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Review of the year ended the 28 February 2011
Over-confidence?

1.
A year ago we remarked on a fragile confidence returning to the financial system.  This trend has continued to strengthen to such an extent that the concern today is whether investors have become over-confident about prospects.  Despite Bank rate having been unchanged at the ‘emergency’ level of 0.5% for over two years, the economic recovery is less than robust whilst the government’s austerity measures are yet to bite.  The FTSE All Share Index ended the year 14% higher than it began and is now only 10% from the all time peak of October 2007.  It can no longer be described as cheap and requires continued recovery in corporate profits to justify further progress.  Gilt yields having finished the half year at a new cyclical low point and despite prices falling throughout most of the second half, produced solid if unspectacular returns for the year.  However, against a background of steadily rising inflation and increasingly hollow assurances from the Bank of England that the trend is temporary, the current level of bond yields, which in real terms are negative, appear increasingly unrealistic.  The effect of a return to a more normal monetary environment does not yet appear to be a concern.  It will be interesting to see if investors remain so relaxed when interest rates eventually begin to rise.

Positive returns on all funds

2.
For the second successive year all the CFB funds produced positive returns and all but one exceeded or matched their benchmark.  The UK Equity Fund produced the highest figure both in absolute terms (+18.3%) and relative to its benchmark (+1.1%).  It is worth pointing out that despite a relatively poor result last year the Fund’s five year record shows outperformance of 0.5% pa.  The Overseas Fund was not far behind with an absolute return for the year of 15.2% and a similar relative return (+1.1%).  Index linked securities produced the best bond returns with 9.5% from the Inflation linked Fund, 0.4% ahead of its benchmark.  This was followed by the Corporate Bond (+5.9%), Gilt (+5.0%) and Short Fixed Interest (+4.1%) funds.  The Corporate Bond Fund continues to suffer from investor preference for higher risk securities and underperformed its benchmark by 0.3%, but the Gilt Fund outperformed by 0.1% and the Short Fixed Interest Fund matched its index.  Although we cannot provide a comparison over the CFB year, the Property Fund also did well with a return of 10.5%. 

BP Dividend Cut

3.
Last year it was anticipated that as the economy recovered dividends would begin to rise again. This indeed happened, but the benefit was more than wiped out by the cut in the BP dividend following the Deepwater Horizon disaster.  The distributions of the bond funds also continued to slide as interest rates fell, although the Deposit Fund began to raise its distribution at the end of July and following a fourth increase in March, is now 0.2% higher than when I last wrote.

Impact of austerity    

4.
Although security markets may have been rising throughout the past year, Methodist finances have suffered from the austere economic conditions.  An indication of this can be seen in the £29 million net withdrawals from the Deposit Fund over the past year.  We have also been informed that one of our large pension fund clients needs to make a significant change in the way it manages its portfolio and as a consequence £150 million will be transferred to another specialist fund manager.  Although a mixture of cost reductions and modestly increased charges should enable us to mitigate the impact, we are now embarking on a major review of our operation to ensure that the CFB continues to provide the first class service that Methodism has come to expect.  A major help has been the ability to share costs more widely due to the continued development of Epworth Investment Management and the Affirmative Investment Funds for Charities.  These now add around £170 million to the assets managed by our team, with over 500 non Methodist accounts totalling £73 million in the Affirmative Deposit Fund.

Ethics 

6.
It has been another busy year in relation to ethics with two new Policy Statements being agreed: one on Israel/Palestine and the other on Caste Discrimination.   The CFB also became a signatory of the Financial Reporting Council’s UK Stewardship Code and our response to its seven principles can be found on our website along with all our Policy Statements and Position Papers.  We have continued to engage with a variety of companies, both on our own and in conjunction with our ecumenical partners.  In particular we worked through the Church Investors Group to establish a global church approach to the BP catastrophe in the Gulf of Mexico.  Time has been given to allow BP to make the changes necessary to its safety regime, but if its response is insufficient, strong collective action by the churches will result.  Finally, the CFB was pleased to give its support to the campaign to encourage FTSE 100 companies to adopt a Living Wage.   

Celebration and Farewells

7.
Last year we celebrated the fiftieth anniversary of the CFB with a dinner to thank many of those who have walked with us on our journey.  The Rt Hon Stephen Timms, former Financial Secretary to the Treasury and the Labour Party’s Vice Chair for Faith Groups, was our guest speaker. He encouraged us by describing how, as Pensions Minister, he introduced a requirement for pension fund trustees to state their policy on socially responsible investment.  Meeting the CFB and seeing how we had incorporated ethical policies into our investment process for many years had been major influences in persuading him to push through the regulation.

8.
We are also sad to say goodbye to three of the CFB Council members. Alan Groves has only been with us for a relatively short time, but Peter Cussons joined the Council in 1992, whilst Sir Michael Partridge’s involvement with the CFB dates back to 1980.  Their wise counsel and long experience will be sorely missed.  However, we are fortunate to welcome three very able replacements in John Sandford, Garry Young and Terry Wynn, to join our hard working Council.  Thanks should also go to our staff who continue to work selflessly on behalf of the Board witnessing to Gospel values in the heart of the business community.   
Investment Performance

Internal Assessment

(Total returns of audited unit values)

	
	1 year to

28 February 2011
%
	5 years to

28 February 2011
% p.a.
	10 years to

28 February 2011
% p.a.

	Equity & Convertibles
	
	
	

	
	
	
	

	CFB Managed Mixed Fund (Charity)
	+15.2
	+5.1
	+4.2

	CFB Managed Equity Fund (Charity)
	+17.9
	+5.0
	+3.8

	CFB UK Equity Fund (Charity)
	+18.3
	+4.7
	+3.8

	FTSE All Share Index  (Gross)
	+17.0
	+4.7
	+4.3

	FTSE 100 Index (Gross)
	+15.5
	+4.5
	-+3.7

	CFB UK Equity Fund (Pension)
	+18.3
	+4.7
	+3.7

	FTSE All Share Index (Net)
	+17.0
	+4.7
	+4.2

	FTSE 100 Index (Net)
	+15.5
	+4.5
	+3.6

	FTSE All Share Index Ethically Adjusted
	+17.2
	-4.2
	-

	
	
	
	

	CFB Overseas Fund (Charity)
	+15.2
	+5.7
	+3.2

	CFB Overseas Fund (Pension)
	+15.2
	+5.7
	+3.2

	FTSE  All World Index(ex U.K)
	+14.1
	+5.9
	+3.8

	
	
	
	

	Fixed Interest
	
	
	

	
	
	
	

	CFB Managed Fixed Interest Fund
	+5.0
	+5.1
	+5.5

	Managed Fixed Interest Index Composite
	+5.0
	+4.8
	+5.2

	CFB Short Fixed Interest Fund
	+4.1
	+5.5
	+5.5

	FTSE Short Gilt Index Composite
	+4.1
	+5.4
	+5.4

	CFB Gilt Fund*
	+5.7
	+4.6
	+5.1

	FTSE All Stock Gilt Index
	+5.6
	+4.4
	+5.1

	CFB Corporate Bond Fund
	+5.9
	+4.8
	-

	iBoxx Non Gilts Index
	+6.6
	+3.3
	+5.4

	Corporate Bond Index Composite
	+6.2
	+2.9
	+5.1



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

	
	
	
	

	Inflation Linked
	
	
	

	
	
	
	

	CFB Inflation Linked Fund
	+9.5
	+5.6
	+6.2

	FTSE All Stock Index Linked Index
	+8.6
	+5.7
	+6.1

	FTSE Inflation Linked Index Composite
	+9.1
	+5.7
	+6.4

	
	
	
	

	Property
	
	
	

	
	
	
	

	CFB Property Fund
	+10.5
	-1.6
	-

	IPD All Balanced Funds Index
	-
	-
	-


	Cash (AERs)
	
	
	

	
	
	
	

	CFB Deposit Fund
	+1.1
	+3.6
	+3.9

	Higher Rate Bank Deposits (over £10,000)
	+0.1
	+1.2
	+1.2

	1 Week LIBID (less CFB expenses)
	+0.4
	-
	-


Independent Assessment

(Cumulative total returns: source Portfolio Evaluation)

	
	1 year to

31 Dec 2010
%
	5 years to

31 Dec 2010
% p.a.
	10 years to

31 Dec 2010
% p.a.

	
	
	
	

	CFB UK Equity Fund
	+14.8
	+5.0
	+3.1

	Index (FTSE All Share)
	+14.5
	+5.1
	+3.7

	Index (FTSE All Share Ethically Adjusted)
	+14.1
	+4.6
	-

	
	
	
	

	CFB Overseas Fund
	+19.2
	+6.3
	+2.9

	Index (FTSE All-World ex UK)
	+17.2
	+6.4
	+3.4

	
	
	
	

	CFB Gilt Fund
	+7.6
	+4.9
	+5.3

	CFB Short Fixed Interest Fund
	+6.1
	+5.6
	+5.7

	CFB Corporate Bond Fund
	+7.7
	+4.9
	n/a

	Index (All Stock Gilts)
	+7.2
	+4.8
	 +5.3

	Index (Short Fixed Composite)
	+6.1
	+5.6
	+5.5

	Index (Corporate Bond Composite)*
	+7.9
	+3.1
	 n/a


* Figures prior to 01/07/09 relate to iBoxx Non Gilts Index

	CFB Inflation Linked Fund
	+6.4
	+5.9
	+5.6

	Index (All Stock Index Linked Gilts)
	+6.5
	+6.1
	+5.7

	
	
	
	

	CFB Property Fund
	+9.1
	+0.9
	n/a

	Index (IPD All Balanced Funds)
	-1.8
	+0.0
	+5.5


***
RESOLUTIONS 
58/1
The Conference adopts the Report of the Central Finance Board.

58/2
The Conference elects the following persons to the Central Finance Board for the period of one year from the 1 September 2011
Dr Keith Aldred

Edward Awty

Ronald Calver

Peter Cussons

Christopher Daws

Ralph Dransfield

Alan Emery

Revd David Gamble

John Gibbon

Hazel Griffiths

Alan Groves

Frank Guaschi

Sue Haworth

Anne Hughes-Holmes

Karen L’Esperance

Mervin Liversidge

Theophilus Mensah

Nick Moore

Maureen Ndagire

Sir Michael Partridge

Colin Pearson

Alan Pimlott

Revd Jennifer Potter

Richard Reeves

John Sandford

Gordon Slater

Andrew Slim

Eleanor Smith

Roger Smith

Revd Kenneth Street

Paula Thomas

Revd Graham Thompson

Herbert Tuckey

Ken Wales

Geoffrey Wilcox

Michael Willett

Terry Wynn

Garry Young

Reasoned Statement for New Nominations

Karen L’Esperance – Methodist Church Pensions Manager

John Sandford – Former Audit Partner with KPMG
Andrew Slim – Financial Consultant and ex-banker
Terry Wynn – Former MEP for NW Counties, a current Trustee of Action for Children
Garry Young – Economist with the Bank of England
The Conference adopted Resolutions 58/1 and 58/2 (Daily Record 8/40)
