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1. Déjà Vu
In our previous two annual statements we questioned whether investors had become complacent about security markets.  In both the years that followed UK equity prices experienced a sharp fall, but ended strongly.  In the latest period under review the FTSE All Share Index fell 12% between March and June but then surged higher ending February at 14% above the level it began a year earlier.  This was the fourth successive year of rising prices over which time a return of close to 20% pa has been achieved.  In contrast the economy has done little more than move sideways as an extended period of austerity has been initiated in a, so far, unsuccessful attempt to reduce government debt levels.  Despite extremely low interest rates, mortgages and business loans seem difficult to obtain, whilst the European Union, our largest trading partner, seems to lurch from one financial crisis to another.  This is far from an ideal background and equity valuations can no longer be described as cheap.  Bond investors may be encouraged by weak economic prospects but gilt returns, although positive in absolute terms last year, failed to match the rate of inflation.  Once again we are tempted to ask whether investors have again been overcome by complacency. 
2. Overseas Equities Lead the Way
Helped by a fall in the trade weighted value of sterling of just under 3%, it was the Overseas Fund (+16.7%) that produced the best returns for Central Finance Board (CFB) investors.  This was followed by the UK Equity Fund (+14.4%); the Corporate Bond Fund (+9.0%) and the Inflation Linked Fund (+6.5%).  The Short Fixed Interest Fund (+3.4%) matched the rise in the Consumer Price Index, but the others all failed to do so: Property Fund (+3.2%); Gilt Fund (+2.6%) and the Deposit Fund (+1.3%).  CFB returns relative to benchmark were mainly positive, with the best performance from the Property Fund (+3.0%).  The return on the Overseas Fund was also very good relative to its benchmark (+0.7%) in spite of external fees and taxes of approx 0.7%pa.  Unfortunately, the UK Equity Fund lagged behind its ethically adjusted benchmark (-0.3%) although it matched the unconstrained index following a year that for once did not penalise our ethical approach.  The Short Fixed and Inflation Linked Funds were both boosted by exposure to corporate bonds and outperformed their gilt only benchmarks (by 1.1% and 0.7%, respectively). Relative to benchmark the Corporate Bond Fund also outperformed (+0.2%), whilst the Gilt Fund was in-line.  
3. The Income Dilemma
Traditionally, trustees have held fixed interest securities to provide a high and stable income.  This is no longer possible.  An extended period of low base rates and quantitative easing has brought bond yields to very low levels.  This has resulted in a steady fall in distributions by the CFB Short Fixed, Gilt and Corporate Bond funds down by 40%, 33% and 16% respectively over the past five years.  Investors have of course benefitted from an increase in values, but money invested today would receive a yield of only 2.5% on the Short Fixed and Gilt funds, with a slightly more attractive 3.8% on the Corporate Bond Fund.  Index linked security coupons rise with inflation, but this has not prevented the Inflation Linked Fund distribution falling by 29% over the past five years to leave a yield of not much above 1% for new investors.  Equity investors have always been aware that dividends can fall, but expect the trend to be upwards.  However, the cuts in 2009 and 2010 led by BP and the banks means that the UK Equity Fund distribution is up less than 1% over the past five years, with the distribution last year still 14% below its peak level of four years ago with a yield for new investors of just under 3.1%.  Only the Overseas Fund has seen a significant increase in distributions, up 66% over the past five years, although the yield to new investors remains a modest 1.7%.  Many trustees have been tempted to move from bonds to equities to increase income, but need to be aware that this increases the risk of falling prices.  The Deposit Fund averaged a rate of 5.1% five years ago, but this was down to 1.3% in the past year.  Although, capital values are as secure as possible, the rate payable continues to decline and the current rate of 0.99%, whilst attractive compared to many alternative homes for cash, is scarcely enticing.

4. Ethics

In the past year scrutiny of the ethics of the business world has intensified.  The banking industry continues to be the main focus, with systemic failures such as the fixing of LIBOR and the mis-selling of payment protection insurance and interest rate swaps continuing to emerge.  Regulatory breaches have led to massive fines being imposed and there is widespread disgust of continued payment of excessive bonuses.  Unsurprisingly, this has been a major focus of our ethical work in the past year.  In addition to extensive engagement with Barclays, HSBC, Lloyds and Standard Chartered, we published a paper outlining the main ethical issues facing the industry, Ethical Issues Arising from Banking, on our website.  A new policy relating to alcohol was adopted and there was considerable engagement on climate change in general and resource companies in particular.  Our UK Strategist and Senior Fund Manager, Stephen Beer, went to Nigeria to see the Shell operation at first hand.  A report of his visit was published in both the Methodist Recorder and the Financial Times, neatly bridging the gap between the two worlds inhabited by the CFB.  It was also good to see other subjects being tackled.  This included international ecumenical efforts centred on the London Olympics to raise awareness of human trafficking and encouraging hotel groups to minimise the risk that their premises could be involved.  It was pleasing to see the change in attitudes of the UK companies that moved from a position of indifference to one of active engagement particularly through improved staff training.  We also became involved in investor coalitions seeking to encourage pharmaceutical companies to improve global access to medicines and food companies to improve their policies, practices and performance in relation to nutrition.        
5. Looking to the Future

It is good to be able to report that total funds under management are once again in excess of £1 billion, having increased by over £60 million last year, although all but £1 million was due to increased security prices.  Although welcome, this cannot be relied upon in any plans for the long term future of the CFB.  It therefore seems prudent to build up our reserves in order to withstand sudden shocks, such as from the withdrawal of substantial funds as occurred two years ago or a sharp fall in security prices as happens with frightening regularity.  We also need to consider our office requirements for the next five years as the lease on our current premises expires in the Spring of 2014.  In all likelihood it will mean a higher rent as well as moving costs.  We have also given considerable attention to what is required to run an appropriately resourced professional investment operation to meet the needs of Methodism both now and in the future.  It has become clear that current staff resources are stretched too thinly and we need to take action to relieve the pressure.  This will involve additional staff and investment in new technology, which will inevitably involve some increase in charges.  However, we believe that there is potential demand for our low risk ethical approach to investment management which we can use to build up our funds under management, particularly through our sister organisation Epworth Investment Management.  By investing modestly in our capacity, we will boost our ability to continue providing a relatively low cost, high quality ethical investment service for Methodism and the wider charity sector.  
6. Governance
The governance of the CFB is unique, based as it is on the Methodist Church Funds Act, 1960.  This does not necessarily correlate well with standard practices in either the charity or financial world.  We have given considerable thought to how these differences can be reconciled and in what is still work in progress, we would like to thank Board member, Alan Pimlott, for assisting us in tackling the matter. 
7. Farewells and Thanks
Two long standing members of the CFB Council are standing down having completed the maximum term of nine years.  Richard Reeves served as Vice-Chair between 2005 and 2012 as well as sitting on the Audit and Remuneration Committees and representing the CFB on the Epworth Board.  His wise counsel will be sorely missed as will his witty and thought provoking contributions when leading devotions at the beginning of Council meetings.  Ted Awty has also served the CFB with distinction and whilst we say farewell to him as a colleague, we will continue to work closely with him as a client in his continuing role as one of the Connexional Treasurers.  We are very grateful for the hard work and considered judgement of all the Council.  The Methodist Church is extremely fortunate to have such well qualified individuals serving it through the CFB.  We would also like to pay tribute to Bill Seddon and all the staff.  They have worked tirelessly and efficiently on behalf of the Church.  Our long-standing Secretary and Chief Financial Officer, Peter Forward retired last June and was replaced by Marina Philips.  Our thanks go to Peter, Marina and all the staff in making the transition as smooth as possible.    
8. Perseverance
The past year has in many ways been a tough one for the CFB.  There may have been no big operational changes, markets may have been relatively strong and no new high profile ethical issue may have arisen.  However, it has as always been a year of a great deal of hard unspectacular work, which enables the CFB to provide the service required by Methodism. 
Performance Report 

Year to 28 February 2013

External Assessment

(Source: Portfolio Evaluation, except where stated)

Index
1 year to 28.02.13
5 years to 28.02.13
10 years to 28.02.13


%
% p.a.
%p.a.

Equity




CFB UK Equity Fund
+14.1
+5.7
+9.8

FTSE All Share Index 
+14.1
+6.0
+10.4

FTSE All Share Index (ethically adjusted)
+14.4
+5.8
+9.9

CFB Overseas Fund
+16.7
+8.0
+10.4

FTSE All World ex U.K Index
+16.0
+7.9
+10.3
CFB Managed Equity Fund1
+14.4
+6.1
+9.9

Managed Equity Fund Composite Index
+14.4
+6.3
+10.4

Managed Equity Fund Composite Index (ethically adjusted)
+14.7
+6.1
n/a

CFB Managed Mixed Fund1
+11.6
+6.4
+9.0

Managed Mixed Composite Index 
+10.9
+6.5
+9.3

Managed Mixed Composite Index (ethically adjusted)
+11.1
+6.3
n/a

Fixed Interest




CFB Managed Fixed Interest Fund1
+3.8
+6.9
+5.6

Managed Fixed Interest Composite
+3.2
+6.5
+5.4

CFB Short Fixed Interest Fund
+3.4
+6.3
+5.3

Short Gilt Composite Index (gilt only)
+2.3
+6.1
+5.2

Short Fixed Interest Composite Index 
+3.8
+6.2
+5.2

CFB Gilt Fund
+2.6
+7.0
+5.5

FTSE All Stock Gilt Index
+2.6
+6.9
+5.6
CFB Corporate Bond Fund1
+9.0
+8.3
n/a

iBoxx Non Gilts Index
+10.1
+7.3
+5.6

Corporate Bond Composite Index
+8.8
+6.7
+5.2

Inflation Linked




CFB Inflation Linked Fund
+6.5
+8.2
+7.5

FTSE All Stock Index Linked Index (gilt only)
+5.8
+8.1
+7.5

Inflation Linked Composite Index 
+6.5
+8.3
+7.6

Property




CFB Property Fund1,3
+3.2
-2.4
n/a

IPD All Balanced Funds Index 2,3
+0.2
-2.3
n/a

Cash (AERs)




CFB Deposit Fund1
+1.3
+2.0
+3.3
Higher Rate Bank Deposits (over £10,000)
+0.1
+0.4
+1.0

1 Week LIBID
+0.4
+1.2
n/a

1 Source: CFB

2 Source: IPD

3 Performance to 31 December 2012
Summary statement of change in unit holders’ net assets 

Year to 28 February 2013

	CFB Funds 
	Net Assets at 29/02/2012
	Net Creations/ Cancellations
	Changes in net assets
	Net Assets at 28/02/2013

	
	£’000s
	£’000s
	£’000s
	£’000s

	
	
	
	
	

	UK Equity Fund 
	     308,347
	               4,165
	         33,113
	           345,625

	
	
	
	
	

	Overseas Fund 
	     129,522
	             11,390
	         20,248
	           161,160

	
	
	
	
	

	Gilt Fund 
	       32,328
	                  840
	                74
	             33,242

	
	
	
	
	

	Corporate Bond Fund 
	       87,784
	              (3,891)
	           4,261
	             88,154

	
	
	
	
	

	Short Fixed Interest Fund 
	       16,832
	              (7,109)
	              227
	               9,950

	
	
	
	
	

	Inflection Linked Fund 
	       23,041
	               1,904
	           1,551
	             26,496

	
	
	
	
	

	Property Fund 
	         9,373
	               4,248
	             (572)
	             13,049

	
	
	
	
	

	Deposit Fund 
	     346,245
	            (10,385)
	                  0
	           335,860

	
	
	
	
	

	Less: CFB Deposit Fund balances held in other CFB funds 
	        (2,152)
	
	
	              (3,469)

	
	
	
	
	

	Total 
	     951,320
	               1,162
	         58,902
	        1,010,067


***RESOLUTIONS 
33/1.  
The Conference adopted the Report of the Central Finance Board.

33/2.  
The Conference elected the following persons to the Central Finance Board for one year from 1 September 2013

Keith Aldred, Ruby Beech, Graham Boyd, Ronald Calver, Peter Cussons, Christopher Daws,
Ralph Dransfield, John Gibbon, Anne Goodman, Hazel Griffiths, Alan Groves, Frank Guaschi,
Sue Haworth, Karen L’Esperance, Mervin Liversidge, Theophilus Mensah, Nick Moore, John O’ Brien, Sir Michael Partridge, Colin Pearson, Alan Pimlott, the Revd Jennifer Potter, John Reynolds, John Sandford, Maureen Sebanakitta, Gordon Slater, Andrew Slim, Eleanor Smith,
Roger Smith, the Revd Kenneth Street, Anthea Sully, Paula Thomas, the Revd Graham Thompson, Geoffrey Wilcox, Michael Willett, Terry Wynn, Garry Young.
Reasoned Statements
Mr Graham Boyd  

Visiting Lecturer at Warwick University and recent Policy Strategist 



and Fund Manager at  Gemini Structured Carbon. 

Mr John O’Brien 

Chairman Action for Children 
