
3.
Joint Advisory Committee on the Ethics of Investment

1.
Role and Function of the Committee

1.1
Terms of Reference

The Joint Advisory Committee on the Ethics of Investment (JACEI) was established in 1983 by a Resolution of the Methodist Conference to provide a mechanism for the Methodist Church to tackle ethical dilemmas associated with investment and report annually to the Conference.  Its terms of reference, which were last revised in 2001, are as follows:

“The Joint Advisory Committee of the Ethics of Investment shall have a Chair appointed by the Methodist Council. The Committee shall have five members appointed by the Central Finance Board of the Methodist Church (CFB) and five members appointed by the Methodist Council.  The function of the Committee shall be:

· to advise the CFB of ethical considerations relating to investment, it being accepted that the CFB legally has responsibility for making the final decision on the purchase or disposal of any share;

· to make public where appropriate any ethical policy of the CFB and in particular any investment decision taken on ethical grounds and any other advice the Committee may provide on ethical matters relating to investment;

· to report to the Conference on the workings of the Committee and in particular to comment on the performance of the CFB in managing the funds under its control according to an ethical stance which is in accordance with the aims of the Methodist Church.”

1.2
SRI Reporting Requirements

In July 2000 new pension fund regulations came into force that oblige all pension funds to consider their policy, if any, on socially responsible investment (SRI).  In April 2005 similar requirements were extended to charities under the SORP guidelines.  The CFB is investment manager to large pension funds that use the JACEI Conference report as a part of their assessment of CFB compliance with their SRI policies.
1.3
JACEI Procedures

In its 2001 Report to the Conference JACEI  stated that procedural changes were required to enable trustee bodies to assess clearly whether the CFB operated in a way consistent with the aims of the Methodist Church.  It was agreed that the basis of each meeting should be as follows:

· one or two major items for debate either previously agreed by the Committee, requested by the CFB or driven by events;

· regular reporting items to keep the Committee fully informed of ethical issues relating to investment and to assist in the selection of items requiring a major debate;

· a report from the CFB on its ethical ‘performance’.  This would include the EIRIS screen, voting records and any disinvestment on ethical grounds. 


It was also agreed that the Committee should:

· have its own identity with an address located at Methodist Church House;

· take responsibility, where appropriate, for making public any ethical policy of the CFB and in particular any investment decision taken on ethical  grounds;

· seek ways to make the advice provided by the Committee available to the wider Methodist Church.

1.4
The Committee’s Underlying Approach

During the current year the Committee emphasised that its brief was to advise the CFB on ethical matters relating to investment, rather than to set Methodist Church policy.  It also stressed that while certain activities such as the production of nuclear weapons, land mines, or cigarettes might rule out investment on ethical grounds, such absolute bans were relatively rare, with the normal basis of its approach being to examine all aspects of a company’s operations rather than simply focus on one particular issue.

2.
Highlights of Actions and Decisions

2.1 The Committee:

Supported the Central Finance Board’s (CFB) judgements relating to Shell, Reed Elsevier, and Inmarsat.

Assisted the CFB in producing the Policy Statement: Ethical Issues Relating to the Food Industry (see section 4.1).
Approved a Policy Statement on Nestlé (see section 4.2).

Began work on a response to the Conference Memorial 28 urging the Church to disinvest from any companies or activities which “support the illegal occupation of the West Bank and Gaza Strip”, (see section 4.3).

Hosted the ‘fringe’ meeting Methodists and Multinationals at the 2005 Conference.

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

Reviewed the regular voting report produced by the CFB.

2.2
The Central Finance Board (CFB):

Completed work with the corporate governance agency PIRC on establishing a voting template to ensure that the CFB makes more effective use of shareholder voting rights (see section 5.3).

Adopted a Policy Statement: Ethical Issues Relating to the Food Industry (see section 4.1).
Held meetings to discuss ethical, environmental and human rights issues with: BP; First State Investments; Nestlé; Rio Tinto; Shell and Vodafone.  (Nestlé is not a current CFB shareholding).

Produced ethical briefing notes on:

· HSBC (see section 5.4).

· Vodafone (see section 5.9).

· Inmarsat (see section 5.2).

· Nestlé (see section 4.2).

· Reed Elsevier (see section 5.2).

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

3.
The Working of the Committee

3.1 Committee Membership

For the connexional year 2005-06 the Chair of the Committee was the Revd John Swarbrick.  Members nominated by the Methodist Council were: Dr David Clough, Ms Anthea Cox, Dr Brian Gennery, Mr Kumar Jacob and Mr Gareth Mostyn.  Nominated by the Central Finance Board (CFB) were: Dr Keith Aldred, Mr Alan Emery, Sir Michael Partridge, Mr Bill Seddon and Mr Peter Thompson.  Dr Gennery and Mr Thompson joined the Committee during the year.
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, and Mr Stephen Hucklesby.

3.2 Developing Greater Understanding of the Committee’s Work

The Committee has prepared a shorter illustrated 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 2005 Conference a fringe event entitled Methodists and Multinationals was attended by 25 people. The drama Singing with Angels commissioned for the occasion from author Tony Raine was performed.  This provided an effective introduction, helping to stimulate a lively question and answer session on multinationals and the ethical work of the CFB.  The Committee agreed that it should continue holding fringe meetings in future.

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

3.3 Future Working Practices

The Committee considered a paper jointly produced by the Connexional Team and the CFB entitled: Future Working Practices for the Methodist Church - integrating ethics into investment policy.  The paper emphasised the importance of the Committee’s work for the broader Church, noting that recent changes in charity legislation made the Report to Conference an important document for trustee bodies.  However, it was noted that connexional restructuring and resource constraints were impacting upon the ability of Public Life and Social Justice (PLSJ) to play the active role in preparing work for the Committee as originally envisaged.  The paper suggested that it would be appropriate to revisit the Committee’s Terms of Reference, and that the question of resourcing also needed to be considered.  The following conclusions were reached:

· The volume of work that the Committee was required to do had increased in recent years.

· Adequate resources needed to be provided by the Church for the work of the Committee to remain at a high standard.

· Methodism has an effective influence in ethical investment matters and it would be damaging to the Church if this reputation were allowed to falter.

· Ethical investment was a subject where the Churches should be encouraged to work ecumenically.

The Committee will continue working on this subject during the coming year. 

4 Significant Issues

4.1 Ethical Issues Relating to the Food Industry

The Committee produced a detailed policy statement, Ethical Issues Relating to the Food Industry.  This set out a range of ethical criteria to be used to assess food companies and was later adopted by the CFB.  The statement considered the importance of a company’s exposure to particular areas of concern; methods of production; marketing issues, with special reference to the marketing of breast milk substitutes; issues related to fair trade and trade justice, and the way the food industry can impact the environment.  The following principles were identified (see Box 1 below):

Box 1:  Key Principles Relating to the Food Industry


4.2
Nestlé

The Committee devoted a considerable amount of time to the subject of Nestlé during the year, with particular reference to the International Code of Marketing of Breast Milk Substitutes, but also considering other aspects of the company’s business.  The revised Minutes of the Committee’s Special Meeting on Nestlé held in November 2004 were approved, noting that the sections referring to the evidence presented by Nestlé and Baby Milk Action (BMA) had been amended in the light of comments received from them.

The Committee also discussed a detailed analysis produced by PLSJ of the 24 most serious allegations about Nestlé in the International Baby Food Action Network (IBFAN) Breaking the Rules Report.  PLSJ had also produced a summary of Nestlé’s response, which assessed 147 allegations in total.  Nestlé claimed that only one allegation had been confirmed as a violation, and that activity was since discontinued.  In the company’s opinion the majority of the allegations were either not Code infringements, or were based upon mistaken reporting.  The Committee accepted that it was difficult for a third party to assess accurately allegations made about Nestlé’s actions in countries like Thailand or Azerbaijan.  It was agreed to continue the existing contact with the International Group on Breast milk Marketing (IGBM), whose survey of four African countries was due to be released.

At the November 2005 meeting of the Committee the final version of the Policy Statement on Nestlé was approved.  This contained significant revisions to an earlier draft in the light of comments from BMA.  The Committee stressed the basic premise of the Nestlé Policy Statement that there was no compelling justification for advising the CFB against investment in the company on the basis of its involvement with breast milk substitutes, and that dialogue with Nestlé management from the perspective of a shareholder was the appropriate way forward.  The conclusions of the Nestlé Policy Statement were:

Box 2: Conclusions of Nestlé Policy Statement


The Committee was pleased that its recommendations had been implemented quickly, with a joint CFB/PLSJ meeting taking place with Nestlé’s chief executive in December to discuss a variety of ethical concerns.  The Committee noted that it was rare for the CFB to have an exclusive meeting with the chief executive of such a large company.  It was agreed that a note of the meeting should ultimately be placed in the public domain as part of a dossier of the whole Nestlé review process.

4.3
Israel/ Palestine

The Committee noted Conference Memorial 28 urging the Church to disinvest from any companies or activities which “support the illegal occupation of the West Bank and Gaza Strip”, and the Conference response which concluded:

“The Conference welcomes the challenges brought to its attention by the York and Hull District Synod but recognises the need to distinguish between strategies for blanket divestment, phased selected divestment and corporate engagement.  The Conference therefore refers the memorial to the Joint Advisory Committee for Ethical Investment (JACEI) to consider in conjunction with ecumenical partners, advise the CFB accordingly and report to Conference in 2006.”

The Committee also considered a significant amount of material from other Churches including: a memorandum from the Presbyterian Church USA (PCUSA); a divestment resolution from New England Methodist Conference; a World Council of Churches statement; the report from the Anglican Peace & Justice Network; a War on Want report on the US company Caterpillar; the Sabeel Report A Call for Morally Responsible Investment; various press releases on Caterpillar released by the Church of England’s Ethical Investment Advisory Group, including the response to the General Synod debate and vote on its work; a Quaker survey entitled Approaches to Economic Engagement Towards a Just and Viable Peace in Israel and Palestine and many press articles.  The CFB reported that it did not own shares in Caterpillar, the company most prominently identified with this issue, but this was for financial rather than ethical reasons.

Detailed consideration was given to a Statement, Use of Funds in Relation to Conflict in Israel and Palestine (Memorial 28), prepared on behalf of the Methodist Council.  The Committee welcomed the guidance that it gave and in particular the section that refers to the Joint Advisory Committee and states: “The Methodist Council invites a report from the Joint Advisory Committee on Ethics of Investment (JACEI) to: 

a)
determine the key concerns that would inform constructive engagement with companies;

b)
establish how these concerns might best be taken forward with companies in which the Central Finance Board of the Methodist Church (CFB) has a shareholding;

c)
identify the criteria that should guide the CFB in a progressive policy that begins with constructive engagement related to these key concerns but which could ultimately lead to selective disinvestment.  Such criteria should also be applied to potential new investments.”

In the coming year the Committee will discuss these concerns with its ecumenical partners both in the UK and overseas as it works on the report requested by the Methodist Council.

4.4 The Church Investors Group

The Committee welcomed the new format and terms of reference of the Church Investors Group (CIG). This initiative is aimed at enabling the UK Churches to present an ecumenical approach when dealing with companies on ethical issues, and in making related public statements.  During the year CIG organised meetings with senior executives of BP, Rio Tinto, and Shell to discuss matters of ethical concern with particular reference to human rights and the environment.  Representatives of several Churches attended these meetings, and detailed meeting notes were produced.  The most recent example of an in-depth meeting was with BP.  A CIG delegation of six, consisting of investment professionals, trustees and social justice representatives from four denominations met with the BP Corporate Responsibility team.  Discussions concentrated on health and safety issues following the Texas City Refinery explosion; issues related to the development of a liquefied natural gas plant at Tangguh, West Papua; the Baku-Tiblisi-Ceyhan (BTC) pipeline from the Caspian to Turkey; potential for the development of the Arctic National Wildlife Refuge; ongoing human rights accusations in Colombia and the BP position on renewable energy.  CIG also wrote to the Chief Executive of Reed Elsevier to express its concern about the company’s involvement with defence exhibitions.

5.
Regular Reporting Items

5.1
Alcohol and Tobacco

Concerns about alcohol and tobacco were regularly discussed. The Committee was pleased to see that the brewing industry had agreed to discourage ‘happy hour’ promotions.

5.2
Armaments

The Committee commended the ecumenical seminar on the arms trade held in Brussels in November 2005, and noted theological discussions about ‘just wars’.  It considered a CFB paper on the involvement of the media company Reed Elsevier in defence exhibitions.  It was agreed that, although this was a matter of ethical concern, it was a relatively small part of the company’s business.  However, the CFB was encouraged to work through CIG on the subject, noting the CIG correspondence with the company (see section 4.4).

A note assessing the defence exposure of the satellite company Inmarsat was also reviewed.  The CFB stated that, while it was wary of setting rigid percentages, the fact that the company had 20% of turnover from military customers was sufficiently high to raise serious concerns about its potential suitability as an investment.  The Committee noted the additional worry that the company’s defence exposure was expected to increase.  Consequently Inmarsat was regarded as raising serious ethical concerns and not appropriate for investment by the CFB.

5.3
Corporate Governance and Business Ethics

The Special Resolution at the annual general meeting  (AGM) of BAA (formerly British Airports Authority) regarding the expansion at Stansted, and the separate issue of free car parking places for MPs were noted.  Press articles about executive pay were also considered.

The Committee was pleased to hear that the CFB had completed work with the corporate governance agency Pensions & Investment Research Consultants Limited (PIRC) on establishing a voting template to ensure that the CFB makes more effective use of shareholder voting rights.  This will enable all UK shares held by the CFB to be voted consistently and in accordance with CFB policy, whilst allowing AGM resolutions to be scrutinised on their own merits to avoid a routine, 'box-ticking’ approach to corporate governance.  It was noted that this was very much the CFB’s template, not PIRC’s, although PIRC suggested a particular voting policy for each individual company’s AGM.  The CFB scrutinised the template’s recommendations and could change them if appropriate.  The new system came into operation in January.

5.4
Debt Relief and Fair Trade

The subject of irresponsible lending was discussed.  It was noted that the CFB had no explicit policy on this area.  Minutes from the meeting with HSBC were considered, which covered a variety of issues including allegations of ‘predatory lending’ in the US.

The introduction of a fair trade instant coffee by Nestlé was noted together with the variety of responses to the development.  A number of initiatives by leading retailers to sell clothes carrying the fair trade hallmark were also noted and progress will be followed with interest.

The Committee noted growing public concern about the economic powers of large supermarket chains amid allegations of ‘predatory pricing’ that risked putting small local stores out of business.

5.5
Environment

The decision of the CFB not to co-sponsor the filing of a Shareholder Resolution at the 2006 Annual General Meeting of Royal Dutch Shell was discussed.  This invited the company to produce a Memorandum of Understanding based upon an independent Social and Environment Impact Assessment, before starting work on any major new project.  Whilst the CFB was sympathetic to the concerns about Shell’s operations in Ireland, Nigeria and Sakhalin, expressed in the supporting documentation, it was unhappy about the Resolution’s phrasing.  The Committee commended the CFB decision, adding that the standard CFB approach of regular dialogue with the company was normally more effective.  It was noted that if the Resolution appeared on the ballot the CFB would then make a separate decision whether to vote for it.
The Committee regularly discussed social and environmental concerns about Shell’s operations in Sakhalin off the coast of Russia, and Nigeria.  It was pleased to see the detailed CIG report on its meeting with Shell which covered these concerns as well as human rights in Ireland, and the company’s environmental policy, and move into ‘new energy’ markets.  The Committee also welcomed the CIG meeting with Rio Tinto which discussed areas of concern such as health and safety, human rights and the environment, as well as individual issues such as Rio’s minority stake in the Grasberg mine in Indonesia, historically linked to environmental spills and worries about human rights.

The Committee noted the work of the CFB encouraging more effective action on climate change, in particular its decision to sign up to the fourth round of the increasingly influential Carbon Disclosure Project.  Its support for the Principles for Responsible Investment (jointly produced by the United Nations Environment Programme (UNEP) and the UN Global Compact), and the Institutional Investors Group on Climate Change were also welcomed.

The Church of England’s Environmental Statement and the decision of the Anglican Diocese of Sydney to allow investment in companies involved in the mining of uranium were noted.

5.6
Gambling 

Concern was expressed over increased access to on-line gambling that the new generation of mobile phones could facilitate (see 5.9).

5.7
Medical and Food Safety Issues

The subjects of HIV/AIDS and malaria were discussed.  Criticisms of GlaxoSmithKline regarding clinical trials for a vaccine in Nepal were noted.  The Committee also considered the CFB’s recent engagement activity with Nestlé concerning allegations of improper marketing of breast milk substitutes in China, and claims that a Nestlé bottling plant in Brazil had drained local water supplies.

5.8
Human Rights

The Committee was concerned to see a variety of negative material concerning BP.  This related to a fatal explosion at a refinery in Texas, a planned Liquid Natural Gas plant in West Papua and various environmental spills in Alaska.  It agreed that these issues warranted discussion with the company, and it was pleased that representatives of the CFB and PLSJ participated in a Church Investors Group meeting with BP.  The Committee reviewed the meeting notes produced by CIG which covered these issues in depth, as well as others such as the BTC pipeline and the company’s environmental initiatives.

Government proposals to de-regulate Sunday Trading were noted with concern.

5.9
Media

The CFB reported that it was increasingly concerned about 3G, the new generation of mobile phones.  This enables high quality graphics to be transmitted, with the potentially worrying consequence of easier access to pornography and on-line gambling.  The CFB decided it would have greater influence by working in collaboration with other Church investors and mainstream fund managers.  Expert advice on questions such as access and control was sought from NCH’s special adviser.  Meetings were held with Vodafone to discuss operating standards with particular reference to protecting children from unsuitable material.  The Committee was encouraged to hear that Vodafone customers now have to ‘opt in’ to obtain adult content, a process that involves proving their age.  The need for the wider Church to take this issue seriously as a matter of urgency was stressed by the Committee.  It was concerned that the convergence of the various media channels was leading to an increasing amount of pornographic material in the mainstream media.

5.10
Networking
The CFB reported that it had met and corresponded with overseas church bodies: Glebe Asset Management, Anglican Diocese Sydney; Uniting Church of Australia (New South Wales, Queensland and Victoria Synods); the Board of Pensions of the Evangelical Lutheran Church in America; the Interfaith Center on Corporate Responsibility; Mennonite Mutual Aid; the General Board of Pensions of the United Methodist Church; United Methodist Church, Board of Global Ministries; United Church of Christ Pensions Board; Episcopal Church, Peace and Justice Ministries; Roman Catholic Archdiocese of Chicago and Christian Brothers Investment Services, New York.

It was also actively involved in: the Church Investors Group (Vice-chair and Steering Committee - see section 4.4); the Ecumenical Council for Corporate Responsibility (Board member); the EIRIS Foundation (Trustee Board member); the Institutional Investors Group on Climate Change (Steering Committee); the Responsible Investor Network and the Payments Transparency Group.

6.
Conclusion

The Committee judges that the CFB has managed the funds under its control in accordance with the aims of the Methodist Church.

***RESOLUTION

3/1.
The Conference receives the report of the Joint Advisory Committee on the Ethics of Investment.
The production of food should not be considered an unethical activity in itself, rather the reverse.


Overindulging in even the most ‘healthy’ of food products can be detrimental to health and in particular lead to obesity, an increasing problem in rich societies.


Some food products may need to be consumed in moderation if they are to be part of a healthy balanced diet due to their mix of ingredients e.g. sugar, salt, fats and other additives.


The Church should encourage individuals to follow healthy balanced diets that are within their means.


It is important to review all aspects of the food industry, including the conditions in which animals are reared, crops are grown, food is processed and products are marketed.  The relationship between the producers, processors, retailers and consumers also needs to be scrutinised.


Consideration should also be given to the positive contribution made to society by the food industry.





There are some products whose manufacture and sale may be considered incompatible with Methodist aims and values.  The opinion of JACEI is that breast milk substitutes manufactured and sold by Nestlé do not fit into this category.


There is sufficient recent evidence of responsiveness from Nestlé to campaign pressure and investor dialogue to make engagement an appropriate approach for the CFB.


Based on the information received and the three-year evaluation process, JACEI advises the CFB that there are presently insufficient reasons to avoid an investment in Nestlé on ethical grounds. JACEI makes the following recommendations:


the CFB should seek a meeting with the chief executive of Nestlé to discuss the ongoing response of the company to the areas of ethical concern;


the CFB should seek an annual meeting with senior company executives to discuss outstanding ethical issues;


the CFB should continue to monitor closely Nestlé’s ethical performance, not only with regard to alleged WHO Code violations, but also its support for fairly-traded products, provision of safe and fair working conditions for workers; use of food advertisements aimed at children and other ethical issues as they arise;


the Methodist Church should continue to listen to the views of other groups with particular knowledge of areas of potential concern. 
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