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Methodist Insurance PLC specialises in the insurance of properties belonging to the Methodist Church and 1ts associated
orgamisations and 1s broadening 1ts base to serve a wider public

The company aims to provide a first class service to all clients, to satisfy their needs and expectations and to deal promptly
and responsibly with their claims

As part of its Christian witness, the company's investment portfolio 1s construcied on a basis consistent with the moral stance
and teachings of the Methodist Church
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Methodist Insurance PLC

Directors’' Report

The directors present their annual report and financial statements for the year ended 31 December 2009

Chairman's review of business operations

Our company has produced good results this last year Whilst we may compare these financial numbers with the previous
year we must not forget that our 2008 results were considerably influenced by the crisis that almost destroyed the stability of
the financial world At the concluston of 2009 we continued to maintam a strong capital base, over and above the FSA
regulatory requirements

This year has been busy new premises, a conversion exercise for all policy records and a new management team to lead us to
achieve our goals

Our general insurance income has progressed steadily with total written premium moving forward 4 3% on the previous year
to £11,053.995 (2008 £10,590,820) This 1s predominantly from organic growth in each segment of our core business but
does include major new business acquisitions from Methodist Homes for the Aged and Methodist Intemational Centre 2010
will provide us with an opportunity to promote our recently developed Community and Charity Shield products

A complete change 1n the previous year's pattern of claims inciderits has driven a favourable result 1n our claims experience
Reduced numbers and costs are almost half the levels of 2008, however our policyholders in Cumbria were not able to escape
the damage and destruction recorded 1n the November floods Our total hability approached £230,000 and included
constderable damage and disruption to Kirby-in-Furness and Keswick churches In response to the Methodist Church Cumbria
Appeal our company sent a gift of £5,000 to support those who were unable to recover from any insurer

The exposurc to theft of metal claims appears to have abated for the moment, we recorded only 30% of 2008 levels at a cost
of £150,000

The underwrniting result from our insurance operations shows a welcome turn around from the previous year to record a profit
of £324,178 (2008 £332.719 loss)

During this last year a considerable investment of tune and money was allocated to carry out an extensive project to convert
all our 13,000 policy records on to a new computer system This has taken twelve months to achieve but 1s now completed on
time This will provide us with a safer more robust operationat tool to speed our handhing of customers’ needs Many thanks
must go to all those staff invelved in such an exercise

In the summer we successfully moved our office location to Lincoln House Manchester We were privileged to welcome
Revd David Gambte, President of the Methodist Conference, to perform the official opening

In today’s chimate any company must mamntain close scrutiny of the costs of its operation This year we have achieved a 16 9%
reduction on previous year in our gross expense ratio to premium, from 25 2% to 20 9%

In 2009 there was a positive return on investments of £2,580,139 (2008 a loss of £2,443,137) This profit ts made up of
income on investments and cash of £449,813, investment expenses of £49,487 and a profit on valuation of £2,179,813 (2008
aloss of £3,517,367) At the year end the company’s financal investments were valued at £16,078,311 (2008 £13,649,257)

In 2009, UK interest rates were kept low throughout the year and monetary policy continued to be drastically eased Thesc
measures were adopted 1n response to the financial shocks 1n 2008, which involved the rescue by the UK Government of a
number of UK Banks, and 1n a bid to avert or, at least, moderate economic recession

The availability of abundant and cheap money encouraged investment 1n real assets and a measure of confidence returned to
equity markets worldwide after the falls of the previous year The UK equity market all-share index rose in value by 25%,
while the UK gilt index fell by 5% These movements were the reverse of what had happened 1n 2008

Our investment policy had been to remain fully invested in equities, while retaining a prudent proportion of the portfolio 1n
UK gilts, amply sufficient in itself to meet our capital adequacy requirements

in 2009 the total return on the company’s fixed interest and index-linked siocks was 6 3%, well above the benchmark index
total return of -1 2%, reflecting the relatively large holdings of long dated index linked stocks The company s equities
produced a positive return of 35 6%, comfortably above the benchmark index total return of 30 1% This outperformance
largely made up for the previous year’s underperformance

Our company has therefore recorded an operating profit on ordinary activities before grants and tax of £2,909,317 (2008
£2,775,856 loss)
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Directors' Report

The Board of Directors propose to maintain the current level of charitable grants to the Methodist Church and organisations at
£550,000 (2008 £550,000)

We have maintained the Admnistratton and Retnsurance Agreements with Ecclesiastical Insurance Office plc and continue to
develop a close alignment between the two compamies Towards the end of the year new management teams were appointed
We wish Michael Angell, Business Relationships, and Julie Molloy, Insurance Operations, every success We also wish to
acknowledge the considerable contribution from Paul Rowley

Our service to our customers remains paramount During the year an in-depth Customer Satisfaction Survey was conducted,
the results of which have provided essenuial information on how our company 1s performing through the eyes of our
policyholders An overview from the analysis of respenses from both church ( 99%) and personal { 96%) questionnaires rated
our overall service as “good” or *very good”

We have had a challenging yet successful year and much credit must go to all the stafT based in Manchester and Gloucester
We welcomed two new directors, Anne Bolton and David Crompton whose wide ranging expenence and expertise will bring
added strength to our Board

This will be my final review as Chairman as | plan to retire at our next AGM 1n May It has been a great privilege to have
served on this Board for the past thirteen years, 1 shall miss the friendship and suppert both staff and directors have always
shown and shared with me

1 am very pleased 1o advisc that David Walion has indicated his willingness to serve as your Chairman supported by Andrew
Gibbs as Deputy | have every confidence that our company will continue 1o serve our policvholders, the Methodist Church
and the wider community with the highest levels of service which they have come to expect from Methodist Insurance

hristopher I’ ck
hairman on behalf of the Directors

o
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Directors' Report

Prmcipal activity
The principal activity of the company ts the transaction of general insurance business

Methodist Insurance PLC 1s a public limited company mncorporated and domiciled in the United Kingdom, authorised and
regulated by the Financial Services Authority

Review of the business and future developments

A review of the performance and position of the company 1s given in the chairman's review of business operations at the
beginning of thus report along with the key performance mdicators of the business The directors consider that the company s
well placed to perform satisfactorily in the future

The principal nisks and uncertainties, together with details of the financial nsk management objectives and policies of the
company are disclosed in notes 3 and 4 to the financial statements

The company reinsures all of its current business except for terrorism cover with Ecclesiastical Insurance Office ple, who also
provide administrative services within a profit share arrangement As such 1ts financial nisks are ultimately borne by the
Ecclesiastical group, which has considerable financial resources and, as a consequence, the directors believe the group 15 well
placed to manage such risks in the foreseeable future, despite the current uncertain economic outlook The directors also
consider they have provided adequately for risks not rewnsured with Ecclesiastical lnsurance Office ple and, as such, they
continue to adopt the going concern basis in preparing the annual report and accounts

Results and dividends
There was a retained profit for the year of £2,478,943 (2008 £3,094,412 loss)

The directors recommend the payment of dividends on the amounts paid up on the company's ordinary shares, for the year
ended 31 December 2009, absorbing the sum of £187 (2008 £187) This equates to a dividend of 1p per share (2008 1p per
share)

Charitable and pohtical grants
Charitable grants during the year amounted to £555,000 (2008 £550,000) The company did not make any contrtbutions for
political purposes (2008 £n11)

Director s
The directors of the company at the date of this report are stated on page 2

Mr CH Boothman, Mr JM Hamiton and Mr M H Tripp retite by rotation and, being eligtble, offer themselves for re-
election

Mr CF Nock will retire as Chairman and a director at the annual general meeting on 26 May 2010 The directors wish to
convey their gratitude to um for his contnibution to the board Mr D § Walton will succeed Mr Nock as Chasrman with effect
from the annual general meeting

Mrs A Bolton was appointed to the board on 20 March 2009 and Mr D M Crompton was appointed to the board on 19
November 2009 In accordance with the articles of association, they will retire at the forthcoming annual general meeting and,
being eligible, offer themselves for election

The company has made qualifying third party indemnity provisions for the benefit of its directors which were 1n place
throughout the year and remain in force at the date of this report

Policy on payment of creditors

It 1s company policy to settle all debts with its creditors on a timely basis, taking account of the credit period given by each
supplier The company has not adopted any particular external code Under the terms of a Jont Administration Agreement,
referred to 1n note 27, most of the company's creditots are payable by Ecclesiastical Insurance Office plc The company had no
trade creditor balance at 31 December 2009 (2008 £ml)
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Statement of directors' responsibihities
The directors are responsible for prepaning the Annual Report and the financial statements m accordance with applhicable law
and regulations

Company law requires the directors to prepare financial statements for each financial year Under that law the directors have
clected to prepare the financial statements n accordance with International Financial Reporting Standards (IFRSs) as adopted
by the Luropean Umon Under company law the directors must not approve the financial statements unless they are sausfied
that they give a true and fair view of the state of affairs of the company and of the profit or loss of the company for that
period In preparing these financial statements, International Accounting Standard 1 requires that directors

- properly select and apply accounting policies,

- present imformation, including accounting policies, 1n a manner that provides relevant, rehiable, comparable and

understandable information,

- provide additional disclosures when comphance with the specific requirements in [FRSs are insufficient to ¢nable
users to understand the impact of particular transactions, other events and condiions on the entity's financial
position and financial performance, and

- make an assessment of the company's ability to centinue as a going concern

I'he directors are responsible for keeping adequate accounting records that are sufficient to show and explain the company’s
transactions and disclose with reasonable accuracy at any time the financial posiion of the company and enable them to
ensure that the financial statements comply with the Companies Act 2006 They are also responsible for safeguarding the
assets of the company and hence for taking reasonable steps for the prevention and detection of fraud and other irregulanties

Auditer and the disclosure of iInformation to auditors

So far as each person who was a director at the date of approving this repert 1s aware, there 1s no relevant audit information,
bemng information needed by the auditor 1n connection with preparing iuts report, of which the auditor 1s unaware Having
made enquirtes of fellow directors and the company's auditor, each director has taken all the steps that he ought to have taken
as a director n order to make himself aware of any relevant audit information and to establish that the aud:tor 1s aware of that
mformation This confirmation 1s given and should be interpreted 1n accordance with Section 418 of the Companies Act 2006

In accordance with Section 489 of the Companies Act 2006, a resolution proposing that KPMG Audit PLC be re-appointed as
auditors of the company will be put to the annual general mectng

By order of the board

2 //{GLM

Mrs R J Hall
Secretary
17 March 2010
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Independent Auditors' Report

Independent anditors’ report to the members of Methodsst Insurance PLC

We have audited the financial statements of Methodist Insurance PLC for the vear ended 31 December 2009 set out on pages
8 to 35 The financial reporting framework that has been applied 1n their preparation 15 apphicable law and International
Financial Reporting Standards (IFRSs) as adopted by the Curopean Union

This report 1s made solely to the company's members, as a body, 1n accordance with Chapter 3 Part 16 of the Companies Act
2006 Our audit work has been undertaken so that we might state to the company's members those matters we arc requircd to
state to them 1n an auditors' report and for no other purpose To the fullest extent permitted by law. we do not accept or
assume responsibility to anyone other than the company and the company's members, as a body, for our audit work, for this
report, or for the opimions we have formed

Respective responsihilities of directors and auditors

As explained more fuily in the Statement of Directors' Responsibilities set out on page 6, the directors are responsible for the
preparatton of the financial statements and for being sausfied that they give a true and fair view Our responsibility 1s to audit
the financial statements m accordance with applicable law and International Standards on Auditing (UK and Ireland) Those
standards require us to comply with the Auditing Practices Board's (APB's) Ethical Standards for Auditors

Scope of the andit of the finanaial statements
A descripuon of the scope of an audit of financial statements 15 provided on the APB's web-site at
www frc org uk/apb/scope/UKNP

Opinon on financial statements
In our opimon the financial statements
- give a true and fair view of the state of the company’s affairs as a1 31 December 2009 and of its profit for the year
then ended,
- have been properly prepared 1n accordance with IFRSs as adopted by the European Union, and
- have been prepared in accordance with the requurements of the Companies Act 2006

Opuion on other matters prescribed by the Companies Act 2006
In our opimon the informaton given n the Directors’ Report for the financial year for which the financial statements are
prepared s consistent with the financial statements

Matters on which we are required to report by exception
We have nothing to report in respect of the following matters where the Compantes Act 2006 requires us to report to you if m
our opinion

- adegquate accounting records have not been kept by the parent company, or returns adequate for our audit have not

been received from branches not visited by us, or

- the financial statements are not 1n agreement with the accounting records and returns, or

- certain disclosures of directors’ remuneration specified by law are not made, or

- we have not received all the information and explanations we require for our audit

Jon n HAlt (Senior Statutory Auditor)
for and on behalf of KPMG Audit PLC
Statutory Auditor

St James Square,

Manchester, M2 6DS

17 March 2010
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Income Statement

for the year ended 31 December 2009

Resenue
Gross wrilten premiums
Quiward remnsurance premiums

Net change 1n provision for unearned premiums

Net carned premuins
Commussion tncome
Net investment return

‘Fotal revenue

Expenses

Claims and change 1n insurance liabilities
Reinsurance recoveries

Commussions and other acquisition costs
Other operating and administrative expenses

Total operating expenses

Operatng profit/(loss)
Charitable grants

Profit/(loss) before income tax

Income tax recoverable

Profit/(loss) attributable to equity holders

All of the amounts above are n respect of continuing operations

The notes on pages 13 to 35 form part of these financial statements

[- =}

10
13

21

2009 2008

£ £
11,053,995 10 590,820
(11,053,995) (10,590 820)
1,637,768 173,386
2,580,139 (2,443 137)
4,217,907 (2269 751)

(2,.924,051)

(9 204,205

1,896,806 9,042 327
(147,783) (156 489)
(133,562) (187,738)
(1,308,590) (506,105)
2,909,317 (2 775 856)
{555,000) 1550,000)
2,354,317 (3,325 856)
124,626 231 444
2,478,943 (3 094,412)




Methodist Insurance PLC

Statement of Comprehensive Income

for the year ended 31 December 2009

Actuarial losses relating to pension asset
Elimination of pension fund movement
Movement on deferred tax relating to penston asset

Net expense tecognised directly in equity

Profit/(loss) for the year after income tax

Total comprehensive mcome for the year

2009 2008

£ £
(119,000) (17 000)
79,000 (28,000)
11,200 12,600
(28,800) (32 400)
2,478,943 (3094 412)
2,450,143 (3 126,812)




Methodist fnsurance PLC

Statement of Financial Position

at 31 December 2009

Assets

Financial investments

Reinsurers’ share of insurance contract provisions
Current tax recoverable

Other assels

Cash and cash equivalents

Total assets

Equity
Share capital
Retained earnngs

Total shareholders’ equity

Laabilities

Insurance contract provisions
Deferred tax habilities

Other liabihities

Fotal habilities

Fotal shmeholders’ equity and habhlities

The financial statements of Methodist Insurance PLC, company registration number 6369, on pages 8 to 35 were approved by
the board of directors on 17 March 2010 and signed

their behalf by

Notes

17
22

18
19

20
21

22
23
24

C F Nock Chairman

/

-10-

2009 2008

£ £
16,078,311 13 649,257
20,980,769 23,677,750
9,905 8.331
1,643,317 1.288,295
4,181,701 4 948,885
42,394,003 43,572 518
112,500 112,500
13,315,388 10,865 432
13,427,888 10 977 932
26,879,418 28,697.181
377,191 514,028
2,209,506 31383,377
29,466,115 32,594,586
42,894,003 43,572 518
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Statement of Changes in Equity

tor the year ended 31 Decemnber 2009

Opening shareholders' equity
Total comprehensive income for the year
Dividends payable

Closing shareholders' equity

-11-

2009 2008

£ f,
10,977,932 14104 931

2,450,143 {31126 812)

(187) (187)
13,427,888 10977 932




Methodist Insurance PLC

Statement of Cash Flows

for the year ended 31 December 2009

Profits/(loss) before tax
ddjustments for

Net fair value (gains)/losses on financial investments

Income from investments

Changes 1 operating assets and habilies

Net (decrease)/increase n insurance contract provisions

Net decrease/(increase) 1n reinsurers' share of contract provisions

Net (1ncrease)/decrease 1n other assets
Net (decrease)/increase in other liabihties
Cash used by operations

hvidends received
Interest recerved
Income tax (paid)/recetved

Net cash (used by)/from operating activities
Cash flows from mvesting activities

Sales of financial investments
Purchases of financial investments

Net cash used by investing activities

Cash flows from financing activities
Dividends paid to company's shareholders

Net cash used by financing activities

Net decrease in cash and cash equivalents
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

-12-

2009 2008
£ £
2,354,317 (3 325,856)
(2,179,813) 3,517.367
(542,836) (835,530)
(1,817,763) 4043301
2,696,981 {4.563,349)
(397,909) 198 950
(1,173,871) 772 637
(1,060,894) (192,480)
207,826 296,594
337,897 560,538
(2,585) 58 062
(517,756) 722 714
3,505,159 6471979
(3,754,400) (7 424,875)
(249,241) {952 896)
(187) (187)
(187) (187)
(767,184) (230 369)
4,948,885 5 179,254
4,181,701 4,948 885
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Notes to the Financial Statements

I Accounting pohicies

The principal accounting policies adopted tn preparing the company's International Financial Reporting Standards (IFRS)
financial statements are set out below

Basis of preparation

The company has elected to prepare its financial statements in accordance with International Financial Reporting Standards as
1ssued by the International Accounting Standards Board and endorsed by the European Commussion {'EC") The financial
statements have been prepared on the historical cost basis, except for the revaluation of financial assets designated at fair
value through the income statement

In accordance with IFRS 4, frasurance Contracts, the company has applied existing accounting practices for insurance
contracts, modified as appropriate to comply with the IFRS framework and applicable standards

In the current year the company has adopied 1AS | (revised), Presentation of Fmancial Statements The revised 1AS 1}
renames the primary financial statements and requires the inclusion of a statement of changes 1n equity as a primary statement
Amendments to IFRS 7, Financial Instruments Disclosures, also became effective during the year, resulting in the
requirement to classify farr value measurements using a fair value hierarchy to reflect the significance of the measurement
inputs IFRS 8, Operating Segments, 1AS 23 (revised), Borrowing Costs, IFRIC Interpretation 13, Customer Loyalty
Programmes , IFRIC Interpretation 15, Agreements for the Construction of Real Estate , IFRIC Interpretation 16, Hedges of a
Net [nvestment in a Foreign Operation and ITRIC Interpretation 18, Transfers of Assets from Customers all became effective
during the year The company has no transactions within the scope of these standards and interpretations, and there 15 no
impact on the company’s results

The company has not adopted early IAS 27 (revised), Consolidated and Separate MNnanctal Statements , IFRS 3 (revised),
Business Combmations (both effective from accounting periods beginning on or after 1 July 2009), IAS 24 (revised), Related
Party Disclosures (effecuive 1 January 2011) or 1FRS 9 Finaneral Instruments (effecuve 1 January 2013) 1AS 27 (revised)
and IFRS 3 (revised) are not applicable to the company's operations IFRS 9 establishes principles for the financial reporting
of financial assets, simplifying the existing IAS 39 classifications and measurement methods, and IAS 24 (revised) amends
the definition of a related party Neuther standard 15 expected to significantly impact the company In addition, 1FRS 1
(revised), First-time Adoption of International Financial Reporting Standards has been issued but 15 not effective for 2009
year ends and 1s not applicable to the company

Amendments to existing standards (Amendments to IFRS 5, IAS 32, 1AS 39) have been 1ssued but are not effective for 2009
year ends and have not been adopted carly by the company In addition, an amendment to IFRIC Interpretation 16, Hedges of
a Net [nvestment in a Foreign Operation, ITRIC Interpretation 17, Distributions of Nown-cash Assets to Owners and {FRIC
Interpretation 19, Extinguishing Financial Liabidities with Equuty Instruments have been 1ssued but are not effective for 2009
year ends These amendments and interpretations are not expected 1o impact on the company's results

Use of estimates

The preparation of financial statements requires the use of estimates and assumptions that affect the reported amounts of
assets and hiabilities, and the disclosure of contingent assets and liabilities at the date of the financial statements Although
these estimates are based on management’s best knowledge of current events and actions, actual results ultunately may differ
from those estimates

Foreign currency transkation

Foreign currency transactions are translated into the functional currency using exchange rates prevailing at the date of the
transactions Exchange gains and losses resulting from the settlement of such transactions, and from the translation of
monetary assets and liabilities denominated in foreign currencies, are recogmsed 1n the tncome statement

Product classification

Contracts under which the eompany accepts sigmficant insurance risk from another party (the policyholder) by agreeing to
compensate the policyholder or other beneficiary 1f a specified uncertain future event (the insured event) adversely affects the
policyholder, are classified as insurance contracts Contracts that do not transfer sigrificant insurance risk are classified as
investment or service contracts All contracts offered by the company meet the definition of an insurance contract

-13-



Methodist Insurance PLC

Notes to the Financial Statements

1 Accounting policies (continued)

Premium income

Premiums are shown gross of commssion paid to intermedianes and accounted for in the pertod in which the risk
commences Estmates are included for premiums not notified by the year end and provision 1s made for the anticipated lapse
of renewals not yet confirmed Those proportions of premiums written n a year which relate to periods of nisk extending
beyond the end of the year are carned forward as unearned premiums

Premiums written are shown net of insurance premium taxes Quiward remnsurance premiums are accounted for in the same
accounting period as the premiums for the related direct insurance

Fee and commission income
Fee and commussion income primarily comprises remnsurance commissions receivable and 15 recogmsed on the trade date

Net investment yeturn

Investment income consists of dividends and interest receivable for the year, realised gains and losses, unrealised gains and
losses including currency translation movements on fair value investments, less investment expenses and charges Dividends
on equity securities are recorded as revenue on the ex-dividend date, interest income 15 recognised as 1t accrues

Realised gains or losses represent the difference between the net sales proceeds and purchase price or, if previously valued,
the valuation at the last balance sheet date Unrealised gains and losses represent the difference between the valuation of
investments at the balance sheet date and their purchase price or, 1f they have been previously valued, their valuanion at the
last balance sheet date

Claims

General insurance claims incurred include all losses occurring during the year, whether reported or not, related handling
costs, a reduction lor the value of salvage and other recoveries, and any adjustments to claims outstanding from previcus
years

Irsurance contract habilities

{1) Quistanding claims provisions

General insurance outstanding claims provisions are based on the esumated ultimate cost of all claims incurred but not settled
at the balance sheet date, whether reported or not Significant delays are experienced in the notification and setilement of
certain types of general insurance claims, particularly tn respect of hability business, the ulimate cost of which cannot be
known with certainty at the balance sheet date Any estimate represents a determination within a range of possible cutcomes

Claims provisions are not discounted

() Provision for uncamed preniums

The proportion of written premiums, gross of commission payable to intermediaries, attributable to subsequent periods 1s
deferred as a provision for unearned premmums The change 1n this provision 15 taken to the mcome statement in order that
revenue 1s recognised over the period of risk

(i} Eiability adequacy

Provision for unexpired risks 1s made where 1t 15 anticipated, on the basis of information available at the balance sheet date,
that claims and administrative expenses are expected to exceed unearned premiums after taking account of fulure investment
income  Unexpired nsks are assessed separately for each class of business Surpluses and deficits are offset where business
classes are considered to be managed together

-14-
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Notes to the Financial Statements

I Acconnting pohcies (continued)

Reinsurance

The company has a reinsurance treaty with Ecclesiastical Insurance Office plc whereby all business accepted by the company
after July 1998 1s fully remnsured with Ecclesiastical Insurance Office ple with the exception of terrorism cover which 1s
remsured through Pool Re Reimnsurance premiums are accounted for at the time the business 1s wnitten by the company The
company's and the reinsurers' share of claims are recognised at the time the claims are notified or earlier by way of a provision
for claims incurred but not reported

If a reinsurance asset 1s impaired, the company reduces the carrying amount accordingly and recogruses that impairment loss
in the income statement A remnsurance asset 1s impaired 1f there 15 objective evidence that, as a result of an event occurring
after tutial recognition, the company may not recerve all the amounts due to 1t under the terms of the contract, and the impact
of the event on the amounts that the company will recewve can be reliably measured

Financial instruments
IAS 39 requires the classification of certain financial assets and lhiabilities into separate categories for which the accounting
requireriient 15 different

The classification depends on the nature and purpose of the financial assets and habilities, and is determmed at the time of
initial recognition Financial instruments are imitially measured at fair value Their subsequent measurement depends on therr
classification

- Financial instruments designated as at fair value through the income statement and available-for-sale financial
assets are subsequently carried at fair value Changes in the fair value of available-for-sale financial assets are taken
to equity, all other changes n fair value are included in the income statement 1n the period 1n which they anse

- All other financial assets and hiabilities are held at amortised cost using the effective interest method

The directors consider that the carrying value of those financial assets and liabtlities not carried at fair value in the financial
statements approximates to their fair value

Financial investments

The company classifies its quoted investments as financial assets designated at fair value through the income statement, as
these investments are managed, and their performance evaluated, on a fair value basis Investments that do not have a quoted
market price i an active market and whose value cannot be reliably measured, are ctassified as available-for-sale financial
assets

Purchases and sales of investments are recognised on the trade date, which is the date that the company commuts to purchase
or sell the assets, at therr fair value adjusted for transaction costs Investments classified at far value through the income
statement are subscquently carried at fair value, with changes in fair value included in the income statement 1n the period 1n
which they arise

The fair values of investments are based on quoted bid prices Investments for which far values cannot be measured reliably
are recogmsed at cost less impairment

Oftset of financial assets and financial habihities

Financial assets and liabilities are offset, and the net amount reported n the balance sheet, when there 1s a legally enforceable
night to offset the recogrused amounts and there 15 an intention to settle on a net basis, or realise the asset and settle the
lLiability simultaneously

Recervables arising from insurance and reinsurance contracts
Receivables ansing from insurance and rensurance contracts are mutially recognised at far value and subsequently measured
at amortised cost Interest income on receivables 1s recogntsed on the effective interest rate basis

A provision for impairment of receivables 1s established when there 13 objective evidence that the company will not be able to
collect all amounts due according to the onginal terms

Cash and cash equivalents
Cash and cash equivalents include cash in hand, deposits held at call with banks, other short term highly liquid investments
with original maturities of three months or less and bank overdrafts

-15-
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Notes to the Financial Statements

| Accounting policies (continued)

Provisions and contingent hiabilities

Provisions are recognised when the company has a present legal or constructive obligation, as a result of past events, and 1t 15
probable that an outflow of resources embodywng economic benefits will be required to setile the obligation, and a reliable
estimate of the amount of the obligation can be made Where the company expects a provision 1o be reimbursed, the
reimbursement 1s recognised as a separate asset when the reimbursement 1s more probable than not

The company recognises a provision for enerous contracts when the expected benefits to be derived from a contract are less
than the unavoidable costs of meeting the obligations under the contract

Contingent Liabilities are disclosed 1f the future obligation 1s probable but the amount cannot be rehably estimated

Employee benefits

The company operates a defined benefit pension scheme providing benefits based on final pensionable salary The assets of
the scheme are held separately from those of the company, being invested with an insurance company under a Group Funding
policy The contributions are determined, on the basis of trienmal valuations, by an independent qualified actuary and pension
costs are assessed using the projected unit credit method Under this method, the cost of providing pensions 1s charged to the
tncome statement se as to spread the regular cost over the service lives of employees, 1n accordance with the advice of
qualified actuaries The pension obligation 15 measured as the present value of the estimated future cash outflows using a
discount rate based on market yields for high quality corporate bonds

fncome tax
Income tax comprises current and deferred tax Income tax 1s recogmised in the income statement except to the extent that 1t
relates to items taken directly to equity, in which case it 15 recognised 1n equity

Current tax 1s the expected tax payable on the taxable profit for the period and any adjustment to the tax payable in respect of
previous pertods

Deferred tax 1s provided in full on temporary differences between the carrying amounts of assets and habilities for financial
reporting purposes and the amounts used for tax purposes Deferred tax 1s measured using tax rates expected to apply when
the related deferred tax asset 15 reahsed or the deferred tax habibity s setiled based on tax rates and law which have been
enacted or substantively enacted at the balance sheet date

Deferred tax assets are recognised to the extent that 1t 1s probable that future taxable profit will be available against which the
temporary differences can be utilised

Deferred tax assets and habihties are not discounted

Appropriations
Dnedends
Dividends on ordinary shares are recogmsed in equity in the peried in which they are approved by members

2 Cnitieal accounting estemates, and judgements in applying accounting policies

The company makes estimates and assumptions that affect the reported amounts of assets and habilities within the next
financial year Estimates and judgements are regularly reviewed and based on historical experience and other factors,
including expectations of future events that are believed to be reasonable under the circumstances

{a) The ulttmate habakify arising fiom claims made under general busmess msurance contracts

The estimation of the ulumate Iability arising from claims made under general business insurance contracts 18 a critical
accounting estimate The amount that the company will ulumately pay with respect to such contracts 15 uncertain and will vary
with the total number of claims made on each class of business, the amounts that claims settle for and the timings of
paymenis

The uncertanties surrounding the estimates of claims payments for the various classes of business are discussed further in
note 3
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2 Critical accounting estimates, and yudgements m applymg accounting policies (contimued)
(b) Pension bencfits

The cost of these benefits and the present value of the pension benefit habilities depend on factors that are determined on an
actuarial basis using a number of assumptions The assumptions used 1n determining the charge 1n the income statement for
these benefits include the expected long term rate of return on the relevant plan assets and the discount rate Any changes in
these assumptions wilt umpact the tncome statement charge and may affect planned funding of the pension plans The
expected return on plan assets assumption 15 determined by considering long term historical returns, asset allocation and
future estimates of long term investment returns The company determines an appropriate discount rate at the end of each year
to be used to determune the present value of estimated future cash outflows expected to be required to settie the pension
benefit obligations

In determining the appropriate discount rate, the company considered interest rates of igh quality corporate bonds that have
terms to matunty approximating the terms of the related pension hability Other key assumptions for the pension and post-
employment benefit costs and credits are based n part on current market conditions Additional information 1s disclosed
note 16

3 Insurance risk

The risk under any one insurance contract 15 the possibility that the insured event occurs and the uncertamnty of the amount of
the resulung claim By the very nature of an insurance contract, this risk 1s unpredictable and difficult to quanufy with
certainty

The principal nisk that the company faces under its insurance contracts 15 that the actual claims and benefit payments exceed
the carrying amount of the insurance labilittes, which may occur 1f the frequency or severity of claims and benefits are greater
than estimated Insurance events are unpredictable and the actual level of clauns and benefits may vary from year to year from
the estimate established using statistical iechniques

Expenence shows that the larger and more diversified the portfolio of similar insurance contracts the smaller the relative
variablity about the expected outcome will be As a niche market operator the company's opportunuty to diversify the type of
insurance risks 1s limited, however, some diversity 1s achieved by the geographical spread of its business

General business risks

General msurance business classes written include property and liability Property cover mainly compensates the policyholder
for damage suffered to their properties or for the value of property lost Property may also include cover for pecunary loss
through the inability to use damaged insured properties Liability insurance contracts protect policyholders from the liability to
compensate 1njured employees (employers' llability) and third parties {public hiability) 1njury, death or incapacity as a result of
an unforeseen event 1s covered by the accident class of business

In all operations pricing controls are in place, underpinned by sound statistical analysis and market expertise and appropriate
external consultant advice The company manages risks to limut severity through 1ts underwriting strategy, a comprehensive
reinsurance programme and proactive claims handling

Frequency and severity of claims

Properiv clusses

For property msurance contracts the number of claims made can be affected by weather events, changes 1n climate and cnime
rates Individual claims can vary 1in amount since the property msured 1s diverse 1n both size and nature The cost of repairning
property varies according to the extent of damage, cost of materials and labour charges

Climate change may give rise to more frequent and severe extreme weather events, such as river flooding, hurricanes and
drought, and their consequences, for example, subsidence claims

The maximum claim payable 1s limited to the sum insured The company has the right to re-price the risk on renewal It also
has the ability to impose deductbles, reject fraudulent claims and pursue third parties for payment of some or all costs These
contracts are underwritten on a rcinstatement basis or repair and renovation basis as appropriate Costs of rebuilding
properties, of replacement or indemnity for contents and tume taken to restart operations for business interruption are the key
factors that influence the level of clairms Individual large claims are more hikely to arise from fire, storm or flood damage The
greatest hkelihood of an aggregation of claims arises from weather or recession related events
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3 Insurance risk (continued)

Frequency and severity of claims (continued)

Liabitity classes

For Liability 1nsurance contracts, the frequency and severity of claims can be affected by several factors The most significant
are the increasing level of awards for damages suffered and the increase in the number of cases that were latent for a long
peniod of time Inflation, from these and other sources, 15 a sigmificant factor due to the long penod typically required to settle
these claims

The company has the right to re-price the nisk on renewal It also has the abihity to impose deducubles, reject fraudulent
claims and pursue third parties for payment of some or all costs The seventy of bodily injury claims 15 highly influenced by
the value of loss of earnings and the future cost of care

Councentrations of risk

The underwniing sirategy 1s designed to ensure that the underwritten risks are well diversified in terms of type and amount of
nsk and geographical spread The company protects 1ts gross underwriing exposure through the use of a comprehensive
programme of reinsurance The concentration of isurance risk for the financial year before and after reinsurance by territory
in relation 1o the type of nsk accepted 1s summansed below, with reference to written premiums

Type of nisk

Property Laability Accident Total
£ £ £ £

2009
United Kingdom Gross 8,930,945 1,210,741 262,520 10,404,206
Net - - - -
Lire Gross 478,893 160,783 10,113 649,789
Net - - - -
Total Gross 9,409,838 1,371,524 272,633 11,053,995
Net - - - -

2008
United Kingdom Gross R.560 579 1,214 557 233,845 10,008,981
Net - - - -
Eire Gross 427322 146 369 8 148 581.839
Net - - - -
Total Gross 8987901 1,360 926 241.993 10,590 820
Net - - - -

Sources of uncertainty in the estimation of future claim payments

Properne classes

The property classes give rise to a variety of different types of claims including fire, business interruption, weather damage,
subsidence and theft lhere can be vanability in both the number of claims 1n each peried and the size of those claims If a
weather event happens near the end of the financial year, then the uncertainty about ultumate claims cost 1n the financial
statements 15 much higher because there 15 insufficient ume for adequate data to be received to assess the final cost of claims

Claims payment on average occurs within a year of the claim event, however there 1s variabihty around this average with
larger claims typically taking longer to setile

Subsidence claims are difficult o predict because the damage 15 oflen not apparent for some ume Changes m soil morsture
conditions can give rise te changes i claim volumes over tme The ulumate setilements can be small or large with a greater
rish of a settled claim being re-opened at a later date
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3 Insurance risk (continued)

Sources of uncertamnty in the estimation of future claim payments (continued)

Liabiuty classes

The settlement value of claims ansing under public and employers' liability 15 parucularly difficult to predict There s
uncertainty as to whether any payments will be made and, 1f they are, the amount and uming of the payments Key factors
driving the high levels of uncertainty include the late notification of posstble claim events and the legal process

Late notification of possible claims necessitates the holding of provisiens for incurred claims that may only emerge some
years into the future In particular the effect of inflatron over such a long period can be considerable and 15 uncertam A lack
of comparable past experience makes it difficult to quantify the number of claims and, for certain types of claims, the amounts
for which they will ulimately settle The legal and legislative framework continues te develop which has a consequent impact
on the uncertainty as to the length of the claims settlemnent process and the ultimate scttlement amounts

Claims that may arise from the liability portfolios include damage to property, physical injury, disease and psychological
trauma The exposure profile of the company 1s different from most other commercial lines msurance companies as it has
lower exposure to industrial nsks, where uncertainty 1s higher Therefore, claims for industrial diseases are less common for
the company than inyury claims such as slips, trips and back injuries

Claims payment, on average, occurs about three years afler the event that gives rise to the claim However, there 1s signuficant
variability around this average

Note 22 presents the development of the estimate of ultimate claim cost for public and employers' iabihty claims occurring 1n
a given year This gives an indication of the accuracy of the esumation technique for incurred claims

Saurces of unceriainly
The ulumate settlement cost of incurred general insurance claims 18 inherently uncertain Such uncertatnty includes

- whether a claim event has occurred or not and how much it will ulumately settle for

- vanability . the speed with which claims are notified and in the ume taken ta settle them, especially complex
cases resolved through the courts

- changes n the busincss portfolio affecting factors such as the number of claims and thewr typical settlement costs,
which may differ significantly from past patterns

- new types of claim, including latent claims, which arise from tme to ime
- changes in legislauon and court atutudes to compensation, which may apply retrospectively

- the way 1n which certain reinsurance contracts (principally hability) will be iterpreted i relation to unusual/latent
claims where aggregation of claimants and exposure over tume are 1ssues

- whether all such reinsurances will remain 1n force over the long term

Prudence in the provisions for outsianding clainn

The company has taken into account the uncertain nature of claims reporting and settlement when provisioming for
outstanchng claims

Special provisions for fatent clain
The public and employers’ hability classes can give rise to very late reported claims, which are ofien referred to as latent
clarms These can vary in nature and are difficult to predict They typically emerge slowly over many years The company has

taken a prudent approach to reflect this uncertainty and believes that it helds adequate reserves for latent claims that may
result from exposure periods up to the reporting date
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4 Finanaal nisk and capital management

I'he company 1s exposed to financial risk through 1ts financial assets, financial habilities, rensurance assets and insurance
habiiies In particular the key financial risk 1s that the proceeds from its financal assets are not sufficient to fund the
obligations anising from 11s insurance contracts The most important components of financial nisk are interest rate nisk, crednt
nisk, hquidity nisk, currency nsk, and equity price risk

There has been no change from the prior period in the financial nsks that the company 1s exposed to, or the manner in which
It manages and measures these nsks

Categories of financial wnstruments

Financial assets Fmancial  Non-financial
Designated at  Available-for- Loans and habilities at assets and

fair value sale receivables  amortised cost habilities Total
As at 31 December 2009 £ £ £ £ £ £
Financial
Investments 16,053,311 25,000 - - - 16,078,311
Other assets “ - 1,440,596 - 202,721 1,643,317
Cash and cash
equivalents - - 4,181,701 - - 4,181,701
Other habihties - - - (2,047,636) (161,870) {(2,209,506)
Total 16,053,311 25,000 5,622,297 (2,047,636) 40,851 19,693,823
Net other hiabilities (6,265,935)
Net asset 13,427,888
As at 31 December 2008 £ £ £ £ L L
Financial
Investments 13,624 257 25,000 - - - 13 649237
Other assets - - 1,234 170 - 54,125 1 288,295
Cash and cash
equvalents - - 4 948883 - - 4 948 885
Other hiabilitics - - - (3,216,764) (166,613) (3 383377)
Total 13,624 257 25 000 6 183 035 13216 764) (112 488) 16,503 060
Net other habilities (5,525 128)
Net asset 10977932

Fair value hierarchy
The farr value measurement basis used to value financial assets and financial habilities held at fair value is categonsed into
a fair value hierarchy as follows

Level | fair values measured using quoted pnces (unadjusted) 1n active markets for 1dennical assets or habihties This
category includes histed equities in active markets, listed debt secunties in acive markets and exchange traded denivatives

Level 2 fair values measured using inputs other than quoted prices included within Level 1 that are observable for the asset
or habihty, either directly (1 e as prices) or indirectly (1 e derived from prices) This category includes histed debt or equity
securiiies tn a market that 1s not active and dersvatives that are not exchange traded

Level 3 far values measured using nputs for the asset or hability that are not based on observable market data
(unobservable nputs) This category includes unlisted equities, including investments in venture capital, and suspended
securities

All financial investments held by the company and designated at fair value are clasified as level | All available for sale
financial instruments are classified as level 3, no transacuions of these holdings have occurred in the financial peried and no
gans or losses relating to them are included in income
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4 Financial visk and capnal management {continued)
(a) Interest rate risk

The table below summarises the maturity daies at the balance sheet date for those financial assets that are exposed (o nitcrest
rate risk

Maturing within

Less than More than

1 year 1-5 years 5 years Total
£ £ £ £

As at 31 December 2009
Debt securities - 2,058,032 5,737,368 7,795,400
Other assets including msurance receivables 473,446 - - 473,446
Cash and cash equivalents 4,181,701 - - 4,181,701
4,655,147 2,058,032 5,737,368 12,450,547

As at 31 December 2008
Debt securities - 3,534 267 4,306 541 7,840 308
Other assets including insurance receivables 340 810 - - 340 810
Cash and cash equivalents 4 948 €85 - . 4,948 8§85
5 289,695 3,534,267 4,306 541 13,130 503

General business insurance habihities and remnsurers’ share of insurance liabihties are not directly sensitive to the level of
market mnterest rates, as they are undiscounted and contractually non-interest bearing Furthermore, these liabilities and assets
do not have maturity dates hence are not included 1n the abave tables

(b} Credit rish
The company has exposure to credit risk, which 1s the risk that a counterparty will be unable to pay amounts n full when due
Key areas where the company 1s exposed to credit nisk arc

- remsurers’ share of msurance habilities {excluding provision for uncarned premiums) and amounts due from
reisurers in respect of claims already pard

- amounts due from nsurance intermediaries and policyholders
- corporate bond counterparty default

- amounts due from Ecclesiastical Insurance Office under the Joint Admmistraion Agreemeni and Reinsurance
Treaty

The carrying amount of financial assets represents the company's maximum exposure to credit risk

The company uses reinsurance to manage insurance risk, with all business accepted by the company fully reinsured with
Ecclesiastical Insurance Office ple, with the exception of terrorism cover which 15 rewmnsured through Pool Re This does not,
however, discharge the company's liabtlity as primary insurer  If a reinsurer fails to pay a claim for any reason, the company
remains hable for the payment to the pohicyholder Ecclesiastical [nsurance Office plc mitigates its own insurance risk through
a comprehensive programme of reinsurance [ts Reinsurance Security Committee assesses, momtors and approves the
creditworthiness of its remsurers reviewing relevant credit ratings provided by the recopmsed credit rating agencies, as well as
other publicly avatlable data and market information

The company's credit nsk policy details prescriptive methods for the collection of premiums and control of intermediary and
policyholder debtor balances The level and age of debtor balances are regularly assessed via monthly credit management
reports These reports are scrutimised to assess exposure n respect of aged or outstanding balances These accounts arc
primarily brokers, which are in turn monitored via credit reference agencies and considered to pose minimal risk of default

The company has no material concentration of credit risk in respect of amounts due from insurance intermedianies and
policyholders due to the well-diversified spread of such debtors

-2% -



Methodist Insurance PLC

Notes to the Financial Statements

4 Financial rish and capital management (continued)

(b) Credit risk (continued)

The current fixed interest portfolio consists of a range of fixed interest instruments including government securities, local
awthority 1ssues, corporate loans and bonds, overscas bonds, preference shares and other interest bearing secunties

(c) Legudsty risk

The company 15 exposed to daily calls on its available cash resources mawnly from claims ansing from msurance contracts
Liquidity nisk 1s the nisk that funds may not be available to pay obligations when due The company has robust processes in
place 1o manage hquidity nisk and has adequate access to funding 1n case of excepticnal need Sources of funding include cash
balances that are realisable on demand and other readily marketable assets

Financial habiliuies of the company all mature within one year An estimate of the uming of the net cash cutflows resulting
from insurance contracts 1s provided 1n note 22

(<} Currency nisk
I'he company operates in the UK and The Republic of Ireland Hs exposure to foreign exchange risk anises primarily from
recognised assets and liabihities denomunated 1n euros

The company's exposure to foreign currency risk within the investment portfohos anses from purchased investments that are
denominated 1n currencies other than sterling

I'he company's primary currency nisks are all designated 1n Euros The total carrying amount of those assets 15 €2,376,951
(2008 €3,023,429), habilities total €1,389,475 (2008 €1,882,677)

(e) Equity price rish
The company 1s exposed to equity securities price risk to its investments which are classified at farr value through the income
statement

Further details of the value of each type of mvestment that 15 exposed to cquuy price misk is included 0 note 17 1o the
financial statements

(N Market risk sensitivaty analysis
The sensitivity of profit to movements en market risk vanables (comprising interest rate, currency and equity prce nisk), each
considered in isolation, 15 shown in the following table

Potential increase/
(decrease) 1n
profit after tax

Variable Change n vanable 2009 2008
£ £
Interest rate nisk -100 basis points 424,478 402,478
+100 basis points (383,694) (362 385)
Currency nisk -10 0% (63,170) {79 403
10 0% 63,170 79,403
Equity price nsk -10 0% (595,920) H17758)
10 0% 595,920 417 758

Other equity reserves would not be affected by movements on market rish variables
The following assumptions have been made 1n preparing the above sensitivity analysis
- the value of fixed income 1nvestments will vary inversely with changes tn interest rates

- currency gams and losses will anse from a change in the value of sterhing against all other currencies moving n
concert

- change n profit 1s stated net of tax at the standard rate of 28% (2008 28%)

-22-




Methodist Insurance PLC

Notes to the Financial Statements

4 Financial risk and capital management (continued)
(g) Capital management
The company's objectives when managing capital are

- to comply with the regulator's capital requirements of the insurance market in which the company operates
- to safeguard the company's ability to continue to meet stakeholders' expectations

The company 15 subject to insurance solvency regulations, and capital 1s managed and evaluated on the basis of regulatory
capital

The company 15 required to comply with rules 1ssued by the Financial Services Authority (FSA) Regulatory capital, as
published 1n the company's FSA return, must be in excess of the higher of two amounts The first 1s an amount calculated by
applying fixed percentages to premiums and claims The second 1s an economic capital assessment by the company, which the
FSA reviews and may amend by 1ssuing Individual Capital Guidance (ICG) The company sets internal capital standards above
the FSA's mummimum requirement

At 31 December 2009, capital resources available to meet FSA requirements totaled £13,393,000 (2008 £10,946,000) The
company has complied with all externally imposed capital requirements throughout the year

§ Net 1nsurance premum revenue

2009 2008

£ £

Gross written premiums 11,053,995 10 590 820
Change 1n the gross provision for unearned premiums (178,126) (392.341)
Gross earned premiums 10,875,869 10,198 479
Qutward reinsurance premiums (11,053,995) (10 590,820)

Change n the provision for unearned premiums, reinsurers' share 178,126 392 341
Reinsurers’ share of unearned premiums (10,875,869) (10 198 179)
Net written premiums - _
Net earned premiums - -
6 Commission income

2009 2008

£ t

Reinsurance commissions and profit commission 1,609,526 160 294
Other commissions 28,242 13 092
1,637,768 173 386
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7 Net mvestment refurn

2009 2008
Fivesiments at farr value through the income statement £ £
- dividend income 200,191 298.836
- interest income 270,625 298 0697
Other tnvestments
- cash and cash equivalents income (77,660) 469,662
- other mcome received 56,657 42 340
Investment income 449.813 1,108 935
Fair value gains/(losses) on investments at fatr value through the income
statement 2,179,813 (3517,367)
Investment expenses (49,487) (34 70%)
Net investment return 2,580,139 (2413 137
Included within cash and cash equivalents income are exchange losses of £93,023 (2008 £273,405 gans)
8 Claims and change i msurance ltabilities and remsurance recover les
2009 2008
£ k)
Gross claims paid 4,919,940 5 649 090
Gross change 1n the provision for claims {1,993,889) 3 535,115
Claims and change in insurance hiabilities 2,924,051 G 204,205
Remsurers' share of claims paid (4,771,913) (4 901,333)
Remnsurers' share of change 1n the provision for claims 2,875,107 (4,080 994)
Reinsurance recoveries (1,896,8006) (9,042 327}
Claims and change in insurance liabihities, net of reinsurance 1,027,245 161 878
9 Commmssions and other acguisition (osts
2009 2008
£ £
Commussion paid 147,783 156 489
10 Operating profit/(loss)
2009 2008
Operating profit/(loss) has been arrived at after charging/{crediting) £ £
Net foreign exchange losses/(gains) 93,023 (273,405)
Directors’ emoluments 53,568 50649
1l Auditors' remuneration
2009 2008
£ £
Fees payable to the company's auditors for the audit of the company's accounts 40,053 38 200
Other services pursuant to legislation 5,650 5,650
Fees payable to the company's auditors for the audit of the pension scheme 3,090 3,090

Other services pursuant to legislation represents FSA audit work
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12 Employee mtormation

As all management services are provided by Ecclesiastical Insurance Office ple under the terms of the Joint Administration

Agreement, the company has no employees

13 Charitable grants

2009 2008

£ t

Charitable grants to Methodist funds and organisations 550,000 550 000

Charitable grants to other organmisations 5,000 -

555,000 550 000

14 Income tax

2009 2008

£ £

UK corporation tax for the current financial year 243 -
Adjustment in respect of prior periods 768 -
Total current tax charge 1,011 -

Deferred taxation relating to the pension scheme 11,200 12 600
Other deferred taxation charges (136,837) {244,044)
Income tax recoverable (124,626) 231414

Tax on the company's profit before tax differs from the United Kingdom standard rate of corporation tax of 28% (2008

28 5%) for the reasons set out in the following reconciliation

2009 2008
£ £
Profit/(loss) before tax 2,354,317 (3,325 830)
Tax calculated at the UK standard rate of 28% (2008 28 5%) 659,209 (947 B6Y)
Factors affecting chai ge for the perrod
Non-taxable franked investment income (78,903) (95 4933
Unrealised gains on investments crystallising - 1,608
Expenses not deductible for tax purposes 85,983 1242
Deferred tax asset not provided on tax loss - 806 68
Unutihsed tax losses (791,926) -
Other items 243 -
Adjustments to tax charge in respect of prior periods 768 -
Income tax recoverable (124,626) (231.444)

The UK standard rate of corporation tax changed to 28% from 30% with effect from 1 Apnl 2008, resulting 1n current fax

being provided for at the blended standard rate of 28 5% for the prior year

15 Appropristions

2009
Amounts recognised as distributions to equity holders in the period £
Dividends 187

2008

187

This equates to a dividend of Ip per share (2008 1p)

-25.



Methodist Insurance PLC

Notes to the Financial Statements

16 Penston asset

The company operates a defined benefit pension scheme providing benefits based on final pensionable salary The assets of
the scheme are held separately from those of the company, being invested with an msurance company under a Group Funding
policy The contnbutions are determined, on the basis of trienmal valuations, by an independent qualified actuary The
scheme has been closed to new entrants since | July 1998 As the scheme 1s closed, the current service cost will increase as
the members of the scheme approach retirement The most recent trienmial valuation was carned out as at 1 January 2008
using the Projected Unit Method The tnenmial valuation 1s reviewed annually

The assumptions which have the greatest effect on the valuation results are those related to the rate of return on invesiments
and the rates of increase in salaries and pensions It was assumed that the investment returns would be 4 5% per annum, and
that present and future pensions would increase by 4% per annum The valuation i1s further impacted, as habilites are
discharged by the purchase of annuities on the commencement of members’ pensions The most recently reviewed actuanal
valuation showed that the notional value of the scheme's assets was £3,087,000, representing 146% of the benefits accrued to
members Pension obligations are unchanged tn the year, and the surplus in the scheme has decreased by £79,000 from
£1,050.,000 to £971,000

I'he full actuarial valuation for the defined benefit pension scheme has been reviewed and updated by a qualified independent
actuary at 31 December 2009 The financial assumptions used were as follows

2009 2008
Inflation 3.7% 3 1%
Increase 1n salary nfa na
Increase 1n pensions - 1n payment 4 0% 4 0%
Increase 1n pensions - deferred pensions 3.7% 3 1%
Expected return on plan assets - Deferred members 45% 4 8%
Expected return on plan assets - Insured penstoners 57% 6 7%
Discount rate for scheme habilities 57% 6 7%

The expected rate of return 1s based on market expectation at the beginntng of the period for returns over the life of the benefit
obligation

As the recoverability of the pension asset remains uncertain, the pension asset and associated deferred taxation continue to be
derecogmsed, and all gains and losses relating to the scheme are eliminated in the year that they anise

The amounts recognised in the scheme are as follows 2009 2008

£ £
Present value of funded obligations (2,116,000) {861,000}
Fair value of scheme assets 3,087,000 2911 000
Surplus 1n the scheme 971,000 1,050 000
Restriction to net asset due 1o recoverability (971,000) {1 050 000)

Net asset 1n the balance sheet - -

The scheme assets are invested 1n insurance policies, the underlying investments of which are shown below

2009 2008

£ £

Bonds 1,384,000 1,344 000
Insured pensioners 1,703,000 1 567 000
Total scheme assets 3,087,000 2 911,000
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[6 Pension asset {continued)

The amounts recogmsed in the income statement and the statement of comprehensive mcome 1n respect of the company's

pension scheme are as follows

2009 2008
£ L

dnalvsis of amonnts charged to nicome statement
Current service cost (6,000) (6 00
Expected return on scheme assets 164,000 65,000
[nterest cost on scheme habihties (124,000) (20 000}
Contributions paid by Ecclesiastical 6,000 6 (0
Total included within income statement 40,000 43 000
dnalvsis of untowts e fuded in the statement of comprehensive ine ome
Difference between actual and expected return on scheme assets 12,000 (84 000)
Effects of changes in assumptions underlying the present value of scheme habilities (226,000) 68 000
Expernience gains/(losses) arising on scheme habilities 95,000 (1 000)
Total actuanal losses (119,000) (17,000)
Elimination of pension movement 79,000 (28 000)
The actual return on scheme assets was a £176,000 gain (2008 £19,000 loss)
The movements in the fair value of scheme assets and the defined benefit obligation over the year s as follows

2009 2008
Schemie assers £ 4
As at | January 2,911,000 1,363 000
Pension benefits paid and payable (6,000) {6 00
Contributions paid 6,000 6 000
Expected return on scheme assets 164,000 65,000
Actuarial gains/(losses) 12,000 (84 000)
Previously unrecogmscd assets relating to insured pensioners - 1 567.000
As at 31 December 3,087,000 2911,000
Defined benefir oblhigation
As at | January 1,861,000 341000
Current service cost 6,000 6 000
Pension benefits paid and payable (6,000) (6,000)
Interest cost 124,000 20000
Actuanal losses/(gans) 131,000 (67 000)
Previously unrecognised obligation relating to insured pensioners - 1 567,000
As at 31 December 2,116,000 1,861 000
The surplus 1n the scheme has not been recogmsed in the balance sheet for the reason stated above
Fhe movement i the balance sheet asver 1s as follon s
As at 1 January - -
Current service cost (6,000) {6 00M
Contributions paid 6,000 6 000
Expected returns on scheme assets 164,000 65,000
Interest cost (124,000) (20 000)
Actuarial losses (119,000) (17 000)
Elimination of pension movement 79,000 (28,000

As at 31 December -
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16 Pension asset (contmued)
Hrstory of expertence gains and

lonses 2009 2008 2007 2006 2003
£ £ £ £ £

Fair value of scheme assets 3,087,000 2911 000 1,363 000 1 665 000 1 660 000

Present value of defined benefit

obligations (2,116,000} (1,861,000} (341,000) (862,000) (1 240 00

Surplus 971,000 1 050 60O 1,022 000 803,000 420,000

Experience adjustments on scheme

lLiabilities 95,000 (1 000) 149,000 145 000 12 000

Experience adjustments on scheme

assets 12,000 (84 000) (29 000) 210000 480,000

The cumulative amount of actuanial gains recognised in the statement of comprehensive income since | January 2003 (the date
from which actuarial gains/losses were recorded), 1s £ml (2008 £nil)

The contribution expected to be paird dunng the year ended 31 December 2009 1s £n1]

17 Financial mvestments

2009 2008
Funancial tnvesiments ai fair value thr ough the wmcome starement £ £
Equity secunties
- hsted 8,276,661 3 802,199
Bebt secunities
- government bonds 6,754,726 6,511 666
- listed \ 1,021,924 1310,392
§muncrad investments enarlable for sale
Equity securities
- unhisted 6,250 6250
Debt securities
- unhsted 18,750 I8 750
Total financial investments 16,078,311 13,649 257
All financial investments are current
18 Other assets

2009 2008
Recenables urising from vswr ance ared retnsir arice coniracts £ £
- due from contract holders 1,033,203 764613
- due from agents, brokers and intermediaries 259,536 341,033
- due from remnsurers 22,220 -
Ciher recervebles
- accrued interest 101,503 96 755
- other prepayments and accrued mcome 226,855 85,894

1,643,317 1,288 295

Other assets are all current, and due to their short term nature, the above carrying amounts are a reasonable approximation of
fair value

The company has recognised an expense of £ml (2008 £ml) in other operating and administrative expenses 1n the income
statement for the mmpairment of 1ts receivables during the year At 31 December 2009, £88,631 (2008 £104,550) of
recervables were past due and not impaired
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19 C ash and cash equivalents

Cash at bank and 1n hand
Short term bank deposits

The above carrying amounts are a reasonable approximation of fair value

20 Called up share capital

Called up, alfotted and fully puid
18,750 shares of £6, each fully patd

2009 2008

£ £

988,631 483,520
3,193,070 4.465,365
4,181,701 4,948 885
2009 2008

£ L

112,500 112 500

On winding up of the company, shareholders are only entitled to receive the amount paid-up 1n cash, excludmg any amount
credited as pad-up resulting from the capitalisation of any reserves or profits of the company They have no further night to

participate 1n the surplus assets of the company

The remaiung surplus 1s to be distributed to or for the benefit of the Methodist Church, as defined and constituted under the
Methodist Church Act 1976 or the Methodist Church in Ireland, as the company in general meeting on the recommendation of

the directors shall determine

21 Retamed earnings

Balance at 1 January
Profit/(loss) for the period

Elimination of pension costs/(net losses relating to pension fund)

Dividends

Balance at 31 December
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£ L

10,865,432 13,992 431
2,478,943 (3.001412)
(28,800) (32 400
(187) (187)
13,315,388 10,865 432
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22 Insurance habihties and remsurance assets

Claims outstanding

Cross
Claims outstanding
Unearned premiums

Total gross insurance habilities

Recoverable fiom reinsurers
Claims outstanding
Unearned premiums

Total reinsurers’ share of insurance hiabihities

Net
Claims outstanding
Unearned premiums

Total net insurance habilities

Gross insurance habihties
Current
Non-current

Remsm ance nssetsy
Current
Non-current

- 30-

2009 2008

£ £
20,260,854 22,256.743
6,618,564 6 440,438
26,879,418 28 697,181
14,362,205 17,237 312
6,618,564 6 440 438
20,980,769 23 677,750
5,898,649 5019431
5,898,649 5.019,431
9,774,967 12 024 248
17,104,451 16 672,933
26,879,418 28,697 181
9,774,967 12 024 248
11,205,802 11 633,502
10,980,769 23,677 750
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22 Insurance liabilities and reinsurance assets (continued)

General business insurance contracts

(1) Reserving methodology

Reserving for insurance claims 15 a complex process and the company adopts recogmised actuartal methods and where

appropriate, cother calculations and statistical analysts Actuarial methods used include chain ladder and the Bornhuetter-
Ferguson methods

Chain ladder methods extrapolate paid amounts ncurred amounts (paid claims plus case estimates), the number of claims or
average cost of claims, to ulumate claims based on the development of previous years This method assumes that previous
patterns are a reasonable guide to future developments Where this assumption 1s felt to be unreasonable, adjustments are
made or other methods such as Bornhuetter-Ferguson 15 used The Bornhuetter-Ferguson method places more credibility on
expected loss ratios for the most recent loss years For smaller portfolios the materiality of the business and data available may
also shape the methods used in reviewing reserve adequacy

The selection of results for cach accident year and for each portfolio depends on an assessment of the most appropriate
method Sometimes a combination of techmiques 1s used

(ir) Calculation of prudence and uncertainty margins

To reflect the uncertain nature of the outcome of the ultimate settlement cost of claims, and to ensure prudent provisions are
made, an addition 15 made to the most likely outcome The addition for prudence 1s assessed primarily by the Thomas Mack
actuarial method, based on at least the 75th percentile confidence level for each portfolio For smaller portfolios where the
Thomas Mack method cannot be applied, provisions have been calculated at a level intended to be equally prudent Where the
standard methods cannot allow for changing circumstances then additional uncertainty margins are added and are typically
expressed as a percentage of outstanding claims This approach generally results in a favourable release of provisions in the
current financial year, anising from the settlement of claims relaung to previous financial years, as shown in part (vin) of the
note

() Calculation of special provistons for latent claims

The company adopts commonly used industry mecthods including those based on claims frequency and seventy and
benchmarking

(rv) Assumptions

The company follows a process of reviewing its reserves for outstandmg claims on a quarterly basis This mvolves an
appraisal of each portfolio with respect to ultimate claims habihity for the recent exposure period as well as for earlier periods,
together with a review of the factors that have the most significant :mpact on the assumptions used to determine the reserving
methodology The work conducted on each portfolio 1s subject to an internal peer review and management sign-off process

The most sigmficant assumptions 1n determining general insurance reserves are the anticipated number and ultimate settlement
cost of claims, and the extent to which reinsurers will share in the cost Factors which influence decisions on assumptions
include legal and judicial changes, significant weather cvents, other catastrophes, subsidence events, exceptional claims or
substantial changes in claims experience and developments in older or latent clams Significant factors influencing
assumptions about reinsurance are terms of the reinsurance treaties, the anticipated tme taken to seutle a claim and the
incidence of large individual and aggregated claims

The technical provisions for claims have been estimated in accordance with the methads set out in the accounting policies note
1 Claims outstanding are affected by significant uncertainties 1n relation to the calculation of child abuse claims in children’s
homes Such claims, relating to incidents over the last fifty years have emerged during the last ten years and are likely to take
some years to resolve  The methods used to calculate these provisions are similar to other claims provisions and they include
an estimate for claims incurred but not reported Remsurers’ share of the provisions are based on the reinsurance treaties in
force at the time

Of the total claims provision £8,918,135 (2008 £9,510,113) gross and £3,789,880 (2008 £2,810,451) net after assumed
remnsurance recoveries relate to this matter

The claims provision 1s particularly sensitive to the number of assumed abuse claims that are incurred but not reported Some
sensilivity exists over the calculation of the amount of such claims, however, there 1s less uncertainty over the amount
compared to the number because of the experience of the cost of settled claims
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21 Insurance habilities and reinsurance assets (continued)
(v) Change in assumptions
I he reserves for latent claims have been reviewed to reflect the sources of uncertainty referred to earlier in the notes

{v1) Sensitivity of results
The ulimate amount of claims settlement 1s uncertain and the company's aim 18 to reserve at a prudent level

If final settiemenm of insurance claims reserved for at the year end turns out 1o be 10% higher or lower than that included n
these financial statements, the following loss or profit will be realised

2009 2008
Gross Net Gross Net
£000 £000 £000 £000
Liability 1,492 532 1521 439
Property 475 - 642 -

(vn) Claums development tables

The nature of 1nsurance business 1s that claims may take a number of years to settle and before the final hability 1s known The
following table shows the development of the estimate of ulumate gross claims cost for these classes across all terntories Due
1o the remsurance arrangements in place, no meaningful net claims development can be provided

2001 2002 2003 2004 2008 2006 2007 2008 2009 Total
£000 £000 £000 £000 £000 £000 £000 £000 £000 £000
Estimate of ultimate claims
Atend of year 2,243 7.608 6,874 3,531 3,980 4,548 1439 7.441 4,756
Onc year later 2,488 7,622 6,596 3,280 3,304 4,225 6,734 6,327
Two years later 2,441 8,179 5,230 3,093 3,010 4,307 6,461
Three years later 2,510 8,659 4,936 2,884 3,075 4277
Four years later 2315 8.635 4,847 2,881 3,173
Five years later 2,287 8.789 4,887 2,841
Six years later 2,345 8,804 4,834
Seven years later 2,345 8.815
Eight years later 2,348
Current estimate of
ultimate claims 2,348 8,815 4,834 2,841 3,173 4277 6,461 6327 4,756 43,832
Cumulative payments
10 date (2,273) (8,733) (4,595) (2775) (2,645) (3,608) (5,327) (3,520) (1,599) (35,075)
Outsianding liabihty 75 82 239 66 528 669 1134 2,807 3,157 5,757
Liability 1n respect of earlier years 10,915
[niernal ¢laims handling reserve 589
Total liabiluty included in insurance habilities in the balance sheet 20,261
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22 Insurance habihties and reinsurance assets (continued)

{vinr) Movements in msurance habihties and reinsurance assets

Claims outstanding

At 1 January 2009

Cash (patd)/received for prior year claims settled in the year
Change in prior year hablities/reinsurance assets

Prior year habiliies/(reinsurance assets) at 31 December 2009

Current year claims/{(recoveries)
Cash (paid)/recerved for prior year claims settled in the year

Current year liabihties/(reinsurance assets) at 31 December 2009

At 31 December 2009

Provision for uncarned premiums
At 1 January 2009
Movement in the year

At 31 December 2009

Claims outstanding

At 1 January 2008

Exchange differences

Cash (paid)/received for prior year claims settled in the year
Change in prior year habihties/reinsurance assets

Prior year liabilities/{reinsurance assets) at 31 December 2008

Current year claims/(recoveries)
Cash (paid)/received for current year claims settled in the year

Current year Liabilities/(remnsurance assets) at 31 December 2008

At 31 December 2008

Provision for unearned premuwms
At | January 2008

Exchange differences

Movement 1n the year

At 31 December 2008

Gross Reinsurance Net
£ £ E
22,256,743 (17,237,312) 5,019,431
(3,320,772) 3,172,745 (148,027)
(1,831,520) 2,858,765 1,027,245
17,104,451 (11,205,802) 5,898,649
4,755,571 {4,755,571) -
{1,599,168) 1,599,168 -
3,156,403 (3,156,403) -
20,260,854 (14,362,205) 5,898,649
6,440,438 (6,440,438) -
178,126 (178,126) -
6,618,564 (6,618,564) -
18 605 642 (13 066 163) 5539479
95 986 (90,155) 3 831
(3 792375 3104618 (68T 75T
1 763,680 {1 601 802) 161 878
16,672 933 (11 653,502} 5019,431
7,440 525 (7 440 523) -
{1 836 713) 1 856 715 -
5583810 (5 583.810) -
22.256 743 (17,237 312) 5019431
6048 238 (6,048 238) -
(141) 41
392 341 {392,341) -
6,440 438 (6,440 438) -

The net habihty for unearned premium 1s £nil as the company's provision 1s exactly matched by the corresponding reinsurer's

share asset
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23 Deferred tax

An analysis and reconciliahion of the movement of the key components of the net deferred tax Liability during the current and

prior reporting period 1s as follows

Net Capital
retirement Unrealised allowances Expenses
benefit mvestment in excess of not
assets gains  depreciation deductible Total
£ £ £ £ £
At 1 January 2008 - 779233 {21 161 - 758 072
Charge/(credit) to income 12,600 (90 0-44) - (154 000) (231,444)
Credit to equity (12,6000 - - - {12 600)
At 31 December 2008 - 689 189 (21,160 (154.000) 514028
Charge/(credit) to income 11,200 (136,837) - - (125,637)
Credit to equity {11,200} - - - (11,200)
At 31 December 2009 - 552,352 (21,161) {154,000) 377,191
24 Other llabihities
2009 20608

£ £
Creditors ansing out of direct insurance operations 1,311 32 823
Creditors ansing out of reinsurance operations 1,392,807 2 507 759
Other creditors 209,905 229,339
Accruals 605,483 013 456

2,209,506 3,383 377

Other Liabihities are all current, and the above carrying amounts are a reasonable approximation of fair value

25 Capital commutiments

At 31 December 2009 there were £ml (2008 £ml) outstanding contracts for caprtal expenditure
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26 Significant shareholding

At 31 December 2009 the company had an interest of 20% or more of the nominal value of the 1ssued share capital in Epworth
Investrnent Management Limited which 1s held as an investment of the company The holding has not been treated as an
associate company with respect to 1AS 28 'Investments in Associates', because the company does not exert a significant
influence over the operating and financial policy of Epworth Investment Management Limited

Details of the Epworth Investment Management Limited

Class of shares held Country of mcorporation Percentage of shares held
Ordinary shares England 25%
9% Non-voting redesmable preference shares England 25%

The called-up share capstal of Epworth Investment Management Lumited 1s £100,000 The company's last accounts for the year
ended 31 August 2009 show capital and reserves of £236,349 (2008 £226,966) following a profit for the year of £19 383
(2008 £22,799) There 1s no market in the company's shares and they have, therefore, been valued at cost 1n the accounts

27 Related party ransactions

The company has a remnsurance treaty with Ecclesiastical Insurance Office plc whereby all business accepted by the company
1s fully reinsured with Ecclesiastical with the exception of terrorism cover which 1s remnsured through Pool Re  Reinsurance
premiums are accounted for at the time the business s written by the company The company’s and the remnsurers’ share of
claims are recognised at the time the claims are notified or earlier by way of a provision for claims incurred but not reported

The company operates a Joint Adrmumstration Agreement with Ecclesiastical Insurance Office ple under which all
administration expenses are borne by Ecclesiastical

The company ceded premiums net of claims paid and commissions to the value of £6 168,936 (2008 £5,131,113) duning the
year to Ecclesiastical Insurance Office plc, which also bore expenses of the company’s business of £2,518,156 (2008
£3,029,491) The remnsurer’s share of technical provisions due from Ecclesiastical Insurance Office ple as at 31 December
2009 1s £2,438,037 (2008 £3,906,180) which consists of £6,540,913 (2008 £6,376,469) of unearned premwm less
£8,978,950 (2008 £10,282,649) of outstanding claims At 31 December 2009 £1,377,071 (2008 £2,496,976) was due to
Ecclesiastical Insurance Office plc Information about key management personnel compensation 18 provided 1n note 10 to the
financial statements

Transactions and services with related parties are made on commercial terms Amounts outstanding are unsecured, are not
subject to guarantees, and will be settled 1n cash No provisions have been made 1n respect of these balances
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