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Review of the year ended the 28th February 2007

Progress

The past year has been one where significant progress has been made that will, in the Board’s judgement, have a favourable impact on our future activities.

Investment Returns

For the fourth year in a row the Board is able to report on a period when security markets have been favourable for investors.  Twelve months ago fixed interest yields were at their lowest levels for 50 years and equity returns had been compounding at over 20%pa since the low point of March 2003.  The words of caution expressed then were not without justification.  Although the return on the Equity Fund was still a substantial +11.5%, this was not as much as that to which investors had become accustomed, whilst the strength of sterling held back the Overseas Fund return to +3.5%.  Fixed Interest yields rose during the year, which limited the returns on the CFB bond funds from breakeven by the Gilt Fund to +2.3% for the Inflation Linked Fund.  However, the newly established Property Fund provided the highest return of all the CFB funds with +20.3% in its first full year.

Ethical exclusions continued to have a significant performance cost for the year, with the ethically adjusted FTSE All-Share lagging behind the standard All-Share by 0.5%.  It was therefore encouraging that the return on the UK Equity Fund was only 0.1% behind the benchmark after the deduction of 0.2% management expenses.  This owed much to the improvements that were instigated into our stock selection process twelve months ago.  Although the Overseas Fund lagged 0.4% behind the FTSE All World ex UK Index, it should be noted that tax and expenses reduce its return by 0.8% p.a.  However, it was disappointing compared to its composite benchmark.  This highlights why last year it was stated that we would be seeking external managers for much of the Overseas Fund, whilst retaining control of the asset allocation process through which we have consistently added value for unit holders.  Significant changes have now been implemented. The process began with our Pacific and emerging market exposure and continued last year by reinvesting our Japanese portfolio into a low risk Exchange Traded Fund.  Perhaps the most exciting development has been in relation to our US portfolio which after our year end was transferred to the Domestic Stock Fund administered by United Methodist Church Board of Pension and Health Benefits.  This has given CFB investors access not only to one of the most highly regarded investment vehicles in the US but also to an ethical approach which matches closely with our own.  Attention will now turn to seeking an appropriate vehicle for the European portfolio which minimises stock specific risk whilst applying our ethical policy.

Deposit Fund  

Another significant development was the decision to work with our sister organisation, Epworth Investment Management, and offer access to our cash management expertise to charities outside the scope of the Methodist Church Funds Act.  Consequently, with the support of the Charity Commission, the Affirmative Deposit Fund was launched in November.  Although CFB Deposit 

Fund investors will experience no change in the service we provide, the Fund now invests entirely through the new Affirmative Deposit Fund, which will increasingly provide investors with the benefits of scale, as well as the additional security of having a corporate trustee to monitor the Fund.

Ethics

It is pleasing to note that the 2006 Methodist Conference overwhelmingly endorsed the advice of the Joint Advisory Committee on the Ethics of Investment (JACEI) in relation to Nestlé.  The CFB is now able to engage with the company as a concerned but, on occasion, critical shareholder on ethical issues.  The Conference also gave further consideration to the Church’s stance on Israel/Palestine.  As this is refined it is hoped that the CFB will formulate an appropriate ethical policy to guide it in relation to companies involved in the region.  Consequently, our Chief Executive was part of the Methodist Church delegation that visited the Holy Land in April in order to gain a better understanding of the political and religious background.

The importance of addressing ethical issues in relation to investment is increasingly being recognised by society as a whole.  This has enabled us to work in partnership with others on a number of issues in addition to pursuing our own engagement strategies.  The Church Investors Group continues to develop, enabling members to exert more influence with companies than we could as individual denominations.  Similarly, our participation with the Institutional Investors Group on Climate Change has helped to maximise our efforts in relation to the environment.  It is also instructive that we are now working in collaboration with mainstream fund managers on issues such as armaments and pornography that have in the past been the exclusive preserve of ‘ethical’ investors.  

Gender Balance

Another issue raised at the 2006 Conference was that of the CFB’s gender balance.  We have long wished to have more women members of our Board and Council but have constantly been thwarted by the lack of candidates prepared to come forward.  In the past year requests for help were sent to all the Districts and a letter explaining our needs was published in the Methodist Recorder.  Despite our efforts only four women expressed an interest in serving.  These were all well qualified and the CFB will benefit greatly from their appointment to the Board, but the overall response remains a considerable disappointment.  If the Church truly desires to have better gender balance in its connexional committees, it will need to be more proactive in encouraging local members to offer their services at this level.

Council and Staff

All investors have cause to be thankful for the talents put at the disposal of the Church by its current Council members.  They have worked tirelessly to ensure that the CFB continues to provide the best possible service.  We would particularly like to pay tribute to Frank Guaschi who is stepping down after 13 years on the Council.  Although we will miss his wise advice we are very fortunate to be able to appoint John Gibbon.  John recently retired as a professional fund manager and his expertise in relation to property matters has already been of tremendous assistance.

We are also extremely grateful for the hard work of all our employees.  The administrative staff deserves special thanks for being able to maintain a consistently high level of service despite the extra pressure resulting from sudden serious illness to two key members of the team.

The changes we have made in the past year may not have been high profile, but they have reinforced the foundations to ensure that the CFB meets the investment needs of the Methodist Church both now and in the future.  

Investment Performance

Internal Assessment

(Total returns of audited unit values)

	
	1 year to

28 February 2007

%
	5 years to

28 February 2007

% p.a.
	10 years to

28 February 2007

% p.a.

	Equity & Convertibles
	
	
	

	
	
	
	

	CFB Managed Mixed Fund (Charity)
	+8.5
	+6.9
	+7.6

	CFB Managed Equity Fund (Charity) *
	+10.3
	+7.5
	+7.4

	CFB UK Equity Fund (Charity) *
	+11.5
	+7.8
	+7.6

	FTSE All Share Index  (Gross)
	+11.6
	+8.9
	+7.7

	FTSE 100 Index (Gross)
	+10.1
	+7.5
	-

	CFB UK Equity Fund (Pension) *
	+11.5
	+7.7
	+7.4

	FTSE All Share Index (Net)
	+11.6
	+8.8
	+7.3

	FTSE 100 Index (Net)
	+10.1
	+7.4
	-



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

	
	
	
	

	CFB Overseas Fund (Charity)
	+3.5
	+5.3
	+5.5

	CFB Overseas Fund (Pension)
	+3.5
	+5.2
	+5.5

	FTSE  All World Index(ex U.K)
	+3.9
	+5.1
	+6.5

	FTSE  All World Index Regional Comp 
	+5.5
	+7.0
	-

	
	
	
	

	Fixed Interest
	
	
	

	
	
	
	

	CFB Managed Fixed Interest Fund
	+0.8
	+5.1
	+7.7

	Managed Fixed Interest Composite
	+0.9
	+5.0
	+6.7

	CFB Short Fixed Interest Fund
	+1.4
	+4.7
	-

	FTSE Short Gilt Index Composite
	+1.6
	+4.6
	-

	CFB Gilt Fund*
	+0.0
	+5.1
	+7.6

	FTSE All Stock Gilt Index
	+0.2
	+5.1
	+6.7

	CFB Corporate Bond Fund
	+0.6
	-
	-

	iBoxx Non Gilts Index
	+0.7
	-
	-



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

	
	
	
	

	Inflation Linked
	
	
	

	
	
	
	

	CFB Inflation Linked Fund
	+2.3
	+7.2
	+8.1

	FTSE All Stock Index Linked Index
	+2.4
	+7.0
	+7.4

	
	
	
	

	Property
	
	
	

	
	
	
	

	CFB Property Fund
	-
	-
	-

	IPD All Balanced Funds Index
	-
	-
	-

	
	
	
	


	Cash
	
	
	

	
	
	
	

	CFB Deposit Fund
	+4.4
	+4.1
	+5.1

	Higher Rate Bank Deposits
	
	
	

	
(over £2,500)
	+1.2
	+0.9
	+1.8

	Higher Rate Bank Deposits
	
	
	

	
(over £10,000)
	+1.6
	+1.1
	+2.1


Independent Assessment

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

	
	1 year to

31 December 2006

%
	5 years to

31 December 2006

% p.a.
	10 years to

31 December 2006

% p.a.

	
	
	
	

	CFB UK Equity Fund
	+16.0
	+7.3
	+8.0

	Index (FTSE All Share)
	+16.8
	+8.5
	+7.9

	
	
	
	

	CFB Overseas Fund
	+6.4
	+4.8
	+6.3

	Index (FTSE All-World ex UK)
	+6.2
	+4.7
	+7.0

	Index (Overseas Composite Index)
	+8.4
	+6.7
	n/a

	
	
	
	

	CFB Gilt Fund
	+0.3
	+5.2
	+7.9

	CFB Short Fixed Interest Fund
	+1.1
	+4.8
	n/a

	CFB Corporate Bond Fund
	+0.6
	n/a
	n/a

	Index (All Stock Gilts)
	+0.7
	+5.3
	+6.9

	Index (Short Fixed Composite)
	+1.3
	+4.8
	n/a

	Index (iBoxx Non Gilts)
	+0.7
	n/a
	n/a

	
	
	
	

	CFB Inflation Linked Fund
	+3.0
	+7.3
	+8.4

	Index (All Stock Index Linked Gilts)
	+2.9
	+7.0
	+7.5


***RESOLUTIONS

31/1.
The Conference adopts the Report of the Central Finance Board.

31/2.
The Conference elects the following persons to the Central Finance Board for the period of one year from the 1 September 2007:


Mr Nick Addo


Dr Keith Aldred


Mr Edward Awty


Mr Ronald Calver


Mr Brian Coldwell


Mr Peter Cussons


Mr Christopher Daw


Mr Ralph Dransfield


Mr J Allan Dyer


Mr Alan Emery


Revd David Gamble


Mr John Gibbon


Mr Frank Guaschi


Mrs Hazel Griffiths

Mr David Hallworth


Ms Sue Haworth


Mrs Anne Hughes-Holmes


Mr Javaid Khan


Mr Mervin Liversidge


Mr Brian Mansfield


Mr Tim Melling


Mr Theophilus Mensah


Sir Michael Partridge


Mr Colin Pearson


Mr Alan Pimlott


Revd Jennifer Potter


Mr Richard Reeves


Mr Gordon Slater


Mrs Eleanor Smith


Mr Roger Smith


Revd Kenneth Street


Ms Paula Thomas

Revd Graham Thompson

Mr Peter Thompson

Mr Alister Tough

Mr Herbert Tuckey

Mr Ken Wales


Mr Geoffrey Wilcox

Mr Michael Willett

Reasoned Statement for New Nominations

Mr Christopher Daw
Treasurer, NCH

Mrs Hazel Griffiths
ACIB, formerly with Halifax
Mr David Hallworth
ACIB, formerly with Royal Bank of Scotland

Ms Sue Haworth
Company Secretary, Montagu Private Equity

Mrs Anne Hughes-Holmes

General Manager, Trustees for Methodist Church Purposes (TMCP)

Mrs Eleanor Smith
CPFA, Accountancy Manager, Huntingdonshire District Council

Ms Paula Thomas
FCA, Trustee of John Wesley’s House & Museum
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