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The Conference adopts the Report of the Central Finance Board.
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Review of the year ended the 29 February 2012

Challenging
It would be difficult to argue that the past year has been anything other than challenging. This would apply whether we consider how the government’s austerity measures affect each of us personally, the obstacles that the CFB has had to negotiate or the impact of the Eurozone financial crisis on global security markets.  Last year we questioned whether investors had become over-confident about future prospects following a year of excellent returns.  Until the beginning of August this seemed an overly cautious view as equity markets moved sideways, albeit erratically, whilst bond prices continued their seemingly inexorable rise. However, growing concerns that the global economy was slowing down, rising tensions within the Eurozone over the Greek financial crisis, escalating worries over the solvency of the banking system and the loss of the AAA US credit rating, finally ended any feelings of complacency.  In just a month the FTSE All Share Index fell over 21%.  At this level, value was once again apparent and within a couple of months equity prices were recovering strongly.  By the end of the CFB year the market had returned to the levels of last July despite continued uncertainty over the health of the global economy and doubt over the political will to tackle the problems of the Eurozone.  At the same time with ten year gilt yields at little more than 2% and inflation likely to be at least as high, it is difficult to imagine that bonds will provide an acceptable return over the next few years.  Perhaps investors have become complacent once again.

Bumper Year for Bonds

It was bond markets that provided the best returns for CFB investors over the past year with pride of place taken by the Inflation Linked Fund (+18.9%).  This was followed by the Gilt (+15.7%), Corporate Bond (+10.7%) and Short Fixed Interest (+9.7%) funds, all of which produced returns well in excess of the 3.4% by which the Consumer Price Index grew over the year.  The Property Fund (+3.5%) more or less matched inflation, which both the Overseas (+0.7%) and UK Equity (-0.5%) funds failed to do.  CFB returns relative to benchmark were mixed.  The best came from the Corporate Bond Fund which, benefitting from the high credit quality of its portfolio at a time of heightened investor concerns, exceeded the Composite Index by 1.0% and the iBoxx Non-gilt Index by 1.3%.  The Inflation Linked and Short Fixed Interest funds, which both include non-government securities,  underperformed gilt-only indexes (by 0.3% and 0.7% respectively) but outperformed their Benchmarks which include corporate bonds (by 0.3% and 0.1% respectively).  The Overseas Fund matched its Benchmark, which was a good result given that, unlike other CFB funds, it has to cope with external fees and taxes (approx 0.7%pa).  Lagging behind their benchmarks were the Gilt Fund (-0.2%) having been positioned defensively and the UK Equity Fund (-0.9%), which gave up much of the outperformance of the previous year.
UK Dividend Growth Returns
After two years of falling distributions from the UK Equity Fund it was good to see a 20% rise last year to produce a yield of 3.3% based on the end of February unit value.  This, together with the possibility of future dividend increases, offers some protection against inflation.  In contrast, declining yields on the fixed interest funds means that only the Corporate Bond Fund now has a higher yield (4.2%).  The Deposit Fund has been able both to raise its payout and maintain its yield premium compared to other deposit funds over the past year, but at only 1.35% its main attraction is as a safe home for surplus assets.

Ethics

The Occupy movement camp outside St Paul’s Cathedral brought the question of ethics and the business environment to the forefront of public attention over the past year.  We were, therefore, delighted that Robert Gordon, Manager of St Paul’s Institute, agreed to speak at our AGM on his experiences with Occupy.  He also explored how the Church relates to society on matters related to business, a role the CFB often undertakes on behalf of Methodism.  In the past year, for example, our high profile opposition to the re-election of the Chair of BP’s Safety Committee attracted considerable media attention.  We also encouraged companies to become Living Wage employers, challenged the executive remuneration packages of a number of companies and helped to raise awareness of the risks of human trafficking with UK hotels ahead of the London Olympics.  Increasingly, we are working in partnership with other Churches in both the UK and further afield and the first global meeting of Church investors in Paris was a major development.  A policy on pornography was approved, whilst those on the media and caste discrimination were amended. 
Reorganisation
Last year we mentioned that one of our large pension funds clients had decided to follow a strategy that matches their assets and liabilities more closely and was to transfer a substantial portion of their portfolio to a specialist fund manager, with the CFB retaining the equity mandate.  In addition, a further £23 million of net withdrawals were made from the Deposit Fund as the wider Methodist Church grapples with the financial realities of the economic situation.  Consequently CFB funds under management at just over £950 million are down by almost £200 million over the year.  Epworth Investment Management was established to protect our operation from exactly this type of development.  It now has over £170 million of outside funds under management and last year contributed £255,000, covering 12% of total CFB expenses.  However, it was quickly apparent that in order to avoid a significant increase in charges, we had to cut expenses.  Sadly, this meant it was necessary to make one of the senior positions redundant and not to replace another member of staff who left, as we reorganised the Investment team.  Understandably, this meant that it has been an unsettling year for staff, but they have nonetheless continued to work diligently on behalf of the Methodist Church.  We would like to take this opportunity to thank them for all their efforts as, under the leadership of Bill Seddon, they have dealt with the significant challenges with which they were faced. 
CFB Secretary 
In June, after twenty years service, Peter Forward stands down as the CFB Chief Financial Officer and Secretary.  Peter has fulfilled this key role with great efficiency and commitment and we wish him a long and happy retirement.  His will be a hard act to follow and we are therefore delighted to announce that Marina Phillips, currently the Deputy Chief Executive and Finance Director of St Joseph’s Hospice, has been appointed as his successor.
Council and Board 
The Methodist Church continues to be well served by an extremely well qualified and hard working Council. In order to ensure that this continues to be the case, it is right for us to seek replacements.  We are fortunate that nobody is standing down this year, but are aware that a number will be doing so in the next couple of years.  Therefore we will be advertising for new Council and Board members in the coming months and would welcome assistance in making our needs known to suitably qualified individuals. 
Future Confidence 

Despite the changes we have had to make over the past year in what was a difficult financial environment, we believe that we can look forward to the future with some confidence.   We are well positioned having the people not only to deal with what is likely to continue being a demanding investment climate, but also make a real impact through our ethical work in the investment world.  Our challenge is to continue operating in a way which reflects well on the Church and its Gospel message. 


	
	1 year to

29 February 2012

%
	5 years to

29 February 2012

% p.a.
	10 years to

29 February 2012

% p.a.

	Equity & Convertibles
	
	
	

	
	
	
	

	CFB Managed Mixed Fund (Charity)
	+3.3
	+4.0
	+5.5

	CFB Managed Equity Fund (Charity)
	-0.3
	+2.9
	+5.1

	CFB UK Equity Fund (Charity)
	-0.5
	+2.3
	+5.0

	FTSE All Share Index  (Gross)
	+1.5
	+2.7
	+5.8

	FTSE 100 Index (Gross)
	+1.6
	+2.8
	+5.2

	CFB UK Equity Fund (Pension)
	-0.5
	+2.3
	+5.0

	FTSE All Share Index (Net)
	+1.5
	+2.7
	+5.7

	FTSE 100 Index (Net)
	+1.6
	+2.8
	+5.1

	FTSE All Share Index Ethically Adjusted
	+0.4
	+2.1
	-

	
	
	
	

	CFB Overseas Fund (Charity)
	+0.7
	+5.1
	+5.2

	CFB Overseas Fund (Pension)
	+0.7
	+5.1
	+5.2

	FTSE  All World Index(ex U.K)
	+0.7
	+5.2
	+5.2

	
	
	
	

	Fixed Interest
	
	
	

	
	
	
	

	CFB Managed Fixed Interest Fund
	+12.1
	+7.4
	+6.2

	Managed Fixed Interest Index Composite
	+12.5
	+7.1
	+6.0

	CFB Short Fixed Interest Fund
	+9.7
	+7.2
	+5.9

	FTSE Short Gilt Index Composite
	+10.4
	+7.1
	+5.9

	CFB Gilt Fund*
	+15.7
	+7.6
	+6.4

	FTSE All Stock Gilt Index
	+15.9
	+7.5
	+6.3

	CFB Corporate Bond Fund
	+10.7
	+6.8
	-

	iBoxx Non Gilts Index
	+9.4
	+5.0
	+5.5

	Corporate Bond Index Composite
	+9.7
	+4.7
	+5.3



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

	Inflation Linked
	
	
	

	
	
	
	

	CFB Inflation Linked Fund
	+18.9
	+8.8
	+8.0

	FTSE All Stock Index Linked Index
	+19.2
	+8.9
	+7.9

	FTSE Inflation Linked Index Composite
	+18.6
	+8.9
	+8.0

	
	
	
	

	Property
	
	
	

	
	
	
	

	CFB Property Fund
	+3.5
	-4.7
	-

	IPD All Balanced Funds Index
	-
	-
	-


	Cash (AERs)
	
	
	

	
	
	
	

	CFB Deposit Fund
	+1.3
	+2.9
	+3.6

	Higher Rate Bank Deposits (over £10,000)
	+0.1
	+0.9
	+1.1

	1 Week LIBID (less CFB expenses)
	+0.2
	+2.0
	-


Independent Assessment

(Cumulative total returns: source Portfolio Evaluation)

	
	1 year to

31 Dec 2011
%
	5 years to

31 Dec 2011
% p.a.
	10 years to

31 Dec 2011
% p.a.

	
	
	
	

	CFB UK Equity Fund
	-4.4
	+1.0
	+4.1

	Index (FTSE All Share)
	-3.5
	+1.2
	+4.8

	Index (FTSE All Share Ethically Adjusted)
	-3.2
	+0.7
	-

	
	
	
	

	CFB Overseas Fund
	-6.3
	+3.7
	+4.2

	Index (FTSE All-World ex UK)
	-6.9
	+3.6
	+4.2

	
	
	
	

	CFB Gilt Fund
	+15.3
	+7.9
	+6.5

	CFB Short Fixed Interest Fund
	+8.2
	+7.1
	+5.9

	CFB Corporate Bond Fund
	+7.9
	+6.4
	-

	Index (All Stock Gilts)
	+15.6
	+7.8
	 +6.5

	Index (Short Fixed Composite)
	+9.5
	+7.2
	+6.0

	Index (Corporate Bond Composite)*
	+8.2
	+4.6
	 -


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

	CFB Inflation Linked Fund
	+20.0
	+9.3
	+8.3

	Index (All Stock Index Linked Gilts)
	+19.9
	+9.4
	+8.2

	
	
	
	

	CFB Property Fund
	+5.0
	-4.3
	-

	Index (IPD All Balanced Funds)
	+6.9
	-3.3
	-


***RESOLUTIONS 
34/1.
The Conference adopted the Report of the Central Finance Board.

34/2.
The Conference elected the following persons to the Central Finance Board for the period of one year from the 1 September 2012:
Dr Keith Aldred, Edward Awty, Ruby Beech, Ronald Calver, Peter Cussons, Christopher Daws, Ralph Dransfield, John Gibbon, Hazel Griffiths, Alan Groves, Frank Guaschi, Sue Haworth, Anne Hughes-Holmes, Karen L’Esperance, Mervin Liversidge, Theophilus Mensah, Nick Moore, Sir Michael Partridge, Colin Pearson, Alan Pimlott, the Revd Jennifer Potter, Richard Reeves, 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, Herbert Tuckey, Ken Wales, Geoffrey Wilcox, Michael Willett, Terry Wynn, Garry Young

Reasoned Statements

Ruby Beech, former Coordinating Secretary for Human & Financial Services in the Connexional Team
John Reynolds, former Chair of Church of England Ethical Investment Advisory Group
Anthea Sully, Director of the Learning Disability Coalition
Investment Performance


Internal Assessment


(Total returns of audited unit values)








