North Carolina Conference of the
Pentecostal Holiness Church, Inc.

Independent Auditor’s Report and Financial Statements
December 31, 2017

CPAs & Advisors

-114-



BKD 910 E. St. Louis Street, Suite 200 | P.O. Box 1190 | Springfield, MO 65801-1190

CPAs & Advisors 417.865.8701 | Fax 417.865.0682 | bkd.com

Independent Auditor’s Report

Conference Executive Council
North Carolina Conference of the

Pentecostal Holiness Church, Inc.
Falcon, North Carolina

We have audited the accompanying financial statements of North Carolina Conference of the Pentecostal
Holiness Church, Inc. (the “Conference”), which comprise the statement of financial position as of
December 31, 2017, and the related statements of activities and cash flows for the year then ended, and
the related notes to the financial statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes
the design, implementation and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or
error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or error.
In making those risk assessments, the auditor considers internal control relevant to the entity’s preparation
and fair presentation of the financial statements in order to design audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s
internal control. Accordingly, we express no such opinion. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of significant accounting estimates
made by management, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our qualified audit opinion.

Basis for Qualified Opinion

The Conference has stated certain property and equipment at the appraised value or at the tax assessment
value. Accounting principles generally accepted in the United States of America requires property and
equipment to be stated at historical cost and depreciated over the life. The net book value of the property
acquired prior to 2011 when the Conference moved to the accrual basis of accounting was approximately
$2.0 million at December 31, 2017. We were unable to obtain sufficient appropriate audit evidence about
the historical cost less depreciation for the property acquired prior to 2011.

Pra)g{:_tiy'_;
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Conference Executive Council
North Carolina Conference of the

Pentecostal Holiness Church, Inc.
Page 2

Qualified Opinion

In our opinion, except for the possible effects of the matter described in the Basis for Qualified Opinion
paragraph, the financial statements referred to above present fairly, in all material respects, the financial
position of North Carolina Conference of the Pentecostal Holiness Church, Inc. as of December 31, 2017,
and the changes in its net assets and its cash flows for the year then ended in accordance with accounting
principles generally accepted in the United States of America.

BED Lwp

Springfield, Missouri
June 6, 2018
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North Carolina Conference of the
Pentecostal Holiness Church, Inc.

Statement of Financial Position
December 31, 2017

Assets

Cash and cash equivalents

Investments

Loans, net of allowance for loan losses
of $732,000

Accrued interest receivable

Real estate owned - held for sale

Real estate owned - held for lease

Property and equipment, net

Other

Total assets

Liabilities and Net Assets
Liabilities
Accounts payable and accrued expenses
Certificates
Accrued pension liability
Total liabilities

Unrestricted Net Assets

Total liabilities and net assets

See Notes to Financial Statements
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$

4,035,645
2,574,829

19,430,075
163,686
426,352
330,167

4,857,182
52,994

31,870,930

243,378
27,065,712

3,517,825

30,826,915

1,044,015

31,870,930



North Carolina Conference of the
Pentecostal Holiness Church, Inc.

Statement of Activities
Year Ended December 31, 2017

Revenues, Gains and Other Support
Tithes
Interest on mortgages and loans receivable
Discipleship Ministries Division
Hispanic Ministries
Camp meeting
Miscellaneous program
Investment return
Other revenue

Total revenues, gains and other support

Expenses and Losses
Administration Division - general programs
Ministerial & Church Extension Loan Fund Division
Provision for loan losses
Retirement Division
Discipleship Ministries Division
Evangelism Division
Capital Assets Division

Total program services
Support services
Total expenses and losses
Defined Benefit Pension Plan
Net gain arising during the year

Amortization of prior service cost and
net gain included in net periodic pension cost

Change in Net Assets
Net Assets, Beginning of Year

Net Assets, End of Year

See Notes to Financial Statements
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$

$

2,925,190
949,329
222,099

82,576
27,054
30,212
45,852
250,134

4,532,446

1,976,060
813,474
485,816
469,455
306,746
305,385

30,573

4,387,509

708,922

5,096,431

(207,888)

(133,000)

(340,888)

(223,097)

1,267,112

1,044,015



North Carolina Conference of the
Pentecostal Holiness Church, Inc.

Statement of Cash Flows
Year Ended December 31, 2017

Operating Activities

Change in net assets

Items not requiring (providing) cash
Depreciation
Provision for loan losses
Interest refinanced by borrowers
Net loss on foreclosed assets

Changes in
Accrued interest receivable
Other assets
Accounts payable and accrued expenses
Agency collections payable
Accrued pension liability

Net cash provided by operating activities

Investing Activities
Proceeds from the sale of real estate owned
Purchases of property and equipment
Purchases of investments
Originations of loans receivable
Principal payments received on loans receivable

Net cash used in investing activities

Financing Activities
Net withdrawals of certificates

Net cash used in financing activities
Decrease in Cash and Cash Equivalents
Cash and Cash Equivalents, Beginning of Year

Cash and Cash Equivalents, End of Year

Supplemental Cash Flows Information
Interest paid to certificate holders
Interest reinvested by certificate holders
Interest refinanced by borrowers
Real estate acquired in settlement of loans
Sale and financing of real estate owned

See Notes to Financial Statements
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$  (223,097)

124,952
485,816
(168,484)
216,308

(19,001)
12,909
(5,681)

(24,811)

(229,175)

169,736

32,050
(266,583)
(60,763)
(3,629,410)

3,375,130

(549,576)

(3,003,566)
(3,003,566)
(3,383,406)
7,419,051
S 4035645
$ 36,366
$ 660,337
$ 168,484
$
$

191,216
315,200



North Carolina Conference of the
Pentecostal Holiness Church, Inc.

Notes to Financial Statements
December 31, 2017

Note 1:  Nature of Operations and Summary of Significant Accounting Policies

Nature of Operations

North Carolina Conference of the Pentecostal Holiness Church, Inc. (the “Conference”) was
incorporated under the law of North Carolina on August 19, 1954. It serves as the religious
association for local congregations in eastern North Carolina who are members or affiliates of the
International Pentecostal Holiness Church of Oklahoma City, Oklahoma (the “General
Conference”). The Conference traces its historical existence back to 1898 and its official existence
back to the year 1911. It is a nonprofit corporation that exists as a resource center for the
Pentecostal Holiness Churches located in Eastern North Carolina. The Conference is chartered by
the state of North Carolina to engage in all activities that pertain to Christian ministry.

The churches and ministers of the Conference contribute financial support monthly for the
operation of the Conference offices and ministries. These contributions are deposited and then
distributed to the following major divisions:

Administration Division: These monies are primarily unrestricted support and are used for
administrative staff, operations and facility costs of the Conference’s properties.
Administration also provides funds for ministers’ sabbaticals and for numerous other
ministries in addition to the ones listed below. Administration is also responsible for
receiving and disbursing monies to the General Conference in Oklahoma as a conduit on a
monthly basis according to the guidelines set forth in the “Manual” of the International
Pentecostal Holiness Church. Approximately sixty-four percent of unrestricted revenue is
allocated annually for administration, sabbatical and ministry purposes.

Retirement Division: These monies are temporarily restricted support as defined in the
constitution governing this division and are used to assist in the support of retired or
disabled ministers and their surviving spouses. During the year, the expenses exceeded the
support value, therefore, all shown as unrestricted at year end, consistent with policy.

Evangelism Division: These monies are unrestricted support and are used by the Division
of Evangelism for its normal operations and salaries, including church planting and
evangelists’ support. Sixteen percent of unrestricted revenue is allocated annually for this
division.

Discipleship Ministries Division: These monies are unrestricted support and are used by
the Discipleship Ministries Division for its normal operations and salaries including several
specific ministries under the Discipleship Ministries umbrella. Eight percent of
unrestricted revenue is allocated annually for this division.
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North Carolina Conference of the
Pentecostal Holiness Church, Inc.

Notes to Financial Statements
December 31, 2017

Ministerial & Church Extension [oan Fund Division (Loan Fund Division): The
Conference, in its 45" Annual Session, at Falcon, North Carolina, on August 26, 1955,
provided for the establishment of the Ministerial and Church Extension Loan Fund
Division (the “Loan Fund Division”). The Loan Fund Division is not a separate legal entity
from the Conference; therefore, the Conference’s Executive Council, with advice from a
Loan Fund Division Advisory Board, serves as the Administrator of the Loan Fund
Division. The Loan Fund Division’s primary purpose is to make loans to churches and
ministers in the Conference and accept deposits in order to provide funds to make these
loans. New investors are required to be affiliated with the Conference. The Loan Fund
Division is governed by an Offering Circular detailing the risks and activities of the Loan
Fund Division.

Profits, if any, from the Loan Fund Division are used to support the ministry of the
Conference. The Loan Fund Division is a ministry and as such has, in the past, been
willing under certain circumstances to accommodate late payments or to extend the terms
of loans. The Council in keeping with their fiduciary responsibilities seeks to serve the
needs of both the investors and the ministry.

Capital Assets Division: This Division was established for the purpose of tracking and
accounting for land, buildings, property improvements, furniture and equipment, as well as
any debt associated with the acquisition of property and equipment. Depreciation expense
is also recorded annually in this division.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenues, expenses
gains, losses and other changes in net assets during the reporting period. Actual results could differ
from those estimates.

Material estimates that are particularly susceptible to significant change relate to the determination
of the allowance for loan losses, the valuation of real estate acquired in connection with
foreclosures or in satisfaction of loans and the valuation of real estate acquired in connection with
church closings that are part of the Conference. Management obtains independent appraisals or
valuations for significant properties.

Cash and Cash Equivalents

The Conference considers all liquid investments with original maturities of three months or less to
be cash equivalents. At December 31, 2017, cash equivalents consisted primarily of money market
accounts with brokers.

At December 31, 2017, the Conference’s cash accounts exceeded federally insured limits by
approximately $798,000.
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North Carolina Conference of the
Pentecostal Holiness Church, Inc.

Notes to Financial Statements
December 31, 2017

Investments and Investment Return

Investments in loan fund certificates are recorded at cost, which approximates the fair value.
Investment return includes interest income.

Investment return that is initially restricted by donor stipulation and for which the restriction will
be satisfied in the same year is included in unrestricted net assets.

Loans

Loans that management has the intent and ability to hold for the foreseeable future or until maturity
or payoffs are reported at their outstanding principal balances adjusted for any charge-offs and the
allowance for loan losses. Generally, these loans are collateralized by first mortgages on the
primary buildings and facilities owned by the borrowers.

Interest income is accrued based on the unpaid principal balance.

The accrual of interest on loans is generally discontinued at the time the loan is 90 days past due
unless the credit is well-secured and in process of collection. Past due status is based on
contractual terms of the loan. In all cases, loans are placed on nonaccrual or charged off at an
earlier date if collection of principal or interest is considered doubtful. The interest on these loans
is accounted for on the cash-basis or cost-recovery method, until qualifying for return to accrual.
Loans are returned to accrual status when all the principal and interest amounts contractually due
are brought current and future payments are reasonably assured.

Allowance for Loan Losses

The allowance for loan losses is established as losses are estimated to have occurred through a
provision for loan losses charged to earnings. Loan losses are charged against the allowance when
management believes the uncollectibility of a loan balance is confirmed. Subsequent recoveries, if
any, are credited to the allowance.

The allowance for loan losses is evaluated on a regular basis by management and is based upon
management’s periodic review of the collectibility of the loans in light of historical experience, the
nature and volume of the loan portfolio, adverse situations that may affect the borrower’s ability to
repay, estimated value of any underlying collateral and prevailing economic conditions. This
evaluation is inherently subjective as it requires estimates that are susceptible to significant revision
as more information becomes available.
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North Carolina Conference of the
Pentecostal Holiness Church, Inc.

Notes to Financial Statements
December 31, 2017

The allowance consists of allocated and general components. The allocated component relates to
loans that are classified as impaired. For those loans that are classified as impaired, an allowance is
established when the discounted cash flows or collateral value of the impaired loan is lower than
the carrying value of that loan. The general component covers nonclassified loans and is based on
historical charge-off experience and expected loss given default derived from the Conference’s
internal risk rating process. Other adjustments may be made to the allowance for pools of loans
after an assessment of internal or external influences on credit quality that are not fully reflected in
the historical loss or risk rating data.

A loan is considered impaired when, based on current information and events, it is probable that
the Conference will be unable to collect the scheduled payments of principal or interest when due
according to the contractual terms of the loan agreement. Factors considered by management in
determining impairment include payment status, collateral value and the probability of collecting
scheduled principal and interest payments when due. Loans that experience insignificant payment
delays and payment shortfalls generally are not classified as impaired. Management determines the
significance of payment delays and payment shortfalls on a case-by-case basis, taking into
consideration all of the circumstances surrounding the loan and the borrower, including the length
of the delay, the reasons for the delay, the borrower’s prior payment record and the amount of the
shortfall in relation to the principal and interest owed. Impairment is measured on a loan-by-loan
basis by either the present value of expected future cash flows discounted at the loan’s effective
interest rate or the fair value of the collateral if the loan is collateral dependent.

Real Estate Owned — Held for Sale

Real estate owned was acquired through, or in lieu of, loan foreclosure or were deeded to the
Conference upon a church closing that was part of the Conference. Real estate owned and held for
sale is initially recorded at fair value less cost to sell at the date of foreclosure, establishing a new
cost basis. Subsequent to receipt of property, valuations are periodically performed by
management and the assets are carried at the lower of carrying amount or fair value less cost to sell.
Revenue and expenses from operations and changes in the valuation allowance are included in net
income or expense from real estate owned.

Real Estate Owned — Held for Lease

Real estate owned was acquired through, or in lieu of, loan foreclosure or were deeded to the
Conference upon a church closing that was part of the Conference. Real estate owned and held for
lease is initially recorded at fair value at the date of foreclosure, establishing a new cost basis. Real
estate owned and held for lease is currently being leased, and is being depreciated on a straight-line
basis over the estimated life of the property, which is generally 25 years.
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North Carolina Conference of the
Pentecostal Holiness Church, Inc.

Notes to Financial Statements
December 31, 2017

Property and Equipment

Property and equipment are stated at cost less accumulated depreciation, with the exception of
certain properties, which have been assigned tax or appraised values to determine market value.
This is not in keeping with the generally accepted accounting principles which require properties to
be recorded at the historical cost at the time of acquisition. Donated depreciable assets are
recorded at their estimated fair value at the date of the donation and are being depreciated over the
estimated useful lives.

The estimated useful lives for each major depreciable classification of premises and equipment are
as follows:

Buildings and improvements 40 years
Equipment 7 years
Furniture and fixtures 10 years
Vehicles 5 years

Long-Lived Asset Impairment

The Organization evaluates the recoverability of the carrying value of long-lived assets whenever
events or circumstances indicate the carrying amount may not be recoverable. If a long-lived asset
is tested for recoverability and the undiscounted estimated future cash flows expected to result
from the use and eventual disposition of the asset is less than the carrying amount of the assets, the
assets cost is adjusted to fair value and an impairment loss is recognized as the amount by which
the carrying amount of a long-lived asset exceeds its fair value. No asset impairment was
recognized during the year ended December 31, 2017.

Certificates

The certificates pay interest based on an established rate from the date of purchase through
maturity. The payment of principal and interest on the certificates is a general obligation of the
Conference. Fixed rate certificates accrue interest monthly and pay interest quarterly based on the
date of the certificate. Interest is calculated based on a 365-day year. The Conference does not
possess any deposit insurance from a third-party insurer or state or federal deposit insurance
agency. The payment of principal and interest on the certificates depends solely upon the financial
condition and strength of the Conference.

Temporarily Restricted Net Assets

Temporarily restricted net assets are those whose use by the Organization has been limited by
donors to a specific time period or purpose. There were no restricted net assets as of December 31,
2017. The restrictions were fulfilled in the same time period for receipt of contributions during
2017.

10
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North Carolina Conference of the
Pentecostal Holiness Church, Inc.

Notes to Financial Statements
December 31, 2017

Contributions

Gifts of cash and other assets received without donor stipulations are reported as unrestricted
revenue and net assets. Gifts received with a donor stipulation that limits their use are reported as
temporarily or permanently restricted revenue and net assets. However, if a restriction is fulfilled
in the same time period in which the contribution was received, the Conference reports the support
as unrestricted. There were no restricted net assets as of December 31, 2017. Any restrictions
were fulfilled in the same time period for receipt of contributions during 2017.

Unconditional gifts expected to be collected within one year are reported at their net realizable
value.

Conditional gifts depend on the occurrence of a specified future and uncertain event to bind the
potential donor and are recognized as assets and revenue when the conditions are substantially met
and the gift becomes unconditional.

Functional Allocation of Expenses

The costs of supporting the various programs and other activities have been summarized on a
functional basis in the statement of activities.

Exemption from Income Taxes

The Conference is exempt from income taxes under Section 501(c)(3) of the Internal Revenue
Code as provided by a group letter ruling issued to the International Pentecostal Holiness Church,
Inc. from the Internal Revenue Service and a similar provision of state law. However, the Fund is
subject to federal income tax on any unrelated business taxable income.

Note 2: Investments

Investments at December 31 consisted of the following:

Loan fund certificates $ 2,574,829

Return on investments is comprised of the following:

Interest income $ 45,852

11
-125-



North Carolina Conference of the
Pentecostal Holiness Church, Inc.

Notes to Financial Statements
December 31, 2017

Note 3: Loans Receivable and Allowance for Loan Losses

The Conference extends loans primarily to churches for the purposes of construction or purchase of
church facilities. The loans are made with churches, ministers and other loans. At December 31,
2017, the loans to churches were approximately $16.2 million, the loans to ministers were
approximately $1.8 million and the other loans were approximately $2.2 million.

Classes of loans at December 31 include:

Balloon loans $ 15,445,935
Mortgage loans 3,246,694
Construction loans 1,235,763
Other 233,683
20,162,075
Allowance for loan losses (732,000)

$ 19,430,075

The following table presents the loan portfolio aging analysis of the investment in loans as of
December 31:

Total Loans
30-59 Days 60-89 Days Greater Than Total Past Total Loans > 90 Days &
Past Due Past Due 90 Days Due Current Receivable Accruing
Balloon loans $ 1,890282 $ 648312 $ 4555594 $ 7,094,188 $ 8351,747 $ 15445935 $ -
Mortgage loans 713,494 61,977 944,819 1,720,290 1,526,404 3,246,694 313,712
Construction loans 270,743 - - 270,743 965,020 1,235,763 -
Other loans 14,737 - 42,709 57,446 176,237 233,683 -
Total $ 2,889,256 § 710,289 § 5,543,122 § 9,142,667 $ 11,019,408 $ 20,162,075 $§ 313,712
The following table presents the nonaccrual loans (excluding performing troubled debt
restructurings) at December 31:
Balloon loans $ 4,555,594
Mortgage loans 631,107
Construction loans -
Other loans 42,709
Total $ 5,229,410
12
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North Carolina Conference of the
Pentecostal Holiness Church, Inc.

December 31, 2017

Notes to Financial Statements

The following table presents the balance in the allowance for loan losses and the recorded

investment in loans based on portfolio segment and impairment method as of and for the year

ended December 31, 2017:

Allowance for Loan Losses
Balance, beginning of year
Provision for loan losses
Charge-offs
Recoveries

Balance, end of year

Ending balance:
Individually evaluated for impairment

Ending balance:
Collectively evaluated for impairment

Loans
Ending balance

Ending balance:
Individually evaluated for impairment

Ending balance:
Collectively evaluated for impairment

Balloon Mortgage Construction  Other Loans Total
$ 199,602 $ 176,335 $ 3,100 $ 16,963 $ 396,000
380,600 95,743 (3,100) 12,573 485,816
(5,600) (144,216) - - (149,816)
$ 574,602 $ 127,862 $ - $ 29,536 $ 732,000
$ 530,822 $ 103,195 $ - $ 28,846 $ 662,863
$ 43,780 $ 24,667 $ - $ 690 $ 69,137
$ 15,445,935 $ 3,246,694 $ 1,235,763 $ 233,683 $ 20,162,075
$ 5,274,992 $ 931,269 $ - $ 42,709 $ 6,248,970
$ 10,170,943 $ 2,315,425 $ 1,235,763 $ 190,974 $ 13,913,105

Impaired loans include nonperforming loans but also include loans modified in troubled debt
restructurings where concessions have been granted to borrowers experiencing financial

difficulties. These concessions could include a reduction in the interest rate on the loan, payment

extensions, forgiveness of principal, forbearance or other actions intended to maximize collection.
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North Carolina Conference of the
Pentecostal Holiness Church, Inc.

Notes to Financial Statements
December 31, 2017

The following summarized impaired loans at December 31, 2017:

Average
Unpaid Investment Interest
Recorded Principal Specific in Impaired Income
Balance Balance Allowance Loans Recognized
Loans without a specific
valuation allowance
Balloon loans $ 894,502 $§ 894,502 $ - 3 732,192  $ 7,474
Mortgage loans 503,987 503,987 - 363,584 24,958
Other 14,089 14,089 - 16,009 1,445
Loans with a specific
valuation allowance
Balloon loans 4,380,490 4,380,490 530,822 2,682,016 97,141
Mortgage loans 427,282 427,282 103,195 525,290 18,192
Other 28,620 28,620 28,846 36,583 802
Total impaired loans $ 6,248,970  $6,248,970 $§ 662,863 $§ 4,355,674 $ 150,012

As part of the ongoing monitoring of the credit quality of the Conference’s loan portfolio,
management tracks loans by determining if the loan is impaired or deemed unimpaired. Impaired
loans by category are shown above; all other loans are considered by management to be
unimpaired.

The Conference evaluates the loan risk grading system definitions and allowance for loan loss
methodology on an ongoing basis. No significant changes were made to either during the past
year.

Included in the impaired loans are troubled debt restructurings that were classified as impaired. At
December 31, 2017, the Conference had approximately $939,000 of balloon and mortgage loans
that were modified in troubled debt restructurings and impaired. The Conference uses forbearance
agreements with some borrowers, allowing for reduced payments, which are included in this
troubled debt restructuring total. Of the total troubled debt restructurings at December 31, 2017,
two were accruing interest for a total of approximately $654,000. When loans modified as troubled
debt restructuring have subsequent payment defaults, the defaults are factored into the
determination of the allowance for loan losses to ensure specific valuation allowances reflect
amounts considered uncollectible.

14
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North Carolina Conference of the
Pentecostal Holiness Church, Inc.

Notes to Financial Statements
December 31, 2017

Note 4: Property and Equipment

Property and equipment at December 31 consists of:

Land $ 22,000
Buildings and improvements 5,286,591
Furniture and fixtures 900,674
Vehicles 8,219

6,217,484
Less accumulated depreciation 1,360,302

§ 4,857,182

Note 5: Certificates

At December 31, 2017, the scheduled maturities of certificates are as follows:

2018 $ 3,132,178
2019 574,711
2020 2,488,631
2021 16,272
2022 14,529,309

20,741,101
Certificates with no stated maturity 6,324,611

§ 27,065,712

The weighted average interest rate for certificates was 1.71% at December 31, 2017.

At December 31, 2017, investors were concentrated in one state as follows:

Percent of
Aggregate Certificate
Number of Principal Balances
Certificates Balances Outstanding
North Carolina 540 $ 26,590,731 98%
15
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North Carolina Conference of the
Pentecostal Holiness Church, Inc.

Notes to Financial Statements
December 31, 2017

Note 6: Pension Plans

The Conference has a noncontributory defined benefit pension plan covering certain ministers who
are members of the Conference. The plan began to phase out in August 2013 and is closed to any
new participants. The Conference’s funding policy is to make the minimum annual contribution
that is required by applicable regulations, plus such amounts as the Conference may determine to
be appropriate from time to time. The Conference expects to contribute $455,000 to the plan in
2018.

The Organization uses a December 31 measurement date for the plan. Information about the plan’s
funded status follows:

Benefit obligation $ 6,008,000
Fair value of plan assets 2,490,175
Funded status $ (3,517,825)

Liabilities recognized in the statement of financial position:

Accrued pension liability $ 3,517,825

Amounts recognized in change in net assets not yet recognized as components of net periodic
benefit cost consist of:

Net gain $ (846,000)
Prior service cost 826,000
$ (20,000)

The accumulated benefit obligation for the defined benefit pension plan was $6,008,000 at
December 31, 2017.

Information for pension plans with an accumulated benefit obligation in excess of plan assets:

Projected benefit obligation $ 6,008,000

Accumulated benefit obligation $ 6,008,000

Fair value of plan assets $ 2,490,175
16
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North Carolina Conference of the
Pentecostal Holiness Church, Inc.

Notes to Financial Statements
December 31, 2017

Other significant balances and costs are:

Employer contributions $ 336,000
Benefits paid $ 439,000
Net periodic benefit costs $ 387,000

No plan assets are expected to be returned to the Organization during fiscal year 2017.

The estimated net gain and prior service cost for the defined benefit pension plan that will be
amortized from unrestricted net assets into net periodic benefit cost over the next fiscal year is
$155,000.

Significant assumptions include:

Weighted average assumptions used to determine benefit obligation:

Discount rate 3.36%
Rate of compensation increase 0.00%

Weighted average assumptions used to determine benefit costs:

Discount rate 3.74%
Expected return on plan assets 2.50%
Rate of compensation increase 0.00%

The Organization has estimated the long-term rate of return on plan assets based primarily on
historical returns on plan assets, adjusted for changes in target portfolio allocations and recent
changes in long-term interest rates based on publicly available information.

The following benefit payments, which reflect expected future service, as appropriate, are expected
to be paid as of December 31, 2017:

2018 § 455,000
2019 455,000
2020 437,000
2021 435,000
2022 432,000
2023 -2027 2,033,000
17
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North Carolina Conference of the
Pentecostal Holiness Church, Inc.

Notes to Financial Statements
December 31, 2017

At December 31, 2017, plan assets by category are as follows:

Cash 6.6%
Loan fund certificates 32.4%
Mutual funds 30.7%
Exchange-traded funds 6.0%
Investment in limited liability company 24.3%

100.0%

Pension Plan Assets

Following is a description of the valuation methodologies used for pension plan assets measured at
fair value on a recurring basis and recognized in the accompanying statements of financial position,
as well as the general classification of pension plan assets pursuant to the valuation hierarchy.

Where quoted market prices are available in an active market, plan assets are classified within
Level 1 of the valuation hierarchy. Level 1 plan assets include mutual funds and exchange-traded
funds. If quoted market prices are not available, then fair values are estimated by using pricing
models, quoted prices of plan assets with similar characteristics or discounted cash flows. Level 2
plan assets include loan fund certificates. The inputs used to value the certificates include interest
rates for similar certificates with similar maturities. In certain cases where Level 1 or Level 2
inputs are not available, plan assets are classified within Level 3 of the hierarchy. There are no
Level 3 plan assets.

However, there is an investment in Carolina Education and Ministry Investors, LLC, which is
recorded using the equity method of accounting. The Conference owns approximately 66.7% of
this limited liability company. Losses due to impairment are recorded if it is determined that the
investment no longer has the ability to recover its carrying amount.

The fair values of the Conference’s pension plan assets at December 31, 2017, by asset class are as
follows:

Fair Value Measurements Using

Fair
Asset Class Value Level 1 Level 2 Level 3

December 31, 2017
Mutual funds $ 763,833 $ 763,833 $ - $ -
Exchange-traded funds 149,502 149,502 - -
Loan fund certificates 806,887 806,887 - -
Cash 163,953
Investment in limited $ 1,720,222 $ - $ -

liability company 606,000

_$ 2,490,175
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Note 7: Commitments and Credit Risk

Commitments to Originate Loans

Commitments to originate loans are agreements to lend to a borrower as long as there is no
violation of any condition established in the contract. Commitments generally have fixed
expiration dates or other termination clauses and may require payment of a fee. Since a portion of
the commitments may expire without being drawn upon, the total commitment amounts do not
necessarily represent future cash requirements. Each borrower’s creditworthiness is evaluated on a
case-by-case basis. The amount of collateral obtained, if deemed necessary, is based on
management’s credit evaluation of the counterparty. Collateral held varies, but typically includes
real estate owned by churches and nonprofit organizations.

The Conference had outstanding commitments to originate loans and fund construction loans
aggregating approximately $544,000 at December 31, 2017. The commitments extended over
varying periods of time with the majority to be disbursed within a one-year period.

Credit Risk

The Conference’s loans are made primarily to churches, conferences and other affiliates of the
Church. The vast majority of loans are made to churches. The repayment of loans by churches
may affect the Conference’s ability to meet its obligations. In most instances, the ability of
churches to repay their loans will depend upon the contributions they receive from their members.
Both the number of members of a church and the amount of contributions may fluctuate. In
addition, a church facility may be a single-purpose building and the marketability of such a specific
facility may be limited, thereby diminishing the value of such collateral in the event of foreclosure.
Finally, because of the relationship of the Conference with its borrowers, the Conference has in the
past been willing under certain circumstances to accommodate late payments or to extend or
otherwise modify the terms of a loan. Should borrowers not be able to repay their principal and
interest as scheduled, the Conference’s ability to make principal and interest payments on its
certificates may be impaired.

Note 8: Disclosures About Fair Value of Assets and Liabilities

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an
orderly transaction between market participants at the measurement date. Fair value measurements
must maximize the use of observable inputs and minimize the use of unobservable inputs. There is
a hierarchy of three levels of inputs that may be used to measure fair value:
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Level 1 Quoted prices in active markets for identical assets or liabilities.

Level 2 Observable inputs other than Level 1 prices, such as quoted prices for similar
assets or liabilities; quoted prices in markets that are not active; or other inputs
that are observable or can be corroborated by observable market data for
substantially the full term of the assets or liabilities.

Level 3 Unobservable inputs that are supported by little or no market activity and that
are significant to the fair value of the assets or liabilities.

Recurring Measurements

Following is a description of the inputs and valuation methodologies used for assets measured at
fair value on a recurring basis and recognized in the accompanying statements of financial position,
as well as the general classification of such assets pursuant to the valuation hierarchy. There have
been no significant changes in the valuation techniques during the year ended December 31, 2017.

Investments

Where quoted market prices are available in an active market or investments could be redeemed at
cost, securities are classified within Level 1 of the valuation hierarchy. Level 1 investments
include loan fund certificates. If quoted market prices are not available, then fair values are
estimated by using pricing models, quoted prices of securities with similar characteristics or
discounted cash flows. The Conference does not have any investments classified as Level 2 or 3.

The following tables present the fair value measurements of assets recognized in the accompanying
statement of financial position measured at fair value on a recurring basis and the level within the
fair value hierarchy in which the fair value measurements fall at December 31:

Fair Value Measurements Using

Fair Value Level 1 Level 2 Level 3

Loan fund certificates $ 2,574,829 $§ 2,574,829 $ - $ -
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Nonrecurring Measurements

The following table presents the fair value measurement of assets and liabilities measured at fair
value on a nonrecurring basis and the level within the fair value hierarchy in which the fair value
measurements fall at December 31, 2017:

Fair Value Measurements Using

Fair Value Level 1 Level 2 Level 3
Impaired loans (collateral
dependent) $ 4,173,529 § - $ - $ 4,173,529
Real estate owned - held for
sale $ 426,352  $ - $ - $ 426,352

Collateral Dependent Impaired Loans, Net of Allowance for Loan Losses

The estimated fair value of collateral dependent impaired loans is based on the appraised or
estimated fair value of the collateral, less estimated cost to sell. Collateral dependent impaired
loans are classified within Level 3 of the fair value hierarchy.

The Conference considers the appraisal or other evaluation as the starting point for determining fair
value and then considers other factors and events in the environment that may affect the fair value.
Appraisals of the collateral underlying collateral dependent loans are obtained when the loan is
determined to be collateral dependent and subsequently as deemed necessary by management.
Appraisals are reviewed for accuracy and consistency by management. Appraisers are selected
from the list of approved appraisers maintained by management. The appraised values are reduced
by discounts to consider lack of marketability and estimated cost to sell if repayment or satisfaction
of the loan is dependent on the sale of the collateral. These discounts and estimates are developed
by management by comparison to historical results.

Real Estate Owned - Held for Sale

The fair value is estimated using appraisals, comparable sales and other estimates of value obtained
principally from independent sources, adjusted for selling costs. Real estate owned held for sale
are classified within Level 3 of the valuation hierarchy.

Appraisals of real estate owned held for sale are obtained when the real estate is acquired and
subsequently as deemed necessary by management. Appraisals are reviewed for accuracy and
consistency by management. Appraisers are selected from the list of approved appraisers
maintained by management.

21
-135-



Note 9:

North Carolina Conference of the
Pentecostal Holiness Church, Inc.

Notes to Financial Statements
December 31, 2017

Program and Support Services Expenses

Program and support services expenses consist of the following at December 31:

December 31, 2017
Functional Classification

PROGRAM SUPPORT
Church Resource Discipleship Capital Management
Natural Classification Administration Retirement Evangelism Ministries Loan Fund Asset and General Total
Tithes to other organizations $ 1,101,070  $ - $ - $ 13,105 $ -3 - $ - $ 1,114,175
Interest expense - - - - 696,703 - - 696,703
Salaries 279,569 4,505 87,234 57,446 - - 75,662 504,416
Retirement benefits - 436,114 - - - - - 436,114
Professional fees 3,549 1,725 625 625 28,847 - 106,113 141,484
Other benefits 208,528 - 70,311 65,210 38,235 - 67,462 449,746
Depreciation - - - - - 30,573 71,338 101,911
Discipleship Ministries events - - - 148,500 - - 7,816 156,316
Utilities 5,783 - 60 - - - 111,014 116,857
Repairs and maintenance 3,327 - 14 - - - 63,476 66,817
Hispanic ministries expense 88,139 - - - - - 9,793 97,932
Travel 33,076 - 12,107 13,264 - - 6,494 64,941
Insurance - - - - - - 61,686 61,686
Missions House expense - - 8,911 - - - 35,646 44,557
Oftice supplies and expense 4,593 - 182 - 526 - 47,706 53,007
Camp meeting expense 41,389 - - - - - 2,178 43,567
Other program expense 41,870 - 22,635 - - - 7,167 71,672
Aid on property and buildings - - 14,367 - - - - 14,367
Miscellaneous expense 17,823 - 319 8,060 2,249 - 3,161 31,612
Gifts and contributions 13,008 - 3,227 - - - 1,804 18,039
Retirement refunds and
related interest - 2,779 - - - - - 2,779
Boards and committees expense 18,430 - - - - - 6,143 24,573
Retired ministers' expense - 24,332 - - - - 6,083 30,415
School of ministry expense 29,017 - - - - - 3,224 32,241
Equipment 11,902 - 269 - - - 3,043 15,214
Supplements - - 12,831 - - - - 12,831
Workshops and seminars 18,075 - 12,842 - - - 3,435 34,352
Publications and printing 38,361 - 692 536 - - 4,399 43,988
Sabbatical disbursements 15,961 - - - - - 840 16,801
WIN expense 1,968 - - - - - 104 2,072
Public relations 504 - 15 - - - 2,075 2,594
Advertising 118 - - - - - 1,060 1,178
Real estate owned expense - - 58,744 - 46,914 - - 105,658
Provision for loan losses - - - - 485,816 - - 485,816
Total expenses N 1,976,060 § 469,455 $ 305,385 $ 306,746 $ 1,299,290 $ 30,573 $ 708,922 $ 5,096,431

-136-
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Note 10: Significant Estimates and Concentrations

Accounting principles generally accepted in the United States of America require disclosure of
certain significant estimates and current vulnerabilities due to certain concentrations. Estimates
related to the allowance for loan losses and real estate owned are reflected in Notes 1 and 3.
Current vulnerabilities due to certain concentrations of credit risk are discussed in Note 7.

Borrower Concentrations

At December 31, 2017, two borrowers had an outstanding loan balance greater than 5% of total
assets.

Investments

The Conference invests in various investment securities. Investment securities are exposed to
various risks such as interest rate, market and credit risks. Due to the level of risk associated with
certain investment securities, it is at least reasonably possible that changes in the values of
investment securities will occur in the near term and that such change could materially affect the
amounts reported in the accompanying statements of financial position.

Note 11: Related Party Transactions

The North Carolina Conference of the Pentecostal Holiness Church, Inc. is affiliated with the
International Pentecostal Holiness Church, Inc. in Oklahoma City, Oklahoma. During 2017, the
Conference had the following related party transactions with The International Pentecostal
Holiness Church Extension Loan Fund, Inc. (IPHC ELF) and the International Pentecostal Holiness
Foundation (IPH Foundation).

Investments held with IPH Foundation (A) $ 942,862
Investment in limited liability company (B) $ 606,000
Investments with IPHC ELF certificates (C) $ 1,193,749
Interest income from IPHC ELF and IPH Foundation $ 41,948
Accounts payable to IPHC $ 178,893

(A) The investment held with IPH Foundation is held for the benefit of the Conference. The
investments have been restricted as plan assets for the pension plan. See Note 6 where
these investments are held as a portion of cash, mutual funds and exchange-traded funds.
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(B) The investment in the limited liability company is held for the benefit of the Conference
by the IPH Foundation. The investment has been restricted as plan assets for the pension
plan see (Note 6).

©) The investment held with IPHC ELF certificates is included in investments. See Note 2
where these certificates make up a portion of the loan fund certificates.

Certain companies, ministers, churches, staff and family members are considered to be related
parties. The Loan Fund Division has outstanding loans to these related parties that total $3,080,248
at December 31, 2017. One of these loans outstanding totals approximately $2.2 million and is
with a related party that is disclosed in Note 10 as a borrower concentration.

Note 12: Subsequent Events

Subsequent events have been evaluated through June 6, 2018, which is the date the financial
statements were available to be issued.
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