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CAF Bank Ltd, 25 Kings Hill Avenue, Kings Hill, West Malling, Kent 
ME19 4JQ; company registration number 1837656 (England and 
Wales). Authorised by the Prudential Regulation Authority (PRA) 
and regulated by the Financial Conduct Authority (FCA) and the 
Prudential Regulation Authority (FRN 204451). 
 
CAF Bank Ltd is a subsidiary of the Charities Aid Foundation 
(registered charity number 268369).

Purpose of this disclosure
This document is prepared in accordance with the Pillar 3 
requirements which are set out under the Capital 
Requirements Directive and Regulation (CRD IV) and aim 
to promote market discipline through regulatory disclosure 
requirements. These requirements enable market 
participants to access key information relating to a bank’s 
regulatory capital and risk exposures in order to increase 
transparency and confidence about a bank’s exposure to 
risk and the overall adequacy of its regulatory capital.

General
CAF Bank Limited publishes its Pillar 3 Disclosure 
annually. This Pillar 3 report is based on the Bank’s 
financial statements for the year ended 30 April 2021 
and is prepared on a solo basis.

CAF Bank Limited is authorised by the Prudential Regulation 
Authority (PRA) and regulated by the Financial Conduct 
Authority (FCA) and the Prudential Regulation Authority.

This document should be read in conjunction with CAF 
Bank’s annual report and financial statements for the 
corresponding financial year, which, together with other 
information, is available on the Bank’s website 
www.cafonline.org/cafbankannualaccounts

Principal activities 
CAF Bank provides banking services to charities and social 
purpose organisations. The Bank offers transactional 
current and deposit accounts via telephone and internet 
banking, and provides lending to customers. These services 
complement a range of services to charities provided by 
the Charities Aid Foundation (CAF), the Bank’s parent.

CAF Bank is a wholly owned subsidiary of CAF.
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CAPITAL AND EXPOSURES 
As at 30 April 2021
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OVERVIEW OF CAPITAL POSITION VERSUS CAPITAL REQUIREMENT

CAF Bank’s capital resources and total capital requirement are summarised in the table below.

2021 2020 

£000 % £000 % 

Total Capital Resources

CET1 29,095 22.8%  30,350 20.6%

Total T1 40,095 31.4%  41,350 28.0%

Total Capital 40,095 31.4%  41,350 28.0%

Total Capital Requirement

CET1 13,442 10.5%  15,505 10.5%

Total T1 17,341 13.6%  20,626 14.0%

Total Capital 19,898 15.6%  23,576 16.0%

Capital Surplus

CET1 15,653 12.2%  14,845 10.1%

Total T1 22,754 17.8%  20,724 14.0%

Total Capital 20,197 15.8%  17,774 12.0%

CAF Bank’s capital position remains strong relative to the risk weighting of its assets.

At 30 April 2021 the Bank’s total capital ratio was 31.4% compared to 28.0% at 30 April 2020, reflecting a decrease in risk 
weighted assets on credit institutions. The Bank’s minimum regulatory capital requirement decreased to 15.6% at 30 April 
2021 (30 April 2020: 16.0%) which, combined with the reduction in risk weighted assets, translates to a capital requirement 
of £19.9m at 30 April 2021 compared to £23.6m last year. 

Leverage ratio
CRR requires firms to calculate a non-risk adjusted Leverage Ratio, to supplement risk-based capital requirements. 
The Leverage Ratio measures the relationship between the capital resources of the firm and its total assets. The purpose 
is to constrain the build up of excessive leverage.

Leverage is calculated as Tier 1 capital divided by total on and off balance sheet assets adjusted for deductions.

The Prudential Regulation Authority has confirmed that CAF Bank should be reporting under the UK framework which 
results in a leverage ratio of 3.8% (2020: 4.6%) compared to a minimum of 3.25%.

The following table outlines the Bank’s leverage ratio as at 30 April 2021:

2021
£000 

2020
£000 

UK Leverage Ratio

Tier 1 Resources 40,095  41,350 

Leverage Exposure 1,052,245  895,616 

Leverage Ratio (excluding central bank exposures) 3.81% 4.62%

CRR Leverage Ratio

Balance Sheet Assets  1,441,296  1,212,930 

Regulatory adjustments 11,831  4,397 

Committed facilities  19,435  17,548 

Leverage Ratio Assets  1,472,562  1,234,875 

Tier 1 Capital Resources  40,095  41,350 

Leverage Ratio (including central bank exposures) 2.72% 3.35%
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OVERVIEW OF CAPITAL POSITION VERSUS CAPITAL REQUIREMENT

Capital management
CAF Bank aims at all times to maintain an adequate level of capital to support the development of its business and to 
meet regulatory capital requirements.

Business and capital plans are drawn up annually covering a 3 year period and approved by the Board. The plans ensure 
that adequate levels of capital are maintained by the Bank to support its strategy. This is integrated with the Bank’s annual 
planning process.

The capital plan takes the following into account:

•	Current and anticipated future regulatory capital requirements;

•	 Increases in demand for capital due to business development, including planned lending growth;

•	Potential demand for capital from market shocks or stresses;

•	Available supply of capital and capital raising options;

•	Achieving a minimum required leverage ratio; and

•	 Internal controls and governance for managing the Bank’s risk, operations and capital.

The Bank undertakes a detailed capital adequacy assessment to support its capital requirements. Each material risk is 
assessed, relevant mitigants considered, and appropriate levels of capital determined. The capital adequacy assessment 
is a key part of the Bank’s risk and planning framework and a minimum capital requirement is assessed and agreed with 
the PRA. The Bank’s internal capital adequacy assessment is regularly updated under two Pillars.

Capital resources
The Bank’s capital resources are shown in the following table. The main features and terms of the various components 
of the capital resources are described in the Capital Instruments section.

2021 2020 

£000

% of 
Total Risk 
Exposure £000

% of 
Total Risk
 Exposure

Common Equity Tier 1 Capital

Called up ordinary share capital  29,350  29,350 

Qualifying Distributable Reserves  939  1,000 

Common Equity Tier 1 Capital  30,289 23.7%  30,350 20.6%

CET1 Regulatory adjustments

Intangible fixed assets  (1,194)  – 

Common Equity Tier 1 Capital  29,095 22.8%  30,350 20.6%

Other Tier 1 Capital

Additional Tier 1 Capital  11,000  11,000 

Total Tier 1 Capital 40,095 31.4%  41,350 28.0%

Total Capital resources  40,095 31.4%  41,350 28.0%
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CAPITAL INSTRUMENTS ISSUED BY CAF BANK

Tier 1 capital
CAF Bank’s Tier 1 capital is further comprised of CET1 capital (ordinary share capital and distributable reserves) and 
Other Tier 1 capital (Additional Tier 1 capital). 

CET1 capital

Terms
2021
£000 

2020
£000 

Tier 1 Capital

Ordinary shares Permanent  29,350  29,350 

Distributable Reserves 939  1,000 

Intangible fixed assets  (1,194)  – 

Total  29,095  30,350 

Ordinary share capital is fully paid-up with the proceeds of issue immediately and fully available. There is no obligation to 
pay a dividend. The capital is available for unrestricted and immediate use to cover risks and losses, and enable the 
organisation to continue trading. 

Other T1 capital

Coupon Terms
2021
£000 

2020
£000 

Tier 1 Capital

Additional Tier 1 9.0% Perpetual, non-cumulative  11,000  11,000 

Total  11,000  11,000 

The principal terms of the Additional Tier 1 capital are as follows:

•	Perpetual, repayable at CAF Bank’s election after 5 years with the prior consent of the PRA;

•	Non-cumulative 9% per annum coupon, cancellable at the discretion of the CAF Bank Board;

•	 Irrevocable conversion to voting ordinary shares either at a trigger level of 7% Common Equity Tier 1 capital, or at such 
time as the CAF Bank Board considers it reasonably foreseeable that a trigger event will occur; and

•	 In the event of conversion, £1 par value of AT1 capital will convert to £1 nominal value of ordinary share capital, such 
ordinary shares being identical to existing ordinary shares in all respects.
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CAPITAL REQUIREMENT

Minimum capital requirement: Pillar 1
In calculating minimum capital requirements under Pillar 1, CAF Bank adopts the Standardised Approach to credit risk and 
Basic Indicator Approach to operational risk. The following table outlines the Bank’s minimum capital requirement as at 
30 April 2021.

2021 2020 

Pillar 1 capital requirement £000 % £000 % 

Risk weighted assets  105,880  125,890 

Operational Risk Add-on  22,001  21,650 

Total Risk Exposure Amount  127,881  147,540 

Credit Risk  8,470 8%  10,070 8%

Operational Risk  1,760 8%  1,732 8%

Total Pillar 1 capital requirement  10,230 8%  11,802 8%

An analysis of the credit risk capital requirement is shown in the table below.

2021 2020 

Pillar 1 capital requirement
Exposure

(£000)

Risk 
Weighting

(%)
RWA

(£000)
Requirement

(£000)
Exposure

(£000)

Risk 
Weighting 

(%)
RWA

(£000)
Requirement

(£000)

Central government and  
Multilateral Development Banks  1,179,261 0%  –  –  929,959 0%  –  – 

Treasury Investments

– Financial institutions  77,660 10%  7,766  621  72,709 10%  7,271  582 

– Financial institutions  48,851 20%  9,770  782  38,090 20%  7,618  609 

– Financial institutions  9,958 50%  4,979  398  60,220 50%  30,110  2,409 

– Corporates  – 20%  –  –  9,151 20%  1,830  146 

– Corporates  – 50%  –  –  – 50%  –  – 

– Corporates  – 100%  –  –  – 100%  –  – 

Loans to charities  138,953 68%  93,819  7,505  118,027 66%  77,630  6,210 

Loans to social purpose projects  7,034 148%  10,380  830  4,536 150%  6,804  544 

Other items (debtors and 
prepayments)  628 100%  628  50  798 100%  798  64 

SME deduction  –  (21,462)  (1,717)  –  (6,172)  (494)

Total Pillar 1 capital requirement  1,462,345  105,880  8,470  1,233,491  125,890  10,070 
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CAPITAL REQUIREMENT

Minimum capital requirement: Pillar 2 
Pillar 2 is designed to assess the adequacy of a firm’s capital resources by considering all material risks to the business, 
including those not covered or adequately addressed by Pillar 1, taking into account the impact of stress tests conducted 
across a variety of different scenarios which the Bank may be exposed to. Requirements under Pillar 2 encourage firms to 
develop, operate and evolve better risk management techniques for monitoring, measuring and managing material risks.

CAF Bank has assessed its risks and allocated capital over and above that required for Pillar 1 for the risks shown in the 
following table. Each risk type is described in the Principal Risks section.

Pillar 2A
2021

Capital Addition 
2020

Capital Addition 

Risk type £000 % £000 % 

Market and interest rate risk  895 0.7%  1,313 0.9%

Operational risk  1,560 1.2%  2,302 1.6%

Credit concentration risk  2,046 1.6%  2,995 2.0%

Total  4,501 3.5%  6,610 4.5%

The amounts identified above relating to Pillar 2A capital represent additional capital equivalent to 3.52% of Total Risk 
Exposure Amount (CAF Bank’s ‘ICG’).

Pillar 2B
CAF Bank assesses an additional amount of capital as a buffer (Pillar 2B) against risks it may become exposed to over 
the forward-looking planning horizon. Such risks include a downgrade in credit ratings of wholesale counterparties, bail 
in losses affecting counterparties, loan losses and an increase in market interest rates. Following implementation of CRR, 
CAF Bank has progressively introduced Capital Conservation and Countercyclical buffers.

Capital Conservation Buffer rates are set in the CRR.

The Countercyclical Capital Buffer is a weighted average of the buffer rates applicable to the jurisdictions in which CAF 
Bank is invested. CAF Bank monitors the buffer rates published by the Bank of England. 

As a result of the events connected with Covid-19, the Countercyclical Capital Buffer requirement was reduced. 
At 30 April 2021 the Countercyclical Capital Buffer requirement is 0% of Total Risk Exposure Amount.

Pillar 2B Capital Requirement 
(as % of Total Risk Exposure Amount)

Capital Conservation Buffer 2.5%

Countercyclical Capital Buffer 0.0%
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CAPITAL REQUIREMENT

Total capital requirements
The above minimum capital requirements are aggregated and expressed as a percentage of the Bank’s Total Risk 
Exposure Amount.

CRR places greater emphasis on the highest quality of capital (known as Common Equity Tier 1) and strengthens the 
criteria used to determine what can be used as CET1.

2021 2020 

Minimum capital requirement (% of total risk exposure amount) 
% CET1 Total T1 Total Capital CET1 Total T1 Total Capital

Pillar 1 4.5% 6.0% 8.0% 4.5% 6.0% 8.0%

Pillar 2A 2.0% 3.5% 3.5% 2.5% 4.5% 4.5%

Capital Conservation Buffer 2.5% 2.5% 2.5% 2.5% 2.5% 2.5%

Countercyclical Buffer 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

PRA Buffer 0.5% 0.5% 0.5% 0.0% 0.0% 0.0%

Management Buffer 1.0% 1.0% 1.0% 1.0% 1.0% 1.0%

Minimum Requirement 10.5% 13.6% 15.6% 10.5% 14.0% 16.0%

£000 

Pillar 1 5,754  7,673  10,230  6,640  8,852  11,802 

Pillar 2A  2,521  4,501  4,501  3,701  6,610  6,610 

Capital Conservation Buffer  3,197  3,197  3,197  3,689  3,689  3,689 

Countercyclical Buffer  – –  –  –  –  – 

PRA Buffer  691  691  691  –  –  – 

Management Buffer  1,279  1,279  1,279  1,475  1,475  1,475 

Minimum Requirement  13,442  17,341  19,898  15,505  20,626  23,576
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GOVERNANCE REPORT

As an unlisted company, the UK Corporate 
Governance Code (2018) does not apply to 
CAF Bank; however, the Board has sought 
to comply with a number of the provisions 
of the Code where it considers them to be 
appropriate and proportionate to a company 
of the Bank’s size and nature. 

The Board
The CAF Bank Board is responsible for 
establishing and monitoring the Bank’s strategy 
and risk appetite and approving related policy 
statements which set out the control environment 
within which the Bank operates. Implementation 
of strategy and development and delivery of the 
Bank’s operating plan is the responsibility of the 
Bank’s CEO and Executive Committee. 

For a fixed time period until the Bank’s 
Transformation Project has been concluded, 
there is an additional executive committee 
reporting into the Executive Committee which 
will be the Transformation Steerco with 
delegated responsibilities for governance and 
oversight of the Transformation Project. 

The Board comprises the non-executive chair, 
eight non-executive directors and two executive 
directors and exercises its accountabilities 
through its own activities and through delegation 
of responsibilities to the CEO and the Executive 
Committee. The Board receives reports from 
the CEO and reviews the work of the 
Executive Committee.

How the Board discharged its responsibilities:
During the year the Board:

•	Approved the Bank’s strategy, operating plans, budgets and forecasts;

•	Approved the Bank’s Transformation Plan for its banking system to 
enhance our customer proposition;

•	Approved the Risk Appetite Framework and policies to maintain an 
effective and appropriate governance and control structure for 
managing the business;

•	Reviewed and challenged the operating activities of the Bank 
compared to plans and changes in the wider economic environment;

•	Monitored the conduct of business to ensure adherence to approved 
risk appetite and compliance with applicable regulations;

•	 Monitored the impact of Covid-19 and operational resilience;

•	Monitored reputational risk and brand issues;

•	Reviewed, challenged and approved the capital and liquidity 
adequacy assessments and policies (ICAAP and ILAAP) including the 
gifting of annual profits to its parent, the Charities Aid Foundation;

•	Reviewed and approved a new capital policy, and agreed this with 
the Bank’s parent, CAF;

•	Reviewed, challenged and approved the Recovery Plan and 
Resolution Framework;

•	Approved the composition, membership and terms of reference of 
Board sub-committees;

•	Reviewed reports and recommendations from Board sub-
committees, taking action as appropriate ;

•	Reviewed and approved the Annual Report and Financial Statements ;

•	Set an appropriate ‘tone from the top’ and ensured alignment of 
values and behaviours in the Bank relating to the conduct of 
its business; and

•	Kept the PRA and FCA informed of the Bank’s strategy, operations 
and risks during the year.

Board Risk and 
Compliance Committee

CEO 
(Senior Executive)

Audit  
Committee

Executive Committee
(Performance – CEO)

Executive Risk Committee
(Risk – CRO)

Operations  
Committee

Internal Audit
(outsourced)

CRO
(Senior Executive)

Credit Compliance

Operational Risk Financial Crime

Central and outsourced functions
(Finance, HR, IT, Treasury, Admin)

Risk Management and Ownership Risk Oversight and Control Independent Assurance

Operations

Banking 
(Commercial Lending, Lending services)

FRAC 
(Fraud, Recons and Cards)

Compliance 
Committee

Credit Risk 
Committee ALCOSanctions High Risk 

Committee

Board of Directors Board Level
Functions

Executive and 
Business Level

NomCo and 
RemCo

Denotes CRO Independent access to Board
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Board committees
The Board has established three sub-committees to assist it 
in monitoring the business, reviewing policies, systems and 
controls and setting risk appetite:

I.	 Board Risk and Compliance Committee
II.	 Audit Committee
III.	 Nominations and Remuneration Committee.

Each sub-committee is subject to its own terms of 
reference and has authority to review relevant policies 
(in line with the Policy Approval Protocol), systems, 
controls and reporting, making recommendations to 
the Board for approval.

The Board Risk and Compliance Committee (BRCC)

The Board Risk and Compliance Committee is responsible 
for advising the Board on the Bank’s risk management 
framework and compliance matters. The Committee is 
chaired by an Independent Non-Executive Director (INED) 
and comprises of three other INEDs. Key management 
attend Committee meetings by invitation.

How the BRCC discharged its responsibilities:

During the year the BRCC:

•	Reviewed the Risk Appetite Statement and 
recommended these for approval by the Board;

•	Monitored risk reporting and ensured the Bank’s 
strategy, principles, policies and resources are aligned 
to the Bank’s risk appetite, as well as to regulatory and 
industry best practices;

•	Reviewed and challenged capital and liquidity 
adequacy assessments, the Recovery Plan and 
Resolution Framework and recommended these for 
approval by the Board;

•	Monitored compliance with legislation, regulation 
and internal policy;

•	Focused on Business (including the impact of Covid-19), 
Credit and IT risks including oversight of the 
Transformation Project; and

•	Reviewed policies and recommended these to the Board.

The Board Audit Committee

The Board Audit Committee is responsible for reviewing 
the effectiveness of financial reporting and internal audit, 
and overseeing whistleblowing policies and procedures. 
The Committee also safeguards the independence of 
external audit and the outsourced internal audit function 
and oversees their effectiveness.

The Committee is chaired by an Independent Non-
Executive Director (INED) and comprises two other INEDs. 
Key management attend Committee meetings by invitation. 
During the year the Committee Chair held regular meetings 
with the external and internal auditors and management to 
discuss the business of the Committee and specific issues 
as they arose.

How the Committee discharged its responsibilities:

Financial Reporting
The Committee reviewed and challenged:

•	The Annual Report and Financial Statements;

•	The annual external audit plan, including remuneration 
of the auditors;

•	The significant areas of judgement in relation to critical 
accounting policies;

•	Evaluated the effectiveness of external auditors, and 
assessed their independence and objectivity; and

•	The Pillar 3 report.

Internal Audit
During the year the Committee:

•	Reviewed and challenged the annual internal audit plan 
in the context of the Bank’s risk management 
framework;

•	Reviewed and challenged the findings of internal audit 
reports and management’s responses to 
recommendations; and

•	Monitored the effectiveness of internal audit. 

Whistleblowing
The Chair of the Audit Committee has oversight as 
the Bank’s ‘whistleblowers’ champion’, with responsibility 
for ensuring and overseeing the integrity, independence, 
and effectiveness of the whistleblowing policies and 
procedures. The Committee reviews at least annually the 
Bank’s Whistleblowing Policy and associated arrangements. 

The Nominations and Remuneration Committee

The Nominations and Remuneration Committee is 
responsible for advising the Board on the appointment 
of members to the Board and Board sub-committees. 
The committee also makes recommendations regarding 
the remuneration of members of the Executive Committee 
and reviews and agrees the basis for pay rises and bonuses 
awarded to staff. 

The Committee comprises the Chair, an INED, the CEO and 
CAF Chief Executive.

How the Committee discharged its responsibilities:

During the year the Committee:

•	Reviewed the composition of the Board and made 
recommendations for appointments to Board and 
Board sub-committees;

•	Monitored Board effectiveness and succession plans;

•	Reviewed and approved policies, including diversity 
and equality policies;

•	Monitored conflicts of interest; and

•	Reviewed remuneration and other policy and practice 
in relation to employees and directors.

GOVERNANCE REPORT

CAF Bank Ltd | Pillar 3 disclosure 11



RISK MANAGEMENT FRAMEWORK

The Risk Management Framework (RMF) outlines 
how the Bank manages risks that are relevant to our 
chosen sectors, business model and operations.

Risk-taking is an inherent part of banking, and the Bank 
aims to make a profit from taking risks in a controlled way. 
Excessive and poorly managed risks can have a negative 
impact, increasing the risk to the Bank’s customers and 
shareholder, that shareholder being CAF (Charities Aid 
Foundation). 

Risk is the combination of the probability of an event and its 
consequences. Consequences can range from positive to 
negative. In the context of this document, the focus is risks 
that could have an impact on the Bank’s customers, capital, 
liquidity, profitability, reputation and ultimately its viability.

Risk management refers to the process of identification, 
assessment, measurement, control and monitoring of risks. 

The Board, directors and senior management ensure the 
risks taken are manageable. We consider risks manageable 
when they are defined, understood, measurable and 
controllable. We control risks by ensuring the Bank’s 
resources are capable of withstanding both expected and 
unexpected impacts.

The senior executives and managers of the Bank ensure 
embedding of Risk Management in day-to-day management 
and control activities, with a clear separation between First 
Line of Defence and Second Line of Defence activities (1LOD 
and 2LOD).

CAF Bank establishes and maintains risk culture by the 
adoption of a set of values, risk principles and setting the 
correct ‘tone at the top’ of the Bank.

Detailed frameworks, policies and procedures support this 
document. These combine to ensure the way the Bank 
manages risk is consistent with the size and nature of the 
Bank’s operations. They align to regulatory requirements 
and reflect industry best practice, as reflected below:

What risks and 
regulatory requirements  

do we face?

How do we manage risks  
and compliance given the  

business objectives? 

How do we provide oversight 
and assurance on risk 

management and compliance?

Principal Risks 1. Risk Appetite and Risk Strategy
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•	Strategic

•	Credit

•	Prudential

•	Operational

•	Conduct

•	 Financial Crime

•	Group

•	 Information Security

•	Risk Appetite Framework

•	Risk Appetite Statement(s)

•	Business Plan and Strategy

•	Risk Culture

2. Risk Architecture

•	Governance and Committee structure

•	Three lines of defence (3LOD)

•	Risk resourcing, risk systems

•	Reporting and escalation

Legal & Regulatory 3. Risk Protocols

•	Prudential Regulation 
Authority

•	 Financial Conduct Authority

•	Consumer Credit Act

•	General Data Protection 
Regulation

•	The Foreign Account Tax 
Compliance Act/Common 
Reporting Standard

•	Senior Managers Regime

Identify

Monitor

ControlMeasure 
residual

Measure 
inherent

•	Policies

•	Procedures

•	Mandates/segregation

•	Controls/checks

•	Risk & Control  
Self Assessment

•	Business quality

•	Projects/change

Data, Reporting, Key Risk Indicators, Limits
Risk Data Aggregation/Portfolio Analysis

Stress testing: Internal Capital Adequacy  
Assessment Process, Internal Liquidity Adequacy Assessment, 

Recovery and Resolution Plan
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The RMF includes the Three Lines of Defence model which 
ensures a clear delineation of responsibilities between 
control over day-to-day operations, risk oversight and 
control and independent assurance of the Bank’s activities.

This 3LOD model is important as it provides clarity for 
individuals and functions about their role, where 
responsibilities and accountabilities lay and is a core 
component of the RMF.

The emphasis on the responsibilities of each line of defence 
is as follows:

First Line of Defence – Business lines and centralised functions
The First Line of Defence (through managing risks and 
staying in control of their activities), is responsible for 
managing risk in the context of the legal and regulatory 
environment. The line of defence also take due regard of 
the reputational position that the Bank occupies in support 
of charities. 

•	To run the business in a safe but profitable fashion 
to enable sustainability – linked to the Risk Appetite 
Framework and Statements;

•	To manage the risks in the business, to within 
tolerances or limits;

•	To act in an ‘early warning’ role in terms of ongoing client 
relationship management;

•	 Identify, measure, control and monitor risks within 
each area of the business, reporting and escalation 
of incidents and to evidence control;

•	As part of the controls, the 1LOD needs to implement 
and adhere to the mandates, policies and processes 
that are part of the control environment; and

•	 Identify and assess new or emerging risks as internal 
activities or the external environment changes.

Second Line of Defence – Oversight functions 
(Risk, Compliance and Anti-Money Laundering)
•	To provide independent oversight and guidance on 

risks relevant to the Bank’s strategy and activities;

•	Maintain an aggregate view of risk and monitoring 
performance in relation to the Bank’s risk appetite;

•	Monitoring changes and compliance to external 
regulation, and promoting best practice; and

•	To support a structured approach to risk management 
by implementing and maintaining an RMF and Bank-wide 
risk policies, and to monitor their proper execution in the 
1LOD.

Third Line of Defence – Internal Audit (the Internal Audit 
function is outsourced to Mazars LLP) 
•	To provide independent assurance to the Board via the 

Audit Committee that the 1LOD and 2LOD are both 
effective and operative in discharging their responsibilities.

Central to the Risk Governance and to the 3LOD model is 
the CRO. The CRO will be responsible for monitoring 
exposures to the Board approved Risk Appetites and 
reporting to the Management Risk Committee (ERC) as well 
as the Board’s Risk and Compliance Committee (BRCC).

Risk Appetite Statement
The Bank has taken the expectations of its stakeholders 
into consideration in articulating its risk appetite; the need 
for regulatory compliance at all times; the preservation of 
its authorisation and reputation and its desire for 
controlled and sustainable profits in line with its values.

An overarching Risk Appetite Statement (RAS) governs the 
Bank’s approach to risks it is willing to accept in support of 
its Business Plan. The overarching RAS aligns to the 
Business Plan and Strategy:

Focus of the 
three-year 
business plan

CAF Bank, a bank owned by a charity, 
is developing a more robust business 
model that seeks to maintain an appropriate 
balance between its mission to support 
charities and providing a return to CAF in 
a low interest rate environment.

Overarching 
risk appetite 
assessment

The Bank will take appropriate but controlled 
risk to support income and lending book 
growth, to remain sustainable, whilst 
remaining a safe, trusted and ethical bank 
of choice, that is ‘helping charities to make 
a better society’.

The Bank’s principal risks are strategic, credit, prudential, 
operational, financial crime, information security, conduct, 
and group. Identifying and monitoring current and emerging 
risks is integral to our approach to risk management. 

Strategic risk
Strategic risk is the risk that can affect the Bank’s ability to 
achieve its strategic and business objectives. Strategic risk 
might arise from making poor business decisions, from the 
substandard execution of decisions, from inadequate 
resource allocation, or from a failure to respond well to 
changes in the business environment.

From a strategic perspective, CAF Bank was established as 
a mixed motive investment to further the charitable mission 
of its parent, the Charities Aid Foundation, as well as 
provide a financial return on CAF’s investment in the Bank. 

RISK MANAGEMENT REPORT
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Credit risk
Credit or default risk is the potential of financial loss from a borrower or counterparty failing to meet their financial 
obligations to the Bank to repay in accordance with agreed terms. 

Treasury assets
Treasury counterparties are reviewed and approved by the ALCo in accordance with policies and criteria approved by 
the Board. The Bank sets criteria which include credit rating, counterparty lending limits, group exposures and country 
exposure limits. New investments with financial and non-financial institutions do not exceed £10m and £5m respectively. 
The Bank uses the Standardised Approach to assess capital required for credit risk, with risk weightings based on the lower 
of the two highest of Fitch, S&P and Moody’s ratings in accordance with the credit quality assessment scale.

Treasury assets by class:
2021 2020 

Book 
Value 
£000 

Market 
Value
£000 

Book 
Value
£000

Market 
Value
£000

Listed:

UK Government  –  –  63,036  63,102 

Multilateral financial institutions  758,564  760,657  536,545  540,386 

Fixed coupon corporate bonds  24,093  24,399  43,521  43,657 

Floating rate corporate bonds 83,398  84,458  107,981  107,876 

 866,055  869,514  751,083  755,021 

Unlisted:

Certificates of deposit  19,821  19,983  20,000  20,029 

Debt securities  885,876  889,497  771,083  775,050 

Balances at Bank of England  417,756  417,756  327,571  327,571 

Loans and advances to banks  7,897  7,897  6,273  6,273 

 1,311,529  1,315,150  1,104,927  1,108,894 

Treasury assets by credit rating:
2021 2020 

Category
(Fitch equivalent lowest credit rating)

Book
Value
£000 

% of
Book

%

Book
Value
£000 

% of
Book

%

UK Government  417,756 31.87%  390,607 35.35%

AAA  752,985 57.41%  526,187 47.62%

AA+  83,071 6.33%  82,893 7.50%

AA  – 0.00%  4,238 0.38%

AA-  25,485 1.94%  48,937 4.43%

A+  22,351 1.70%  52,065 4.72%

A  9,881 0.75%  – 0.00%

A-  – 0.00%  – 0.00%

BBB+  – 0.00%  – 0.00%

BBB  – 0.00%  – 0.00%

 1,311,529 100.00%  1,104,927 100.00%

RISK MANAGEMENT REPORT
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Treasury assets by exposure value

Lending
Lending is monitored by the Credit Risk Committee. 
Loan applications are reviewed and presented for 
approval to the Sanctions Committee, a sub-committee 
of the Credit Risk Committee, in accordance with policies 
and criteria approved by the Board. Lending is secured 
on property and subject to maximum limits on loan-to-
value ratios. CAF Bank has in place a system of limits 
and controls to manage credit risk on its loan portfolio 
including Board-level approval for large loans.

The policies include maximum exposure values and 
limits to manage concentration risk by sector. Exposure 
to geographical area is monitored. At 30 April 2021, the 
largest loan was £4.8m (2019/20: £4.9m). The maximum 
aggregate exposures to any one sector (Social Housing) 
and geographical area were 53% and 29% respectively 
(2019/20: 55% and 26% respectively).

Loans, overdrafts and BACS facilities are subject to regular 
monitoring of loan performance and individual annual 
review. Administration of the loan book is outsourced to 
BCM Global Mortgage Management Ltd which provides 
regular management information on a loan-by-loan and 
aggregated basis. A provision of £802k has been made 
at 30 April 2021, reflecting losses that have been incurred 
but not yet identified (2019/20: £707k) and £1,376k has been 
provided for specific loan provisions (2019/20: £938k). No 
overdrafts were written off during the year (2019/20: nil). 
One loan was in arrears at 30 April 2021 (2019/20: none).

 

2021
£000

2020
£000 

Gross loans and advances to 
customers 127,937 106,400

Undrawn overdraft and loan 
commitments  36,779  33,439 

164,716 139,839

Amounts included within the above

Secured on property 164,716  139,805 

Unsecured:

Loans – –

Overdrafts – 34

164,716 139,839

As at 30 April 2021 the average loan-to-value ratio across 
the lending portfolio was 53% (2019/20: 54%).

LTV Range Amount

<=10% £572,926

<=20% £3,617,491

<=30% £6,168,395

<=40% £21,424,237

<=50% £24,571,373

<=60% £28,892,154

<=70% £18,521,525

<=80% £14,174,382

<=90% £9,744,315

<=100% £0

Unsecured £0

Totals £127,686,798

TABLE

RISK MANAGEMENT REPORT

30/04/2020

11% 16%

30/04/2021

84%89%

UK Government and Multilateral 
Financial Institutions
Financial & Non Financial Institutions 
<= £10m
Financial & Non Financial Institutions 
> £10m – £21m
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Prudential risk
Prudential risk is the risk that the Bank has insufficient 
capital, liquidity and funding to maintain its operations in 
business as usual and stressed conditions. Prudential risk 
includes Capital, Liquidity and Market risks.

Capital risk
Capital risk is the risk that the Bank has insufficient capital 
to cover stressed conditions, regulatory requirements and 
business plans. 

Capital risk is measured, monitored and reported daily 
against limits approved by the Board within the Bank’s 
Capital policy and monitored by the ALCo and the Executive 
Risk Committee. The Bank undertakes regular stress testing 
of its capital adequacy. 

Liquidity risk (including Funding risk)
Liquidity risk is the risk that the Bank does not have 
sufficient financial resources to meet its obligations as 
they fall due, or can secure them only at excessive cost. 
Liquidity risk arises from mismatches in the timing of 
cash flows. Funding risk arises when the liquidity needed 
to fund illiquid asset positions cannot be obtained at the 
expected terms when required.

Liquidity risk is measured, monitored and reported daily 
against intra-day triggers and limits approved by the 
Board within the Bank’s Liquidity Policy. The liquidity 
position is monitored by the ALCo and the Executive Risk 
Committee. The Bank undertakes regular stress testing 
of its liquidity position and behavioural analysis of its 
liabilities and assets.

CAF Bank holds liquidity buffer eligible assets of £1,174m 
(2019/20: £916m), excluding assets pledged as security 
under repurchase agreements. Liquidity buffer assets 
comprise investments in the Bank of England Reserve 
Account, UK Gilts, Treasury Bills and multilateral 
development banks.

2021
Book
Value
£000

2020
Book
Value
£000 

Balances at Bank of England  415,462  326,104 

UK government  –  63,036 

Multilateral financial institutions  758,564  526,501 

 1,174,026  915,641 

Market risk (including Interest rate risk)
Market risk is the risk from adverse movements in 
external markets, e.g. interest rate movements, changes 
in investment values or currency movements that will 
impact our income or the value of our assets and liabilities. 
This includes interest rate risk in our banking book (IRRBB) 
which is the risk arising from a mismatch between the 
duration of assets and liabilities.

CAF Bank does not undertake proprietary trading activities. 
Investments are held to maturity and valued at cost with 
any premium or discount amortised over the remaining 
term. All the Bank’s assets and liabilities are denominated 
in sterling.

Market risk is measured by monitoring mismatches 
between assets and liabilities assessed on a behavioural 
basis which may result from movements in market interest 
rates over a specified time period within Board-approved 
limits. IRRBB is measured weekly and monitoring is carried 
out by the ALCo and the Board Risk and Compliance 
Committee. 

Non-maturity (on-demand) deposits are behaviouralised 
into time bandings:

Current accounts

£0-£249,999 2-3 years

£250,000-£999,999 1-2 years

Over £1m 6-12 months

RISK MANAGEMENT REPORT
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Assets and liabilities analysed by interest rate pricing time periods:
 

As at 30 April 2021

Next 
day

£000

Up to 3
months

£000 

3 months
to 6 months

£000

6 months
to 1 year

£000

 1 year
to 5 years

£000

Over 5 
years
£000

Other
items
£000

Total
£000

Assets

Balances at Bank of England  415,461  2,295  –  –  –  –  –  417,756 

Loans and advances to banks  7,897  –  –  –  –  –  –  7,897 

Loans and advances to 
customers  115,004  –  –  –  9,502  –  –  124,506 

Debt securities  –  337,166  32,012  207,175  202,453  106,641  429  885,876 

Prepayments and accrued 
income  –  –  –  –  –  –  4,067  4,067 

Intangible Assets –  –  –  –  –  –  1,194  1,194 

538,362  339,461  32,012  207,175  211,955  106,641  5,690  1,441,296 

Liabilities

Customer accounts  788,350  –  –  84,088  525,704  –  4  1,398,146 

Repurchase agreements  –  –  –  –  –  –  –  – 

Other liabilities  –  –  –  –  –  –  1,848  1,848 

Accruals and deferred income  –  –  –  –  –  –  13  13 

Shareholders’ funds  –  –  –  –  –  –  41,289  41,289 

 788,350  –  –  84,088  525,704  –  43,154  1,441,296 

Interest rate sensitivity gap  (249,988)  339,461  32,012  123,087  (313,749)  106,641  (37,464)  – 

Impact of 2% change in 
interest rates  –  (234)  (236)  (1,809)  13,479  (11,310)  –  (110)

 

As at 30 April 2020

Next 
day

£000

Up to 3
months

£000 

3 months
to 6 months

£000

6 months
to 1 year

£000

 1 year
to 5 years

£000

Over 5 
years
£000

Other
items
£000

Total
£000

Assets

Balances at Bank of England  326,104  1,467  –  –  –  –  –   327,571  

Loans and advances to banks  6,273  –  –  –  –  –  –   6,273  

Loans and advances to 
customers  95,473  –  –  –   8,152   –  –  103,625 

Debt securities  –  236,724   49,952    69,858    413,576   –  973  771,083 

Prepayments and accrued 
income  –   240   –  –  –  –   4,138    4,378  

 427,850   238,431    49,952   69,858   421,728   –  5,111   1,212,930  

Liabilities

Customer account  788,350  –  – 84,088   525,704  – 4  1,398,146 

Repurchase agreements  – –   –  –  –  –  –  – 

Other liabilities  –  –  –  –  –  –   1,848  1,848 

Accruals and deferred income  –  –  –  –  –  –   13   13 

Shareholders’ funds  –  –  –  –  –  –  41,289  41,289 

 788,350 –  – 84,088   525,704   –  43,154  1,441,296 

Interest rate sensitivity gap  (249,988)  339,461   32,012    123,087   (313,749) 106,641  (37,464)  – 

Impact of 2% change in 
interest rates  –  (234)  (236)  (1,809)  13,479  (11,310)  –  (110) 
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Operational risk
The risk of financial loss and or reputational damage 
resulting from inadequate or failed internal processes, 
people and systems or from external suppliers and events.

Having adequate operational resilience improves our ability 
to absorb and not contribute to, or exacerbate shocks while 
continuing to provide critical functions.

During the year ended 30 April 2021 operational losses 
totalled £17k (2019/20: £4k). 

The Bank continues to develop and enhance its Operational 
Resilience to protect the Bank against internal and external 
events that can disrupt service to our customers. Having 
adequate operational resilience improves our ability to 
absorb and not contribute to, or exacerbate shocks while 
continuing to provide critical functions.

CAF Bank uses the Basic Indicator Approach to assess 
operational risk capital requirements.

Financial crime 
Financial Crime includes any offence involving fraud or 
dishonesty, or handling the proceeds of crime. We seek 
to protect our customers and the Bank from the risks of 
financial crime by identifying inherent risks and operating 
with appropriate systems and controls to detect and 
prevent harm. We will not conduct business with individuals 
or entities we believe are engaged in illicit behaviour. We 
seek to minimise the Bank’s and our customers’ exposure 
to loss from fraud.

CAF Bank complies with all relevant laws and regulation 
taking into account supervisory and approved industry 
guidance. Work to prevent fraud, money laundering, 
terrorist financing, breach of sanctions, tax evasion and 
bribery/corruption is led by the Bank’s CEO and COO with 
the support of dedicated Know Your Customer and Fraud 
Prevention teams. Oversight is provided by the Money 
Laundering Reporting Officer and Chief Risk Officer.

Cyber threats are escalating from an increasingly 
sophisticated financial crime community. We continue to 
invest in strengthening our cyber defences and ensuring 
the robustness of our controls. 

CAF Bank continues to carry out ‘know your customer’ 
reviews in line with industry practice.

Bank losses to fraud in the year ended 30 April 2021 
were £43k (2019/20 £33k).

Conduct risk 
The risk of poor customer outcomes at any stage of the 
customer journey, through inappropriate execution of the 
Bank’s activities and processes. This could include, poor 
staff behaviours, a breach of the conduct rules and a poor 
culture, which could cause detriment to customers, the 
Bank or staff members.

Covid-19
Since mid-March 2020 the UK Government has been 
responding to the Covid-19 pandemic with a range of 
measures which are impacting the Bank, our customers 
and the wider UK economy. The impact has been, and 
continues to be, rapidly evolving and difficult to predict 
with certainty. 

CAF Bank has responded with a number of measures aimed 
at ensuring the continuation of full-banking services to all 
our customers, improving processes so our customers can 
operate remotely more easily and by proactively offering 
six-month capital repayment holidays to borrowers where 
there is a need for flexibility. Following the reduction in 
Base Rate by the Bank of England to 0.1%, CAF Bank has 
reduced the interest rate paid on deposit accounts.

The Bank is closely monitoring the emerging risks from the 
impact of Covid-19, including the impact on our loan 
customers and the impact on the Bank from lower interest 
rates. The Board monitors the impact of a range of 
projected interest rate scenarios in order to plan how the 
Bank would respond. 

The UK now has a well advanced vaccination programme 
yet risks remain around further mutations that vaccines 
may not respond to. Government support has made it 
difficult to determine how many businesses are struggling 
and therefore the full impact of Covid-19 on the economy 
cannot yet be determined.

RISK MANAGEMENT REPORT
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REMUNERATION

CAF Bank is subject to the Remuneration Code (the 
Code). The aim of the Code is to ensure that all firms 
within scope have risk-focused remuneration policies 
that are consistent with and promote effective risk 
management and do not expose them to excessive risk. 
The Bank’s policies and procedures, covering salaries, 
bonuses and pension arrangements, comply with the 
requirements of the Code. 

Remuneration Code Staff (Code Staff) are ‘employees 
whose professional activities have a material impact on 
the firm’s risk profile, including any employee who is 
deemed to have a material impact on the firm’s risk profile 
in accordance with Regulation (EU) 604/2014 of 4 March 
2014 (Regulatory technical standards to identify staff who 
are material risk takers)’. 

The Bank’s ‘risk takers’ or staff engaged in control or 
significant influence functions includes all members of the 
Executive Committee plus their senior management team. 
Total aggregate fixed remuneration of the Bank’s Code Staff 
for 2020/21 is £1,612k. Amounts of variable remuneration 
are not material.

Remuneration is overseen by the Nominations and 
Remuneration Committee, which determines the 
remuneration and employment policies and practice. 
Non-Executive Directors are not remunerated.

As a bank, we offer an ethical and fair approach to doing 
business, and support our customers to deliver social 
impact and achieve a fairer society. The total remuneration 
paid to 112 staff assigned wholly to CAF Bank in the financial 
year 2020/21 was £4,884k. In line with our core principles, 
bonuses do not amount to a significant element of total 
compensation. Bonuses are paid as a one-off lump sum 
through the parent company’s payroll scheme and are 
non-pensionable. No other bonus or one-off payments 
are made. Staff are invited to join CAF’s contributory 
pension scheme.
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CAUTIONARY NOTE ON FORWARD LOOKING STATEMENTS

This document may contain certain forward-looking 
statements with respect to the financial condition, 
results of operations and business of CAF Bank Ltd. 
Generally, words such as ‘may’, ‘could’, ‘will’, ‘expect’, 
‘intend’, ‘estimate’, ‘anticipate’, ‘believe’, ‘plan’, ‘seek’, 
‘continue’, ‘project’, ‘should’, ‘probability’, ‘risk’, ‘value-
at-risk’, ‘target’, ‘goal’, ‘objective’, ‘endeavour’, ‘outlook’, 
‘optimistic’ and ‘prospects’ or similar expressions 
or variations on such expressions identify forward-
looking statements.

Any forward-looking statement represents the Bank’s 
current expectations or beliefs, as well as assumptions 
about future expectations or beliefs concerning future 
events, and involves known and unknown risks and 
uncertainty that could cause actual results, performance 
or events to differ materially from those expressed or 
implied in such statements. There are several factors which 
could cause actual results to differ materially from those 
expressed or implied in forward-looking statements. 
Among the factors that could cause actual results to differ 
materially from those described in the forward looking 
statements are: changes in the global, political, economic, 
business, competitive, market and regulatory forces, future 
exchange and interest rates, changes in tax rates and future 
business combinations or dispositions.

For further risks and uncertainties faced by the Bank 
that may impact the statements set out in this document, 
please read the Bank’s Annual Report and Accounts for 
the year ended 30 April 2021 and any other interim or 
updated information published by CAF Bank.

Forward-looking statements contained within this 
document apply only as at the date of this document. 
Except as required by the Prudential Regulatory Authority, 
Financial Conduct Authority or other applicable law or 
regulation, CAF Bank does not have any obligation to 
update or revise publicly any forward-looking statement, 
whether as a result of new information, further events or 
circumstances or otherwise, and expressly disclaims any 
obligation to do so.

CAF Bank Ltd | Pillar 3 disclosure 20



Registered office
25 Kings Hill Avenue
Kings Hill
West Malling
Kent ME19 4JQ

Telephone: +44 (0)3000 123 456
Email: cafbank@cafonline.org
www.cafonline.org/caf-bank

Company Registration No: 1837656 (England and Wales)

CAF BANK LTD


