern can also be seenamong other institu-
tional foundation investors, who are combining the
expansion of private markets with a clear separation
between core and satellite strategies.



The datain the BAlInvestor Survey 2025 shows that,
given the limited representativeness mentioned
above, even slightly more charitable investors than
other types of investors would like to increase their
infrastructure equity allocations (Figure 7). Thisis con-
sistent with the plans expressedin the interviews for
shifts fromreal estate equity to infrastructure equity.

Planned adjustments of allocation in
Infrastructure Equity by investor type
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Figure 7: Planned adjustment of infrastructure equity allocati-
on among foundations and church-based charitable investors
(outside) and other types of investors. Source: BAl Investor Survey
2025.

One vehicle thatis relevant for church investors when
itcomesto capital investment s the so-called Sepa-
rately Managed Account (SMA).The term refers to
aform of investmentin which an investor mandates
an external asset manager to manage the holdings
ofanindividually managed account. Theaimisto ge-
nerate returns for the investor within the framework
of a predefined investment strategy. Depending on
the agreement, the investor can grant the manager
limited or comprehensive authority to implement
investment decisions independently.’

Holger Sahner, Archdiocese of Freiburg, descri-
bes the church investor’s private markets strategy as
structured, risk-controlled, and balanced for thelong
term, with equity and debt strategies each weighted
approximately equally.

On the private debt side, the focus is on broadly di-
versified core investments, implemented via SMAs
with around 700-800 loans. The first mandate focu-
seson the upper mid-market in direct lending, sup-
plemented by infrastructure and real estate loans,
with a target structure of approximately 70% cor-
porate private lending, 20% infrastructure debt, and
10% real estate debt. A second SMA complements
this with a stronger exposure to the lower mid-mar-
ket.In addition, satellite strategies such as asset-ba-
sed finance or royalty models are being examined
in order to further increase diversification in the vo-

latile environment.

Ontheequity side, thereisa slight emphasisoninfras-
tructure, where, in addition to traditional renewables
(wind, solar, hydropower), Article 9 funds with SDG
impact are used as satellite investments. The broadly
diversified core investment is also implemented via

13 Private Equity Magazine 2019.
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an SMA in order to strictly implement specific exclu-
sions, etc,, via negative lists or SDG targets,and has a
broadly diversified exposure across various sectors
and regions, covered by primaries, secondaries, and
direct or co-investments. In the private equity sec-
tor, on the other hand, no SMA approach is pursu-
ed, but ratherinvestments are made in classic, com-
plementary, broadly diversified closed-end funds of
funds, supplemented by individual thematic satelli-
teinvestments viaindividual target funds, each with
around 12-15 directinvestmentsin companies with
high ESG or SDG ratings, but above all with a spe-
cial regional focus. In the private equity sector, the
quota is being gradually expanded through further,
still outstanding capital commitments to new invest-
ment programs by managers with the aim of achie-
ving strong vintage diversification. The strategies of
the programs are to invest globally in a broadly di-
versified manner across primaries, secondaries, and
direct or co-investments.

Sahneremphasizes that private credit and infrastruc-
ture equity continue to offer attractive risk-return pro-
files and stable currentincome, while in private equity,
the company is currently taking a somewhat more
cautious approach to planned capital commitments
along the private market strategy in view of slower
capital calls, sluggish exits, and thus lower returns.
Overall, the structure is clearly divided into broad-
ly diversified core investments and thematically fo-
cused satellites in order to combine broad diversifi-
cation and individual strategic emphases, including
those with a high ESG or impact character, in a ba-
lanced manner.

While church investors such as the Archdiocese of
Freiburg are thus strongly leaning toward structured
mandate solutions and impact-oriented approaches,
foundations are showing that changes in asset all-
ocation canalsoresult frominternal capital structures




mm 4.Value-based investing - ESG and impact
investing

Environmental, social, and governmental factors have become increasingly import-
ant in the capital investments of German institutional investors in recent years. In
the BAI Investor Survey 2023, 63% of German investors surveyed stated that they
already pursue an ESG strategy, and a further 24% stated that they plan to intro-
duce one. On the asset manager side, as many as 84% of respondents to the BAI

Member Survey said they were allocating according to an ESG strategy.'
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The trend toward increasing importance of ESG can

be traced back to recent years and has been driven
in particular by the EU's regulatory initiatives as part
of its sustainable finance agenda. With the introduc-
tion of key regulations such as the Sustainable Finan-
ce Disclosure Regulation (SFDR), the EU Taxonomy,
and the Corporate Sustainability Reporting Directive
(CSRD), the European Commission has created clear
guidelines for redirecting capital flows toward sustai-
nable investments. The aim of these measures is to
increase transparency regarding sustainability risks
and impacts and to provide investors with a sound
basis for decision-making. Regulatory pressure has
been a key driver for the greater integration of ESG
criteriaintoinstitutional investment strategies'. This
development has been further reinforced by growing
investorinterest in sustainable investment products
on the demand side and by asset managers increa-
singly using ESG as a differentiator and selling point
on the supply side.

In the BAI Investor Survey 2022, German investors
and asset managers were asked about their motivati-
onsfor ESGinvestments. Agood 50% of GPsand LPs,
respectively, stated that they invest in ESG-compli-
antassets due toregulatory requirements. Although
77% of GPs and 70% of LPs cited intrinsic motivation,
stakeholder expectations also played a decisive role
for 77% of GPs and 58% of LPs."®

Since then, however, a certain ESG fatigue has setin
in some parts of the market. While requlation through
SFDR, EU taxonomy, and CSRD continues to increase
in Europe, the election of Donald Trump in the US
has seen a significant counter-movement to the ESG
trend, with numerous companies moving away from
sustainability strategies.!”

In Europe, on the other hand, the complex ESG re-
gulatory environmentis increasingly coming under
criticism. The multitude of requirements — from SFDR
and CSRD to the Supply Chain Act —is causing a high

14 BAl Investor Survey 2023.
15 European Commission, 2024.
16 BAl Investor Survey 2022, p. 21.

17 FR, June 25, 2025.
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level of bureaucracy and uncertainty, which many
market participants perceive asa burden.To counte-
ract this development, the EU Commission respon-
ded in 2025 with Omnibus Package |, which aims
to simplify and standardize ESG regulation in order
to strengthen the acceptance of sustainable finan-
cing again.”®

These developments show that the ESG trend is by
no means exclusively intrinsically motivated, but can
also depend heavily on legal, political, and market
conditions.

It can, therefore, be particularly instructive to consi-
der the approaches and assessments of charitable

investors as value-driven investors.

4.1.Value-based investing by founda-
tions

Dueto their public welfare-oriented objectives, foun-
dations are theoretically more intrinsically motivated
than other types of investors and have accordingly
been pioneers in value-based and sustainable in-

vesting.

Stefanie Hinsdorf, EVZ Foundation, emphasizes
thatthe foundation had already been applying clear
exclusion criteria, such as for weapons or forced labor,
long before the ESG debate. Sustainability aspects
areincorporated into all investment decisions, even
if they cannot be implemented in the same way in
theilliquid sector as in liquid investments.

Inaddition to the fact that foundations can often be
regarded as pioneers in terms of ESG due to their va-
lue-based investment philosophy, it can be argued
thatthey achieve the greatest possible positive effect
on society asawhole through theirfoundation work.
Capitalinvestment can also be seen asameanstoan
end in order to finance this in the best possible way.

The Polytechnic Foundation of Frankfurt am Main
is an operational foundation whose diverse project
portfolio promotes education and skillsamong peo-
plein Frankfurt. According to Thomas W. Meissner,
the primary goal of capital investment s therefore to
generate stable returnsin order to finance the foun-
dation’s work on a permanent basis. Sustainability
aspects are particularly relevant where they are lin-
ked totheinvestmentitself, forexample, in the ener-
gy-efficient refurbishment of the foundation s own
orleased properties, or in investments in renewable
energies.In principle, however, the foundation aligns
with the SDGs and ensures that investments do not
conflictwith its own purpose — child labor, forinstan-
ce, is in absolute contradiction to the foundation's
educational mission.

Thediscussions show that exclusion criteria are most-
ly applied to assets that are not compatible with the
foundation’s values. The approaches differ only slight-
ly from those of other types of investors, although
foundations can be considered pioneers due to their
clearer intrinsic motivation.

Itis generally considered most efficient to use similar
investment strategies to other investors in order to
generate stable returns and thus achieve the foun-
dation’s goals.

Andreas E. Meier from the Joachim Herz Founda-
tion provides an approach that specifically aims to
achieveanimpactin line with the foundation’s goals

18 Bérsen-Zeitung, August 8, 2025.
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through asset allocation, rather than solely through
projectsfinanced by distributions. According to this
approach, the foundation intends to use a small por-
tion of its assets to build a mission-related investment
portfolio. This portfolio would support projects such
as spin-offs in the foundation’s own funding priori-
ties, i.e,, new materials and resources of the future,
entrepreneurial thinking and action, vocational trai-
ning, and digital transformation.

4.2.Value-based investing among
church investors

Churchinvestorshave many parallels with foundations
whenitcomes to ESGand value-based investments.

Holger Sahner emphasizes that church investors
today no longer differ greatly from other institutional
investors, as ESG criteria are now generally establis-
hed. For churches, however, ethical and sustainable
investingis not a passing trend, but has always been a
central mission and part of their"DNA!The approach
includes exclusion criteriaand best-in-class methods
in particular. Differences arise primarily from specifi-
cally Catholic guidelines, such as the exclusion of in-
vestments in abortion, embryonic stem cell research,
pornography, or video games that glorify violence.

While the ESG strategy is clearly established, impact
approaches are also pursued in the private markets
sector, for example through SDG-oriented invest-
ments. Sahner points out that the distinction bet-
ween ESG and impactis not always strictly drawn in-
ternally either. Overall, he believes that the Church is
well-positioned thanks toits long experience in sus-
tainable investing, even if new developments must
be continuously reviewed and weighed up.

Impact investing goes beyond traditional sustaina-
ble investing (according to SFDR). Investments are

characterized by clearimpact, intentionality,and sys-
tematic evaluation of the impact achieved (impact
measurement & management, IMM). According to
the BAlposition paper‘Impact Investing in Alternative
Investments,'impact investments can be considered
sustainable investments within the meaning of Art.
2(17) SFDR if they contribute measurably to sustai-
nability goals, do not cause any significant negative
impacts, and meet regulatory requirements. Private
markets are particularly suitable for this purpose, as
they allow direct influence on real assets and can
oftenachieve greaterimpactin less efficient markets.'

The intrinsic identification with certain value-based
and socially beneficial goals can also be seen as the
reason why relatively twice as many foundations and
church investors as other types of investors stated in
the BAllnvestor Survey 2025 that they pursue impact
strategies (Figure 8)%°. The alignment between foun-
dation goals and potential impact through asset all-
ocation gives them easier access toimpact strategies.

Do you pursue impact investing strategies?

charitable
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Figure 8: Percentage of investors pursuing an impact strate-
gy,among foundations and church-based charitable investors
(outside) and other types of investors. Source: BAl Investor Survey
2025.

Markus Hesse, Evangelical Churchin Central Germany,
also confirms that the differences between churchin-
vestors and other investor groups with regard to sus-

19 BAl & Federal Impact Investing Initiative (2024).

20 Subject to limited representativeness due to the small sample size of 12 charitable investors in the BAl Investor Survey 2025.
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tainability criteria have narrowed significantly. While
churchinstitutions used to be ridiculed for their ethi-
cally motivated exclusions, itis now standard practice
for managers to provide relevant ESG data, such as
CO, emissions. The main difference, however, is that
church investors do not apply these criteria because
of regulatory pressure or market trends, but out of
intrinsic motivation.The basis for this is, forexample,
the EKD guidelines for ethical and sustainable invest-
ment, which clearly define which industries — such
as armaments — are excluded. The church’s unders-
tanding thus goes beyond a pure ESG strategy, as it
is more strongly oriented towards Christian values
and is implemented at its discretion for both liquid
and illiquid investments.

The Working Group of Church Investors (AKI) brings
together over 100 Protestant institutions with assets
under management of around €30 billion. Its central
instrument is the “Guidelines for Ethical and Sustai-
nable Investment,”published in July 2024 in its fifth
edition, which defines binding ESG guidelines. These
guidelines set out clear positive and negative crite-
ria, such as exclusions for arms and dual-use goods,
nuclear energy, fossil fuels (from 5% share of sales),
pornography, and gambling, as well as preferences
for companies and funds that make a measurable
contribution to the UN Sustainable Development
Goals (SDGs), for example through impact invest-
ments or social bonds.?" Investment decisions can
be classified as compliant with the guidelines accor-
ding to a checklist?.

Similarly, the Catholic Church has published guideli-
nes for financial managers of Catholic institutions.”
These guidelines are intended to support churchin-
stitutions in making ethical and sustainable invest-
ments and are published jointly by the German Bi-
shops’ Conference and the Central Committee of
German Catholics (ZdK)

21 The Investment. EKD Guide 2025.
22 EKD Guideline Checklist.

23 Guidance for financial officers of Catholic institutions.
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mm 5. Conclusion

Alternative investments play a central role in asset allocation for German founda-
tions and church-based charitable investors, both to achieve long-term capital pre-
servation and to generate regular distributions.

Despite their greater regulatory freedom, they invest
in alternatives in a structurally similar way to other
types of investors on average. However, their capital
investments are highly heterogeneous and depend
onfactors such as historical path dependencies, the
legacy of the founder, and portfolio development
plansatvarying stages of advancement. Due to their
often smallersize, charitable investors are less likely to
have experienced in-house teams and, on average,
have less experience than otherinvestorsin the alter-
natives space. The increasing development of exper-
tise, long-term portfolio development plans,and the
structural advantages of illiquid asset classes, such as
alternative risk premiums, mean that theirimportan-
ce for charitable investors is growing, particularly in

the asset classes of infrastructure and private debt.
Real estate has historically been very important in
portfolios. However, there is a trend away from real
estate and towards infrastructure.

Charitable investors now differ little from other in-
vestors in terms of ESG practices. However, due to
their stronger intrinsic motivation with regard to va-
lue-oriented investments, they were pioneersin this
area. This is also reflected in the significantly higher
importance of impact investments for foundations
and churches.
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