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Methodist Chapel Aid Limited
Chair’s Statement

Year Ended 31 December 2019

Economic ‘background

The economic and political environment in the UK has remained uncertain during 2019, with connnumg Brexit
negotiations and & general election. Nevertheless, stock markets have strengthened, with market gains achieved
during the year more than reversing the losses seenin 2018. The Bank of England base rate was unchanged during
the year 6t'0.75%.

The Company's strong balance sheet and established ‘business model- give it confidence that it 4s well placed to
support customers, both botrowers-and depositors.

The Company’s performance

Throughout 2019 the Company has operated successfully-and within its regulatory requirements. Once again, the
two most significant indicators of the Company's long-term sustainability, hamely adequate eapital and sufficient
liquidity, have proved:to be very robust.

It ‘has been encouraging to sce the significant dincrease in lending over the -past year and this has been
accommodated within the Board’s policy:parameters-and:in accordance with-its strategic plans.

Capltal adequacy
The Company .ensures. that it maintains edequate levels of capital at all times and has continued-to meet all
regulatory fequirements relating to-its capital adequacy.

The Board’s policy is to enhance the Company's capital base by producing an annual operating surplus of
approximately £100,000 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-ghead of the minimum-tequired by the
regultors; even-efter the effects of volatility in-the Company®s investments.

The Board is well:aware that there is the risk that the Company's capital could be eroded by factors outside -its
control. Nevertheless, to date, ongoing difficulties experienced élsewhere in: the bariking sector have had little
directimpact on-the Company.

Liguldity

Ttds also crucialto ensure that at all times the Company holds sufficientliquid assets to enable itto-repay itsinstant
access depositors and-to-advance the loans approved by the Board on-demand. Liquidity levelsdiave, n fact, been
maintained well ebove the minimum requirement throughout the year through a well-established-process of daily
monitoring to-meet the Board’s needs, which is-dn line withits policy and regulatory requirements.

The Compsny’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 churches and associated organisations atthe fowest practicable
rate of interest will continue to be its priority. Within that broad policy, the Board {s contmumg to implement its
strategy of promoting its loansto-arange of churches and organisations, consistent with-the aim of diversifying its
core lending activity.,

Loans

The Company’s loans advanced have grown. sxgmﬁcmtly dunng the year. Thls increase can be seen in-the graph
of lending shown-inthe Loans section of the Strategic This growing demandis expectedto continue during
the coming year in-the form of increased enquiries mdapphcanons for: loxns for church propetty projects. in the
case of some larger applxcatnons approved, these havenot yet been-advanced, mainly as a-tesult of external-factors
such as-planning permission taking longer than was originally anticipated. Several such-large commitments are
expected:to be advanced during the first half of£ 2020.

Non-Methodist: property. loans-account for overhalf of the total committedtending, demonstrating the success of
‘the Board’s ongoing marketing strategy:



Methodist Chapel Aid Limited
Chair’s Statement (continued)

Year Ended 31 December 2019

Deposits

‘Monies held on deposit with the Company increased during the year in line with the Board’s strategy, which is to
maintain deposits 6t appropriate levels to support the Company’s .growing lending activities and manage the
associated risks.

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 eddition, it will seek to keep its interest rates to
‘borrowers as stable as possible and at the lowest practicable levels, inkeeping with its main purpose.

Money market interest rates available to the Company generally remained low during the year. As aresult, the
interest rates paid on the Company s savings accounts and charged-on the property loans remained unchanged,
consistent with the Company’s aim of charging the lowest practicable rate of interest to church-borrowers.

It seems likely that interest rate pressures will .continue to be felt during most if not the whole of 2020.
Nevertheless, the Company-aims to remain competitive and to provide a-high quality of service to-its customers,

Strategic Planning
An element of the Company's governance policy-and:practice is for the Directors to meet specifically to review

strategic issues in more depth. Such an eventoccurred in April 20 19-and covered issues such-as policy development

(including -a teview of lending policy), sustainable lending growth, cdvemsmg and ‘marketing, jgovemance
(including succession planning) and ensuring that the .organisation adapts ‘a8 appropriate 10 changmg ‘economic
times. A further review meeting is to be planned-during 2020.

The Company ppursucs & strategy of growing the loan portfolio in a careful and sustainable manner, and-managing
the level of deposits eccordingly 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,

Regulatory issues
The Board s liaising closely with the regulators in relation to those new requirements which become effective in

2020 -and beyond. Whilst the new demands being made on institutions within the industry are significant, the
‘Company is confident of fulfilling its @bhgauons {in this respect.

The Board

During 2019-there were no. changes to the membership of the Board, and s continuing system of retirement and
re-appointment of Directors by rotation remained fully operational. At recent meetings-the Nomination Committee
and the Board have each affirmed -that the Board has a wide cross-section of experience and knowledge.
Succession planning, including for the Chair, was also reviewed, and it-is planned to appoint an additional Director
diiring 2020.

I-am indebted to the Directors for their ongoing commitment to the: Company -and their engagement with current
issues. Their wide-ranging background knowledge and expertise is an invalusble asset to the Company and
provides & soundbase for oversight of the business, strategic planning and policy discussion.

‘The Staff

‘Onbehalf of the Board  would like to express my grateful: thanks to each- member of staff for their dedication and
‘hard work throughout the year, Their loyalty and constant relmbxhty are such a great assurance 4o the Directors
-and theu- mput contributes significantly to the effective functioning of the erganisation.

3 Jannary 2020

=3-



Methodist Chapel Aid Limited
Strategic Report

Year Ended 31 December 2019
The Directors have pleasure in presenting their Strategic Report for the year ended 31 December 2019,

Principal-Activities
The Company's purpose is to give support to Cliristian churches and associated organisations, primarily by
providing Toans for building schemes &t the lowest practicable rate of interest throughout the duration of each loan.

In support of the Company’s purpose it;

. ‘opmtes rpmcedmes for accepnng deposits, seekmg to-ensure that every deposit is safe, and as far as
possible generating a competitive level of intetest for the depositor;

s !pays an'ly anominsl dividend to its ahnrcholdm

e pursues.policies-that seck to ensure the adcquacyof both its capital base and its level of liquidity: at-all
times.

The Memorandum and' Articles of Association permit-the Company-to give support to Christian churches and -
Aassociated organisations by making Joans for purposes that are not building related, as is illustrated:in & small way
by-the present car loan scheme for Méthodist presbyters and deacons, However, the Board has 1o intention of
amending its main focus of activity in-the foreseeable future.

Board Strategy for the Company

The Board recognises its ongoing responsibxhty 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-associsted
‘organisations and ensuting that the Company’s business model remains: sustnmble.

The Board has- adopted & Strategic Business Plan ¢SBP), & folling 5-Year Plan scmng out the Company's
immediate and medium-term plans to meet its objectives. Thistakes account of the economic context-in-which the
Eompany opetates 4s-a bank.

Inthe ongoing development of the SBP, the Board: hasphcedpmcular emphasis on the following areas:

4) Governance Review . _
The Board has continued to review its effectiveness during 2019 and'ongoing work inclides formalisation
-and-implementation of succession planning: and dxversxty strategy. These will'be developed further during
2020.

b) CompanyModel
The Board: has reviewed the structure of the oxgamsauon 258 company Jimited by shares. Given the
particular purposes of the Company-and the fact that maximising retuns to shareholders is not & priority
for this organisation, the Board has explored other possxblc constitutional models. However, after
obtaining external professional advice, no other model was identified whick would better reflect the
Company'spurpose within the regulatory limitations:

¢) Advertising and Marketing
The Board'has an ongoing objective to develop-its communication to-targetthe churches in new end
contemporary ways: The format and content of the Company’s website and publicity materialis reviewed
tegularly. Significant progress hasbeen made in-actively promoting the Company’s loan sepvices both to
Methodist churches and:to other denominations:

d) Lendlng Policy
Akey aim of the strategy isto promote the Company outside the Methodist Church, primarily to the
{arger denominations-and organisations. Optimumlending levelsare identifiéd and monitored i inline with
‘the SBP. Thus-the level of drawn loans Tias. grown significantly during 2019 indine with-this strategy-and
non-Methodist property loans a¢counted:for $3% of the total committed-lending at-the year-end.

The Board has carefully considered the risks-associated with-this growth and has-edopted limits and early-
waming indicators-which ére monitored monthly.

-4



Methodist Chapel Aid Limited

Strategic Report (confinueq)

Year Ended 31 December 2019

¢) 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 {ndicators 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
Meceting to enable Board members to maintain close supervision and to agree appropriate action,

Strategy for 2020 and beyond

The Board's key aims for 2020 and beyond are to increase the Company’s Joan book in & controlled way to around
£9 million by 2023 (although there remains the capacity for this figure to increase in line with demand), and to
widen the Company's support for non-Methodist projects. However, the Board is clear that this planned growth
should enly be achieved from high-quality loan applications which satisfy the Company’s risk assessment process.
Internal limits (e.g. by borrower, denomination) are elosely monitored within the Company's fending policy.

Growth in deposits is also planned, -although at a lesser rate, consistent with the Company’s own internal
supervision of its optimum level for deposits.

Overall Performance in 2019

During 2019 an operating surplus of £157,235 was achieved, around £60,000 higher than that budgeted at the start
of the year. This was Jargely a$ a fesult of savings in management expenses and higher interest income from the
increasing level of property Joans, particularly in the summer months when there was a large demand for short-
term bridging foans to Methodist eircuits to finance manse purchases.

This operating surplus was enhanced by positive net movements in the value of the Company's investments during
the year. Therefore, the Company's reserves increased by £1,298,685 during 2019, more than offsetting the
investment deficit in the previous year. The graph below shows the capital position over the past ten years:

€ milon

The Company's Return on Assets forthe year ended 31 December 2019 was 3.6% (2018: -1.3%). The year-on-
year variance reflects the volatility in the equity markets.



Methodist Chapel Aid Limited
Strategic Report (continued)

Year Ended 31 December 2019
The Company's performance on loans, deposits and investments was as follows:

Loans

The Company’s primary function is to-make Joans available to Christian churches and associated organisations at
the lowest practicable rates of iriterest. The Board’s strategy is to increase the overalllevel of lending, and'also the
proportion of lending to non-Methodist churches, primarily the larger denominations, whilst recognising and
‘mansaging the associated risks.

The table below shows the total value and number of loans over the past three years:

Amount
£m Number of loans
2017 2018 2019 726157 2018 2019

Loans balances at year-end

Term loans 44 5.6 6.0 29 35 41

Bridging loans 0.7 0.7 1.9 4 2 6
5.1 6.3 7.9 33 37 47

‘Carloans o 0.1 00 00 21 ¥ 8

Total . _ 52 63 19 54 55 55

Undrawn loans at year end 46 28 23 13 10 10

Total drawn and undrawn loans ) ?9,8A 9.1 - 710,_2 67 65 65

Loan advances during year _
Property loans 3.1 4.0 3.9 14 2} 24
Catloans 00 00 0.0 4 2 1

3.1 40 39 18 23 25

The benefits of the Company’s ongoing advertising and-marketing strategy are continuing to be realised with a
25% dncrease in property loan balances during 2019. This is shown in the graph ovérleaf. In-eddition, enquiries
‘have been made aboutloan facilities for some further significant proje¢ts-and preliminary discussions have already
taken place to assess their feasibility.

With segardito interest rates, those charged by the €ompany for property loans remained unchanged during the
year. The standard rate is 2.90% €2.94% APR including fees) for term loans and 3:90% ¢4.05% APR including
fees) for bridging loans. The Company’s rate for cat Toans has remained at 5.00% APR fixed with & 0.5% discount
incentive for car loan applicants who choose topurchase & car with Jow carbon dioxide emissions, {.e. one which
falls withinbands A to F of the govemment’s cer tax banding system.

!6.‘-



Methodist Chapel Aid Limited

Strategic Report (continued)

Year Ended 31 December 2019

Total lending to Christian churches and assoclated organisations
& million

12 A e o . . . R ——
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Short term ‘bridging loans account for - approxtmately 24% of the total loans as at 31 December 2019. This
proportion {s Tower 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 resiilted in-a more sustainable and stablc Joan beok.

Deposits
The Board’s strategy n 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 dts deposxtors 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 formany years, the Company plans the future growth of its capital base and is able to
provide Joans to Christian churches -and -associated organisations at the lowest practicable rate of interest
throughout the duration of each1oan.

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. Morney market interest rates available tothe Company generally remainedlow during
the year. As aresult, the Company”s savings rates for-all account-types remained unchanged.

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 graph-overleaf, the amount held on deposit with the Company increased slightly during the year
inline with the Board’s strategy, with the total as at 31 December 2019 ‘being £23,169,408. Withdrawals during
the year represented 11% of the balance of deposits-at the start-6f-the year and new deposits-and-interest applied
‘amountedto 17%.

The Company opened 44 new savings -accounts during the year. The total number of accounts held with the
Company. totalled 3,112 as at 3 December 2019 (3,164 in 2018). The total amount ‘held on deposit as at 31
December 2019 included 40% held:in Premium Plus-Accounts, 22% in ISAs-and 12% in €hild Trust Fund (CTF)
Accounts,

The Company econtinues to ‘old-three major deposits from the Methodist Church Fund for Property, London
Mission Fund andMission in‘Britain Fund with total balances of £800,000 held ontwo years® notice of withdrawal.



Methodist Chapel Aid Limited
Strategic Report (continued)

Year Ended 31 December 2019

Deposlm atyearend.

Account Types at year end
W% ol-timds held in sccounts
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Investments

The Company holds an-dinvestment poitfolio togenerate income and fong term capital.growth to supportits primary
purpose of lending to ‘Christian churches -and: essociated ierganisations for property projects at the lowest
jpracticable rates. This portfoliods carefully- managed within Board-approved limits.

As at 31 December 2019 the total ¢ arryi
£ 1-051) commercial foan stocks, £2769026 (2018 £2649 793) bond funds and £8 68 796 62018
£7,260 746). equity shares and similar investments. In -addition, the Company held £10,947,148 of cash and
deposits with other UK financial institutions (2018: £10,984;433).

; value of- eqmty sharcs and: debt securities amounted 10 £l6 539, 540

A provision for the amortisation of the premium: of dated treasury -and: commereial Joan stocks was made
-amounting to £69,882 for the year (2018: £61; 467). This is the writc-off of the difference between the purchase
price of a'bond and its final: maturity value, over the femaining term. The total: prevxswn«isnow £312,588 (2018:
£281,568):

There was a positive fair value adjustment to the Company”s investment portfolio in-the year of £1,402,028 (2018:
negative adjustment of £754,426) which is shown in the Statenient of Income and Retained Eamnings. The change
{n-the totalmarket value of the investments is shown-in the graph overleaf,



Methodist Chapel Aid Limited
Strategic Report (continued)

Year Ended 31 December 2019

Investments at year end
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It is important to note the Company's policy of holding investments is for the long term and that it is not an
investment trading company. The Compeny continued to be grateful to its Investment Manager, Sarasin &
Partners LLP, for its services provided during the year.

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,
pomography, armaments or thermal coal/oil sands sectors. Where such activities account for more than 10% of
corporate turnover the 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 companics where there are
concerns regarding the ethics of their business or operational models. The Company is particularly concemned
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
criteris, and will periodically review the manner in which its investment manager exercises these tights 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 Sarasin & Partners LLP, 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 & buffer against possible losses in times of financial stress. In
common with all other UK banks the Board carried out rigorous stress testing on its capital and liquidity Jevels
during 2019 and calculated that in addition to the minimum requirement of €5 million a further internally-
calculated capital buffer should be retained as a buffer against future stresses on the Company’s capital sesources,
although there has never been a need to call upon this buffer. Even after making this allowance and incleding
regulatory deductions, there remained substantial headroom above the combined €5 million and buffer threshold.

Looking ahead, the Board has budgeted for an operating surplus in 2020 of approximately £100,000.

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 ealculated
within the framework of the ICAAP document is presented at each meeting of the Board.

-9.



Methodist Chapel Aid Limited

Strategic Report (continued)

Year Ended 31 December 2019

Risk Appetite Statement

The Company’s management operate 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:

usi isk
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 sbility to remain a sustainable organisation or
{ts ability to meet its primary purpose. The business risk appetite is set by reference to the approved budget and
Strategic Business Plan 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 eamings in the event that business risks materialise. Additionally,
business risk monitoring, through regular reports and oversight, enables the Company to implement corrective
actions to plans and reductions in exposures where necessary.

Revenue and capital investment considerations require additional in-depth assessment followed by Board
approval. Formel 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,.

Risk Appetite
The Company’s liquidity risk appetite has two elements: its own intemal liquidity measurement and also the
regulatory liquidity coverage ratio:

8) Internal measurement

The Company ensures that it maintains & 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 diquidity 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
profile.

Therefore, the Company has also 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.



Methodist Chapel Aid Limited

Strategic Report (continued)

Year Ended 31 December 2019
b) Liquidity coverage ratio (LCR)

The Company’s policy is to maintain 8 LCR of at feast 200% at all times, f.e. double the regulatory
minimum, and using only extremely high liquidity and eredit quality (level 1) assets, i.e. UK gilts,
European Investment Bank (EIB) and KfW bonds.

-Additionalliquid assets-will-also be held for intemal liquidity management.

Mitigation

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

The €Company aims to maintain a minimum liquidity ;position-that is well in excess of regulatory -requirements,
evenunder stressed scenarios, reflecting the organisation®s fow-tisk appetite.

Market andInterest Rate Risk
Marketand:interest rate risk could arise from adverse movements in external markets, e.g. interest rate. movements,
equity anovements of 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 caloulated in the interest rate.gap report) to amaximum of 7% of the Company’s
yegulatory capital.

The average remaining ;period-to maturity for fixed interest investments (excluding investments held by bond
funds) will:not exceed 8% years.

1In addition, no fixedinterest investment will be held with a remaining - maximum term of longer than 15 years.

The Board: acknowledges that there {s some additional interest rate sensitivity within the eqmty and bond fund
‘holdings. Consequently, the Company will not hold investment assets-with no specific- maturity date ¢i.c. equities,
‘bond funds and other collective investment schemes) with & total value exceeding 100% of the Company’s

regulatory capital.

The Board has decided to limit the total amountinvested in equities ¢including equity related investment funds) to
the Jower-of:

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

o 25% of the Company’s total assets; and

e 80% ofregulatory capital.

In zelationto UK equities, onry equities issued by companies within the FTSE 350 can be purchased, thereby
ensuring that a high quality is maintained and that the liquidity of such investments is-not & problem. Corporate
‘bonds are highly rated sterling-denominated direct investients in quoted companies. The Company hasno direct
exposure to foreign exchange risk as it does-not trade 4n these markets or in currencies other than Stetling.

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

Mitigation
The Company has restricted-its investments to highly rated; easily realisable fixed interest-and equity stocks. The
Company does not-expect-to incur significant Tosses upon:the sale of-these investments.

- :l- 1 -



Methodist Chapel Aid Limited
Strategic Report (continued)
Year Ended 31 December 2019

With regard to interest rate fisk the Company s Treasury Policy Statement includes limits for both the average
remaining period and the maximum remaining period to matutity for fixed dinterest investments : (excluding
investments hield by bond funds),

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

‘Operational and Regulatory. Risk

Operational ¢isk s the risk ‘of reductions in earnings through financial or reputationaliloss, from inadequate or
failed-internal:processes and systems; operational inefficiencies; or from:people related or external events,

Regulatory risk arises due to everincreasing regulatory requirements-and the increasing volume and pace of change.
from within the UK and European financial regulators. This can.impact & company, botl operationally-interms of
cost of compliance, with-uncertainty @boutlegal and regulatory expectations, and strategically through pressure
'onkey eamings streams. ' '

Risk Appetite
The Company”s operational risks arise largely as & result-of the following possible events:

Business disruption: (including failure ofkey:suppliers)
Fraud and forgeries

Finesand: penalues (mcludmg tegulatory)

Staﬂ'mg issues (including {ong term sickness)

Health and safety issues

Legal cases

The Company: looks to ensute that it adopts -all: regulatory, legal and: other compliance wequirements <n &
jproportionate way.

The Company's operational/regulatory fisk -appetite 4sto limit the expected potentialfosses-arising from these
eventsto 2% of the Company®s Own Funds:(i:e. regulatory capital) in-total:

Mitigation.
The Comipany undertakes the following:

# identification of the key.operational risks within-the business;

» evaluation of the effectiveness of the existing ¢ontrol framework covering each of the key-risks to which:
the business is exposed;

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

o estimation-of exposure to probability and event likelihood: for each naterial:risk ddentified; and

* appropriate action to-mitigate orminimise-the sisk.

The above is-embedded:into the Company”s daily procedures.

Eredit Risk

Credltnsk is the risk of a reduction in eamings and/or capital, as aresult of the failure of aparty with whom-a
company has contracted to meet its obligations as they. fall due (i.c. loan repayments, investments or ‘bank
deposits).

Risk Appetite
Credit Risk {wholesale markets):

The Company: will:not engage in wholesale deposit lending other than with UK dnterbank counterparties with:
strong long:term credit ratings (minimum. Moody"s rating of Baa3 for UK banks / building societies-and A3 for
ooverseas banks / building societies), or allow placements exceeding the Company”s farge 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 fegulatory capital:
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Methodist Chapel Aid Limited

Strategic Report (continued)

Year Ended 31 December 2019

In addition, the Company invests in UK govemment gilts and major company corporate bonds via its Investment
‘Manager, Sarasin & Partners LLP 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 hiave been made, the counterparties with whom the Company places dCPOSItS are approved in
-advance by the Board.

Risk Appetite
CreditRisk (retail-markets):

The Company lends to Christian churches and organisations within the UK only and the total balance on loan at
any time {s restricted to an intemally imposed limit of 70% of the total depositors’ ‘batances or 150% of share
capital plus reserves, whichever is the Jower, 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’sregulatory
capitalunless agreed by the Board. Term loans above £60,000 ere secured by way of a declaration from the
trustees as well as a legal charge (unless agreed otherwise by the Board) and 1oans up to £60,000 by way of a
«declaration from the trustees. For bridging loans for-manse purchasesa solicitor’s undertaking is ebtained to repay
-the proceeds-of the house sale to the Company up to the amount of the loan outstanding.

€ar loans to individuals (Methodist presbyters and deacons).are limited to atotal balance advanced of £250,000
and-amaximum:loan of £12,000 perindividual:

Mitigation

Financialfisk assessments are undertaken onall term property loans ¢including review of-accounts covering three
years) and Toans are approved in accordance with defined'limits and due consideration.given to the ¢ollateral. All
‘property loans require ‘Director approval in accordance with the Company's lending policy.

Capltal Rigk
Capital risk 4s defined as the risk that a company ‘has nsufficient capital to provide asesource large enough to

-dbsorblosses or that the capital structure is insufficient to-meet-regulatory requirements.

‘Risk Appetite

The Company s target is to maintain -its capital resources at s Jevel which is increasingly above the €5 million
regulatory minimum:plus an internally calculated buffer to cover potential stresses as {dentified in the Company's
Internal Capital: Adeguacy-Assessment Process (ICAAP)-document.

Mitigation
- The‘Company has developed an early waming 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 andhas prepared a detailed
JCAAP document which was approved by the Board.

The Board of the Company accepts that there is inherent risk in-mnning a banking ‘business; however, it is the
Company’s policy to minimise the unavoidable risks-and further-mitigate them wherever the costs of doing so are
‘proportionate to the potential impact.

‘Remuneration Risk
The | Caompany seeks-to ensure that its remuneration decisions are in line with its‘business strategy and-fong-term
objectives, and consistent with the Company’s 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 jprotecting depositors -and fulfilling the
Company’s regulatory ebligations.
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Methodist Chapel Aid Limited
Strategic Report (continued)

Year Ended 31 December 2019
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 2019. 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 continuousimprovement the Company strives-to ensure that its customers are treated fairly
atall 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 2019, the Board sent out a further Customer Satisfaction Survey-to a proportion of its
-depositors, borrowers with property loans and borrowers with car loans. The pesults are summarised below. A 6
;point score total was-used, ‘6'being the best score. Only one ‘of the 62 replies received implied concern by -using
scores I-to 3:

Depositors  Borrowers
- {(score (score
-out.of 6) out.of6)

Level of satisfaction with documentation

provided by MCA

(@) clarity-and conciseness of content 55 538
{(b) quality of presentation 55 5.7
Level of satisfaction with.communication

-and-assistance provided by MCA

{(#) before the account was opened 55 6:0
(G)eftertheaccountwasopened 55 60

No complaints were received from: customers during 2019,

StevenR Jﬂﬁés B AFCCA =
‘Company Secretary.
Registered office:
Approved by the Directors on 18 February 2020
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Methodist Chapel Aid Limited
Directors’ Report
Year Ended 31 December 2019

The Directors‘have pleasure in: presentmg their report and the financial statements of the Company for the year
ended 31 December 2019.

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
2019 2018 2019 2018
No »NO. £ £
Alan Pimlott 143 143 b 19,765
Peter Mills 175 175 = =
James Booth e - v =
Jeremy Burchill 200 200 - S
‘PaulFerguson . =
Peter Forward 200 200
Anne Goodman: 2 = :
Christopher Jarratt 61 61 2
Andrew Slim 166 166 76,027 65,368
945 945 76,027 85,133

Corporate Governance

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

The Board of Directors, which meets at feast 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 s also its Company Secretary, with information in
the form of menthly smanagement accounts, budgets, forecasts, etc. to allow it to discharge its responsibilities.

The Company ‘has an Audit and Risk Committee, consisting of four non-exccutive Directors (Jeremy Burchill
(Chair), James Booth, Anne Goodman and Peter Mills), which meets at least four times annually and ensures that
the recommendations of the Prudential Regulation Authority (PRA); the Financial €onduct Authority- (FCA) and
the extermnal auditor are considered and implemented. Other Directors are invited'to attend'its meenngs It also
oversees the work and considers the reports of the ‘Company’s dnternal audit function, -veviewing the
implementation of itsrecommendations where appropriate, and considers-the effectiveness ofintem’at controls. To
comply with the requirements of fegislation and-to ensure prudent management of the business, the €ompany has
established arange of internal controls, which have operated effectively throughout the year.

In-addition, the Company has a Nomination Committee, consisting of three non-executive Directors:¢Alan Pimlott,
Paul:Ferguson and Peter Mills) which was established to develop arecruitment 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.
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Methodist Chapel Aid Limited
Directors’ Report (continued)
Year Ended 31 December 2019

Supervision

The Company is authorised by.the PRA and regulated by the FCA and the PRA. Throughoutthe year the Company
has kept within the regulators’ guidelinés-and there has been frequent contact between the Company and the
regulators as part of the monitoring process, iicluding an annual visit to the Company by the PRA.

Proposals
i The Du‘ectors .propose a dmdend of 22 10 pcnce per fu]ly ,pald A share and £8 84 per fully pald B share
° Jeremy Burchlll Paui Feigﬁson and Petcr 'Mllls retire! by«rotatlon and, bemg ehglblc. offer: themse1ves for
re-election for a-three-year term. _
o The independent guditor, Beever and Struthers, has indicated its willingness-to continue in office and,
following a.re:tendering process; its appointment for 2020 is proposed.

Donatlons

For many years the Company’s policy has been to make donations at the level of 10% of the previous year’s
operating surplus to-a aumber of Christian charities reflecting the Company’s business andheritage. Puring the
year the Company made the following contributions to 7-¢harities (2018: 7 charities):

2019 2018
£ £
Charitable donations 18,200

Strategic Report

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

Directors’ Responsibilities Statement
The Directors are responsible for;mepanng -the Strategic Report, the Directors’ Report and the financial statements:
in-accordance with applicable faw-and:regulations.

Company law requires the Directors to prepare financial statements for each financial year. Under that law the
Directorshave elected to prepare the financial statements in accordance with United’Kingdom Generally Accepted
Accounting Practice (United Kingdom Accounting Standards and - apphcable 1aw). 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:

select suitable accounting policies-and:then-apply them consistently;

e  meke judgements and accounting estimates that are reasonable and prudent;
state whether applicable UK Accmmtmg Standardshave been followed; subject-to-any material: departures
disclosed and explained in the financial statements;

e  prepare the financial statements on the going concern-basis unless it is inappropriate to presume that the
‘Company will continue in business.

The Directors are fesponsible for keeping adequate accounting fecords that are sufficient to show-and explain.the
Company's transactions and disclose with teasonable accuracy-at any time the financial'position of the Company.
and enable them to ensure that the financial: statements -comply with the Companies ‘Act 2606. 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 otheér irtegulatities.
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Methodist Chapel Aid Limited
Directors’ Report (continued)
Year Ended 31 December 2019

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

» sofar as they are aware, there is no relevant audit information of which the Company’s independent
auditor is unaware; and » :
e -they havetaken all steps that they ought to have taken as a Director to make themselves aware of any
relevant-auditinformation and to establish-thatthe auditor is-aware of that information.
Signed by order of the Directors

Steven Jones BAFCCA
Company Secretary

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

Approved by the Directors on 18 February 2020
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Methodist Chapel Aid Limited
Independent Auditor's Report to the Shareholders of Methodist Chapel Aid Limited
Year Ended 31 December 2019

Opinion

We have audited the financial statements of Methodist Chapel Aid Limited (the ‘Company”) for the year ended
31 December 2019 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:

‘s, give a true and fair view of the state of the Company's affairs as at 31 December 2019 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 Intermnational Standards on Auditing (UK) (ISAs (UK)) and applicable
law. Our responsibilitics 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.

Conclusions Relating to Going Concern
We have nothing to report in respect of the following matters in relation to which the ISAs (UK) require us to
report to you where:

e the Directors’ use of the going concem basis of accounting in the preparation of the financial statements is
not appropriate; or

‘s the Directors have not disclosed in the financial statements any identified material uncertainties that may
cast significant doubt about the Company’s ability to continue to adopt the going concern basis of accounting
for a period of at least twelve months from the date when the financial statements are authorised for issue.

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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Independent Auditor's Report to the Shareholders of Methodist Chapel Aid Limited

-(continued)

Year Ended 31 December 2019

" Key Audit Matter

-‘How Our Audit Responded to the Key Audit:Matter

Property Loan Provisioning

At 31 December 2019 the property oan book
| totalled £7.86m €2018: £6.27m) as shown in
note 13 of the financial statements. No
:provision has ‘been recorded against these
Joans.

is-a'highly subjective and judgemental area
and there :is'xregul,atory- sérutiny with respect
toprovisioning levels. Note 2 to the financial
statements (accountmg :policies) discloses
the provisionspolicy. The foan 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.

{ncrease in concentration risk due to fewer,
‘but-individually Jarger, loans,

We have ddentified property loan
provisioning as one of the most significant
| assessed risks of material misstatement. On
this basis we have identified this as a key
-auditmatter and-this s unchanged from the
Jprevious-year.

The determination of impairment provisions |

The Company has expanded its loan dending
criteria in recent years and ‘has seen an

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

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 Joan Jendmg -and-security taking policy and
found the procedures in place were operating effectively.

We understood ‘and evaluated ‘management’s criteria for
determining whether an impainnent event had occurred and
therefore whether there was. a requirement to calculate an
impairment provision. ‘Each Joan was considered for
impairment dindividually. No Joans were identified as
{mpaired at the balance sheet date for whichthe Company did
nothave satisfactory security.

‘We reviewed all loans outside the repayment terms at the
-balanée sheet date for recoverability. These are disclosed in
note 18 of the financial statements. Addxtlonally, we
specifically reviewed each extended loan for indicators of
dmpairment. No loans were identified as impaired at the
‘balance sheet date for which the Company did not have
satisfactory security:

Based: on the procedures ;performed-and evidence obtained, we
found: management's -assumptions to ‘be reasonable -and did not
ddentify any issues of misstatements that require reporting to the
Audit-endRisk Committee.

Our Application of Materiality and -an Overview of the Scope of the Audit _

‘Our sudit work {s‘based ‘upon -an assessment of materiality to identify misstatements contained in the financial
statements considered fundamental to the readér. 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 account 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

The materiality for the financial statements as a whole forthe year ended 31 December 2019 was £318,000 (2018:
£296,000) determined with reference to the average of the following benchmarks:

o 2.5% oftumover

® 5% of operating surplus
e 4% ofnetassets

@ 2% of gross assets

The benchmarks above are considered to be the most appropriate for the calculation .of materiality given the
difference in-quantum between the assets and-liabilities when compared to the income and expenditure.

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 Menibers’ remuneration and:relatedparty transactions.
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Year Ended 31 December 2019

We determined the threshold at which we will communicate misstatements to the Audit and Risk Committee to
be £15,000.

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 sudit procedures performed was determined by our risk assessment
and was communicated to the Audit and Risk Committee through our audit plan.

Other Information

The other information comprises the information included in the annual report, other than the financial statements
and our suditor’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 etherwise appesrs 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.

Opinfons 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 refation 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 sccounting records and returns; or
e  certain disclosures of Directors’ remuneration specified by law are not made; or

e we have notreceived 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
s 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

We identified areas of laws and regulations that could reasonably be expected to have a material effect on the
financial statements from our sector experience and through discussion with the Directors end other management
(as required by auditing standards).

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

We did not identify any such irregularities however as with any audit, there remained a higher risk of non-detection
of irregularities, as these may involve collusion, forgery, intentional omisstons, misrepresentations, or the override
of intemnal 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 ten 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 eonducting our audit.
in addition to audit services, we provide the following assurance services to the Company:-

e assistance with the preparation of the financial statements from management accounting records; and

e assistance with submission of the eorporation tax return following approval of the accounts.

Our audit opinion is consistent with the additional report to the Audit and Risk Committee.
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Independent Auditor's Report to the Shareholders of Methodist Chapel Aid Limited
‘(continued)

Year Ended 31 December 2019

Use of Our Report A

This report is:made solely to the Company’s members, as-abody, in accordance with Chapter 3 of Part 16 of the
‘Companies Act 2006. Our audit work has' ‘been iindertaken so that we might state to the Company's members those
anatters we are required to state to them in -an auditor’s feport and for no other purpose. To the fullest extent
‘permitted by law, we do not accept or assume: nesponsiblltty 10- anyone otherthan the Company and the Company's
:members as & body, for-our audit work for this report, or forthe opinions we have formed.

qu ~ Q/\ ; A LN V)

-Suzanne Lomax BA FCA (Senior Statutory Auditor)

For-and on behalf of

Beever-and Struthers

Chartered Accountant & Statutory Auditor
‘St. George's House

215 + 219 Chester Road'

Manchester

MIS4JE

18 March 2020
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Methodist Chapel Aid Limited
Statement of Income and Retained Earnings

Year Ended 31 December 2019

The notes on pages 26 to 41 form part of these financial: statements.

«23.

Note 2019 2018
£ £
Interest receivable - onJoans 3 216,819 188,593
Interestreceivable - on debt securities 3 321,383 322,478
Interestteceivable - on National Savings-and bank deposits 3 71,244 57,941
Interest payable - to depositors- (229,881) (206,421)
{Interest.payable - amortisation of debt securities 12 (69,882) 61,467)
Pividend-income from equity shares 3 259,323 261,860
Investment.gains on debt securities 4,366 37,062
‘Fees and commissions payable to Investment Manager (43,816) 51,541
Other operating income: 4 5,692 3,666
Administrative expenses - staff costs 7&8 €198,443) €191,928)
Administrative expenses - other (162,438) (159,701)
Pepreciation 11 (17,132) (18,651)
QOperating surplus 5 157,235 181,891
{Fair value adjustment toinvestments 12 1,402,028 £754,426)
Surplus/(Deficit) on ordinary activities before taxation 1,559,263 (572,535)
Tax on surplus/(deficit) on ordinary activities 9 {259,537) 143,868
Surplus/(Deficit) for the financial year and total 1,299,726 (428,667)
comprehensive income a
Dividends-paid and-payable 10 (1,041) (1,018)
Retained earnings at the start of the year 11,567,564 11,997,249
Retalned earnings at the end of the year | £12:866249  £11,567,564
Allthe activities of the Company are from continuing operations.



Methodist Chapel Aid Limited
Statement of Financial Position

31 December 2019

2019 2018
‘Note £ £

Assets
Tangible fixed-assets 11 22,084 32,058
Investments 12 16,539,540 15,218,614
Cash and'bank balances 10,947,148 10,984,433

Loans-and advancésto customers 13 7,888,087 6,315,264

Prepayments, accrued-income-and-other assets 13 110,945 93,275

Investments heldifor short term purposes 14 862,056 892,171

Total Assets -

Liabilities
Customer Accounts 15 23,169,408 21,897,604

‘Other Liabilities 15 75,034 64,494

“Total Liabilities 28244442

Provisions
Taxation including deferred-tax 16 257,972 4,956

Net Assets 12,867,446

‘Shareholders' Funds

‘Called-up equity share capital 19 1,197 1,397
Reserves 12,866,249 14,567,564

Peter Mills - Director

Companyvreglstmnonnumbcr' 30546
The notes on.pages 26 to 41 form part of these financial statements.
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‘Statement of Cash Flows

Year Ended 31 December 2019

Cash flows from operating activities
Surplus/(Deficit) for the financial year

Adjustments for:

Depreciation of tangible assets

Amortisation of investments

Fair value adjustment to investments

Tax on surplus/(deficit) on erdinary activities
Accrued-income/expenses

Changes-in:

Trade and other debtors
Trade and other creditors
Loans advanced 10 .customers
‘Customer accounts

Cash-absorbed by operations
Tax-paid '

Net cash used-in operating activities
Cash flows from investing activities
‘Purchase of tangible assets

‘Purchase of investments

‘Proceeds from sale of investments
Net cash-from investing-activities-
Cash flows from financing activities
Dividends paid

Net cash-used in financing activities

Net decrease in cash and eash equivalents.

Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

Consisting of
Short term liquid investments:

Cash and cash equivalents at end of year

2019
£

1,299,726

17,132
69,882
(1,402,028)
' 259,537
4,021

(17,540)
as2)
(1,572,823)
. 1,271,804

2018
£

(428,667)

18,651
61,467
754,426
(143;868)

6,448

4,806
1,229

552,819

T @o4)

T @77,032)

@s3u)

_ (70421)

303,376)

(7,158) (280)
(1,963,524)  (2,818,014)
1974744 2,996,313
4062 178,019
@1,041) €1,018)
(1,041) 1,018)
(67,400)  (126,375)
11,876,604 12,002,979
11809204 11,876,604

10,947,148
_ 862,056

10,984,433

. 892,171

" 11,809204

L8T6608

Thenotes on pages 26-to 41 form part of these financisl statements:
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Methodist Chapel Aid Limited
Notes to the Financial Statements
Year Ended 31 December 2019

General Information

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

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

Accounting Policies
Statement of Compliance

These financial statements have been prepared in compliance with United Kingdom Gcnerally 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 specisl 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 entity.
Golng 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 eredit risk
are referved 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 eutlook.

Based on & rolling 5-year plan which has been approved by the Board and after making enquiries, the
Directors consider thiere to be-a reasonable expectation that the Company has adequate resources to centinue
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.

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.
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Methodist Chapel Aid Limited
Notes to the Financial Statements (consinued
Year Ended 31 December 201Y
Accounting Policies (continued)
Judgements-and Key Sources of Estimation Uncertainty (continued)

Key sources of estimation uncertalnty

Accounting estimates and assumptions are made conceming 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:

» 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 loanis not-fully recoverable. An impairment provision of £nil (2018: £nil) wasrecognised
in respect of property loens totalling £7,860,512 (2018: £6,267,194) of which £1,039,071 (2018:
£477,458) arc unsecured. Note 18 contains further details of the impairment consideration.

Car Loans: A general provision is made against those unsecured advances which have not been
specifically identified as démpaired, but where the Company’s experience and the general economic
climate indicate that losses may ultimately be realised. A general provision of £707 (2018: £1,232) has
‘been recognised in respect of car loans totalling £28,282 (2018: £49,302).

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.

Interest recelvable

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 inline with-the terms of the accounts
and is recognised in the statement of income and retained eamings on an accruals basis.

Other income and expenses
Other income and expenses are recognised on an-accruals basis.
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Methodist Chapel Aid Limited
Notes to the Financial Statements (continued)

Year Ended 31 December 2019

Accounting Policies (continued)

Income Tax

The taxation expense represents the aggregate amount of current and deferred tax recognised in the reporting

period: Tax is recogmsed inincome-or expendlture except to the extent that it relates to items recognised in:
other comprehenswe 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 s measured at the

amounts of tax expected to pay or recover-using the tax rates and laws that have been enacted or substantively
cenacted at the reporting date.

Deferred tax is recognisedin respect of alltiming 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 4s:measured-using the
tax-rates and Jaws that have been enacted or substantively enacted by the reporting date that are expected to

apply-to the reversal of the timing dlﬁ'erencc.

Operating Leases

LLease payments are recognised as-an expense over the lease term on-a straight-line basis. The aggregate
‘benefit of lease incentives:is recognised as areduction to expense over the Tease tetm, on a straight-line basis.

Tangible Assets

Tangible -assets are initially recorded at cost, and subseguently stated -at cost less -any accumulated:
depreciation and-impairment losses.

Depreciation

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

Leasehold improvements - Overtheremaining life of the lease
Office equipment - Syears straightline

‘Computer equipment - 3to5 years straightdine
Investments

Government and :corporate bonds with a fixed rate of return-are treated as basic financial instruments and:

amortised-using the effective dnterest rate method.

Equity investments are treated as other financial-instruments:

Corporate bonds with & variable return not linked to @ single observable rate and-asset backed bonds are

treated as other financial-instruments.

Impalirment of Fixed Assets

A review for indicators of impairment ds carried:out at each reporting date, with the recoverable amount

being estimated where such indicators exist. Where the cafrying value exceeds the recoverable amount, the
asset s impaired-accordingly. Prior impairments -are also reviewed for possible reversal at each-reporting
‘date.
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Methodist Chapel Aid Limited
Notes to the Financial Statements (consinued)
Year Ended 31 December 2019
Accounting Policles (continxed)

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 vahie 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 &s a finance cost in income or expenditure in the period it arises.

A specific provision is included for annual leave sccrued 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 fnitially 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.

-29.



Methodist Chapel Aid Limited
Notes to the Financial Statements. (continued)
Year Ended 31 December 2019
Accounting Policles (continued)
Cash and Cash Equivalents

Cash-and cash equivalents comprise ¢ash and demand deposits-with banks together with short term ‘highly
liquid-investmentsthat are: readlly convertible to known.amounts of cash and iinsignificant risk of change in
value.

Income

ncome arises from interest receivable on customer loans-and-interest and dividends eamed 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 whelly undertaken in the
United Kingdorn.

Other Operating Income
2019 2018
. £ £
Loan-edministration fees received and sundry-income 5,692 3,666
Operating Surplus
Operating surplus is stated after charging / (crediting):
2019 2018
& £
Depreciation of'tangible assets 17,132 18,651
Amortisation of investments 69,882 61,467
Release of bad debt: provisnon {car loans) (525) (785)-
Operating lease costs - land and ‘buildings 6,242 7,250
Operating lease costs - other equipment 3,861 1 196
Auditor’s Remuneration
2019 2018
£ £
Fees payable for the audit of the financial statements 18,000 1/7,.4640
Fees payable to the Company’s-auditer andiits associates for other services:: o
‘Other non-audit services 3,120 3,700
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Methodist Chapel Aid Limited
Notes to the Financial Statements (continued)
Year Ended 31 December 2019
‘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:

2019 20k
No No
Administrative staff 2 2
‘Management staff 1 1
3 3
The aggregate payroll costs incurred during the year, relating to the above, were:
2019 2018
£ £
‘Wages-and salaries 80,935 77,889
Social security costs 6,654 6,788
87,589 84,677
Directors’ Remuneration
The Directors’ aggregate remuneration-in respect of qualifying services was: ,
2019 2018
£ £
Remuneration 102,657 99,152
Social security costs 8,197 8,099
‘Expenses 7,625 5,790

118479 113,041

The above aggregate remuneration includes the Company’s one executive Director (2018: 1) and eight non-
executive Directors (2018: 8). The non-executive Directors are not involved in the daily management or
operations of the Company.

Tax on Surplus/(Deficit) on Ordinary Activities

‘Major components of tax expense

2019 2018
£ £
Current tax: )
‘UK current tax expense 4,899 (1:622)
-Adjustments in respect of prior.periods 1,622 ' 519
Total current tax - 6521 (1,103)
Deferred tax:
‘Origination and reversal of timing differences (253016 (142,765)
Tax expense/(income) on surplus/(deficit) on ordinary activities 259,537 (143,868)
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Methodist Chapel Aid Limited
Notes to the Financial Statements (ortnsed)
Year Ended 31 December 201Y
Tax or Surplus/(Deficit) on Ordinary Activities (contined

Reconciliation of tax expense/(income)

The tax assessed on the surplus on ordinary activities for the year is the same as (2018: same as) the standard

rate of corporation tax in the UK of 19% (2018: 19%).

2019 2018
£ £
Surplus/(Deficit) on ordinary activities before taxation 1,559,263 (572,535)
Surplus/(Deficit) on ordinary activities by rate of tax 296,260 (1 08,782)
Rems not allowable for tax purposes 1,642 2,758
Exempt dividend income (49,271) (49,753)
Non-chargesble investment gains - €29,048)
Unrealised ron-chargeable investment loss/(gains) 9,284 40,438
Adjustments to tax charge in respect of previous periods 1,622 519
‘Margina! reliefeffect of reduced rates of tax - -
Tax expense/(income) on surplus/(deficit) on ordinary sctivities 259,537 (143,868)
Dividends

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

2019 2018
£ £
Ordinary A shares at 21.75p (2018: 21.25p) 893 873
Ordinary B thares st £8.70(2018: £3.50) 148 145
1,041 1,018
Dividends proposed after the year end and not recognised as ailiability:
2019 2018
£ £
Ordinary A skares at 22.10p (2018: 21.75p) 908 293
Ordinary B shares at £8.84 (2018: £8.70) 150 148
1,058 1,041
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12.

Tangible Assets

Cost

At ¥ January 2019
Additions:

Disposals

At 31 December 2019

Depreciation

At 1 January 2019
Charge for the year
‘Disposals

At 31 December 2019

Net:book value
At 31 December 2019

At 3} December 2018

Investments

Cost

At 1 January 2019
Additions

Disposals

‘Fair value adjustment

At 31 December 2019

Amortisation

At ] January 2019
‘Charge for year
Disposa]s

At 31 December 2019

Net'book value
At 31 December 2019

At 31 December 2018

Methodist Chapel Aid Limited

Notes to the Financial Statements (continued)

Year Ended 31 December 2019

Leasehold
improvements

27,857

27,857

27,857

233

Office Computer
equipment equipment Total
' £
13,799 91,956 133,612
7,158 71,158
G697 €10263)  (13,960)
10,102 88,851 126,810
12,881 60,816 101,554
307 16,825 17,132
@697 (10263)  (13,960)
9,491 67,378 104,726
_su 21473 22,084
918 31,140 32,058

Pebt-and fixed

income Equity
securities:  {nvestments Total
£ £ £
8239,436 7,260,746 15,500,182
1,079,883 883,641 1,963,524
€955220)  €1,058,386)  (2,013,606)
119,233 1,282,795 1,402,028
8483,332 8368796 16,852,128
281,568 4 281,568
69,882 69,882
(38,862) (38,862)
312,588 = 312,588
8,170,144 8368796 16,539,540
7957,868 7,260,746 15,218,614
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Methodist Chapel Aid Limited
Notes to the Financial Statements (continued)
Year kKnded 31 December 2019
Investments {continued) |

The investments-held at amortised cost have a market value of £5,900,990 (2018: £5,720,780) (including
interest-accrued-of £34;686(2018; £32,953)).

The investments held-at fair value have-a historical cost of £8,953,456:(2018:; £9,142,473).

1f the above investments were realised at the date of the statement of financial posmon, @ corporation tax
liability would arise on gains/losses:made in the region of £255;000/(2018: £nil)-assuming atax rate of 19%
€2018: 19%):

‘Debtors

‘Loans and-advances to customers

2019 2018
£ £
‘Loans-and advancesto customers 7,888,087 6,315,264
At 31 Dec Released/ At 31 Dec
2018 Advanced id (provided) 2019
£ £ £ £
-Propcrty’loans secured 5,789,736 2 707 296 = 6 821,441
] f s - unsecured ~A77.458 142,725 PR 1,039,071
3Property Joans - total 6 267,194 3 850; 021 2 7,860,512
€arlloans - unsecured: __49.302 8,500 e .28.282
, 6,31¢ 3,858,521 = 7.888,794
Provision for'bad debts o =, . 528
525

Of the unsecured property loans shown above, £370,000 (2018: £nil).relate to short-term bridging loans for
the;purchase of clergy housmg In such casesa solicitor’s undertaking has been obtainedto.repay the proceeds
of the house sale to the Company up to the amount of the loan outstanding.

-Analysis- of maturity-of loans.and advancesto customers

The maturity of advancesto customers-from the:balance sheet date is-as follows:;

2019 2018
£ £
Due within 3-months 488,356 8,880
In-more than 3-months butnotmore than 1 year 588968 1,190,672
Inmore than 1 year butnot more thian S years 1,827,551 el 796; 008
Iivinoere than 5 years 4,983,919

Less provision.for bad debts an ' @23)
TASBON 6315264

Term loans above £60,000 are secured by way of a de¢laration: from the trustees as well as adegal charge

{unless agreed otherwise by the Board) and‘loans up to £60,000 by way of a declaration-from the trustées of
the chureh. Forbridging Toans for manse purchases-a solicitor’s undertaking is obtained-torepay the proceeds

of the house sale to the Company-upto the amount of-the loan outstariding.
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Methodist Chapel Aid Limited
Notes to the Financial Statements (continued)
Year Ended 31 December 2019

Debtors (continued)

Prepayments, accrued income and other assets
Prepayments-and accrued income

Investments held for short term purposes

‘Funds held short-term by Sarasin & Partners LLP forinvestment
Liabilities

Customer Accounts

Customer-accounts

Amounts standing to-the credit of depositors:

At ] January 2019
Received
Witlidrawn

At 31 December 2019

Analysis of maturity of customer accounts

2019 2018

£ £

110,945 93215
2019 2018

! y
862,056 892, 71
2019 2018

£ £
23,160,408 21,897,604
2019 2018

£ P’
21,897,604 21,344,785
3416330 2,844,737
(2,144,526) . (2,291,918)
23,169,408 21,897,604

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

In one year or less or repayable on demand
Inanore tlian one yearbut not:more than two years
In-more than-two years

Other Liabilities

Corporation tax
Other taxation.and'social:security
Accruals and deferred:income

<35~

2019 2018

' £
19,730,703 18,535,061
869,061 803,463
2,569,644 2,559,080

16408

21,897,604

2019
£
4,899
6,347

63,788

2018
£

6479
58,015
64.494.




Methodist Chapel Aid Limited
Notes to the Financial Statements.¢continued)
Year Ended 31 December 2019

16. Deferred Tax

The deferred tax included inthe statement of financial:position is as follows: -
2019 2018
: £ £
Included in provisions ¢(note 17) 257,972 4,956

£ ¥ e —

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

2019 2018

£ £

Excess of taxation-allowances over depreciation of fixed assets 3,500 4,956
Provision for fair valie adjustments-to-investments 254,472 2

57912

495

e

17. Provisions
Deferred tax
(note 16)
3

At January 2019 4,956
‘Charge against provision: 253,016

o

At 31 December 2019 . 257,972

18. 'Financlnlélnstruments

The carrying amount for each category. of financial-instrument is-as-follows:
: 2019 2018
3 £
Financial assets
Financial assets measured-at fair value through income or expenditure:
- Investments 1,137,822 9,910,539,

Financial-assets that are debt instruments measured-at-amortised cost:
- Investments 5401,718 5,308,075
- Cash and'balances at central‘banks 10,947,148 10,984,433
- Cashheldiin investment portfolio 862,056 ‘892,171
- Loansand advances to customers:
- Property loans 7,860,512 6;267,194
«Carloans 27,575 48,070

Note 12 includes details of other financial assets held:at-amortised cost.

Financial liabilities
Financial‘liabilities measured-at amortised cost:
- Customerdeposit accounts (23,169,408)  (21,897,604)

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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Methodist Chapel Aid Limited
Notes to the Financial Statements (consinued)
Year Ended 31 December 2019

18. Financial Instruments (confinued)

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.c. loan repayments, investments or bank
deposits.

For each of the Company’s holdings in financial instruments, i.c. 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 £2.3 million (2018: £2.8 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, £6.8 million (2018: £5.8 million) of the Company's £7.9 million (2018: £6.3 million) property loans
were secured by legal charge (or equivalent) on church buildings or manses. In addition, for unsecured
bridging loans (2019: £0.4 million, 2018: none), 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 £0.7 million (2018: £0.5 million) are generally smaller unsecured loans.

As at 31 December 2019 the Company had one secured loan (2018: 1 loan) and one unsecured loan (2018:
none) to the same borrower which were neither past due nor impaired but for which capital repayment
extensions had been agreed. The capital balance of these loans totalled £514,097 (2018: £450,702). Following
completion of the sale of property by the borrower, £311,977 of these loans was repaid on 13 January 2020,
with the balance to be repeid from the sale of further property, with similar value, during the first quarter of
2020.

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

As at 31 December 2019 As at 31 December 2018

Balance Balance Balance Balance

overdue of loans overdue of loans

£ £ £ £

Up to 1 month overdue 69,508 1,232,081 7,618 452,702

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.

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 eredit quality of its loans and no specific impairment
provisions have been included.

The Company has never suffered any bad debts en property loans in its history and therefore no collective
impairment provision has been included in respect of these. However, a collective provision of £707 (2018:
£1,232) has been included in respect of the £28,282 (2018: £49,302) balance of unsecured car loans.

The Company has not taken possession of any collateral it holds as security for loans during 2019 (2018:
none).
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Methodist Chapel Aid Limited
Notes to the Financial Statements (continued)
Year Ended 31 December 2019
18. Financial Instruments {continued)
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’sdiquidity buffer.

The Company does 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 socictics 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
2019 was 6 months (2018: 6 months).

In eddition, the Company. invests in UK govemnment.gilts, equities and major company corporate bonds via
its Investment Manager, Sarasin & Partners ELP. The Investment Manager operates within parameters and
Jimits agreed by the Board. The corporate bonds are all sterling based and the bond portfolio is considered
‘by the Investment Manager to be Tow risk and well diversified.

As at 31 December 2019 -and at 31 December 2018 none of the treasury assets were past due or impaired.
Liquidity Risk

Liquidity risk {s the risk that the Company. is unable to meet its current and future obligations as they fall
due, oris only able to do so &t excessive cost.

The Company’s policy ds to ensure that 4t maintains 8 minimum liquidity position, consisting of barik
deposits, UK gilts and otlier teadily-realisable investments, sufficient to meet-a demand for payment of alt
retail deposits repayable within 8 days, evenunder stressed scenarios.

The maturity of the Company”s financial liabilities is shown below.

v ‘More
‘Less than 1 1-3  3:months 1t05 thans
Total ‘month (*) ‘months  to 1 year years years
£ £ £ £ £ £
At 31 December
2019
Customer deposits 23,169,408 13,398,946 8,966,999 - 803,463 -
Other liabilities . 75,034 70,135 - 4,899 - -
23,244,442 13,469,081 8,966,999 4.899 803,463 -
At 31 December
2018
Customer deposits 21,897,604 13,467,179 7,626,962 1 803,463 s
Other liabilities . 64,494 64,494 £ - - -
21,962,098  13,53F673 7,626,962 - 803463 e

€*) Child Trust Fundshave been included in the ‘Less-than 1 month’ column as they can be transferred to
oflier 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-not-occuruntil September 2020 at the earliest.
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Methodist Chapel Aid Limited
Notes to the Financial Statements (continued)
Year Ended 31 December 2019
18. Financial Instruments (confimsed)

Market Risk

Market risk is the risk that the value of|, orincome 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.

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 wherenot in the depositors’ favour.

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

The Company’s deposits placed with other financialiinstitutions are also variable rate with no fixed rate or
fixed term deposits held as at 31 December 2019 (2018: 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 In the 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.

-« 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% paratlel shift in the yield curve against the Bank’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:

2019 2018
Net present Value Sensitivity to: £'000 £'000
Positive Shift (+2%) -665 -557
Negative Shift(-2%) 822 675

The interest rate sensitivities ebove are illustrative only and are based on simplified scenarios. The figures
represent the effect on net interest income and fixed interest security values arising from a parallel fall ot rise
in the yield curve and do not take into account the effect of any further actions taken to mitigate the effect.
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18. Financial Instruments (conftmied)

A 2% rise in market rates would have 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:
2019 2018
£'000 £°000

Reduction in surplus 87 93
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:

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

¢  Provide readily realisadble assets (primarily the government gilts part of the portfolio) to enable the
Company to meet its liquidity requirements;

o  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.

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 £2.1 million
(2018: £1.8 million). The Company’s capital would decrease by the same amount but would remain well
above the regulatory minimum.

Capltal 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 Compsny is obliged to maintain regulatory capital above the €5 million base capital requirement
applicadle to banks, as this is higher than the amount calculated under the Pillar 1 plus Pillar 2A requirements.

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

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 2019 (and 2018).
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Methodist Chapel Aid Limited

Notes to the Financial Statements (continued)

Yeur Ended 31 December 2019

Called Up Share Capital
Issued, called up and fully paid
2019 2018
‘Number £ Number £
Ordinary ‘A shares of £0.25 each 4,108 1,027 4,108 1,027
Ordinary B Shares of £10 each 17 170 n 170
A5 Ll 415 197
Operating Leases
The total future minimum lease payments-under non-cancellable operating leases are as follows:
: 2019 2018
£ £
Notlater than I year ' 3,182 1,714
Later than 1 year and not later than 5 years 10,139 2,440
Later than 5 years ” 277 e
13,508 4154
Related Party Transactions

Alan Pimlott (Director) is a member of the Board of the Trustees for Methodist Church Purposes. Anne
Goodman (Director):is the Chief Executive of the Tiustees for Methodist Church Purposes. The Trustees for
‘Methodist Church Purposes hold, as full trustee of the MCA Charitable Trust, 30% €2018: 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 keynanagement:peisonnelof the Company and-theéir remuneration

has:been disclosed in.note 8.

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 Cenference.

Controlling Party

The Company was under the control of the Board of Directors throughout the current year and the ,previbﬁs
year. ‘
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