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1. Highlights of Actions and Decisions


The Central Finance Board (CFB): 

Produced a regular report documenting its shareholder voting at company AGMs.


Declined to support a Special Resolution for the BAA AGM (formerly  British Airports Authority) proposed by the Stop Stansted Expansion as it did not  believe that this was in the interest of the company. In addition, the CFB is, in principle, not in favour of Special Resolutions, as they instruct company directors to follow a particular course of action. 


Held company meetings to discuss ethical, environmental and human rights issues with: BP; Coca Cola; First State Investments; GlaxoSmithKline; Nestle; Rio Tinto; Shaftesbury; Shell and Vodafone.  (Rio Tinto and Nestlé were not current shareholdings of the CFB).


Met and corresponded with overseas church bodies: Christian Brothers Investment Services; Glebe Asset Management (Anglican Diocese Sydney, Australia); the Board of Pensions of the Evangelical Lutheran Church in America; the Interfaith Center on Corporate Responsibility, Mennonite Mutual Aid; the Church Office of the Church of Sweden (Svenska Kyrkan); the General Board of Pensions of the United Methodist Church (USA).


Was heavily involved in the reconstitution of the Church Investors Group (Vice-Chair).  Held active membership of: the Ecumenical Council Corporate Responsibility (Board member); the EIRIS Foundation (Trustee Board member); the UK Social Investment Forum (Board member); the Institutional Investors Group on Climate Change (Steering Committee member); the Responsible Investor Network and the Pharmaceutical Shareowners Group.


Produced detailed ethical briefing notes on:

· Marsh & McLennan (see section 7.3)
· Credit Suisse (see section 7.3)
· The Restaurant Group (see section 7.1)

· Nestl( (see section 5)
· Rio Tinto (see section 6)


Signed up to the third round of the Carbon Disclosure Project (CDP).


Demonstrated the impact on the CFB’s financial performance of UK ethical exclusions.  In 2004, the FTSE All-Share Index produced a total return of 12.8%.  Although the stocks excluded accounted for less than 8% of the total, their returns averaged over 20% and the rest of the market produced a figure of 12.2%.  This trend has now been in place for an unusually extended period, with similar relative performances over the past three years.


The Joint Advisory Committee on the Ethics of Investment (the Committee)


Scrutinised and updated the ethical screen of the CFB UK Equity Fund produced by the ethical research organisation EIRIS.


Commended the CFB policy of making increased use of its shareholder voting rights during the year.


Supported the CFB’s judgements relating to Credit Suisse, Marsh McLennan, the Restaurant Group and Rio Tinto. 


Held an extraordinary meeting of the Advisory Committee to function as an in-depth consultation on Nestle with representatives of the company and of its critics (see section 5).


Supported the CFB’s efforts to promote a stronger ecumenical approach on ethical issues both in the UK and internationally.


Hosted a ‘fringe meeting’ at the 2004 Conference in order to publicise its work. This included the performance of the winning drama of a competition sponsored by the CFB and subsequently published in the Methodist Recorder.

2. Committee Membership


For the connexional year 2004-2005 the Chair of the Committee was the Revd John Swarbrick. Members nominated by the Methodist Council were: Dr David Clough, Mr Paul Harrod, Mr Kumar Jacob, and Ms Anthea Cox (one place remained unfilled).  Nominated by the Central Finance Board (CFB) were: Mr Alan Emery, Mrs Stephanie Holmans, Sir Michael Partridge, Mr Bill Seddon and Mr Roger Smith.

During the year Mr Harrod and Mr Smith stood down.  Mr Gareth Mostyn (nominated by the Methodist Council) and Dr Keith Aldred (nominated by the CFB) joined the Committee.


Also in regular attendance to facilitate the workings of the Committee were members of the Staff Preparation Group: Mr Russell Sparkes (who acts as Committee Secretary), Mr Stephen Beer, Mr John Ellis and Mr Stephen Hucklesby.

3. Developing Greater Understanding of the Committee’s Work


For the third year the Committee has prepared a shorter and more colourful version of its report to the Conference which will be circulated, as in previous years, to all District and Circuit treasurers and others with an interest in Methodist finances. At the Conference copies of this short version will be available and the Committee is also mounting its annual fringe meeting (on Wednesday evening).  This year it will focus particularly on multinational companies, which often cause anxiety amongst church members. Methodists and Multinationals will give some background to the Committee's current approach to engagement with such companies and open up debate about future policy.

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

4. Ecumenical Initiatives


The Committee expressed its delight at the press release issues in November 2004 describing the reconstituted Church Investors Group, which it felt was an exciting ecumenical development.  It was particularly pleased that the new body seemed to be a more genuinely collaborative body for all church investors.  
5. Nestlé


The Committee continued to discuss the ethical suitability of Nestlé as a potential investment for Methodist funds and how to advise the CFB.  It acknowledged the work carried out by the Connexional Team with the International Group on Breast Milk Substitutes. It was agreed that an in-depth consultation meeting should be held with representatives of the company and of its critics.  The meeting was planned along the lines of a parliamentary Select Committee as agreed beforehand by all parties involved (as described in the paper Consultation with Nestlé and Baby Milk Action).  The aim was to pay particular attention to Nestlé’s performance with respect to the International Code of Marketing of Breastmilk Substitutes, but also to consider other aspects of Nestlé’s business before arriving at a conclusion.


The meeting held in November 2004 functioned as an expert panel consisting of members of the Committee itself and the Staff Preparation Group.  To this was added an independent expert on the subject, Ms Judy More, a paediatric dietician recommended by the British Dietetic Association, and an observer from the United Reformed Church, Dr Andrew Bradstock who had wide experience of the subject.  


Before the meeting the CFB produced a detailed and comprehensive ethical briefing note on the company with the objective of promoting informed debate.  Both Baby Milk Action (BMA) and Nestlé made a written response to the CFB briefing paper and answered the list of questions presented prior to the Meeting.  In the morning BMA gave a 30-minute presentation to the panel after which their delegation withdrew while the panel considered their evidence.  A list of questions was then drawn up and the BMA delegation were invited to respond to them when they rejoined the Meeting. The Nestlé delegation went through an identical process in the afternoon.    


The meeting ended with a wide-ranging discussion of the events of the day.  It was generally felt that, despite the abundant amount of information provided by each party and the fact that a whole day had been spent considering the issues, it was still extremely difficult to come to a clear conclusion.  It was agreed that one of the factors behind this was the way in which the two opposing parties cast doubt on the veracity or accuracy of the other.  BMA explicitly accused Nestlé of ‘dishonesty’, while Nestlé dismissed many of BMA’s claims and understanding of the Code. 


The Chair summed up the discussion by noting that this was a complex and difficult issue.  Many of the claims and counterclaims were highly technical, and the two parties were so polarised and wary of each other that it was an onerous task for a third party to ascertain the actual truth of the case.  He suspected that this meant it would be possible to continue the discussion ad infinitem. However the Committee did not have the resources to do so, nor was it desirable for it to devote its attention exclusively to the subject of infant formula to the exclusion of the other ethical issues that required attention. Therefore he advised that it was now appropriate to reach a conclusion.  The Chair terminated discussion by reminding the meeting that the objective of JACEI was not to rule on the subject of infant formula, but to advise the CFB on whether it felt that Nestlé was an acceptable investment on ethical grounds.  


The Committee meeting held in March 2005 approved the Minutes of the November Special Meeting on Nestlé.  It noted that the sections referring to the evidence presented by Nestlé and Baby Milk Action had previously been sent to them for their comment and amendment.   The Committee decided that the full minutes of the November Meeting should now be sent to Nestlé and Baby Milk Action so that each organisation had the opportunity to comment on the statements made by the other.  Once this had been done it was agreed that the CFB should draft a Policy Statement defining its approach to the issues and with a suggested conclusion on Nestlé, which would be then discussed with the Connexional Team before being presented to the Committee.  A copy of the draft Policy Statement would be shown to both to Nestlé and Baby Milk Action for comment, before a final version was presented to the Committee for ratification. 

6. Rio Tinto


In 2003 the CFB produced a detailed note on the mining company, Rio Tinto.  It had suggested that the company could now be considered an acceptable holding for the CFB, subject to regular meetings with the company’s management and close monitoring of problem areas.  However a subsequent meeting of the Committee expressed caution at the report’s conclusion, with particular concern over the allegations of links to human rights abuses.  It was accepted by the Committee that these abuses mainly related to the company’s minority stake in the Grasberg mine in Indonesia, operated by Freeport, but the Committee was concerned by Rio’s apparent indifference to this problem on the basis that the company only held a minority stake.  It was therefore agreed that the Committee could not at that time recommend Rio Tinto as an ethically acceptable holding for the CFB.  


The Committee suggested that the CFB should write to Rio Tinto to raise issues of concern, and arrange a meeting to discuss the company’s policy on minority investments. Such a meeting was held at the CFB in March 2004, but it failed to provide the reassurance sought on the company’s policy on minority investments. However, a further meeting was held at the CFB in February 2005 which provided additional information and reassurance about the company’s policy on minority investments and on other issues. The CFB Council consequently reconsidered Rio Tinto as a potential CFB investment in the light of the CFB Statement of Policy Towards Investment in Shares of Mining Companies and Other Extractive Industries, November 2002.  On balance, Rio Tinto was judged to possess an above average performance for the mining industry in relation to social and environmental factors and to fit the criteria of ‘Best in Class’ and ‘Good Practice.’  It was considered that effective engagement with the Company on social, ethical and environmental issues would now be more appropriate from the perspective of a shareholder.  Therefore, the CFB judged that Rio Tinto should not be excluded from consideration for investment by the CFB on ethical grounds, on the understanding that the performance of the company in relation to the “Key Issues” set out in the CFB Statement of Policy was regularly reviewed.


The Committee meeting held in March 2005 supported the CFB’s judgement that Rio Tinto should now be considered an ethically acceptable holding.  The Committee noted the extensive research produced by the CFB on the company since 1996, and the regular series of meetings that had been held with Rio Tinto executives.  It commended the CFB for its thorough investigation of the company’s social and environmental performance. The Committee believed that this thorough research and consultation process provided the CFB with a valuable insight into the way Rio Tinto had significantly improved its performance on the environment, health and safety, and human rights.  It strongly supported the CFB’s contention that regular dialogue with the company, from the perspective of a shareholder, was the best way to encourage Rio Tinto to make continued progress in these areas. 

7. Regular Reporting Items:

7.1
Alcohol and Tobacco


The Committee noted that a US court had ruled that tobacco producers in the US could be sued under racketeering charges.  The Committee also discussed the possibility of revisiting the question of the CFB’s policy on alcohol in the light of the proposed relaxation of the rules controlling drinking.  The Committee concluded that although the increase in ‘binge drinking’ was deplorable, given the Committee’s limited role and the fact that the CFB did not invest in the main alcohol-producing companies, it should not revisit the question. The Committee was pleased to note the Government’s intention to ban alcohol advertising targeted at those under 18. It also commended the Methodist ‘Mocktails’ campaign aimed at countering ‘binge drinking’ particularly among young women. 


The Committee also considered a CFB briefing note on the Restaurant Group, a company operating restaurants and leisure parks.  It concurred with the CFB’s opinion that, in the light of the CFB Policy Statement on Alcohol Related Companies, it was acceptable on ethical grounds as the sale of alcohol was ancillary to its main restaurant activity.  In addition its alcohol exposure was relatively low, and mostly in the form of wine and beer served with meals. 


It discussed the Church of England decision to review its ethical policy in relation to alcohol, and the fact that the Church of England investment bodies had concluded that its current policy of not investing in brewers, distillers, and pub operators should be maintained. The Committee noted that this policy was similar to its own policy on alcohol set out in 1999.

7.2
Armaments


There was nothing significant discussed under this heading during the period under review. 

7.3
Corporate Governance and Business Ethics


The Committee considered a significant amount of press material describing a major insurance scandal that had been discovered at the large insurance broker Marsh & McLennan, a holding of the CFB Overseas Fund. The Committee expressed concern about the scale of the apparent wrong-doing at Marsh & McLennan, and commended the CFB’s decision to prepare a briefing report in order to investigate it further. 


The CFB note analysed the allegations from both an ethical and financial point of view. The CFB used its Policy Statement on Professional Ethics of Financial Intermediaries to assess the ethical position, and concluded that there was no need to sell the shares from an ethical point of view. (The shares were subsequently sold on financial grounds.) However, in view of the ethical concerns the CFB stated that it would require a considerable period of time to elapse without any further improprieties emerging before considering repurchasing the shares. The Committee agreed with the CFB’s decision. 


In July 2001 the CFB reviewed the investment bank Credit Suisse First Boston (CSFB) as a result of widespread breaches of security regulations. The CFB’s Policy Statement on Professional Ethics of Financial Intermediaries was used to assess the ethical position. It was decided that it would not be appropriate for the CFB to own shares in CSFB’s parent company, Credit Suisse, on ethical grounds and that it would require a considerable period of time to elapse without any improprieties emerging before considering changing this view.  


In January 2005 the CFB suggested that there should no longer be any ethical impediment to the CFB investing in equity or debt securities of Credit Suisse.  It reported that Credit Suisse had announced that CSFB would no longer operate as an independent entity, and the bank had also replaced its Chairman and Chief Executive with a new executive team.  It reported that a considerable period of time had elapsed without any further improprieties emerging. The Committee supported the CFB’s conclusions, agreeing that the company had met the standards required by the Policy Statement. 


Press articles illustrating the continuing ethical problems at Citigroup were considered.  These included a Financial Services Authority (FSA) probe of ‘an unusual bond trade’, and Japanese regulators withdrawing Citigroup’s private banking licence in Japan.  The Secretary reported that the CFB Overseas Fund had sold its holding in the company over two years ago owing to a combination of ethical and financial concerns.  The Committee also noted allegations of bribery paid by the French oil company Total to Saddam Hussein and to Russian oil magnates, noting that the CFB’s holding in Total had been sold for ethical reasons in 1998.  It noted that recent scandals had cast a shadow over Shell’s reputation.  However, it commended the CFB’s policy of maintaining contacts with companies in good times and bad, as part of its policy of accepting the responsibility of being a shareholder.

7.4
Debt Relief and Fairtrade


The subject of supermarket supply chains was discussed, which it was argued were squeezing farmers.  The increasing public concern about obesity and other issues such as the decline in small corner shops was noted.  The Committee agreed that supermarket supply chains should be added to the list of future work topics. It was noted that the Institute of Business Ethics had just produced a report on ethical supply chain management in the clothing industry. The Committee also discussed and criticised irresponsible credit card lending.  

7.5
Environment


The Committee discussed the Carbon Disclosure Project (CDP), an alliance of large investors requesting information from the largest 500 companies about their policy on Greenhouse Gas Emissions.  It supported the CFB’s decision to sign the third round of the CDP, which was already 60% complete. The Committee also commended ‘Operation Noah’, a project of Churches Together in Britain and Ireland to encourage the public to reduce greenhouse gas emissions.  It was noted that the Kyoto Protocol would now come into force in 2005 following Russia’s ratification. 


The Committee also noted renewed press criticism of BP’s safety record in the state of Alaska, and discussed the company’s planned development of its Tangguh Liquefied Natural Gas (LNG) project in West Papua (Indonesia).   It considered material describing Shell’s apparent failure to stop flaring natural gas in Nigeria, and concerns that its proposed Sakhalin development could impede the breeding grounds of whales.
7.6
Gambling


The Committee considered the Briefing Note on the Gambling Bill, Gambling With People’s Lives, produced jointly by the Methodist Church and the Salvation Army.  It was noted that there was still widespread concern among many Methodists about the damaging effects of gambling. The new Gambling Bill was discussed with particular reference to the proposed expansion of casinos.  It was noted that the Methodist and Salvation Army social responsibility teams were liaising with charities that worked with problem gamblers.  The Committee agreed that the preparation of a policy statement on gambling should be given a high priority as regards future work.

7.7
Human Rights


It was noted that the giant US retailer Wal-Mart (not a shareholding of the CFB), was now being sued under a class-action alleging systematic gender discrimination. The Committee also discussed the Dalit Solidarity Network, an initiative which aims to ensure that outsourcing in India does not result in the discrimination of scheduled castes when recruiting new workers.


The Committee discussed increasing evidence that the security situation was deteriorating in the Niger Delta, with adverse consequences for Shell.  It appeared that armed militias were taking increasing control of the area away from the Nigerian Government. It was noted that in July 2004 the Government stepped up a military offensive to take on the main armed militia groups with a view to restoring law and order, which made the situation that much more difficult and complicated for Shell. The Committee agreed with the CFB policy that the best way forward was to engage with the company together with other church partners.  Consequently, a meeting had been arranged, the first under the name of the Church Investors Group, to discuss the environment and human rights with Shell executives. 


The Committee discussed material from the Presbyterian Church USA relating to that Church’s decision at its General Assembly in July 2004 to recommend ‘selective dis-investment’ of US companies doing business in Israel in view of the hardships of the Palestinian people living there.  It was noted that this issue had been discussed at the recent Church Investors Group, with particular reference to the US company Caterpillar.  Caterpillar, for example, had been criticised because of the way it was producing ‘armoured’ tractors that were used by the Israeli security forces to demolish Palestinian homes.  The Meeting also considered a paper produced by the Connexional Team entitled Some Considerations on an Economic Boycott in Relation to Israel. The Committee noted that the CFB did not own shares in Caterpillar, the main object of the dis-investment campaign.  It considered the input of the Connexional Team, and suggested that both the Connexional Team and the CFB should continue the dialogue with the Church’s ecumenical partners on this issue. 

7.8
Medical and Food Safety Issues


The Committee was concerned about a potential US lawsuit facing GlaxoSmithKline (GSK) over claims that it had withheld evidence of the side effects of its anti-depressant drug Paxil.  It was pleased to hear that the CFB had met with the company as part of an ECCR delegation, and commended the company’s planned new initiative that would put information on its clinical trials in the public domain.  Material alleging that GSK had improperly carried out clinical trials of Aids drugs on children was also considered. The CFB had also discussed a range of issues with the company such as patent protection, differential pricing, and affordable medicines, particularly related to HIV/Aids.  It was agreed that further work on pharmaceutical ethics was also a high priority.


The Committee noted the continuing work within the Church about HIV/Aids.  It was explained that these reflected working groups who were guiding the Church’s response to the HIV/Aids pandemic.  However, it was also pointed out that malaria was a much bigger killer in developing countries than HIV/Aids, yet spending on malaria research was only a fraction of that spent on HIV/Aids. 

7.9
Media


The CFB raised the question of whether concerns about the underlying use of premises should rule out property companies as ethically acceptable investments.  The CFB had learnt that one property company had acquired a questionable tenant through acquisition, although its lease would not be renewed when it expired in 2005.  The Committee decided that this investment was acceptable. 


The Committee discussed growing public concern about the availability of the new generation of mobile phones which had the ability to offer pornography.  It noted that CFB staff had attended a meeting with Vodafone to discuss measures to prevent minors from accessing pornography via the new generation of ‘3G’ mobile phones. The Committee reviewed material produced by NCH indicating public support for measures to protect children from unsuitable material on mobile phones, and it commended the new BT and Vodafone ban on access to child pornography websites.  It noted that this was an issue that John Carr was working on (an internet expert from NCH who was also one of the leaders of Children’s Charities Coalition for Internet Safety (CHIS)).  The Committee commented that this was an issue that the wider Church should address  as a matter of urgency. 

7.10
Networking


The Committee was pleased to hear noted that members of the Church of Sweden investment team had visited the CFB to try and learn from the CFB’s expertise in this area.  It considered the ethical investment policy of the Church of Sweden. The Committee commended the CFB for the positive comments made about it in an academic paper, God’s Fund Managers. A newspaper article describing the visit of the Committee’s Secretary to Mennonite Mutual Aid in the US was also noted. 

8.
Conclusion


The Committee judges that the CFB has managed the funds under its control 
***RESOLUTION
27/1.
The Conference receives the Report of the Joint Advisory Committee on the Ethics of Investment.
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