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Summary statement of change in unit holders’ net assets
Year to 28 February 2018

CFB Funds Net Assets at Net Creations/ Changein Net Assets at
28/2/2017 Cancellations Net Assets 28/2/2018
£'000s £'000s £000s £000s

UK Equity Fund 391,907 (454) 6,482 397,935

Overseas Fund 188,561 (8,776) 11,498 191,283

Gilt Fund 26,201 (14,298) (320) 11,583

Corporate Bond Fund 105,930 (2,757) (2,909) 100,264

Short Fixed Interest Fund 18,808 (559) (395) 17,854

Inflation Linked Fund 23,633 (2,210) (282) 21,141

Property Fund 20,753 1,406 1,119 23,278

Deposit Fund 369,797 803 0 370,600

Less: CFB Deposit Fund balances (8,361) 2,161 0 (6,200)

held in other CFB funds

Total 1,137,229 (24,684) 15,193 1,127,738

Review of the year ended 28 February 2018

Introduction

| started my statement last year with a quote from a financial publication that reported how religious
organisations are leading the fight with corporations over climate change. That was a prophetic comment as
our work on climate change has intensified even further this year. This follows a notice of motion at the
2017 Methodist Conference that asked the Joint Advisory Committee on the Ethics of Investment to examine
how the extractive industry is preparing for its commitments under the Paris climate accord. To support the
Committee’s response the ethics team at the Central Finance Board (CFB) has undertaken groundbreaking
work examining the modelling of climate change and identifying scenarios that the world needs to meet to
deliver the promises made at Paris. The team is working towards the Conference’s requirement to disinvest
from any extractive company whose business plan is not aligned with Paris by 2020. It is market-leading
work and | am proud of the professional and diligent way that the CFB has approached this challenge. It once
again emphasises that faith investors in the investment world remain at the heart of this work.



In his CEQ’s report, David Palmer describes the numerous projects that the team members have taken on
over the last 12 months. Their work is only half finished and another year of investment and endeavour lies
ahead. | must thank them once again for their support and unflinching commitment. We are facing several
challenges — but the Central Finance Board has never been so well placed to meet them.

Our financial position

Last year | reflected on how a deferral in costs and a strong investment market had generated surpluses for
the Central Finance Board. These surpluses have helped the Council make a substantial investment in the
infrastructure of the business. In his CEO’s report, David describes the operations review that is ongoing. We
are automating our processes and improving the speed of our client reporting. The Central Finance Board as
a statutory body is not regulated but we seek to manage ourselves as though we were. This investment
enables us to keep up with a number of regulatory changes and also relieves considerable pressure on the
operations team.

We continue to see attrition from our major clients, the Methodist pension schemes, as their Trustees seek
to reduce the long-term investment risk in the schemes’ assets by using a liability driven investment
approach (LDI). These LDI solutions are offered by third parties and over the last two years we have seen
approximately £75m leave our management in favour of this alternative investment approach. This is a trend
that we expect to continue in the year ahead.

Whilst the assets managed by the Central Finance Board saw some attrition, Epworth’s Affirmative Deposit
fund proved to be attractive to external charity investors, with over £30m of money from new investors
during the year. This included housing associations and other faith groups.

The overall financial position of the Central Finance Board remained stable over the year. Good investment
markets meant that the combined assets under management of the Central Finance Board and Epworth at
the year end stood at a record £1.4bln. Despite the costs of the operations project, a small trading surplus

was recorded.

In 2018/2019 we expect our surpluses to be reduced as the second half of the operations project is delivered
and we have other substantial increased costs. Following a European directive we are now bearing the cost
of investment research that we receive from other investment houses. We are also improving our controls
this year through the engagement of an independent internal auditor.

At the time of writing this report a financial challenge that we face is a potential deficit in the lay pension
scheme (PASLEMC). We are the second largest employer in this defined benefit scheme and we are working
with the Connexional Team on a funding plan for this past service deficit.

Our long-term plan to improve the financial position of the Central Finance Board remains to grow the assets
in our regulated subsidiary, Epworth Investment Management. David will report more on this but | am
pleased to advise that substantial progress has been made over the last year as we build an investment
offering based on Christian ethics for the whole charity community.

Personnel

| am pleased to report that the vacancies we were carrying were filled during the year and that we have
increased our management team through the recruitment of a compliance officer and a head of business
development. Until the operations review is completed, we will continue to have pressure on our operations
team around fund dealing days and | remain grateful to them for all the extra work that they put in when the
rest of the office has left for home in the evening. | hope that | will be reporting next year that these
pressures have been removed by the success of our operations review.



Council membership

We have added to our experienced Executive this year with appointments of the Revd Anne Ellis and
Morwenna Williams to the Council. Their scrutiny of the activities of the Central Finance Board has made an
immediate impact and | look forward to working with them for many years to come. Regrettably | have to
advise that Graham Boyd stepped down from Council during the year due to other work commitments.
Graham’s investment knowledge and background in further education made him a valuable contributor to
the Council and | will miss his insightful presence.

John Sandford
Chair

Chief Executive Officer’s report

Ethical review of the year

The greatest joy in my first full year at the Central Finance Board (CFB) has come from the work of our ethics
team. Christian ethics have always lain at the heart of the investment team but their passion and
commitment has brought rewards far beyond investment returns. In the last few months the work of the
team has been dominated by the need to meet the request of the 2017 Methodist Conference to consider
the grounds for disinvesting from companies in the extractive sector by 2020. The groundwork for this
critical piece of work has been laid by a comprehensive study of the academic research that models the
impact of the use of various fuel types on global temperatures. A core “scenario” has been identified and the
team’s next steps are to assess how extractive companies impact upon this scenario. This work will use 5 key
criteria that have been agreed with the Joint Advisory Committee on the Ethics of Investment. There have
been 33 examples of direct contact with the senior executives of companies in the last year. Through our
collaborative engagements through a number of faith and industry groups this number rises to in excess of
400.

| commend to you the annual report of the Joint Advisory Committee on the Ethics of Investment elsewhere
in the Conference Agenda. Amongst the activity | would highlight is:

Human Rights. We have challenged a number of sectors on their modern slavery polices. This includes the
telecom sector on the use of child labour in Africa’s cobalt mines, house builders on health and safety
conditions in the quarries that produce the granite for their fitted kitchens and supermarkets on the abuse
of cheap labour in their fast car wash sites.

Farm, nutrition and animal welfare. We believe that we are the first institutional investor to introduce a
policy that looks at farm related animal risk, antibiotic resistance in the livestock production sector and fair
trade issues.

Water Risk. We continue to lead engagement on water risk for the Church Investors Group.

One feature of our work continues to be our voting record at general meetings where we have actively voted
against board committees that support excessive executive pay, lack of boardroom diversity or ignore their
lower paid. We voted against over half of shareholder resolutions seeking to approve executive
remuneration:



CFB: Voting record on shareholder resolutions

% Against or

Type For Oppose | Abstain abstain
Auditors 376 2 1 0.79%

Directors 2080 383 9 15.86%
Remuneration 386 389 0 50.19%
Executive Pay Scheme (UK) 21 11 0 34.38%
Shareholder Capital (Europe) | 396 90 0 18.52%
Other 1632 175 18 10.58%
TOTAL 4891 1050 28 18.06%

Investment review of the year

It has been another extraordinary year for investment markets. The long period of falling interest rates has
finally come to an end as central banks increased their key lending rates in both the USA and the UK. For the
gilt market this has signalled the end of a bull run that started several decades ago. For the stock market this
would also normally signal tougher times ahead but the world’s economic growth has been sustained by the
package of tax cuts brought in by the current administration in the USA. The substantial cuts to both
corporate and individual tax rates led to another surge of support to the US stock market. Further help has
come from a tax change that encourages the repatriation of capital by major international US corporations.
Initially these measures led to some wage improvement but the likely longer term beneficiaries are
shareholders through share buy-backs and dividends. This fiscal stimulus has happened while the federal
reserve board is concerned about inflationary pressures and is using monetary policy to calm the economy.
This tension between fiscal and monetary policy will make for a more uncertain investment environment as
Trump starts to think about the prospects for his re-election.

The UK has been dominated by progress — or lack thereof — on the Brexit negotiations. The UK is showing
modest economic growth but is lagging behind the rest of the G8. Uncertainty over future access to
international markets and labour has affected both corporate and consumer spending. The UK stock market
initially benefited from the sell off in sterling after the Brexit referendum. To maintain this equilibrium the
next few months must bring clarity on the UK’s access to international markets.

The performance of the CFB funds has had a mixed year. Our approach to company analysis in the UK equity
market has seen a sustained period of outperformance. In contrast our third party managers in overseas
equities have been more cautious in strong markets. We are currently reviewing an approach to
international equities that would replicate our successful methodology in the UK. Our fixed interest funds
were held back by our caution on UK interest rates several years ago.

CFB Funds: Investment performance to 28.2.2018

All figures annualised after fees and extracted from independent data provided by Portfolio Evaluation
Limited.



Summary investment performance to 28.2.18

One Three Five
Fund size year years Years Ten Years

CFB UK Equity Fund £397.94m Fund 4.99 5.71 7.54 6.62

Benchmark 4.40 5.00 7.36 6.56

Excess

return 0.59 0.71 0.18 0.06
CFB Overseas Equity Fund £191.28m Fund 7.32 12.80 12.93 10.43

Benchmark 8.14 13.85 13.38 10.62

Excess

return -0.82 -1.05 -0.45 -0.19
CFB Gilt Fund £11.58m  Fund -1.30 3.09 3.71 5.35

Benchmark -1.22 3.40 4.13 5.49

Excess

return -0.08 -0.31 -0.42 -0.14
CFB Inflation Linked Fund £21.14m  Fund -0.93 6.97 6.80 7.50

Benchmark -1.22 7.48 7.25 7.69

Excess

return 0.29 -0.51 -0.45 -0.19
CFB Short Fixed Income Fund £17.85m  Fund -1.34 1.59 1.66 3.96

Benchmark -1.51 1.65 1.76 3.88

Excess

return 0.17 -0.06 -0.10 0.08
CFB Corporate Bond Fund £100.26m Fund -0.39 3.04 4.28

Benchmark 0.18 3.48 4.76

Excess

return -0.57 -0.44 -0.48

Central Finance Board conference on the ethics of investment

One of the highlights of the last year was the first client conference hosted by the CFB on investment and
ethics. We will only improve our own engagement with companies by hearing about the issues that are of
concern to the broader audience within Methodism. We hope to repeat this event with a northerly location
later this year.

Epworth Investment Management

The sales and compliance resources that we invested in during 2017 will be largely focused on Epworth
Investment Management (Epworth). This subsidiary currently provides investment management services to
the Church and Charity sector through a range of common investment funds and a common deposit fund,
branded “the Affirmative Funds”. Our mission statement includes commitments to construct portfolios
which are consistent with the moral stance and teachings of the Christian faith and to be a Christian witness
in the investment community.

We remain committed to our vision of Epworth providing investment solutions that are driven by our
Christian ethical approach. However, we need to expand our investment proposition so that we can offer
our target markets a complete investment solution. By the end of this year we hope to have a broader range
of funds that will use the new Charity Authorised Investment Fund structure. Epworth’s existing Common
Investment Funds are likely to convert to this new structure.



A major project during the last year has been the migration of the investment management relationships for
the Methodist pension schemes from the Central Finance Board to Epworth Investment Management
Limited. This is because the pension schemes decided to transfer the investment management of the
pension schemes and associated AVC schemes to a regulated investment manager. | am grateful to the
trustees of these schemes for their assistance and understanding during this migration.

Our operating platform

The CFB has combined third party and manual systems to value our Funds and record their day to day
positions for a number of years. With settlement periods shortening and a desire to maintain standards in
line with regulated firms, the Council identified the need to increase automation and the “straight through
processing” functionality of our operating platform. We therefore engaged a firm of technology and finance
consultants at the start of this year and asked them to identify solutions within a restricted budget to
improve the robustness and scalability of our systems. Their early work focused on the demands of a new
European Directive, MiFID I, that significantly increased our trade monitoring and client reporting standards.
| am pleased to report that, unlike many firms in the City, we were compliant at the MiFID Il implementation
date in early January. Our consultants are now concentrating on improving the connectivity of our existing
systems to automate the book of records for both client and investment purposes.

The final stages of this project are likely to see us out-sourcing some of the activities that the CFB has
previously undertaken internally, including the unit pricing and accounting for the regulated funds. We hope
that this will ease the work burden on the operating team who continue to impress me with their hard work
and dedication.

Looking forward to 2018/2019

2018/2019 is the second year of a five year plan that the Council adopted last year. We have managed to get
many of the building blocks in place that should enable Epworth to grow, and thus protect the CFB from any
further attrition from our pension scheme clients. Our purpose remains to serve Methodism; to deliver low
cost investment solutions that invest in line with the ethical stance of the Church. To ensure that we can
continue to do this, the charity business in Epworth needs to grow. | hope that in a year’s time | will be
reporting on a successful year for Epworth and a stable future for the CFB.

David Palmer
Chief Executive



Investment Performance

External Assessment

(Source: Portfolio Evaluation, except where stated)
28 February 2018

Index 1 year to 28.02.18 5 years to 28.02.18 10 years to
28.02.18

% % p.a. %p.a.
Equity
CFB UK Equity Fund +5.0 +7.5 +6.6
FTSE All Share Index +4.4 +7.3 +6.6
CFB proprietary ethical Index +4.4 +7.4 +6.6
FTSE All Share Index (traditional ethical adjustment) +5.5 +7.1 +6.2
CFB Overseas Fund +7.3 +12.9 +10.4
FTSE All World ex UK Index +8.1 +13.4 +10.6
CFB Managed Equity Fund'? +5.5 +8.4 +7.2
Managed Equity Fund Composite Index +5.0 +8.2 +7.3
Managed Equity Fund Composite Index (using CFB proprietary UK Index)+5.0 +8.3 +7.2
Managed Equity Fund Composite Index (using traditional UK ethical
adjustment) +5.9 +8.1 +6.9
CFB Managed Mixed Fund* +5.1 +7.9 +7.1
Managed Mixed Composite Index Not currently available
Managed Mixed Composite Index (using CFB proprietary UK Index) Not currently available

Managed Mixed Composite Index (using traditional UK ethical adjustment) Not currently available

Fixed Interest

CFB Managed Fixed Interest Fund! -1.2 +2.8 +4.8
Managed Fixed Interest Composite -1.1 +3.1 +4.8
CFB Short Fixed Interest Fund -1.3 +1.7 +4.0
Short Gilt Composite Index -1.5 +1.8 +3.9
CFB Gilt Fund -1.3 +3.7 +5.4
FTSE All Stock Gilt Index -1.2 +4.1 +5.5
CFB Corporate Bond Fund -0.2 +4.4 +6.3
Corporate Bond Composite Index +0.2 +4.7 +5.7

Inflation Linked

CFB Inflation Linked Fund -0.9 +6.8 +7.5
FTSE All Stock Index Linked Index (gilt only) -1.2 +7.3 +7.7




Property

CFB Property Fund'? +11.8 +11.7 +4.4
IPD All Balanced Funds Index %3 +10.2 +10.3 +3.8

Cash (AERs)

CFB Deposit Fund? +0.3 +0.6 +1.3
1 Week LIBID +0.2 +0.3 +0.7

1 Source: CFB
2 Source: IPD
3 Performance to 31 December 2018

***RESOLUTIONS
42/1. The Conference adopted the Report of the Central Finance Board

42/2. The Conference elected the following persons to the Central Finance Board for the period of one
year from 1 September 2018:
Dr Keith Aldred, Ruby Beech, Graham Boyd, Ralph Dransfield, Caroline Edwards, the Revd Anne Ellis,
Ashley France, John Gibbon, Anne Goodman, Alan Groves, Frank Guaschi, David Haslam, Sue
Haworth, Peter Hobbs, the Revd Dr Peter Howson, the Revd R Andrew Laird, Theophilus Mensah,
Nick Moore, the Revd Leslie Newton, John O’Brien, Colin Pearson, the Revd Jennifer Potter, Martin
Rees, John Sandford, Gordon Slater, Andrew Slim, the Revd Eleanor Smith, Anthea Sully, the Revd
Graham Thompson, Geoffrey Wilcox, Morwenna Williams, Terry Wynn.



