
16.
Central Finance Board

Review of the Year ended the 28th February 2006

Bonhill Street

The CFB finally moved into its new home in Bonhill Street last July and for the first time we can welcome Board members to an AGM in our own premises.

New Fund

At the beginning of December the CFB Property Fund was launched.  Although it is a major positive development to be able to offer a fund that invests directly in property, potential investors need to be aware that it is very different from other CFB funds.  For example, it is considerably less liquid with units being eligible for sale only every three months.  All the assets are held through the Property Income Trust for Charities, a unit trust managed by a specialist property fund manager.  A detailed information pack is available and it is strongly recommended that trustees discuss the risks involved with our staff before considering an investment.

Investment Returns

For the third year in succession all of the CFB unitised funds produced positive returns, ranging from 6.3% for the Short Fixed Interest Fund to 27.7% for the Overseas Fund.  Although these are gratifying figures, some caution should be exercised when looking into the future.  Fixed interest yields recently touched their lowest levels for over 50 years, whilst it seems unrealistic to expect equity returns to continue indefinitely at a compound rate in excess of 20% p.a. as seen over the past three years.

The return on the portfolios compared to their benchmarks continues to be mixed.  All the bond funds maintained defensive positions throughout the year.  Despite this, the Inflation-Linked and Corporate Bond funds were modestly ahead of their respective indices whilst the Gilt and Short Fixed Interest funds lagged marginally behind.  More worrying was the relative performance of the equity funds.  Over the past year, a number of adverse trends appear to have gathered pace.  The return of the FTSE All Share Index was boosted by 1% due to the impact of stocks which we avoid on ethical grounds.  Similarly, middle-sized companies continued to outperform the rest of the market by a significant margin.  An underweight position hit relative returns by around 0.6% in the past year.  Despite averaging less than 2½% of the UK Equity Fund, cash balances reduced returns by 0.5% compared to the benchmark.  The Overseas Fund faced similar headwinds, with the added complication that in many countries tax is deducted from income.

Investment Initiatives

Although there may have been special circumstances negatively impacting relative returns in the past year, we cannot rely on market conditions to remedy matters.  Therefore we have taken a number of initiatives that will help improve the situation.  

· A rigorous review of our equity selection process is being undertaken.  

· Resources for equity analysis will be concentrated on the UK and continental Europe.  Elsewhere external managers or indexed vehicles will be used.

· Fixed interest funds will be managed relative to their benchmark indices.

In addition it was agreed to limit stock specific risk by imposing a maximum investment in any one company.  However, to minimise resulting relative risks through being underweight in UK sectors such as oil that are dominated by one or two giant companies, similar overseas companies will be used as alternatives.

Structure

Peter Golding our Deputy Investment Manager has been ill for some time and our claim on the permanent health insurance policy has now been agreed.  Since joining the CFB in 1987 Peter has been a vital member of the team.  We are very grateful for his valuable contribution and wish him well in the future.  The opportunity has been taken to review the management structure of the CFB.  Consequently an Executive Committee has been established with Bill Seddon as Chief Executive Officer and Peter Forward as Chief Financial Officer.  The third member is Russell Sparkes in his new role as Chief Investment Officer, which replaces the position of Deputy Investment Manager.  Other changes include Miles Askew becoming a Senior Fund Manager and Janice Thomson, Senior Deposit Fund Administrator.  Our thanks are due to the tremendous efforts put in by the whole team.

Pension Fund

The pension scheme for our employees, in common with many others, has felt the impact of lower yields and greater longevity.  At the last actuarial valuation a substantial deficit was identified.  A substantial injection of assets to clear this will be necessary, some of which will be due from the CFB.  This will mean an increase in management charges.  However, it is hoped these can be spread over a number of years, allowing the increases to be limited to no more than 0.0015% on any of our funds.

Ethics

Over the past year there has been increasing interest in our ethical policy.  This is due to the work of the Joint Advisory Committee on the Ethics of Investment (JACEI) in relation to Nestlé and growing unhappiness over the situation in Palestine.  Important though these issues may be, they are only a relatively small part of the ongoing ethical work of the CFB, which involves research, company meetings and networking over a wide range of issues.

Our task is to earn investment returns on behalf of trustees, but we are committed to do so in a way that is consistent with the moral stance and teachings of the Methodist Church.  To help the CFB make appropriate ethical judgements, we receive considerable help from the Connexional Team through their Public Life and Social Justice work.  In addition, the members of JACEI examine the issues set before them in great detail as they attempt to interpret Methodist policies and apply them to investment issues.  As we admit in our Mission Statement, there are paradoxes and compromises in our decisions and we may be criticised for falling short of our ideals.  Just as some may be disappointed by our investment returns, others expect a more exacting standard of ethical behaviour from the companies in which we invest.  However, the Methodist Church has developed a well-respected and robust mechanism that integrates Christian ethics into the investment process.  It is hoped that this can be both recognised and endorsed even by those within the Church who may disagree with individual decisions.

Council

Thanks are also due to the Council members who have extravagantly given their time and considerable expertise to guide the CFB team over the past year as together we attempt to provide Methodism with the best service possible.
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***RESOLUTIONS

16/1.
The Conference adopts the Report of the Central Finance Board.

16/2.
The Conference elects the following persons to the Central Finance Board for a period of one year from the 1st September 2006:

Mr Nick Addo

Dr Keith Aldred

Mr John Anderson

Mr Edward Awty

Mr Ronald Calver

Mr Brian Coldwell

Mr Peter Cussons

Mr Ralph Dransfield

Mr J Allan Dyer

Mr Alan Emery

The Revd David Gamble

Mr John Gibbon

Mr Frank Guaschi

Mr Javaid Khan

Mr David Lindsay

Mr Mervin Liversidge

Mr Brian Mansfield

Mr Tim Melling

Mr Theophilus Mensah

Sir Michael Partridge

Mr Colin Pearson

Mr Alan Pimlott

The Revd Jennifer Potter

Mr Richard Reeves

Mr Gordon Slater

Mr Roger Smith

The Revd Kenneth Street

Mr Richard Thomas 

The Revd Graham Thompson

Mr Peter Thompson

Mr Alister Tough

Mr Herbert Tuckey

Mr Ken Wales

Mr Geoffrey Wilcox

Mr Michael Willett

and strongly encourages the CFB to bring a more gender-balances list of nominees to the Conference of 2007, and all future Conferences.
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Investment Performance

Internal Assessment


(Total returns of audited unit values)


		

		1 year to


28 February 2006

%

		5 years to


28 February 2006

% p.a.

		10 years to


28 February 2006

% p.a.



		Equity & Convertibles

		

		

		



		

		

		

		



		CFB Managed Mixed Fund (Charity)

		+17.0

		+3.4

		+7.6



		CFB Managed Equity Fund (Charity) *

		+20.7

		+2.7

		+8.1



		CFB UK Equity Fund (Charity) *

		+19.3

		+2.9

		+8.1



		FTSE All Share Index  (Gross)

		+22.3

		+4.0

		+8.5



		FTSE 100 Index (Gross)

		+20.5

		+2.9

		-



		CFB UK Equity Fund (Pension) *

		+19.3

		+2.8

		+7.9



		FTSE All Share Index (Net)

		+22.3

		+3.8

		+8.1



		FTSE 100 Index (Net)

		+20.5

		+2.8

		-






*Figures prior to 01/09/99 relate to CFB Investment Fund


		

		

		

		



		CFB Overseas Fund (Charity)

		+27.7

		+0.8

		+5.5



		CFB Overseas Fund (Pension)

		+27.7

		+0.8

		+5.4



		FTSE  All World Index(ex U.K)

		+27.8

		+1.7

		+6.6



		FTSE  All World Index Regional Comp 

		+29.2

		+2.6

		-



		

		

		

		



		Fixed Interest

		

		

		



		

		

		

		



		CFB Managed Fixed Interest Fund

		+7.7

		+5.8

		+9.4



		Managed Fixed Interest Composite

		+7.9

		+4.8

		+7.8



		CFB Short Fixed Interest Fund

		+6.3

		+5.5

		-



		FTSE Short Gilt Index Composite

		+6.5

		+5.3

		-



		CFB Gilt Fund*

		+9.0

		+5.7

		+9.3



		FTSE All Stock Gilt Index

		+9.3

		+5.8

		+7.8



		CFB Corporate Bond Fund

		+9.5

		-

		-



		iBoxx Non Gilts Index

		+9.0

		-

		-






* Figures prior to 01/11/02 relate to CFB Long Fixed Interest Fund

		

		

		

		



		Inflation Linked

		

		

		



		

		

		

		



		CFB Inflation Linked Fund

		+11.3

		+6.8

		+9.1



		FTSE All Stock Index Linked Index

		+10.7

		+6.6

		+8.3



		

		

		

		



		Property

		

		

		



		

		

		

		



		CFB Property Fund

		-

		-

		-



		IPD All Balanced Funds Index

		-

		-

		-



		

		

		

		



		Cash

		

		

		



		

		

		

		



		CFB Deposit Fund

		+4.5

		+4.2

		+5.1



		Higher Rate Bank Deposits

		

		

		



		
(over £2,500)

		+1.3

		+0.9

		+1.9



		Higher Rate Bank Deposits

		

		

		



		
(over £10,000)

		+1.3

		+1.1

		+2.1





Independent Assessment


(Cumulative total returns: source Portfolio Evaluation/Russell Mellon)


		

		1 year to


31 December 2005


%

		5 years to


31 December 2005


% p.a.

		10 years to


31 December 2005


% p.a.



		

		

		

		



		CFB UK Equity Fund

		+19.4

		+1.3

		+7.9



		Index (FTSE All Share)

		+22.0

		+2.2

		+7.9



		

		

		

		



		CFB Overseas Fund

		+25.9

		-0.5

		+5.9



		Index (FTSE All-World ex UK)

		+25.0

		+0.3

		+6.6



		Index (Overseas Composite Index)

		+26.8

		+1.4

		n/a



		

		

		

		



		CFB Gilt Fund

		+7.6

		+5.7

		+8.8



		CFB Short Fixed Interest Fund

		+5.9

		+5.8

		n/a



		CFB Corporate Bond Fund

		+9.5

		n/a

		n/a



		Index (All Stock Gilts)

		+7.9

		+5.7

		+7.6



		Index (Short Fixed Composite)

		+6.0

		+5.5

		-



		Index (iBoxx Non Gilts)

		+8.9

		n/a

		n/a



		

		

		

		



		CFB Inflation Linked Fund

		+9.5

		+6.5

		+8.7



		Index (All Stock Index Linked Gilts)

		+9.0

		+6.3

		+7.9






