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Kirkleatham Parish is in the top 10% of the
most deprived parishes in England. It contains
two worshipping communities, united as one
church family — St Cuthbert’s (a historic 18th
century church) and St Hilda’s, which was
demolished in December 2017 due to structural
safety issues.

Kirkleatham Parish sought funding to rebuild a
church and community centre on the land
adjacent to the former St Hilda’s Church.

Having secured the services of an architect
through a competitive process, a design team
was put together, planning permission was
granted and a construction firm was appointed.
In February 2020 building work started.

However, after 6 weeks the construction firm
left the site during the Covid-19 lockdown and
that, together with other Covid-19 related
problems, resulted in a delayed completion
date. Funding was secured mainly through
grants, but it was realised that there would be a
shortfall. A £100,000 interest free 10-year loan
was secured from the Diocese of York and a
‘up to £170,000’ 15-year loan agreed with MCA.

The newly completed flexible building in the
heart of the community is ideal both for worship
in a modern context and community activities.
Although the building has only been open for a
few months, the use of the building has
exceeded expectations.

Within the local area, there are few places that
can host or offer community activities.

Therefore, the parish is providing an essential
facility which is modern, warm and welcoming.




Funding for Churches

We provide loans to Christian churches

and associated organisations at the lowest
practicable rate of interest. Our loans are
primarily intended to enhance church buildings
for the benefit and inspiration of the church and
community. We seek to operate to the highest
standards of ethical behaviour in all that we do.
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Chair's Statement

Economic background

The Russian invasion of Ukraine in February impacted the economy during 2022, both in the UK
and worldwide, resulting in higher fuel prices and inflation. This led to significant volatility in the
investment markets, with initial falls in market values during February and March, exacerbated
following the UK ‘mini budget’ in September 2022, before being partially offset by a net recovery
in the following months. The Bank of England base rate increased from 0.25% at the start of the
year to 3.50% in December.

In spite of the above challenges, the Company’s strong balance sheet and established business
model give it confidence that it is well placed to support customers, both borrowers and
depositors.

The Company’s performance

Throughout 2022 the Company has operated successfully and within its regulatory
requirements. Once again, the two most significant indicators of the Company’s long-term
sustainability, namely adequate capital and sufficient liquidity, have proved to be very robust.

It has been encouraging to see the significant increase in drawn loans over the past year and
this has been accommodated within the Board’s policy parameters and in accordance with its
strategic plans.

Capital adequacy

The Company ensures that it maintains adequate levels of capital at all times and has continued
to meet all regulatory requirements relating to its capital adequacy. The Board remains aware
that there is the risk that the Company’s capital could be eroded by factors outside its control.

The Board’s policy is to enhance the Company’s capital base by seeking to produce an annual
operating surplus of approximately £100,000 in normal circumstances, prior to taking into
account capital movements on the investment portfolio. This policy has ensured that the
Company’s capital base has continued to stay well ahead of the minimum required by the
regulators, even after the effects of market volatility on the value of the Company’s investment
portfolio and income.

Liquidity

Itis also crucial to ensure that at all times the Company holds sufficient liquid assets to enable it
to repay its instant access depositors and to advance the loans approved by the Board on
demand. Liquidity levels have, in fact, been maintained well above the minimum requirement
throughout the year through a well-established process of daily monitoring to meet the
Company’s needs, which is in line with the Board’s policy and regulatory requirements.
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Chair's Statement
continued

The Company’s Vision

The Board recognises that the current financial reality of economic uncertainty may well
continue for some time. However, the Company's policy of making loans to Christian churches
and associated organisations at the lowest practicable rates of interest will continue to be its
priority. Within that broad policy, the Board is continuing to implement its strategy of promoting
its loans to a range of Christian churches and associated organisations, consistent with the aim
of diversifying its core lending activity.

Loans

The Company’s total drawn loans increased, as planned, during 2022. In addition, several
approved loans are forecast to be advanced during the first half of 2023. This growing demand
is expected to continue during the coming year in the form of increased enquiries and
applications for loans for church property projects.

Non-Methodist property loans account for over half of the total committed lending,
demonstrating the success of the Board’s ongoing marketing strategy.

Deposits

Monies held on deposit with the Company decreased during the year. The Board’s strategy is to
maintain deposits at appropriate levels to support the Company’s growing lending activities and
manage the associated risks. The Board actively manages the overall level of deposits,
including at times restricting the availability of new accounts to new depositors.

Interest Rates

The Company has endeavoured, in these times of economic uncertainty, to reflect its
appreciation of the loyalty of its depositors, by maintaining competitive interest rates. In addition,
it has sought to keep its interest rates to borrowers as stable as possible and at the lowest
practicable levels, in keeping with its main purpose.

Money market interest rates available to the Company increased during the year following
increases in the Bank of England base rate. As a result, interest rates for depositors were
increased twice during the year, with a further increase becoming effective on 1 January 2023.
The Company aims to remain competitive and to provide a high quality of service to its
customers.

Strategic Planning

The Company pursues a strategy of growing its loan portfolio in a careful and sustainable
manner, and managing the level of deposits to achieve this objective. The formal strategic plan
will continue to be reviewed annually by the Board and progress is monitored by management
on a monthly basis.

3 MCA Annual report and accounts 2022
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continued

Regulatory issues

The Board liaises with the regulators in relation to new requirements which become effective in
2023 and beyond. Whilst the regulatory demands being made on institutions within the industry
are significant, the Company is confident of continuing to fulfil its obligations in this respect.

The Board

There have been two changes in our Board membership in 2022. Rev Jim Booth has retired
following fifteen years of dedicated service. The Board has expressed its gratitude to Jim for his
experience on legal matters and his input on mission aspects of local churches arising from his
presbyteral ministry in the church.

Continuing with its succession policy the Board has appointed Mr Peter Green whose own
background and experience will add to the wide cross-section of knowledge and expertise in the
Board's membership.

| am due to retire as Chair at the April 2023 Annual General Meeting and | am pleased to report
that the Board has identified my successor who will be appointed on that date, subject to the
necessary regulatory pre-approval.

Once again, | express my sincere thanks to the Directors for their commitment to the Company,
and their personal support over the years. It has been a privilege to serve the Company, and to
be a part of its service to local churches.

The Staff

| would also like to express the sincere thanks of the whole Board to our loyal staff who have
continued to deliver the day-to-day work of the Company so effectively, showing adaptability
throughout the recent difficult period of the pandemic. Their knowledge and commitment have
always been evident, and this, together with the continuing support of the Board, enables the
Company to look to the future with confidence.

Alan Pimlott
Chair
6 January 2023
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Strategic Report

The Directors have pleasure in presenting their Strategic Report for the year ended 31
December 2022.

Principal Activities

The Company’s purpose is to give support to Christian churches and associated organisations,
primarily by providing loans for building schemes at the lowest practicable rate of interest
throughout the duration of each loan.

In support of the Company’s purpose it:
e  operates procedures for accepting deposits, seeking to ensure that every deposit is
safe, and as far as possible generating a competitive level of interest for the depositor;
e pays only a nominal dividend to its shareholders; and
e pursues policies that seek to ensure the adequacy of both its capital base and its level
of liquidity at all times.

The Memorandum and Atrticles of Association permit the Company to give support to Christian
churches and associated organisations by making loans for purposes that are not building
related, as is illustrated in a small way by the present car loan scheme for Methodist presbyters
and deacons. However, the Board has no intention of amending its main focus of activity in the
foreseeable future.

Board Strategy for the Company

The Board recognises its ongoing responsibility to keep under review its strategies through
which it pursues its aims and objectives. Its strategic planning is focused mainly on lending to
Christian churches and associated organisations and ensuring that the Company’s business
model remains sustainable.

The Board has adopted a Strategic Business Plan (SBP), a rolling 5-Year Plan setting out the
Company’s immediate and medium-term plans to meet its objectives. This takes account of the
economic context in which the Company operates as a bank.

In the ongoing development of the SBP, the Board has placed particular emphasis on the
following areas:

a) Governance Review
The Board has continued to review its effectiveness during 2022 and ongoing work
includes the implementation of succession planning. This will be developed further
during 2023.
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Strategic Report
continued

b) Advertising and Marketing
The Board has an ongoing objective to develop its communication to target the
churches and associated organisations. Significant progress has been made in
actively promoting the Company’s loan services both to Methodist churches and to
other denominations, primarily the Church of England.

c) Lending Policy
A key aim of the strategy is to promote the Company outside the Methodist Church,
primarily to the larger denominations and organisations. The planned controlled growth
in lending levels is defined and monitored in line with the SBP. Thus, the level of
advanced loans grew during 2022 in line with this strategy and several further
commitments are forecast to be advanced during the first half of 2023. Non-Methodist
property loans accounted for 60% of the total committed lending at the year-end.

The Board has carefully considered the risks associated with this growth and has
adopted limits and early warning indicators which are monitored monthly.

d) Sustainability Plans
The Board has reviewed the risks to the sustainability of the Company, both in terms of
fulfilling its primary purpose and in continuing to meet its regulatory obligations. It
considered both the general economic environment and the recent strong interest and
demand from church trustees. This has confirmed its belief that there is ongoing
demand within the Christian churches for the Company’s niche products. The basis for
this assumption will continue to be reviewed at least annually.

The Company’s key indicators of its long-term sustainability, namely adequate capital
and sufficient liquidity, have proved to be very robust and remain substantially above
internal targets and regulatory limits.

The SBP continues to be developed to take account of changing financial circumstances and
the needs of the churches. Updated management information packs, including a review against
targets, are included at each Board Meeting to enable Board members to maintain close
supervision and to agree appropriate action.

Strategy for 2023 and beyond

The Board’s key aims for 2023 and beyond are to increase the Company’s loan book in a
controlled way to around £10.5 million by 2026 (although there remains the capacity for this
figure to increase with demand), and to widen the Company’s growing support for non-Methodist
projects. The Board is clear that growth should continue to be achieved only from high-quality
loan applications which satisfy the Company’s risk assessment process. Internal limits (e.g.
borrower and denomination) are closely monitored within the Company’s lending policy.
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Strategic Report
continued

Growth in deposits is also planned, although at a lesser rate, to support the expected increase in
lending.

Overall Performance in 2022

During 2022 an operating surplus of £127,184 was achieved, £35,983 higher than budgeted at
the start of the year. However, this operating surplus was more than offset by negative
movements in investments during the year, following significant stock market volatility.
Therefore, the Company’s reserves decreased by £1,224,183 during 2022, offsetting some of
the gains achieved in the previous three years. The graph below shows the capital position over
the past ten years:
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The Company’s Return on Assets for the year ended 31 December 2022 was -3.3% (2021:
1.8%). The year-on-year variance reflects the volatility in the equity markets.

The Company’s performance on loans, deposits and investments was as follows:

Loans

The Company’s primary function is to make loans available to Christian churches and
associated organisations at the lowest practicable rates of interest. The Board’s strategy is to
increase the overall level of lending, and also the proportion of lending to non-Methodist
churches, primarily the larger denominations, whilst recognising and managing the associated
risks.

The table on the next page shows the total value and number of loans over the past three years.
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Strategic Report
continued

Amount
£m Number of loans
2020 2021 2022 2020 2021 2022
Loan balances at year end
Term loans 7.2 6.6 7.1 49 45 39
Bridging loans 0.1 0.6 14 1 3 5
7.3 7.2 8.5 50 48 44
Car loans 0.0 0.0 0.0 5 3 3
Total 7.3 7.2 8.5 55 51 47
Undrawn loans at year end 2.9 41 24 12 10 9
Total drawn and undrawn loans 10.2 11.3 10.9 67 61 56
Loan advances during year
Property loans 2.6 3.6 4.2 17 19 12
Car loans 0.0 0.0 0.0 0 1 1
2.6 3.6 4.2 17 20 13

The benefits of the Company’s ongoing advertising and marketing strategy are continuing to be
realised with a 18% increase in the total of drawn loans during the year. This is shown in the
graph below:

Total lending to Christian churches and associated organisations
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Strategic Report
continued

In addition, enquiries have been made about loan facilities for some further projects and
preliminary discussions have already taken place to assess their feasibility.

With regard to interest rates, those charged by the Company for property loans were increased
by 1% during the year following the substantial increase in the Bank of England base rate. The
standard rate is now 3.90% (3.95% APR including fees) for term loans and 4.90% (5.07% APR
including fees) for bridging loans. The Company’s rate for car loans has remained at 5.00% APR
fixed with a 0.5% discount incentive for car loan applicants who choose to purchase a car with
low carbon dioxide emissions, i.e. one which falls within bands A to F of the government’s car
tax banding system.

Short term bridging loans account for approximately 17% of the total loans as at 31 December
2022. This proportion is lower than has been the case in the past, e.g. at one exceptional point
in 2008 the percentage had reached nearly 80%. This change has resulted in a more
sustainable and stable loan book.

Deposits
The Board’s strategy in relation to deposits is to maintain these at appropriate levels to support
the Company’s lending activities and manage the associated risks.

The Company would like to thank its depositors for their support and loyalty, particularly during
the ongoing difficult economic conditions. By the diligent and ethical investment of these funds,
a large proportion of which remain with the Company for many years, the Company plans the
future growth of its capital base and is able to provide loans to Christian churches and
associated organisations at the lowest practicable rate of interest throughout the duration of
each loan.

The Company always seeks to ensure that every deposit is kept safe, and that as far as
practicable it generates a competitive level of return. The money market interest rates available
to the Company rose during the year following increases in the Bank of England base rate. As a
result, interest rates for depositors were increased twice during the year, with a further increase
becoming effective on 1 January 2023.

The Company’s participation in the Financial Services Compensation Scheme, which
guarantees £85,000 of each eligible depositor’'s savings in the event of the failure of the
Company, has enabled customers to continue to deposit with confidence.

As shown in the first graph on the next page, the amount held on deposit with the Company
decreased during the year with the total as at 31 December 2022 being £24,113,288 (2021:
£25,374,073). Withdrawals during the year represented 12% of the balance of deposits at the
start of the year and new deposits and interest applied amounted to 7%.
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Strategic Report
continued

The Company opened 67 new savings accounts during the year. The total number of accounts
held with the Company totalled 2,901 as at 31 December 2022 (2021: 2,993). The total amount
held on deposit as at 31 December 2022 included 44% held in Premium Plus Accounts, 21% in
ISAs and 12% in Child Trust Fund (CTF) Accounts.

Deposits at year end

£ million
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Investments

The Company holds an investment portfolio to generate income and long-term capital growth to
support its primary purpose of lending to Christian churches and associated organisations for
property projects at the lowest practicable rates. This portfolio is carefully managed within
Board-approved limits.
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Strategic Report
continued

As at 31 December 2022 the total carrying value of equity shares and debt securities amounted
to £16,047,858 (2021: £17,733,105). This comprised £4,874,357 (2021: £4,133,438) dated
treasury stocks, £3,993,727 (2021: £4,202,868) bond funds and £7,179,774 (2021: £9,396,799)
equity shares and similar investments. The Investment Manager held short term funds of
£435,245 (2021: £729,476) for investment purposes. In addition, the Company held
£12,078,218 of cash and deposits with other UK financial institutions (2021: £14,392,157).

A provision for the amortisation of the premium on dated treasury and commercial loan stocks
was made amounting to £87,073 for the year (2021: £86,814). This is the write-off of the
difference between the purchase price of a bond and its final maturity value, over the remaining
term. The total provision is now £285,020 (2021: £197,947).

In addition, there was a negative fair value adjustment to the Company’s investment portfolio in
the year of £1,845,411 (2021: positive adjustment of £711,942) which is shown in the Statement

of Income and Retained Earnings.

The change in the total market value of the investments is shown in the graph below:

Investments at year end
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It is important to note that the Company’s policy of holding investments is for the long term and
that it is not an investment trading company. The Company continues to be grateful to its
Investment Manager, Sarasin & Partners LLP, for its services provided during the year.
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Ethical Investment
The Company’s policy statement on ethical investing reads as follows:

“The Company will not invest directly in the securities of companies active in the tobacco,
alcohol, gambling, pornography, armaments or thermal coal/oil sands sectors. Where such
activities account for more than 10% of corporate turnover, a company will be deemed to be
“active” in these restricted sectors.

The Company will also seek to adhere to the Christian moral imperative to exercise good
stewardship, and may accordingly from time to time determine not to hold securities issued by
particular companies where there are concerns regarding the ethics of their business or
operational models. The Company is particularly concerned about the animal testing of cosmetic
or household products, high interest consumer lending, intensive farming, and the treatment of
employees in jurisdictions where employment rights are less well developed than in the UK.

The Company will seek to ensure that voting rights are exercised in accordance with good
corporate governance criteria, and will periodically review the manner in which its Investment
Manager exercises these rights on its behalf.

Despite the above, the Company recognises that it will sometimes be necessary for it to hold
collective investment funds in order to secure asset allocation within its investment portfolio.
Where this is the case, the Company will not have the ability to screen the underlying portfolio of
the fund.”

The above policy is implemented by the Company’s Investment Manager. This is in addition to
the Investment Manager’s own ethical policies and practices.

Other Matters

Capital Adequacy

The Company holds capital in order to provide a buffer against possible losses in times of
financial stress. In common with all other UK banks, the Company carried out rigorous stress
testing on its capital and liquidity levels during 2022 and calculated that, in addition to the
minimum regulatory requirement, a further internally-calculated capital buffer should be retained
as a buffer against future stresses on the Company’s capital resources, although there has
never been a need to call upon this buffer. Even after making this allowance and including
regulatory deductions, there remained substantial headroom above the combined regulatory
capital and calculated buffer.

Looking ahead, the Board has budgeted for an operating surplus in 2023 broadly in the region of
the normal level £100,000.
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The Board is committed to reviewing its Internal Capital Adequacy Assessment Process
(ICAAP) at least annually, and more frequently if necessary. A statement showing the current
position on capital adequacy as calculated within the framework of the ICAAP document is
presented at each meeting of the Board.

Risk Appetite Statement

The Company’s management operates a low to medium risk strategy in meeting the Company’s
objectives. This is reflected in the type and level of risk to which the Company is exposed when
compared with appetites and risk profiles demonstrated by other UK financial institutions whose
business model is similar in terms of size and level of complexity.

Principal Risks
The principal risks faced by the Company are:

Business Risk

Business risk arises from changes to a company'’s business, specifically the risk of not being
able to carry out its business plan and desired strategy. In assessing business risk,
consideration is given to internal and external factors.

Risk Appetite

The Company will not take, or retain, risk positions that threaten its ability to remain a
sustainable organisation or its ability to meet its primary purpose. The business risk appetite is
set by reference to the approved budget and SBP sanctioned by the Board.

Mitigation

As part of the annual budgeting and planning process, the Company develops a set of
management actions to prevent or mitigate any negative impact on earnings in the event that
business risks materialise. Additionally, business risk monitoring, through regular reports and
oversight, enables the Company to implement timely corrective action and reductions in
exposures where necessary.

Revenue and capital investment considerations require additional in-depth assessment followed
by Board approval. Formal risk assessment is conducted as part of all financial approval
processes.

Liquidity Risk

Liquidity risk is the risk that a company does not have sufficient financial resources to meet its
commitments when they fall due, or can secure them only at excessive cost, or that a company
does not have sufficiently stable and diverse sources of funding.
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Risk Appetite
The Company’s liquidity risk appetite has two elements: its own internal liquidity measurement
and also the regulatory liquidity coverage ratio:

a)

b)

Mitigation

Internal measurement

The Company ensures that it maintains a minimum liquidity position sufficient to meet
a demand for payment of all retail deposits repayable within 8 days, even under
stressed scenarios. The Board and the Company’s management operate a low-risk
strategy when compared with liquidity levels and risk profiles of other UK financial
institutions with similar business models and this is reflected in the measures that the
Company has in place to monitor liquidity. The Company has undertaken stress tests
in this regard.

If the Company can easily achieve this test, then it has sufficient liquidity not only for
the 0 to 8 day period, but also for a minimum of 90 days due to the nature of the
depositor maturity and loan advance profiles.

Therefore, the Company has adopted a liquidity risk appetite based on maintaining
sufficient liquid assets to cover at least 100% of anticipated outflows under a 90-day
continuous period of market-wide, Company-specific and combined stresses.
Liquidity coverage ratio (LCR)

The Company’s policy is to maintain a LCR of at least 200% at all times, i.e. double
the regulatory minimum, and using only extremely high liquidity and credit quality

(level 1) assets, e.g. UK gilts.

Additional liquid assets will also be held for internal liquidity management.

The Company mitigates the risk of a negative liquidity mismatch (inadequate liquidity) which is
outside its appetite by managing the liquidity profile of the statement of financial position through
both short-term liquidity management and long-term strategic funding.

The Company aims to maintain a minimum liquidity position that is well in excess of regulatory
requirements, even under stressed scenarios, reflecting the organisation’s low risk appetite.
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Market and Interest Rate Risk

Market and interest rate risk could arise from adverse movements in external markets, e.g.
interest rate movements, equity value movements or currency movements which could
potentially reduce income and/or increase expenses.

Risk Appetite

The Board’s risk appetite for interest rate risk is to manage its assets and liabilities so as to limit
the effect of a 2% market rise in interest rates (as calculated in the interest rate gap report) to a
maximum of 7% of the Company’s regulatory capital.

The average remaining period to maturity for fixed interest investments (excluding investments
held by bond funds) will not exceed 8.5 years.

In addition, no fixed interest investment will be held with a remaining maximum term of longer
than 15 years.

The Board acknowledges that there is some additional interest rate sensitivity within the equity
and bond fund holdings. Consequently, the Company will not hold investment assets with no
specific maturity date (i.e. equities, bond funds and other collective investment schemes) with a
total value exceeding 100% of its regulatory capital.

The Board has decided to limit the total amount invested in equities (including equity related
investment funds, but excluding alternative investment funds e.g. infrastructure) to the lowest of:

o 45% of the total market value of funds in its investment portfolio i.e. excluding money
market investments and loans to trustees and individuals; or

e  25% of the Company'’s total assets; or

e  80% of regulatory capital.

In relation to UK equities, only those that are highly liquid (i.e. can be sold within one business
day) can be purchased, thereby ensuring that a high quality is maintained and that the liquidity
of such investments is not a problem. Corporate bonds are highly rated sterling-denominated
direct investments in quoted companies. The Company has almost no direct exposure to foreign
exchange risk as it does not trade in these markets or in currencies other than Sterling.

The Company does not offer any fixed rate deposit or loan products other than car loans (limited
to £250,000 in total) and therefore can respond appropriately to movements in market interest
rates, within the framework of giving at least 3 months advance notice of any reduction in
interest rates payable to customers.
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Mitigation

The Company has restricted its investments to highly rated and easily realisable fixed interest
and equity stocks. It does not expect to incur significant losses upon the sale of these
investments.

With regard to interest rate risk the Company’s Treasury Policy Statement includes limits for
both the average remaining period and the maximum remaining period to maturity for fixed
interest investments (excluding investments held by bond funds).

Trigger points are in place in order to respond quickly to adverse market value movements.

Operational and Regulatory Risk

Operational risk is the risk of reductions in earnings through financial or reputational loss, from
inadequate or failed internal processes and systems, operational inefficiencies, or from people
related or external events.

Regulatory risk arises due to ever increasing regulatory requirements and the increasing volume
and pace of change from the financial regulators. This can impact a company, both operationally
in terms of cost of compliance, with uncertainty about legal and regulatory expectations, and
strategically through pressure on key earnings streams.

Risk Appetite
The Company’s operational risks arise largely as a result of the following possible events:

e  business disruption (including as a result of the failure of key suppliers or the
incidence of a pandemic);

e fraud and forgeries;

e fines and penalties (including regulatory);

e staffing issues (including long term sickness);

. health and safety issues; and

e legal cases.

The Company ensures that it adopts all regulatory, legal and other compliance requirements in a
proportionate and timely manner.

The Company’s operational/regulatory risk appetite is to limit the expected potential losses
arising from these events to 2% of the Company’s Own Funds (i.e. regulatory capital) in total.
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Mitigation
The Company undertakes the following:

. identification of the key operational risks within the business;

e evaluation of the effectiveness of the existing control framework covering each of the
key risks to which the business is exposed;

e evaluation of both the financial risk and non-financial risk (e.g. reputational damage);

e estimation of exposure to probability and event likelihood for each material risk
identified; and

e  appropriate action to mitigate or minimise the risk.

The above are embedded into the Company’s daily procedures.

Credit Risk

Credit risk is the risk of a reduction in earnings and/or capital, as a result of the failure of a party
with whom a company has contracted to meet its obligations as they fall due (i.e. loan
repayments, investments or bank deposits).

Credit Risk (wholesale markets)

Risk Appetite

The Company will not engage in wholesale deposit lending other than with UK interbank
counterparties with strong long-term credit ratings (minimum Moody’s rating of Baa3 for UK
banks / building societies and A3 for overseas banks / building societies), or allow placements
exceeding the Company’s internal limits (subject to the Prudential Regulation Authority (PRA)
notification rules). The amount of deposits placed with any one bank or building society is limited
to 25% of the Company’s regulatory capital.

In addition, the Company invests in UK government gilts and major company corporate bonds
via its Investment Manager which operates within parameters and limits agreed by the Board.
The corporate bonds are all sterling denominated and the bond portfolio is considered by the

Investment Manager to be low risk and well diversified.

Mitigation

After careful checks have been made, the counterparties with whom the Company places
deposits are approved in advance by the Board and exposures are subject to Board approved
limits as specified in the Treasury Policy Statement.
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Credit Risk (retail markets)

Risk Appetite

The Company lends to Christian churches and associated organisations within the UK, Isle of
Man and Channel Islands and the total balance on loan at any time is restricted to an internally
imposed limit of 70% of the total depositors’ balances or 150% of share capital plus reserves,
whichever is the lower, less any non-instant access deposit accounts held by the Company with
other financial institutions. Individual loan approvals cannot be greater than 10% of the
Company’s regulatory capital unless agreed by the Board. Term loans above £60,000 are
secured by way of a declaration from the trustees as well as a legal charge or equivalent (unless
agreed otherwise by the Board) and loans up to £60,000 by way of a declaration from the
trustees. For bridging loans for manse purchases a solicitor's undertaking is obtained to repay
the proceeds of the house sale to the Company up to the amount of the loan outstanding.

Car loans to individuals (Methodist presbyters and deacons) are limited to a total balance
advanced of £250,000 and a maximum loan of £12,000 per individual.

Mitigation

Financial risk assessments are undertaken on all term property loans (including review of
accounts covering three years) and loans are approved in accordance with defined limits and
due consideration given to the collateral. All property loans require Director approval in
accordance with the Company’s lending policy.

Capital Risk

Capital risk is defined as the risk that a company has insufficient capital to provide a resource
large enough to absorb losses or that the capital structure is insufficient to meet regulatory
requirements.

Risk Appetite

The Company’s target is to maintain its capital resources at a level which is substantially above
the regulatory minimum plus an internally calculated buffer to cover potential stresses as
identified in the Company’s Internal Capital Adequacy Assessment Process (ICAAP) document.

Mitigation
The Company has developed an early warning system to enable the occurrence of the risks to

its capital base to be quickly identified and corrective action taken where necessary.

The Company adopts a prudent and responsible approach to the management of capital and
has prepared a detailed ICAAP document which is approved by the Board annually.
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The Board accepts that there is inherent risk in running a banking business. It is the Company’s
policy to minimise the impact of unavoidable risks and further mitigate them wherever the costs
of doing so are proportionate to the potential impact.

Climate Change Risk

Climate change risk is defined as a risk resulting from climate change and affecting natural and
human systems and regions. Climate change risk is likely to manifest itself in physical events
such as extreme weather conditions; it may lead to systemic changes in public policy as society
moves to a low-carbon economy, and it may affect the ability of the Company to deliver its
services, or affect the value of its assets and loan security.

There is increased focus on these risks by key stakeholders (e.g. customers) and the regulatory
landscape is evolving to reflect these risks. As such, there is also the potential reputational risk
associated with the Company investing in organisations which could be seen as responsible for,
or contributing to, climate change.

Risk Appetite

The financial risks of climate change to the Company are primarily in relation to the market risks
associated with its effect on the Company’s investment portfolio and the credit risks of lending to
Christian churches and associated organisations.

Therefore, the risk appetite is considered within other existing risk categories, i.e. market risk
and credit risk.

Mitigation

The Company will continue to develop its consideration of sustainability and climate related
issues and integrate these within the risk register and monthly management information
schedules.

Stress testing/scenario analysis is carried out in respect of significant falls in the value of the
Company’s investments, reductions in investment income and the credit risks of lending to
Christian churches and associated organisations, as part of the annual ICAAP. The results are
used in calculating the internal capital buffers. It is recognised that climate change could be a
driver for such stresses e.g. increased natural disasters.

The Board requires the Investment Manager to demonstrate a continued commitment to
recognising and responding to climate change as part of their investment decision making
process. This may include performing climate stress testing (based on both de-carbonisation
and physical stresses) and deciding whether to divest or engage with companies based on the
results. In addition, the Board requires the Investment Manager to align with the goals of the
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Paris Climate Accords (as updated by any revised global commitments that result from new
scientific research), including pressing investee companies to align to these goals.

As the scientific evidence on climate change becomes ever clearer, the Company will further
embed climate risk in its existing risk management framework.

Remuneration Risk

The Company seeks to ensure that its remuneration decisions are in line with its business
strategy and long-term objectives, and consistent with its ethos, current financial condition and
future prospects.

The Company’s staff and non-executive Directors are keen to support the work of the Company
in furthering the work of Christian churches and associated organisations, as well as protecting
depositors and fulfilling the Company’s regulatory obligations.

In view of this, the Company does not have any bonus schemes or other reward or
compensation schemes in place to reward staff for performance.

Pillar 3 disclosures

A fuller description of these risks and controls can also be found in the Company’s Pillar 3
Disclosure Statements for the year ending 31 December 2022. These disclosures are published
in the Financial Information section of the Company’s website:
https://www.mcafundingforchurches.co.uk/financial-information.

Treatment of Customers

As part of its policy of continuous improvement, the Company strives to ensure that its
customers are treated fairly at all times. Reviews of the Company’s performance towards its
customers occur on an annual basis and corrective action will be taken whenever necessary.

In the final quarter of 2022, the Board sent out a further Customer Satisfaction Survey to a
proportion of its depositors and borrowers. The results are summarised in the table on the next
page. A 5-point scale was used, “Strongly Agree” being the best score. Only one of the 43
replies received implied concern by using “Disagree” and none used “Strongly Disagree”.
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Customer survey satisfaction results:

Depositors Borrowers
(% Agree / (% Agree /
Strongly Agree) Strongly Agree)

Happy with overall service provided by the
Company 89% 100%

Would recommend the savings account / loan to
others 81% 100%

The above questionnaires were sent out and returned prior to the implementation of the 0.5%
interest rate increase for depositors effective from 1 January 2023.

No complaints were received from customers during 2022 (2021: none).

Statement by the Directors in performance of their statutory duties in accordance with
Section 172(1) of the Companies Act 2006

Section 172 of the Companies Act 2006 requires directors of a company to act in the way they
consider, in good faith, would most likely promote the success of the company for the benefit of
its members and stakeholders as a whole.

In doing this, Section 172 requires the Directors to have regard, amongst other matters, to the:

e likely consequences of any decisions in the long-term;

e interests of the Company's employees;

e need to foster the Company's business relationships with suppliers, customers and
others;

e impact of the Company's operations on the community and environment;

e  maintenance of the Company’s reputation for high standards of business conduct; and

e need to act fairly as between the different stakeholders of the Company.

In discharging its Section 172 duties, the Board has regard to the interests and views of the
Company’s internal and external stakeholders, including:

e  Christian churches and associated organisations: supporting those customers to
achieve their property-related projects, contributing to the churches’ mission plans and
developing their positive impact within the wider community;

e other customers: aiming to provide a high level of service to all customers, helping
those churches, charities, businesses and individuals that rely on the Company’s
services;

e staff: having a workforce that feels valued and supported;
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o suppliers: developing trusted business partnerships that provide value for money and
good service;

e environment: recognising the direct impact that the Company can have on the
environment and making responsible choices that align with its values (e.g. via its
Ethical Investment Policy);

e regulators: ensuring the Company adheres to all relevant regulation and maintains an
open, transparent relationship with regulators including the Prudential Regulation
Authority and Financial Conduct Authority;

e the Independent Auditor: ensuring the Company’s Independent Auditor is kept aware
of all key developments through an open, transparent relationship; and

e HMRC: ensuring the Company is paying all due taxes and complying with relevant
reporting requirements.

By considering the Company's purpose, vision and values together with its strategic priorities,
the Board aims to make sure its decisions are consistent and equitable. The Company’s
strategy is reviewed annually by the Board including the considerations listed above.

The Board sets, approves and oversees the execution of the business strategy and related
policies, and delegates authority for day-to-day management to its executives. The Board
reviews the financial and operational performance of the Company. Monthly management
information is produced shortly after completion of the management accounts and circulated to
Audit and Risk Committee members each month and Board members prior to each meeting. It
includes the Company’s headroom above the minimum internal early warning indicators, limits
and regulatory requirements. The Board and its committees also review other areas over the
course of the financial year including risk, regulatory compliance, environmental, corporate
governance, legal and health and safety matters, as well as stakeholder-related matters,
diversity and inclusivity, and corporate responsibility.

This ensures that the Board has an overview of engagement with stakeholders and complies
with its Section 172 duty to promote the success of the Company.

Signed by order of the Directors

Steven Jones BA FCCA
Company Secretary

Registered office:
1 Telford Terrace, Albemarle Road, York, YO24 1DQ

Approved by the Directors on 23 February 2023
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Directors’ Report

The Directors have pleasure in presenting their report and the financial statements of the
Company for the year ended 31 December 2022.

Directors
The Directors who served the Company during the year together with their beneficial interests in
the shares of the Company were as follows:

Ordinary A shares of £0.25 each Amounts held on deposit

At 31 Dec At 31 Dec At 31 Dec At 31 Dec

2022 2021 2022 2021

No. No. £ £

Alan Pimlott 143 143 - -
Peter Mills 175 175 - -

Helen Ashley Taylor - - - -
James Booth (retired 21 April 2022) - - - -
Jeremy Burchill 200 200 - -
Paul Ferguson - - - -
Anne Goodman - - - -

Peter Green (appointed 22 April 2022) - - 41,792 -
Christopher Jarratt 61 61 - -
Richard Price 241 - - -
Andrew Slim 166 166 60,321 64,870

986 745 102,113 64,870

Corporate Governance

Whilst Methodist Chapel Aid Limited, a private limited company, is not governed by the
requirements of the London Stock Exchange, the following disclosures in connection with
corporate governance are made voluntarily to comply with accepted best practice. These
disclosures do not necessarily cover all aspects on which the Company would have to report
were it subject to the requirements of the London Stock Exchange, but do cover those aspects
which are considered to be most relevant to the Company.

The Board of Directors, which meets at least five times a year, directs and controls the work of
the Company. With the exception of the Chief Executive, the Directors are all non-executive and
the Board is supplied, through the offices of its Chief Executive and Company Accountant, who
is also its Company Secretary, with information in the form of monthly management accounts,
budgets, forecasts, etc. to allow it to discharge its responsibilities.

The Company has an Audit and Risk Committee, consisting of five non-executive Directors
(Jeremy Burchill (Chair), Anne Goodman, Peter Mills, Richard Price and Andrew Slim), which
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meets at least four times annually and ensures that the recommendations of the Prudential
Regulation Authority (PRA), the Financial Conduct Authority (FCA) and the internal and
independent auditors are considered and implemented as appropriate. Other Directors are
invited to attend its meetings and often do so. It also oversees the work and considers the
reports of the Company’s internal audit function, reviewing the implementation of its
recommendations where appropriate, and considers the effectiveness of internal controls. To
comply with the requirements of legislation and to ensure prudent management of the business,
the Company has established a range of internal controls, which have operated effectively
throughout the year.

In addition, the Company has a Nomination Committee, consisting of four non-executive
Directors (Alan Pimlott (Chair), Paul Ferguson, Peter Mills and Richard Price) which was
established to develop a recruitment and remuneration strategy together with succession plans
for the Board, its Committees and Senior Officers. This also includes developing training and
induction processes for Directors and reviewing the Board’s employment policy and practice.

In achieving high standards of corporate governance, the Company has taken into account the
relevant features of the UK Corporate Governance Code.

Supervision

The Company is authorised by the PRA and regulated by the FCA and the PRA. Throughout the
year the Company has kept within the regulators’ guidelines and there has been frequent
contact between the Company and the regulators as part of the monitoring process.

Proposals

e The Directors propose a dividend of 25.75 pence per fully paid A share and £10.30 per
fully paid B share of the Company, payable on 30 April 2023 (Detailed in note 10 of the
financial statements).

e Jeremy Burchill, Paul Ferguson and Peter Mills retire by rotation and, being eligible,
offer themselves for re-election for a three-year term.

e  The independent auditor, Beever and Struthers, has indicated its willingness to
continue in office and its appointment for 2023 is proposed.
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Donations

For many years the Company’s policy has been to make donations at the level of 10% of the
previous year’s adjusted operating surplus to a number of Christian charities reflecting the
Company’s business and heritage. During the year the Company made the following
contributions to 7 charities (2021: 7 charities):

2022 2021
£ £
Charitable donations 12,400 5,500

Strategic Report

The Company has chosen in accordance with section 414C(11) of the Companies Act 2006
(Strategic Report and Directors’ Report) Regulations 2013 to set out in the Company’s Strategic
Report information required by schedule 7 of the Large and Medium-sized Companies and
Groups (Accounts and Reports) Regulations 2008.

Directors’ Responsibilities Statement
The Directors are responsible for preparing the Strategic Report, the Directors’ Report and the
financial statements in accordance with applicable law and regulations.

Company law requires the Directors to prepare financial statements for each financial year.
Under that law the Directors have elected to prepare the financial statements in accordance with
United Kingdom Generally Accepted Accounting Practice (United Kingdom Accounting
Standards and applicable law). Under company law the Directors must not approve the financial
statements unless they are satisfied that they give a true and fair view of the state of affairs of
the Company and the surplus or deficit of the Company for that period.

In preparing these financial statements, the Directors are required to:

e  select suitable accounting policies and then apply them consistently;

e make judgements and accounting estimates that are reasonable and prudent;

e state whether applicable UK Accounting Standards have been followed, subject to any
material departures disclosed and explained in the financial statements; and

e  prepare the financial statements on the going concern basis unless it is inappropriate
to presume that the Company will continue in business.
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The Directors are responsible for keeping adequate accounting records that are sufficient to
show and explain the Company's transactions and disclose with reasonable accuracy at any
time the financial position of the Company and enable them to ensure that the financial
statements comply with the Companies Act 2006. They are also responsible for safeguarding
the assets of the Company and hence for taking reasonable steps for the prevention and
detection of fraud and other irregularities.

Auditor
Each of the persons who is a Director at the date of approval of this report confirms that:

e sofar as they are aware, there is no relevant audit information of which the
Company’s independent auditor is unaware; and

e they have taken all steps that they ought to have taken as a Director to make
themselves aware of any relevant audit information and to establish that the auditor is
aware of that information.

Signed by order of the Directors

Steven Jones BA FCCA
Company Secretary

Registered office:
1 Telford Terrace, Albemarle Road, York, YO24 1DQ

Approved by the Directors on 23 February 2023
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Independent Auditor's Report to the Shareholders
of Methodist Chapel Aid Limited

Opinion

We have audited the financial statements of Methodist Chapel Aid Limited (the ‘Company’) for
the year ended 31 December 2022 which comprise the Statement of Income and Retained
Earnings, the Statement of Financial Position, the Statement of Cash Flows and the related
notes, including a summary of significant accounting policies. The financial reporting framework
that has been applied in their preparation is applicable law and United Kingdom Accounting
Standards, including FRS 102, the Financial Reporting Standard applicable in the UK and
Republic of Ireland (United Kingdom Generally Accepted Accounting Practice).

In our opinion the financial statements:

e give atrue and fair view of the state of the Company's affairs as at 31 December 2022
and of its result for the year then ended;

e have been properly prepared in accordance with United Kingdom Generally Accepted
Accounting Practice; and

e have been prepared in accordance with the requirements of the Companies Act 2006.

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing (UK) (ISAs
(UK)) and applicable law. Our responsibilities under those standards are further described in the
Auditor's Responsibilities for the Audit of the Financial Statements Section of our report. We are
independent of the Company in accordance with the ethical requirements that are relevant to
our audit of the financial statements in the UK, including the Financial Reporting Council’s (FRC)
Ethical Standard as applied to public interest entities, and we have fulfilled our other ethical
responsibilities in accordance with these requirements. We believe that the audit evidence we
have obtained is sufficient and appropriate to provide a basis for our opinion.
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Conclusions Relating to Going Concern

In auditing the financial statements, we have concluded that the Directors’ use of the going
concern basis of accounting in the preparation of the financial statements is appropriate. Our
evaluation of the Directors’ assessment of the Company’s ability to continue to adopt the going
concern basis of accounting included:

e reviewing the impact of any potential impairment within the loans advanced and the
security held over loans as explained fully within the Key Audit Matters section of our
report. We concur with management that the loan book does not show signs of
impairment and have concluded that management has adequate procedures in place
to identify loans that may become impaired over the longer term.

e reviewing headroom in regulatory capital. This was found to be sufficient.

e reviewing and evaluating the assumptions and scenarios used within the stress testing
performed by management as part of the PRA regulatory requirements and reviewing
the results of the impact of the stresses on the ability of the Company to continue on a
going concern basis. The assumptions used within the stress testing appear
reasonable based on our knowledge of the Company and its activities. The results of
the stress testing showed that even under severe stresses, the Company could
continue as a going concern for the foreseeable future.

Based on the work we have performed, we have not identified any material uncertainties relating
to events or conditions that, individually or collectively, may cast significant doubt on the
Company’s ability to continue as a going concern for a period of at least twelve months from
when the financial statements are authorised for issue.

Our responsibilities and the responsibilities of the Directors with respect to going concern are
described in the relevant sections of this report.

Key Audit Matters

Key audit matters are those matters that, in our professional judgement, were of most
significance in our audit of the financial statements of the current period and include the most
significant assessed risks of material misstatement (whether or not due to fraud) we identified,
including those which had the greatest effect on: the overall audit strategy, the allocation of
resources in the audit and directing the efforts of the engagement team. These matters were
addressed in the context of our audit of the financial statements as a whole, and in forming our
opinion thereon, and we do not prepare a separate opinion on these matters.
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Key Audit Matter

Property Loan Provisioning

At 31 December 2022 the property loan
book totalled £8.47m (2021: £7.19m) as
shown in note 13 of the financial
statements. No provision has been
recorded against these loans.

The determination of impairment
provisions is a highly subjective and
judgemental area and there is regulatory
scrutiny with respect to provisioning
levels. Note 2 to the financial statements
(accounting policies) discloses the
provisions policy. The loan provision is
considered a key source of estimation
uncertainty and this is disclosed within the
accounting policies notes — Judgements
and key sources of estimation uncertainty.

The majority of the Company’s lending is
secured on property and the Company
has very limited historical issues with
arrears. During the year, one loan had its
term extended by one year.

There is also a perceived higher default
risk as a result of the ongoing cost of
living crisis

We have identified property loan
provisioning as one of the most significant
assessed risks of material misstatement.
On this basis we have identified this as a
key audit matter and this is unchanged
from the previous year.
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How Our Audit Responded to the Key Audit
Matter

Our audit work included but was not restricted to
the following:

e We understood and assessed the loan
application procedure including, where
applicable, the challenge by the Board of the
loans recommended for approval. We tested the
adherence to the loan lending and security taking
policy and found the procedures in place were
operating effectively.

We understood and evaluated management’s
criteria for determining whether an impairment
event had occurred and therefore whether there
was a requirement to calculate an impairment
provision. Each loan was considered for
impairment individually. No loans were identified
as impaired at the balance sheet date for which
the Company did not have satisfactory security.
We reviewed all loans outside the repayment
terms at the balance sheet date for recoverability.
These are disclosed in note 18 of the financial
statements. Additionally, we specifically reviewed
extended loans for indicators of impairment. No
loans were identified as impaired at the balance
sheet date for which the Company did not have
satisfactory security.

a sample of loans noted as secured, we have
confirmed the Company has satisfactory title to
the security. We have also reviewed
management’s assessment of the intrinsic value
of the security held and confirmed it is in excess
of the individual loan values.

Based on the procedures performed and evidence
obtained, we found management’s assumptions to
be reasonable and did not identify any issues or
misstatements that require reporting to the Audit
and Risk Committee.
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Our Application of Materiality and an Overview of the Scope of the Audit

Our audit work is based upon an assessment of materiality to identify misstatements contained
in the financial statements considered fundamental to the reader. We consider the materiality of
a misstatement to the class of transaction or balance to which it belongs and the overall impact
of the balance on the statement of income and retained earnings and the statement of financial
position. An item would be considered material to the financial statements if, through error or
non-disclosure, the financial statements would no longer show a true and fair view.

Based on our professional judgement we deemed materiality for the financial statements as a
whole for the year ended 31 December 2022 to be £259,000 (2021: £284,000). For 31
December 2022, the benchmark used for this calculation was 2% of net assets. We believe net
assets to be akin to regulatory capital and therefore a key performance measure of the
Company. As the Company is a bank, and therefore designated as a public interest entity, we
consider this benchmark to be appropriate.

We use a different level of materiality, performance materiality, to drive the extent of our testing
and this was set at 75% of financial statement materiality. We also determine lower levels of
specific materiality for certain areas such as Board Members’ remuneration and related party
transactions.

We determined the threshold at which we will communicate misstatements to the Audit and Risk
Committee to be £12,000. Additionally, we communicate misstatements below that threshold
that, in our view, warrant reporting on qualitative grounds.

The materiality calculated has been applied to our audit work at the planning stage which
included, but was not restricted to, a review and testing of the operation of key controls within
the business in relation to revenue, interest payment, payroll and loan authorisation procedures.
Materiality was applied to the undertaking of substantive testing on significant transactions and
material account balances.

The scope, nature, timing and extent of our audit procedures performed was determined by our

risk assessment and was communicated to the Audit and Risk Committee through our audit
plan.
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Other Information

The other information comprises the information included in the annual report, other than the
financial statements and our auditor’s report thereon. The Directors are responsible for the other
information. Our opinion on the financial statements does not cover the other information and,
except to the extent otherwise explicitly stated in our report, we do not express any form of
assurance conclusion thereon.

In connection with our audit of the financial statements, our responsibility is to read the other
information and, in doing so, consider whether the other information is materially inconsistent
with the financial statements or our knowledge obtained in the audit or otherwise appears to be
materially misstated. If we identify such material inconsistencies or apparent material
misstatements, we are required to determine whether there is a material misstatement in the
financial statements or a material misstatement of the other information. If, based on the work
we have performed, we conclude that there is a material misstatement of this other information,
we are required to report that fact.

We have nothing to report in this regard.

Opinions on Other Matters Prescribed by the Companies Act 2006
In our opinion, based on the work undertaken in the course of the audit:

e the information given in the Strategic Report and the Directors’ Report for the financial
year for which the financial statements are prepared is consistent with the financial
statements; and

e the Strategic Report and the Directors’ Report have been prepared in accordance with
applicable legal requirements.

Matters on Which We are Required to Report by Exception

In the light of the knowledge and understanding of the Company and its environment obtained in
the course of the audit, we have not identified material misstatements in the Strategic Report or
the Directors' Report.

We have nothing to report in respect of the following matters in relation to which the Companies
Act 2006 requires us to report to you if, in our opinion:

e adequate accounting records have not been kept, or returns adequate for our audit
have not been received from branches not visited by us; or

e the financial statements are not in agreement with the accounting records and returns;
or

e  certain disclosures of Directors' remuneration specified by law are not made; or

e we have not received all the information and explanations we require for our audit.
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Responsibilities of Directors

As explained more fully in the Directors' responsibilities statement, the Directors are responsible
for the preparation of the financial statements and for being satisfied that they give a true and
fair view, and for such internal control as the Directors determine is necessary to enable the
preparation of financial statements that are free from material misstatement, whether due to
fraud or error.

In preparing the financial statements, the Directors are responsible for assessing the Company's
ability to continue as a going concern, disclosing, as applicable, matters related to going
concern and using the going concern basis of accounting unless the Directors either intend to
liquidate the Company or to cease operations, or have no realistic alternative but to do so.

Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a
whole are free from material misstatement, whether due to fraud or error, and to issue an
auditor’s report that includes our opinion. Reasonable assurance is a high level of assurance,
but is not a guarantee that an audit conducted in accordance with ISAs (UK) will always detect a
material misstatement when it exists. Misstatements can arise from fraud or error and are
considered material if, individually or in the aggregate, they could reasonably be expected to
influence the economic decisions of users taken on the basis of these financial statements.

A further description of our responsibilities for the audit of the financial statements is located on
the FRC’s website at www.frc.org.uk/auditorsresponsibilities. This description forms part of our
auditor’s report.

Ability to Detect Irregularities

Irregularities, including fraud, are instances of non-compliance with laws and regulations. We
design procedures in line with our responsibilities, outlined above, to detect material
misstatements in respect of irregularities, including fraud. The extent to which our procedures
are capable of detecting irregularities, including fraud is detailed below.

We identified areas of laws and regulations that could reasonably be expected to have a
material effect on the financial statements based on our understanding of the Company and
through discussion with the Directors and other management (as required by auditing
standards). We identified the principal risks of non-compliance with laws and regulations related
to the Prudential Regulation Authority (PRA) regulations and we considered the extent to which
non-compliance might have a material effect on the financial statements.
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We also had regard to laws and regulations in areas that directly affect the financial statements
including financial reporting (including related company legislation) and taxation legislation. We
considered the extent of compliance with those laws and regulations as part of our procedures
on the related financial statements. We evaluated management’s incentives and opportunities
for fraudulent manipulation of the financial statements.

We communicated identified laws and regulations throughout our team and remained alert to
any indications of non-compliance throughout the audit. Audit procedures performed included:

e discussions with the PRA as part of the annual supervisory review and a review of
their key correspondence with the Company;

e discussions with management, enquiring over non-compliance with laws, regulations
and fraud,;

e reviewing internal audit reports;

e reviewing minutes of all Board meetings and Audit and Risk Committee meetings and
attendance at two Audit and Risk Committee meetings each year; and

e review of transactions (including journals) using data analytic software.

There are inherent limitations in the audit procedures described above. We did not identify any
such irregularities, however as with any audit, there remained a higher risk of non-detection of
irregularities due to fraud, as these may involve deliberate concealment, collusion, forgery,
intentional omissions, misrepresentations, or the override of internal controls.

Other Matters which we are Required to Address

We were appointed by the Directors of the Company on 16 December 2010. The period of total
uninterrupted engagement including previous renewals and reappointments of the firm is
thirteen years.

The non-audit services prohibited by the FRC’s Ethical Standard were not provided to the
Company and we remain independent of the Company in conducting our audit.

As part of our audit service, we have provided a secretarial function to transcribe the financial
statements from management accounting records.

Our audit opinion is consistent with the additional report to the Audit and Risk Committee.
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Use of Our Report

This report is made solely to the Company’s members, as a body, in accordance with Chapter 3
of Part 16 of the Companies Act 2006. Our audit work has been undertaken so that we might
state to the Company's members those matters we are required to state to them in an auditor’s
report and for no other purpose. To the fullest extent permitted by law, we do not accept or
assume responsibility to anyone other than the Company and the Company's members as a
body, for our audit work, for this report, or for the opinions we have formed.

Suzanne Lomax BA FCA
(Senior Statutory Auditor)

For and on behalf of

Beever and Struthers
Chartered Accountant & Statutory Auditor

The Beehive, Lions Drive, Shadsworth Business Park, Blackburn BB1 2QS

28 February 2023
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Statement of Income and Retained Earnings
For the year ended 31 December 2022

2022 2021
Note £ £
Interest receivable — on loans 241,994 226,796
Interest receivable — on debt securities 292,232 297,207
Interest receivable — on bank and building society
deposits 3 114,132 11,584
Interest payable to depositors (167,638) (158,940)
Interest payable - amortisation of debt securities 12 (87,073) (86,814)
Dividend income from equity shares 3 226,757 220,001
Investment (losses)/gains on debt securities 12 (12,251) (30,549)
Fees and commissions payable to Investment Manager (37,299) (29,476)
Other operating income 4 11,797 177,145
Administrative expenses — staff costs 788 (236,031) (202,930)
Administrative expenses — other (212,268) (154,761)
Depreciation 11 (7,168) (3,633)
Operating surplus 5 127,184 265,630
Fair value adjustment to investments 12 (1,845,411) 711,942
(Deficit)/Surplus on ordinary activities before
taxation (1,718,227) 977,572
Tax on (deficit)/surplus on ordinary activities 9 495,157 (243,291)
(Deficit)/Surplus for the financial year and total
comprehensive income (1,223,070) 734,281
Dividends paid and payable 10 (1,113) (1,068)
Retained earnings at the start of the year 14,175,005 13,441,792
Retained earnings at the end of the year £12,950,822  £14,175,005

All the activities of the Company are from continuing operations.

The notes on pages 38 to 59 form part of these financial statements.
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Statement of Financial Position
As at 31 December 2022

2022 2021
Note £ £
Assets
Tangible fixed assets 11 37,749 31,127
Investments 12 16,047,858 17,733,105
Cash and bank balances 10,132,743 12,459,792
Loans and advances to customers 13 8,485,497 7,197,340
Prepayments, accrued income and other assets 13 109,921 71,600
Investments held for short term purposes 14 2,380,720 2,661,841
Total Assets 37,194,488 40,154,805
Liabilities
Customer Accounts 15 24,113,288 25,374,073
Other Liabilities 15 83,947 64,139
Total Liabilities 24,197,235 25,438,212
Provisions
Deferred tax 16 45,234 540,391
Net Assets £12,952,019 £14,176,202
Shareholders' Funds
Called up equity share capital 19 1,197 1,197
Reserves 12,950,822 14,175,005

£12,952,019 £14,176,202

These financial statements were approved by the Board of Directors and authorised for issue on
23 February 2023, and are signed on behalf of the Board by:

Alan Pimlott
Chair

Christopher Jarratt
Director

Company registration number: 30546

The notes on pages 38 to 59 form part of these financial statements.
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Statement of Cash Flows
For the year ended 31 December 2022

2022 2021
£ £
Cash flows from operating activities
(Deficit)/Surplus for the financial year (1,223,070) 734,281
Adjustments for:
Depreciation of tangible assets 7,168 3,633
Amortisation of investments 87,073 86,814
Fair value adjustment to investments 1,845,411 (711,942)
Tax on deficit/surplus on ordinary activities (495,157) 243,291
Accrued income/expenses (9,629) (8,128)
Changes in:
Trade and other debtors (10,302) (2,384)
Trade and other creditors 1,418 (158)
Loans advanced to customers (1,288,157) 117,246
Customer accounts (1,260,785) 339,660
Cash from operations (2,346,030) 802,313
Tax paid - (87,991)
Net cash (used in)/from operating activities (2,346,030) 714,322
Cash flows from investing activities
Purchase of tangible assets (13,790) (26,908)
Purchase of investments (3,613,612) (2,622,204)
Proceeds from sale of investments 3,366,375 3,168,234
Net cash (used in)/from investing activities (261,027) 519,122
Cash flows from financing activities
Dividends paid (1,113) (1,068)
Net cash used in financing activities (1,113) (1,068)
Net (decrease)/increase in cash and cash equivalents (2,608,170) 1,232,376
Cash and cash equivalents at beginning of year 15,121,633 13,889,257
Cash and cash equivalents at end of year £12,513,463 £15,121,633
Consisting of
Cash 10,132,743 12,459,792
Short term liguid investments 2,380,720 2,661,841
Cash and cash equivalents at end of year £12,513,463 £15,121,633

The notes on pages 38 to 59 form part of these financial statements.
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Notes to the Financial Statements

1 General Information
The Company is a private company limited by shares and incorporated in England. The address
of its registered office is 1 Telford Terrace, Albemarle Road, York, YO24 1DQ.

The Company's purpose is to give support to Christian churches and associated organisations,
primarily by providing loans for building schemes at the lowest practicable rate of interest
throughout the duration of each loan.

2 Accounting Policies

Statement of Compliance

These financial statements have been prepared in compliance with United Kingdom Generally
Accepted Accounting Practice including FRS 102, ‘The Financial Reporting Standard applicable
in the UK and the Republic of Ireland’ as well as the Companies Act 2006.

Basis of Preparation

The Company is an authorised institution under the Financial Services and Markets Act 2000
and therefore in accordance with Section 478 of the Companies Act 2006 these financial
statements are prepared in accordance with applicable accounting standards, together with
relevant British Bankers' Association Statements of Recommended Practice (SORP) and the
special provisions of Statutory Instrument 2008 No 410 Schedule 2 part 1 Section A of the
Companies Act 2006 relating to banking companies.

The financial statements are prepared in Sterling, which is the functional currency of the
Company.

Cash totalling £1,932,365, held within bank accounts which require more than 90 days notice of
withdrawal have been reclassified in the prior year from cash and bank balances to investments
held for short term purposes.

Going Concern

The Company’s business activities, together with the factors likely to affect its future
development, finances, performance position, liquidity and cashflows are set out in the Chair's
Statement, the Strategic Report and the Directors’ Report. The Company’s objectives, together
with a summary of its policies and procedures for managing its capital risk management
objectives and its exposures to interest, liquidity and credit risk are referred to in the Strategic
Report.

The Company has sufficient financial resources and as a consequence the Directors believe it is

well placed to manage its business risks successfully despite the current uncertain economic
outlook.
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Notes to the Financial Statements
continued

Based on a rolling 5-year plan which has been approved by the Board and after making
enquiries, the Directors consider there to be a reasonable expectation that the Company has
adequate resources to continue in operational existence for the foreseeable future. Accordingly,
the going concern basis in preparing the Annual Report and the Financial Statements has
continued to be adopted.

2 Accounting Policies continued

Judgements and Key Sources of Estimation Uncertainty

The preparation of the financial statements requires management to make judgements,
estimates and assumptions that affect the amounts reported. These estimates and judgements
are continually reviewed and are based on experience and other factors, including expectations
of future events that are believed to be reasonable under the circumstances.

Key sources of estimation uncertainty

Accounting estimates and assumptions are made concerning the future and, by their nature, will
rarely equal the related actual outcome. The key assumptions and other sources of estimation
uncertainty that have a significant risk of causing a material adjustment to the carrying amounts
of assets and liabilities within the next financial year are as follows:

e Determination of recoverability of loans made to customers:

Property loans: A specific provision is made against customer loans, where, in the
opinion of the Directors, the loan is not fully recoverable. An impairment provision of
£nil (2021: £nil) was recognised in respect of property loans totalling £8,469,870
(2021: £7,187,279) of which £1,432,495 (2021: £1,346,352) are unsecured. Note 18
contains further details of the impairment consideration.

Significant judgements

Management have not made any significant judgements (apart from those involving estimations)
in the process of applying the entity's accounting policies that have a significant effect on the
amounts recognised in the financial statements.

Revenue and Expenses Recognition

Investment Income

Dividend income received from equity shares is accounted for on the basis of cash received and
excludes the attributable tax credit.

Provision is made for the gross amount of interest accrued on fixed interest bearing securities
on an effective interest rate (‘EIR’) basis. The EIR being the rate that, at the inception of the
financial asset, exactly discounts expected future cash payments and receipts over the expected
life of the instrument back to the initial carrying value.
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2 Accounting Policies continued

Revenue and Expenses Recognition continued

Interest receivable

Interest receivable on loans is credited to income twice yearly in line with the terms of the loan
agreements and is recognised in the statement of income and retained earnings on an accruals
basis.

Interest payable

Interest payable on deposit accounts is charged to expenses twice yearly in line with the terms
of the accounts and is recognised in the statement of income and retained earnings on an
accruals basis.

Other income and expenses
Other income and expenses are recognised on an accruals basis.

Taxation

The taxation expense represents the aggregate amount of current and deferred tax recognised
in the reporting period. Tax is recognised in income or expenditure, except to the extent that it
relates to items recognised in other comprehensive income or directly in equity. In this case, tax
is recognised in other comprehensive income or directly in equity, respectively.

Current tax is recognised on taxable surplus for the current and past periods. Current tax is
measured at the amounts of tax expected to pay or recover using the tax rates and laws that
have been enacted or substantively enacted at the reporting date.

Deferred tax is recognised in respect of all timing differences at the reporting date. Unrelieved
tax losses and other deferred tax assets are recognised to the extent that it is probable that they
will be recovered against the reversal of deferred tax liabilities or other future taxable surpluses.
Deferred tax is measured using the tax rates and laws that have been enacted or substantively
enacted by the reporting date that are expected to apply to the reversal of the timing difference.

Operating Leases

Lease payments are recognised as an expense over the lease term on a straight-line basis. The
aggregate benefit of lease incentives is recognised as a reduction to expense over the lease
term, on a straight-line basis.

Tangible Assets

Tangible assets are initially recorded at cost, and subsequently stated at cost less any
accumulated depreciation and impairment losses.
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2 Accounting Policies continued

Depreciation

Depreciation is calculated so as to write off the cost or valuation of an asset, less its residual
value, over the useful economic life of that asset as follows:

Leasehold improvements - Over the remaining life of the lease
Office equipment - 5 years straight line

Computer equipment - 3 to 5 years straight line
Investments

Government and corporate bonds with a fixed rate of return are treated as basic financial
instruments and amortised using the effective interest rate method.

Equity investments are treated as other financial instruments.

Corporate bonds with a variable return not linked to a single observable rate and asset backed
bonds are treated as other financial instruments.

Impairment of Fixed Assets

A review for indicators of impairment is carried out at each reporting date, with the recoverable
amount being estimated where such indicators exist. Where the carrying value exceeds the
recoverable amount, the asset is impaired accordingly. Prior impairments are also reviewed for
possible reversal at each reporting date.

Provisions

Provisions are recognised when the entity has an obligation at the reporting date as a result of a
past event, it is probable that the entity will be required to transfer economic benefits in
settlement and the amount of the obligation can be estimated reliably. Provisions are recognised
as a liability in the statement of financial position and the amount of the provision as an
expense.

Provisions are initially measured at the best estimate of the amount required to settle the
obligation at the reporting date and subsequently reviewed at each reporting date and adjusted
to reflect the current best estimate of the amount that would be required to settle the obligation.
Any adjustments to the amounts previously recognised are recognised in income or expenditure
unless the provision was originally recognised as part of the cost of an asset.

Where the effect of the time value of money is material, the amount expected to be required to

settle the obligation is recognised at present value using a pre-tax discount rate. The unwinding
of the discount is recognised as a finance cost in income or expenditure in the period it arises.
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2 Accounting Policies continued

Provisions continued

A specific provision is included for annual leave accrued by employees as a result of services
rendered in the current period, and which employees are entitled to carry forward and use within
the next 12 months. The provision is measured at the salary cost payable for the period of
absence.

Financial Instruments
A financial asset or a financial liability is recognised only when the entity becomes a party to the
contractual provisions of the instrument.

Basic financial instruments are initially recognised at the transaction price, unless the
arrangement constitutes a financing transaction, where it is recognised at the present value of
the future payments discounted at a market rate of interest for a similar debt instrument.

Debt instruments are subsequently measured at amortised cost.

Other financial instruments, including derivatives, are initially recognised at fair value, unless
payment for an asset is deferred beyond normal business terms or financed at a rate of interest
that is not a market rate, in which case the asset is measured at the present value of the future
payments discounted at a market rate of interest for a similar debt instrument.

Other financial instruments are subsequently measured at fair value, with any changes
recognised in income or expenditure.

Financial assets that are measured at cost or amortised cost are reviewed for objective evidence
of impairment at the end of each reporting date. If there is objective evidence of impairment, an
impairment loss is recognised in income or expenditure immediately.

For all equity instruments regardless of significance, and other financial assets that are
individually significant, these are assessed individually for impairment. Other financial assets are
either assessed individually or grouped on the basis of similar credit risk characteristics.

Any reversals of impairment are recognised in income or expenditure immediately, to the extent
that the reversal does not result in a carrying amount of the financial asset that exceeds what
the carrying amount would have been had the impairment not previously been recognised.

Cash and Cash Equivalents

Cash and cash equivalents comprise cash and demand deposits with banks together with short
term highly liquid investments that are readily convertible to known amounts of cash and
insignificant risk of change in value.
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continued

3 Income

Income arises from interest receivable on customer loans and interest and dividends earned on
investments as analysed in the Statement of Income and Retained Earnings.

The whole of the income is attributable to the principal activity of the Company wholly

undertaken in the United Kingdom.

4 Other Operating Income

2022 2021
£ £
Income from a legacy - 172,235
Loan administration fees received and sundry income 11,797 4,910
11,797 177,145
5 Operating Surplus
Operating surplus is stated after charging / (crediting):
2022 2021
£ £
Depreciation of tangible assets 7,168 3,633
Amortisation of investments 87,073 86,814
Increase/(decrease) of bad debt provision (car loans) 143 (77)
Operating lease costs - land and buildings 7,200 7,200
Operating lease costs - other equipment 4,231 3,441
6 Auditor’s Remuneration
2022 2021
£ £
Fees payable for the audit of the financial statements
(exclusive of VAT) 19,500 17,500
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continued

7 Staff Costs

The average number of persons employed by the Company during the year on a full-time

equivalent basis, excluding the Directors, amounted to:

2022 2021
No. No.
Administrative staff 2 2
Management staff 1 1
3 3
The aggregate payroll costs incurred during the year, relating to the above (excluding the
Directors’ remuneration disclosed in note 8), were:
2022 2021
£ £
Wages and salaries 94,178 82,910
Social security costs 9,439 3,142
103,617 86,052
8 Directors’ Remuneration
The Directors’ aggregate remuneration in respect of qualifying services was:
2022 2021
£ £
Remuneration 122,035 108,156
Social security costs 10,379 8,722
132,414 116,878

In addition, Directors expenses in the year amounted to £5,759 (2021: £1,950).

The above aggregate remuneration includes the Company’s 1 executive Director (2021: 1) and
9 non-executive Directors (2021: 9). The non-executive Directors are not involved in the daily

management or operations of the Company.
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9 Tax on Surplus on Ordinary Activities
Major components of tax expense

2022 2021
£ £

Current tax:

UK current tax expense - -

Adjustments in respect of prior periods - (1,107)

Total current tax - (2,107)

Deferred tax:

Origination and reversal of timing differences (485,021) 114,704

Impact of change in tax rate (10,136) 129,694

Tax expense on surplus on ordinary activities (495,157) 243,291

Reconciliation of tax expense

The tax assessed on the surplus on ordinary activities for the year is the same as (2021: same

as) the standard rate of corporation tax in the UK of 19% (2021: 19%).

2022 2021

£ £
(Deficit)/ Surplus on ordinary activities before taxation (1,718,227) 977,572
Surplus on ordinary activities by rate of tax (326,463) 185,739
Items not allowable for tax purposes (350) (12)
Exempt dividend income (43,084) (41,800)
Non-chargeable investment gains 80,275 27,661
Unrealised non-chargeable investment loss/(gains) (195,399) (56,884)
Effect of increase in tax rate (*) (10,136) 129,694
Adjustments to tax charge in respect of previous periods - (1,107)
Tax expense on surplus on ordinary activities (495,157) 243,291

(*) Deferred tax in the current and prior year has been provided for at a rate of 25% following the
substantive enactment of the Finance Bill 2021 giving rise to an increase in the corporation tax

rate from 1 April 2023.
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continued

10 Dividends

Dividends paid during the year (excluding those for which a liability existed at the end of the

prior year):

2022

2021

Ordinary A shares at 23.25p (2021: 22.30p) 955 916
Ordinary B shares at £9.30 (2021: £8.92) 158 152
1,113 1,068
Dividends proposed after the year end and not recognised as a liability:
2022 2021
£ £
Ordinary A shares at 25.75p (2021: 23.25p) 1,058 955
Ordinary B shares at £10.30 (2021: £9.30) 175 158
1,233 1,113
11 Tangible Assets
Leasehold Office Computer
Improvements Equipment Equipment Total
£ £ £ £
Cost
At 1 January 2022 27,857 10,102 116,259 154,218
Additions - 395 13,395 13,790
Disposal - - (16,194) (16,194)
At 31 December 2022 27,857 10,497 113,460 151,814
Depreciation
At 1 January 2022 27,857 9,954 85,280 123,091
Charge for the year - 169 6,999 7,168
Eliminated on disposals - - (16,194) (16,194)
At 31 December 2022 27,857 10,123 76,085 114,065
Net book value
At 31 December 2022 - 374 37,375 37,749
At 31 December 2021 - 148 30,979 31,127
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12 Investments

Debt and fixed

income Equity
securities investments Total
£ £ £

Cost
At 1 January 2022 8,534,253 9,396,799 17,931,052
Additions 1,592,817 2,020,795 3,613,612
Disposals (96,425) (3,269,950) (3,366,375)
Fair value adjustment (877,541) (967,870)  (1,845,411)
At 31 December 2022 9,153,104 7,179,774 16,332,878
Amortisation
At 1 January 2022 197,947 - 197,947
Charge for year 87,073 - 87,073
Disposals - - -
At 31 December 2022 285,020 - 285,020
Net book value
At 31 December 2022 8,868,084 7,179,774 16,047,858
At 31 December 2021 8,336,306 9,396,799 17,733,105

Investments held at amortised cost totalling £4,874,357 (2021: £4,133,439) have a market value
of £4,249,304 (2021: £4,230,638) (including interest accrued of £18,461 (2021: £10,503)).
Investments held at fair value totalling £11,173,501 (2021: £13,599,666) have a historical cost of
£11,124,451 (2021: £10,976,795).

If the above investments were realised at the date of the statement of financial position, a
corporation tax liability would arise on gains/losses made in the region of £178,000 (2021:
£557,000) assuming a tax rate of 25% (2021: 25%).

During the year, the Company disposed/part disposed of 2 debt securities (2021: 3 debt
securities), which had been held at amortised cost, as follows:

2022 2021

£ £

Proceeds 84,174 1,403,047
Cost (96,425)  (1,553,743)
Amortisation to date of sale - 120,147

(12,251) (30,549)
Accrued interest at date of sale - -
Investment (losses)/gains on debt securities (12,251) (30,549)
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13 Debtors
Loans and advances to customers

2022 2021

£ £

Loans and advances to customers 8,485,497 7,197,340
Transfer

At 31 Dec Secured/ Released/ At 31 Dec

2021 Advanced Repaid Unsecured (provided) 2022

£ £ £ £ £ £

Property loans - secured 5,840,927 3,207,543 (2,011,095) - - 7,037,375

Property loans - unsecured 1,346,352 1,072,373 (986,230) - — 1,432,495

Property loans - total 7,187,279 4,279,916 (2,997,325) - — 8,469,870

Car loans - unsecured 10,319 12,000 (6,291) - - 16,028

7,197,598 4,291,916 (3,003,616) - — 8,485,898

Provision for bad debts (258) - - - (143) (401)

7,197,340 4,291,916 (3,003,616) - (143) 8,485,497

Of the unsecured property loans shown above, £684,896 (2021: £480,703) relate to short term
bridging loans for the purchase of clergy housing. In such cases a solicitor’'s undertaking has
been obtained to repay the proceeds of the house sale to the Company up to the amount of the

loan outstanding.

Analysis of maturity of loans and advances to customers
The maturity of advances to customers from the balance sheet date is as follows

2022 2021

£ £

Due within 3 months 1,861 1,848
In more than 3 months but not more than 1 year 2,223,451 364,515
In more than 1 year but not more than 5 years 3,069,212 3,182,168
In more than 5 years 3,191,374 3,649,067
Less provision for bad debts (401) (258)
8,485,497 7,197,340
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13 Debtors continued

Loans and advances to customers continued

Term loans above £60,000 are secured by way of a declaration from the trustees of the church
or associated organisation as well as a legal charge (unless agreed otherwise by the Board) and
loans up to £60,000 by way of a declaration from the trustees of the church or associated
organisation. For bridging loans for manse purchases a solicitor’s undertaking is obtained to
repay the proceeds of the house sale to the Company up to the amount of the loan outstanding.

Prepayments, accrued income and other assets

2022 2021

£ £

Prepayments and accrued income 109,921 71,600
14 Investments held for short term purposes

2022 2021

£ £

Funds held short term by Sarasin & Partners LLP for investment 435,245 729,476

Cash at bank in 90+ days notice accounts 1,945,475 1,932,365

2,380,720 2,661,841

Cash totalling £1,932,365, held within bank accounts requiring more than 90 days notice of
withdrawal has been reclassified in the prior year from cash and bank balances to investments
held for short term purposes.

15 Liabilities
Customer Accounts
2022 2021
£ £
Customer accounts 24,113,288 25,374,073
Amounts standing to the credit of depositors:
2022 2021
£ £
At 1 January 25,374,073 25,034,413
Received 1,596,705 2,633,102
Withdrawn (2,857,490) (2,293,442)
At 31 December 24,113,288 25,374,073
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15 Liabilities continued

Analysis of maturity of customer accounts

Deposits are repayable from the date of the balance sheet in the ordinary course of business as
follows:

2022 2021

£ £
In one year or less or repayable on demand 20,682,243 21,840,412
In more than one year but not more than two years 1,400,302 1,048,173
In more than two years 2,030,743 2,485,488

24,113,288 25,374,073

Other Liabilities

2022 2021
£ £
Corporation tax - R
Other taxation and social security 9,497 8,079
Accruals and deferred income 74,450 56,060
83,947 64,139
16 Deferred Tax

The deferred tax included in the statement of financial position is as follows:
2022 2021
£ £
Included in provisions (note 17) 45,234 540,391

The deferred tax account consists of the tax effect of timing differences in respect of:

2022 2021
£ £

Excess of taxation allowances over depreciation of fixed assets 8,926 7,173
Provision for fair value adjustments to investments 177,739 557,033
Excess management charges (141,431) (23,815)
45,234 540,391
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17 Provision

Deferred tax

(note 16)
£
At 1 January 2022 540,391
Released (495,157)
At 31 December 2022 45,234
18 Financial Instruments
The carrying amount for each category of financial instrument is as follows:
Financial assets:
2022 2021
£ £
Financial assets measured at fair value through income or expenditure
— Investments 11,173,501 13,599,666
Financial assets that are debt instruments measured at amortised cost
— Investments 4,874,357 4,133,439
— Cash and balances at central banks 10,132,743 12,459,792
—  Cash held in investment portfolio 2,380,720 2,661,841
— Loans and advances to customers:
—  Property loans 8,469,870 7,187,279
—  Carloans 16,028 10,061

25,873,718 26,452,412

Financial liabilities:

2022 2021
£ £

Financial liabilities measured at amortised cost
—  Customer deposit accounts (24,113,288) (25,374,073)

For all financial instruments measured at fair value, the basis for determining the fair value is the
quoted market price in an active market.
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18 Financial Instruments continued
The following risks arise from the financial instruments held by the Company:

Credit Risk

This is the risk of a reduction in earnings and/or value, as a result of the failure of a party with
whom the Company has contracted to meet its obligations as they fall due i.e. loan repayments,
investments or bank deposits.

For each of the Company’s holdings in financial instruments, i.e. loans, investments and bank
deposits, the Company’s maximum exposure to credit risk is the carrying value as shown in the
statement of financial position, plus the committed undrawn loans of £2.4 million (2021: £4.1
million). This maximum exposure is before taking into account any underlying security and the
Company has no exposure to derivatives or similar instruments.

Customer default risk

In total, £7.0 million (2021: £5.8 million) of the Company’s £8.5 million (2021: £7.2 million)
property loans were secured by legal charge (or equivalent) on church buildings or manses. In
addition, for unsecured bridging loans (2022: £0.7 million, 2021: £0.6 million), the Company has
obtained undertakings from the appropriate solicitors to repay the proceeds from sale of
properties currently being marketed for sale. The remaining loans of £0.8 million (2021: £0.8
million) are generally smaller unsecured loans.

As at 31 December 2022, the Company had 1 secured loan (2021: 1 loans) and no unsecured
loans (2021: none) which were neither past due nor impaired but for which capital repayment
extensions had been agreed. The capital balance of this loan was £1 million (2021: total
£70,000). The interest has been received on a timely basis and scheduled capital repayments
are expected to resume in 2023.

The Company’s loans past due but not impaired are summarised below:

As at 31 December 2022 As at 31 December 2021

Balance overdue Balance of loans Balance overdue Balance of loans

£ £ £ £

Up to 1 month overdue 6,046 65,000 5,815 148,778

Over 1 month overdue - - - _

The Company’s property term loans are repayable in semi-annual instalments on 30 June and
31 December each year. The above figures represent repayments that were due on 31
December but were received in the first half of January, i.e. these relate to short term timing
differences only.
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18 Financial Instruments continued

Credit Risk continued

Loans and advances to customers are reviewed regularly to determine whether there is any
objective evidence of impairment. The Company has no concerns about the credit quality of its
loans and no specific impairment provisions have been included.

The Company has never suffered any bad debts on property loans in its history and therefore no
collective impairment provision has been included in respect of these. However, a collective
provision of £401 (2021: £258) has been included in respect of the £16,028 (2021: £10,319)
balance of unsecured car loans.

The Company has not taken possession of any collateral it holds as security for loans during
2022 (2021: none).

Treasury credit risk
The credit risk of treasury assets is considered to be relatively low. No assets are actively
traded. Certain liquid assets are held as part of the Company’s liquidity buffer.

The Company does not engage in wholesale deposit lending other than with interbank
counterparties with strong long-term credit ratings (minimum Moody’s rating of Baa3 for UK
banks / building societies and A3 for overseas banks / building societies), or allow placements
exceeding the Company’s large exposures capital base (subject to the PRA pre-notification
rules). The amount of deposits placed with any one bank is limited to 25% of the Company’s
regulatory capital. The maximum term of any deposit as at 31 December 2022 was 6 months
(2021: 6 months).

In addition, the Company invests in UK government gilts, equities and major company corporate
bonds via its Investment Manager, Sarasin & Partners LLP. The Investment Manager operates
within parameters and limits agreed by the Board. The corporate bonds are held through a
collective investment undertaking considered by the Investment Manager to be low risk and well
diversified.

As at 31 December 2022 and at 31 December 2021 none of the treasury assets were past due
or impaired.

Liquidity Risk

Liquidity risk is the risk that the Company is unable to meet its current and future obligations as
they fall due, or is only able to do so at excessive cost.
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18 Financial Instruments continued

Liquidity Risk continued

The Company’s policy is to ensure that it maintains a minimum liquidity position, consisting of
bank deposits, UK gilts and other readily-realisable investments, sufficient to meet a demand for
payment of all retail deposits repayable within 8 days, even under stressed scenarios.

The maturity of the Company’s financial liabilities is shown below:

Less than 3 months More than 5
Total 1 month (*) 1 - 3 months to 1 year 1to 5years years
£ £ £ £ £ £

At 31 December 2022
Customer deposits 24,113,288 12,584,607 10,725,218 - 803,463 -
Other liabilities 83,947 83,947 - - - -
24,197,235 12,668,554 10,725,218 - 803,463 -

At 31 December 2021
Customer deposits 25,374,073 12,950,598 11,620,012 - 803,463 -
Other liabilities 64,139 64,139 - - - -
25,438,212 13,014,737 11,620,012 - 803,463 -

(*) Child Trust Funds have been included in the ‘Less than 1 month’ column as they can be
transferred to other providers, at the request of the registered contact, within this period.
However, the child is not entitled to the funds until they become 18 years of age and this will
occur gradually over the period until 2029.

Market Risk
Market risk is the risk that the value of, or income arising from, the Company’s assets and
liabilities change as a result of changes in market prices or interest rates.

The Company has a Board-approved Treasury Policy Statement which includes limits for all
aspects of applicable market risks.

Interest Rate Risk

The Company is exposed to the risk of loss from fluctuations in the future cash flows because of
a change in market interest rates. Interest rate risk is managed principally through monitoring
interest rate gaps between assets and liabilities based upon the next interest rate re-pricing
dates as against the contractual maturity dates of the instruments.
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Market Risk continued

Interest Rate Risk continued

The customer deposits placed with the Company are all variable rate and rates can be adjusted
as necessary dependent on market conditions, subject to a 3-month notice period where not in
the depositors’ favour.

The Company’s property loans are also all variable rate, although the Company’s policy has
been to maintain stability in loan rates wherever possible.

The Company’s deposits placed with other financial institutions are also variable rate with no
fixed rate or fixed term deposits held as at 31 December 2022 (2021: none) and no deposits
linked to other benchmarks.

The Company holds no options or other derivative instruments and has no multi-currency
interest rate exposures.

Therefore, the Company’s interest rate risk arises primarily as a result of its investment portfolio.
The bond and gilt investments are fixed rate, fixed term investments and so changes in market
interest rates will have the following effects:

e Inthe event of rising market interest rates, no additional income will be generated from
these investments to fund the possible interest rate rises for the Company’s
depositors.

e  The market value of the fixed rate investments will decrease in the event of market
rate rises (which have not already been priced into the current market value).

The Senior Officers monitor the interest rate risk on a monthly basis and this is reported to the
Audit and Risk Committee. The impact of a potential 2% parallel shift in the yield curve against
the Company’s interest-bearing assets is computed back to a net present value.

The reported interest rate sensitivity on the year-end statement of financial position (measured
as the effect of a 2% parallel shift in Sterling interest rates) was as follows:

2022 2021
£000 £000
Net present Value Sensitivity to:
Positive Shift (+2%) (498) (568)
Negative Shift (-2%) 586 685

The interest rate sensitivities above are illustrative only and are based on simplified scenarios.
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Market Risk continued

Interest Rate Risk continued

The figures represent the effect on net interest income and fixed interest security values arising
from a parallel fall or rise in the yield curve and do not take into account the effect of any further
actions taken to mitigate the effect.

A 2% rise in market rates would also have the following effect on the Company’s ongoing
operating surplus, assuming that it was passed on in full to both borrowers and depositors and
was reflected in rates available on the Company’s bank deposits:

2022 2021
£000 £000
Reduction in surplus 71 76

In reality, the Company would carefully and quickly manage the extent to which the rate
increase was passed on to depositors and borrowers to minimise this risk further. In addition,
the Company can make transfers to/from its investment portfolio which gives a further tool to
manage its net surplus.

Foreign exchange risk
The Company has no direct exposure to foreign exchange rate movements as all of its assets
and liabilities are Sterling denominated.

Market price risk
The Company has a significant investment portfolio of long-term investments which are held
primarily in order to:

e provide income to cover the Company’s fixed costs and enable it to fulfil its primary
purpose, i.e. providing loans for building schemes to Christian churches and
associated organisations at the lowest practicable rate of interest throughout the
duration of each loan;

e provide readily realisable assets (primarily the government gilts part of the portfolio) to
enable the Company to meet its liquidity requirements; and

e generate long term capital growth to further strengthen the Company’s capital base.

The investment portfolio is managed by Sarasin & Partners LLP within an investment mandate

including benchmarks, limits and other parameters agreed by the Board within the Company’s
risk appetite.
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Market Risk continued

Market price risk continued

The main market risk relates to the volatility of the investments, particularly the equities and
equity funds in response to market or investment-specific events. A 25% decrease in the market
value of equity investments would result in a negative movement in the unrealised gain/loss on
these investments totalling £1.8 million (2021: £2.3 million). The Company’s capital would
decrease by the same amount but would remain well above the regulatory minimum.

Capital Risk

Capital risk is defined as the risk that the Company has insufficient capital to provide a resource
large enough to absorb losses or that the capital structure is insufficient to meet regulatory
requirements.

The Company is obliged to maintain regulatory capital above the €5 million base capital
requirement applicable to banks or the amount calculated under the Pillar 1 plus Pillar 2A
requirements, whichever is the higher.

In addition, the Company’s internal policy is to maintain an internally-calculated buffer to cover
potential stresses.

The Company’s actual regulatory capital, all of the highest quality ‘Common Equity Tier 1’,
remained above that required by the regulatory limit and internal policy during 2022 (and 2021).

19 Called Up Share Capital
Issued, called up and fully paid:

2022 2021

No £ No £

Ordinary A shares of £0.25 each 4,108 1,027 4,108 1,027
Ordinary B Shares of £10 each 17 170 17 170
4,125 1,197 4,125 1,197
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20 Operating Leases
The total future minimum lease payments under non-cancellable operating leases are as
follows:

2022 2021
£ £
Not later than 1 year 10,044 10,595
Later than 1 year and not later than 5 years 3,627 13,671
Later than 5 years - -
13,671 24,266
21 Analysis of Changes in Net Debt
At 1 Jan 2022 Cash flows At 31 Dec 2022
£ £ £
Cash and cash equivalents
Cash at bank and in hand 12,459,792 (2,327,049) 10,132,743
Short term liquid investments 2,661,841 (281,121) 2,380,720
15,121,633  (2,608,170) 12,513,463
Borrowings
Debt due within one year - - -
Total 15,121,633  (2,608,170) 12,513,463

Cash totalling £1,932,365, held within bank accounts requiring more than 90 days notice of
withdrawal has been reclassified in the prior year from cash and bank balances to investments
held for short term purposes.

22 Related Party Transactions

Anne Goodman (Director) is the Chief Executive of the Trustees for Methodist Church Purposes.
The Trustees for Methodist Church Purposes hold, as full trustee of the MCA Charitable Trust,
30% (2021: 30%) of the share capital of the Company. It holds these shares for the charitable
purposes of the Methodist Church generally.

The Directors are considered to be the key management personnel of the Company and their
remuneration has been disclosed in note 8.

23 Winding up

The Articles of Association of the Company require that in the event of the Company being
wound up, any surplus of funds remaining after the settling of all liabilities and repayment of the
share capital shall be distributed in accordance with the directions of the Methodist Conference.
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24 Controlling Party
The Company was under the control of the Board of Directors throughout the current year and

the previous year.
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Funding for Churches

Get in touch if you have any questions
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