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Joint Advisory Committee on the Ethics of Investment

1.
Role and Function of the Committee

1.1
Terms of Reference

The Joint Advisory Committee on the Ethics of Investment (JACEI) was established in 1983 by a Resolution of the Methodist Conference to provide a mechanism for the Methodist Church to tackle ethical dilemmas associated with investment and report annually to the Conference.  Its terms of reference, which were last revised in 2001, are as follows:

“The Joint Advisory Committee of the Ethics of Investment shall have a Chair appointed by the Methodist Council.  The Committee shall have five members appointed by the Central Finance Board of the Methodist Church (CFB) and five members appointed by the Methodist Council.  The function of the Committee shall be:

· to advise the CFB of ethical considerations relating to investment, it being accepted that the CFB legally has responsibility for making the final decision on the purchase or disposal of any share;

· to make public where appropriate any ethical policy of the CFB and in particular any investment decision taken on ethical grounds and any other advice the Committee may provide on ethical matters relating to investment; 

· to report to the Conference on the workings of the Committee and in particular to comment on the performance of the CFB in managing the funds under its control according to an ethical stance which is in accordance with the aims of the Methodist Church.” 

1.2
SRI Reporting Requirements

In July 2000 regulations came into force that oblige all pension funds to consider their policy, if any, on socially responsible investment (SRI).  In April 2005 similar requirements were extended to charities under the SORP guidelines.  The CFB is investment manager to large pension funds that use the JACEI Conference report as a part of their assessment of CFB compliance with their SRI policies.
1.3
JACEI Procedures

In its 2001 Report to the Conference JACEI stated that procedural changes were required to enable trustee bodies to assess clearly whether the CFB operated in a way consistent with the aims of the Methodist Church.  It was agreed that the basis of each meeting should be as follows:

· one or two major items for debate either previously agreed by the Committee, requested by the CFB or driven by events;

· regular reporting items to keep the Committee fully informed of ethical issues relating to investment and to assist in the selection of items requiring a major debate;

· a report from the CFB on its ‘ethical performance’.  This would include the EIRIS screen, voting records and any disinvestment on ethical grounds.


It was also agreed that the Committee should:

· have its own identity with an address located at Methodist Church House;

· take responsibility, where appropriate, for making public any ethical policy of the CFB and in particular any investment decision taken on ethical  grounds;
· seek ways to make the advice provided by the Committee available to the wider Methodist Church.

1.4
The Committee’s Underlying Approach

During the current year the Committee reiterated that its brief was to advise the CFB on ethical matters relating to investment, rather than to set Methodist Church policy.  It also stressed that while certain activities such as the production of nuclear weapons, land mines, or cigarettes might rule out investment on ethical grounds, such absolute bans were relatively rare, with the normal basis of its approach being to examine all aspects of a company’s operations rather than simply focus on one particular issue.

2.
Highlights of Actions and Decisions

2.1 The Committee:

Supported the Central Finance Board’s (CFB) judgements relating to a number of companies.

Agreed that the CFB had met its requirements prior to considering any investment in Nestlé (see section 4.1).

Drafted a detailed paper “Guidelines for Constructive Corporate Engagement Related to Israel/Palestine” (see section 4.2).

Advised the CFB regarding potential investment in companies operating prisons (see section 5.8).

Advised the CFB in relation to carrying out existing policy on investment in mining companies (see section 4.4).

Hosted the ‘fringe’ meeting “Corporations and Communities” at the 2006 Conference.

Scrutinised the screen of the CFB UK Equity Fund produced by the ethical research organisation EIRIS, and the regular voting report produced by Pensions Investment Research Consultants Ltd (PIRC), an independent research and advisory consultancy providing services to institutional investors on corporate governance and corporate social responsibility.

2.2
The Central Finance Board (CFB):

Held meetings and produced briefing notes relating to ethical, environmental and human rights issues as follows on:

· Anglo-American, UK Coal and Xstrata (see section 4.4).

· Group4Securicor (see section 5.8).

· BT and Vodafone (see section 5.9).

· Close Brothers (see section 5.2).

· First State Sustainability Fund (see section 5.5).

· First Group (see section 5.8).

· Nestlé (see section 4.1).

· Marsh & McLennan (see section 5.3).

· Reed Elsevier (see section 5.2).

· Rio Tinto (see section 4.4).

· Royal Dutch Shell (see section 5.5).

Continued to play an active role in the development of the Church Investors Group and the Institutional Investors Group on Climate Change. 

Continued to work with CCLA and Henderson Investment Management on company dialogue relating to pornography, child safety and gambling in the mobile telephone sector.
3.
The Working of the Committee

3.1 Committee Membership

The Revd John Howard succeeded the Revd John Swarbrick as the Chair of the Committee at the beginning of the Connexional year 2006-07.  Members nominated by the Methodist Council were: Dr David Clough, Ms Anthea Cox, Dr Brian Gennery, Mr Kumar Jacob and Mr Gareth Mostyn.  Nominated by the Central Finance Board (CFB) were: Dr Keith Aldred, Mr Alan Emery, Sir Michael Partridge, Mr Bill Seddon and Mr Peter Thompson.
Also in regular attendance to facilitate the workings of the Committee were members of the Staff Preparation Group (SPG): Mr Russell Sparkes (who acts as Committee Secretary), Mr Stephen Beer, Mr Stephen Hucklesby and Ms Alison Jackson (who joined the SPG during the year).

3.2 Developing Greater Understanding of the Committee’s Work

The Committee agreed that the shorter illustrated version of its report was proving to be a very useful publication.  It was circulated to Conference delegates and sent to all district and circuit treasurers and others with an interest in Methodist finances.

At the 2006 Conference a fringe event entitled Corporations and Communities was held to promote discussion of the Committee’s work.  Questions from the floor focused on the impact of supermarkets on farming and the environment.  The film, The Iron Wall was also screened, giving a graphic account of the situation of Palestinians in Hebron and elsewhere in the occupied territories.  A time of prayer for peace and reconciliation in the region followed.  The Committee considered whether it should continue holding fringe meetings in view of the relatively light attendance.  It agreed that it should do so, but that that the format should be changed.

(Enquiries about the Committee’s work are encouraged, with letters to be addressed to the Committee’s Chair c/o 25 Marylebone Road, London NW1 5JR.)

3.3 Future Working Practices

During the year the Committee continued working on the issues set out in the 2005 paper Future Working Practices for the Methodist Church - integrating ethics into investment policy.  There was recognition that Connexional resources were under pressure, but it was argued that the Public Life and Social Justice (PLSJ) team needed adequate resources for JACEI to do its work properly.  It was noted that JACEI’s ethical work was an essential component of the CFB’s mission to manage Methodist investments.  Furthermore, this had become more important now that Methodist trustee bodies relied upon the JACEI report to Conference to meet their SRI legal requirements.  The Conference’s express wish that JACEI should be independent of the CFB was also highlighted, which would not be true if the CFB provided most of its resources.  It was agreed that an updated paper on Future Working Practices should be produced, which in addition to resource issues should consider whether a minimum quorum was necessary, and whether the current system of three meetings a year was adequate.
3.4 Gender Balance

The Committee discussed the Notice of Motion at the 2006 Conference encouraging the CFB to bring a more gender-balanced list of nominees for its Board and Council.  The CFB reported that it was trying hard to find people in order to get a better gender balance, but that it was difficult to find suitable names.  The Committee encouraged the CFB in its efforts, and commended the CFB Chair’s letter on the subject published in the Methodist Recorder.  It also agreed that the connexional Team should take the question of better gender balance to the Methodist Council.
4 Significant Issues

4.1 Nestlé

The Committee was pleased that the 2006 Conference had accepted its advice to the CFB on Nestlé by receiving the Report to the Conference and accepting the replies of the Connexional team to various Memorials on Nestlé.  It was noted that three Memorials critical of JACEI’s Nestlé policy had been ‘declined’ by a substantial majority.  A fourth Memorial requesting JACEI to establish a mechanism to monitor Nestlé’s ethical performance and report back annually to the Conference was accepted.  It confirmed that it was now up to the CFB to carry out its normal engagement activity with the company.  Information on the Nestlé investigation can be found at: 

http://www.methodist.org.uk/index.cfm?fuseaction=information.content&cmid=122

The Committee considered notes of the meeting of the joint CFB/Connexional Team visit to the Nestlé Head Office in Switzerland in October 2006, which it described as a helpful record.  It noted that the visit had facilitated dialogue between the company and FTSE4Good.  The Committee was encouraged that Nestlé appeared to have been relatively open during this visit, which showed that the Methodist team had created a significant level of trust with the company.  It suggested that the process of dialogue with Nestlé was a good example of engagement. However, the Committee specified obesity, child labour, and greater transparency as areas where the company should be encouraged to improve.   It will also continue to monitor the company’s performance in the marketing of breast milk substitutes. 

The Committee concluded that the conditions set prior to the CFB considering any investment in Nestlé had been met.  It affirmed the guidance given to the CFB in November 2005, and encouraged continuing dialogue with the company.

4.2
Israel/Palestine

During the year the Committee drafted a paper, Guidelines for Constructive Corporate Engagement Related to Israel/Palestine, in response to a further reply to Memorial 28 from the 2005 Conference that was presented to the 2006 Conference by the Methodist Council and adopted by the Conference.  This identified a number of ethical concerns and factors that would lead to engagement or ultimately disinvestment.  The paper was approved by the Committee and presented to the Methodist Council in March 2007. It is available on the Methodist Church website at http://www.methodist.org.uk/downloads/coun_israelpalestineguidelines_200307_0749.doc or from the Secretary of the Conference, 25 Marylebone Road, London NW1 5JR. Copies will also be available at the Conference. 
In its work on this issue the Committee was guided by consideration of Memorial 28 and the replies adopted by the Conferences in 2005 and 2006, Use of Funds in Relation to Conflict in Israel and Palestine.  It considered various material relating to Israel/Palestine, including articles and correspondence in the Methodist Recorder.  It was noted that the Trustees for Methodist Church Purposes (TMCP) had received a number of letters urging disinvestment from companies ‘who support the illegal occupation of Palestinian lands’.  As part of the process of producing the guidelines requested by the Conference, members of the Connexional team and the CFB also undertook a fact-finding trip to the region.   
The Committee’s discussions stressed that the ethical issues under discussion needed to be clearly defined.  It was agreed that it was important for the paper to make clear that the key ethical issue was the illegal occupation of Palestine land, and not the existence of the State of Israel itself.  Recognising that it was not the Committee’s brief to set Methodist Church policy, it was emphasised that the paper should concentrate on interpreting current Methodist Church policy in relation to key corporate concerns.  For example, in relation to companies starting new operations in the occupied territories or benefiting from sales of products ultimately produced in the occupied territories but which were not described as such.

The CFB reported that it had met with the Revd Stephen Sizer who was one of the leaders of the Israel/Palestine campaign in the Church of England.  He had alerted the CFB to a new War on Want publication, Profiting from the Occupation.  This alleged that some UK supermarkets were deliberately and misleadingly selling products made in illegal settlements on the West Bank under the label made in Israel.

The 2004 decision of the Presbyterian Church of the USA (PCUSA) calling for: ‘phased, selective disinvestment in multinational corporations operating in Israel’ gave impetus to the Israel disinvestment campaign.   Consequently, the Committee regarded as important the June 2006 decision of the Committee on Peacemaking and International Issues of PCUSA to moderate the language of its previous call for disinvestment by reaffirming its commitment to corporate engagement.  
4.3 The Church Investors Group

The Committee commended the continuing progress made by the Church Investors Group (CIG), an initiative aimed at enabling the UK Churches to present an ecumenical approach when dealing with companies on ethical issues, and in making related public statements.  Executives of HSBC and Tesco each provided a detailed presentation on their company’s corporate social responsibility profile to the group.  CIG continued its dialogue with executives of Reed Elsevier regarding its concern about the company’s involvement with defence exhibitions.  It also entered into correspondence with British Airways to express concern about the company’s refusal to allow a Christian member of staff to wear a cross visibly.

4.4
Investment in Mining Companies

The CFB introduced a discussion on investment in mining companies based upon the Mining Sector Policy Statement of November 2002, and individual CFB notes on Anglo-American, Xstrata, and UK Coal.  The CFB note on Anglo-American argued that the company’s social and environmental policies were now approaching those of Rio Tinto and BHP Billiton which were regarded as ethically acceptable.  The Committee noted that Anglo-American was originally a South African company, and concerns were expressed about it in relation to the legacy of apartheid, and the need to consider the theology of repentance.  It was decided that these were two separate issues.  

The Committee felt that further work needed to be done with the company on health and safety, human rights, and environmental issues.  Subsequently the CFB reported on additional meetings with company executives to discuss these key points.  Concerns were raised about a breach of an arms embargo by an affiliate of Anglo-American, Anglo Gold Ashanti, in the Democratic Republic of the Congo (DRC).  Anglo Gold Ashanti employees had made payments under duress to armed rebels in the DRC which could have been used to buy arms.  The company had then withdrawn from the site and only returned when its security was assured by the presence of UN and DRC government troops.  The Committee advised that Anglo-American should now be considered an acceptable holding.  It was also agreed that the connexional Team should contact the Methodist Church of Southern Africa to facilitate further engagement work with the company.

A CFB note on Xstrata, the fourth largest mining conglomerate quoted in the UK was discussed.  It was noted that the company has good practices in addressing HIV/AIDs.  However, concerns were expressed about its corporate governance, and its carbon footprint.  The Committee advised that Xstrata should not be considered as ethically acceptable by the CFB, as it did not meet the ‘best in class’ standards set in the Mining Sector Policy Statement. 

A CFB note on UK Coal was discussed.  The Committee agreed that it was unable to recommend UK Coal as an ethically acceptable holding pending further work.  Its operations were based upon coal mines, which raised concerns about fossil fuels and climate change.

The Committee was concerned to see press reports of violent clashes at the Grasberg mine in Indonesia.  The CFB stated it had arranged a visit with other church investors to Rio Tinto, who had a minority stake in the mine, to discuss this.  
5.
Regular Reporting Items

5.1
Alcohol and Tobacco

Concerns about alcohol and tobacco were regularly discussed, and press articles and other material relating to alcohol were considered.

5.2
Armaments

Meeting notes on Reed Elsevier relating to its involvement with defence exhibitions were considered.   It was noted that this was a very small part of the company’s business, and that the churches had probably done all they could on the matter.  However, the CFB would continue to engage on the issue in collaboration with other investors.  

A CFB briefing note on Close Brothers was considered.  It was agreed that the company’s activity of lending money to individual soldiers, about 5% of total lending, should not be an ethical bar to CFB investment.

5.3
Corporate Governance and Business Ethics

The CFB reported that the new system of electronic voting through PIRC came into operation in January 2006.  The CFB emphasised that while PIRC had been given a standard voting template, individual cases were reviewed by the CFB and PIRC requested specific voting instructions when necessary.

A CFB note on the US company Marsh & McLennan was considered, which described how the company had been avoided because of a major financial scandal.  However, under new management two years had elapsed without any further improprieties coming to light.  The note argued that the company should be reinstated as ethically acceptable.  This was agreed.

The Committee was concerned to see that a new financial scandal seemed to be erupting in the US relating to companies illegally rewarding executives by granting them undervalued share options.

5.4
Debt Relief and Fair Trade

Material relating to fair-trade coffee, credit card debt and Tesco were considered.  The Committee continued to note public concern about the economic powers of large supermarket chains.

5.5
Environment

The Committee reviewed a variety of material relating to a Royal Dutch Shell ordinary Shareholder Resolution filed by the Ecumenical Council for Corporate Responsibility.  The Resolution invited the company to produce a Memorandum of Understanding based upon an independent Social and Environment Impact Assessment, before starting work on any major new project, noting concerns about Shell’s operations in Ireland, Nigeria and Sakhalin.  The CFB reported on a meeting held with company executives to discuss the various issues in the resolution, and that it had abstained on this resolution as it was felt the Resolution oversimplified a complex situation.  The Committee commended the CFB decision, adding that the standard CFB approach of regular dialogue with the company was normally more effective.

The Committee was concerned about reports of BP’s poor environmental performance in Alaska, and health and safety problems in various locations.  The CFB stated that it had raised with the company a variety of such problems that had emerged in BP North America, indicating senior management failures.  Whilst it was positive that a new head of BP North America had been appointed, there was a risk that further damaging revelations would adversely impact BP’s reputation for management excellence, and hence its share price.   

The Committee noted that climate change is becoming a major public issue, with the Fifth Intergovernmental Panel on Climate Change report producing clear scientific evidence that man-made activities were leading to global warming.  It noted that a paper, Caring for Creation in the Face of Climate Change, had been produced for the Methodist Council.  The CFB stated that it believed the most effective way to approach the issue of climate change was to work alongside other large institutional investors as a member of the Institutional Investors Group on Climate Change (IIGCC).  The CFB reported that IIGCC had commissioned a briefing note, Investment Opportunities in Climate Change, and hosted a major conference in Paris.  It had also sent a letter to European Commission Environment Commissioner Barroso warning the EC of the need to tighten CO2 allowances in the next round of the Emissions Trading System.  IIGCC was also planning an engagement programme with companies and was working on trustee training to help them consider climate change issues in their work.
The CFB verbally reported upon a new investment in the First State Sustainability Fund, a pooled fund investing in Pacific companies using sustainability criteria. Press articles about climate change (Stern Report), the Carbon Disclosure Project, water scarcity and nuclear power were also noted.

5.6
Gambling 

The Committee considered articles on online gambling, and a Church of England gambling review.  It noted widespread public concern about the expansion of casino gambling in the UK.  It was recognized that the CFB did not invest directly in casinos, but the Committee requested the CFB to carefully monitor its exposure to other companies, for example construction companies, involved in this expansion.

5.7
Medical and Food Safety Issues

It was noted that the US government was trying to ban vending machine sales of fatty snacks and fizzy drinks in US schools.  It was noted that there was renewed concern about the ethical standards used in some drug tests, and in restrictions on the sale of cheap generics in developing countries. 

5.8
Human Rights

The Committee considered a CFB note on Group4Securicor which raised the question whether the CFB could invest in security companies that operated private sector prisons.  The Meeting agreed with the CFB suggestion that it would be wrong for the CFB to invest in companies which operated prisons in the US where the death penalty was carried out.  However, it was accepted that there might be grey areas which would need to come back to JACEI, for example transporting prisoners to prisons where they faced execution.  It was also argued that the UK private sector was helping to raise standards in prison, and that owning shares enabled the CFB to raise issues of concern with company managements.  It was suggested that private sector companies were subject to much higher scrutiny than the Prison Service and were in fact a positive force for improvement.

Box One: Guidance to the CFB Regarding Potential Investment in Companies Operating Prisons

The Committee advised that: 

a)
investment in security companies operating UK prisons was ethically acceptable; 

b)
investment in companies operating prisons where the death penalty was carried out was not acceptable; 

c)
investment in a company operating in states or countries where the death penalty was carried out, but not in prisons run by the company was likely to be acceptable;

d)
there might be some grey areas needing further discussion.

Material relating to an ordinary Shareholder Resolution for First Group was also considered including a CFB briefing note.  The Resolution called on the company to minimise risks to shareholder value by ensuring compliance with International Labour Organization (ILO) labour standards at work, particularly the right to join independent trade unions.  It was noted how this resolution had been sponsored among others by the TUC and US trade unions.  The CFB reported that it had decided to abstain on the resolution, following meetings with the TUC and with the company, as the issues were not clear cut and the company seemed open to discussion.  

Correspondence between the Revd David Haslam and the CFB on the Ambedkar Principles to eliminate caste discrimination in India were noted.
5.9
Media

The Committee was concerned to see press reports that pornographic material might be made available from BT.  The CFB replied that it had been working closely with the Church of England ethics unit on media issues, and a joint meeting with BT was planned for the autumn.  CFB notes on BT and Vodafone highlighted concerns about adult content and measures taken to limit availability to children.

5.10
Networking
The CFB reported that it had met and corresponded with overseas church bodies: Glebe Asset Management, Anglican Diocese Sydney; Uniting Church of Australia (New South Wales, Queensland and Victoria Synods); the Board of Pensions of the Evangelical Lutheran Church in America; the Interfaith Center on Corporate Responsibility; Mennonite Mutual Aid; the General Board of Pensions of the United Methodist Church.

It was also actively involved in: the Church Investors Group (Vice-chair and Steering Committee - see section 4.3); the Institutional Investors Group on Climate Change (Steering Committee), and the EIRIS Foundation (Trustee Board member).  Other contacts included the Ecumenical Council for Corporate Responsibility, the Responsible Investor Network and the Payments Transparency Group.  During the year the CFB Chief Executive spoke at a church-based workshop held in Prague on globalisation and business, while the Committee’s Secretary addressed  the Swiss Federation of Protestant Churches on the role of church investors in the formation of ethical investment.
6.
Conclusion

The Committee judges that the CFB has managed the funds under its control in accordance with the aims of the Methodist Church.

***RESOLUTION

26/1.
The Conference receives the report of the Joint Advisory Committee on the Ethics of Investment.
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