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Chairman’s Review.

T,

Chairman
Robert Dolman

Overview

Looking buck ut 2008 und the unfoldiny
nature of the globul credit crisis, | struggle to
recdll such u set of drumutic events in my
working life. These are truly difficult times for
any business. It is of course impossible to
ignore the effect the present economic
environment has had on the value of
members’ suvings und dlso the strains that it
has put on the Society itself. Nonetheless the
encourayging thing is that the business
remuains in good hedlth and has continued
to develop which will leave the Society and
its members in an even stronger position
when investment markets start to recover.

Results

Despite the harsh economic environment in
2008 our reserves remained well in excess of

statutory requirements which in turn enabled

us to muke u significant investment in the
future development of the business.
Membership has grown to the highest level
since the Society was formed in 1975,
increusing by more than 127,000 in the year
to 1,036.419.To put that in perspective,
membership has how doubled since we
made the strategic decision to enter the
Child Trust Fund (CTF) market just four years
ugo.

Additiondlly, our premium income has been
boosted significuntly by the launch of u

range of ISAs in partnership with Post Office®.

(John Reeve, our Chief Executive, provides
more detuil of this mujor development in his
report). At £374m, our income contribution

from all product sources is double that of last

yeur, which is a remurkable success story in
the context of the econhomic downturn.

In uncertain times, there is u natural
tendency to cut buck on costs und wuit for
more benign conditions. However, | strongly
believe that Fumily should stay true to its
ambitious yrowth plans, so lony us these are
delivered in sensible and measured ways. It is
vital that our business tukes d long-term view
and cohntinues to grow becuause it is through
scule that we cun fruly drive down our costs
and best protect our members’ long term
interests. In the graphs on puge 6, you will
see that one of our key meusures is
Oyperuting Efficiency und that this hus
improved in the yeur, We believe that Family
is how operuting us efficiently us at any other
time in our history.

Investment conditions

Whilst | am pleused to be dble to report thut
the Society hus only limited direct exposure
to the write-downs und revaluations that
have plagued the finuncial markets, the
marked reversal in world stock markets has a
continuing impact both on our investment
income us well as investor returns. Many of
the pluns we munuge, such us the CTF have
muny yeurs to go before the proceeds ure
redlised und have d lony time to recover
and grow. In fact, toduay’s regular savers will
likely benefit from having money invested
when share prices are so low, but timing is
everything and | remuin conscious that the
current circumstances ure detrimental to
those members with maturing plans. Given
the unprecedented huture of the economy
and muarkets, | would encourage those
uffected to consider options such us
extending their ferms until things stabilise.

—
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Customer and employee
engagement

We have built the Society’s reputation on the
foundution of service yudlity und | am
mindful that us we expaund, we must
continue to deliver on our promises to
members us well as to engage with und
enthuse our employees. We surveyed u
number of members in 2008 and | um
pleused to report thut the overdll service we
provide scored 8.45 out of u possible 10.1 am
dlso heartened that 96% of those
completing the survey would recommend us
to u friend, a score thut would muke many
of our comypetitors highly envious.

The rapid growth in our business has dlso
placed our employees and munhagers under
imMmense pressure this year, Each year we
conhduct u survey with employees und
consistent with the previous year, more than
Q0% dre happy working ut Family. Our
people ure key to delivering aguinst our
objectives und we continue to invest in their
development. As such, 19 of our maunagers
have been through d leudership
development progrumme in recent times.

Committee changes

During 2008 we welcomed Miles Bingham to
our Committee of Munugement, serving in
the capuacity us Business Development
Director. Miles hus been in churge of the
Society’s murketing function since 2001 und
has been responsible for our new business
ucyuisition us well us developing our key
distribution purtners. Strengthening our
Commiftee in u successful year underlines
our infention to brouden both our product
runge und wuys to market.

Thanks

It is < redl fribute to our employees und the
cupubility of our operations that we have
been dble to deliver such significunt growth
in our business whilst Muintaining high service
levels. I'd persondlly like to tuke the
opportunity to thunk dll our employees for
their fremendous efforts in the yeur und |
look forward to working with them in 2009.

Ao

Robert Dolman, Chairman
March 2009

AT
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Chief Executive’s Operational Report.

ad
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Chief Executive
John Reeve

Review of activities

From its launch in 2005 we have offered the
Child Trust Fund (CTF), both directly and via
distribution partherships with well known
orguhisations. In order to maintain our
fposition us the leuding CTF provider we have
sought to hot only enhance the services we
offer but dlso incredse the reach of our
distribution. To that end in 2008 we
concluded a further sighificunt dedl with
Abbey und from early in 2009 we began
supplying our stukeholder product through
their branches. We dlso welcomed to Family
former CTF customers of LV= followiny that
Society’s decision fo ceuse being u CTF
provider. These developments will help
underpin our leudership of the CTF market
and be of great benefit fo the Society in the
yedrs to come.

The valuuble reputation we have guained
over severdl years of parther-bused
distribution has not only incredused our share
of the CTF market, but hus dlso led to G
broudening of our business. We were
delighted that one of our existing purthers,
Post Office®, selected us to dlso be their ISA
frovider. This is an important arrungement for
the Society because although Family has
beehn an ISA provider since the government
first launched the scheme, up until this point
in fime we have not had the distribution
muscle to drive consistently high volumes.

The Post Office® ISA project hus been u
significant undertaking for us, involving a
large deployment of employees und other
resources, but one that is dlreudy providing
us with a valuuble hew business stream. We
launched both cush und stocks and shares
ISAs in September in a period of generdl

destabilisution when bank failures were
making daily headlines und at u time, ohe
might argue, that was hot idedl for savings
products. What transpired was that the
security of people’s suvings played u biy
part in consumer decision-muking und has
resulted in Post Office® attracting far more
business than was origindlly unticiputed.
Many organisations might have buckled
under the weight of applications and phone
culls we received, but our business reucted
marvellously und within a few working days
we were oh top of the situdtion und have
been writing very hedlthy levels of hew
business ever since. In four months of fradinyg
in 2008, we processed over £200m of ISA
contributions, outstripping the full yeur’s CTF
contributions by u marked amount.

Supplementing our purther-driven business,
we have been successfully building our
direct business over severdl yeurs. Indeed, for
the first fime since we entered into the CTF
market, we were uble to generute more
than 25% of those sdles direct to Family with
our ethicul product being u key driver. | um
a firm believer in harnessing the power of
e-commerce, something that dllows smaller
product providers to compete with lurger
firms and is un important component of our
direct arm. As such, | um pleused to report
that our on-line sules caupubility goes from
strength to strength. At the start of 2008, we
launched Online Wizard, u unigue facility in
the CTF world that dllows parents to munuye
their child’s account via the web. So far,
nearly 40,000 purents ure munuging their
accounts this way. By yeur-end, we hud dlso
launched our hew information site,
www.moneyformums.co.uk which is an
excellent source of information for pregnant
womehn und those with hewlborn children.
These sorts of developments demonstrate
our fechnicul capubility as well us reinforcing
our credentials as a family friendly brand.
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Indeed we have developed u hew brand
identity, which runs throughout these Report
and Accounts. As our business grows ut
puce, it is vital that we continue to develop
our brand in tundem and in these turbulent
fimes, it has hever been More important to
re-state whaut we are about us a business —
that is to be a frusted supplier of finuncial
solutions for the family. Most families have
limited resources but d strony desire to plun
for their futures und we ure committed o
delivering the simple and affordable
products that they reyuire. We have a
phrase that sums up our business ethos —
“doing the right thing”. It reflects how we
dedl with our members, suppliers und
employees und we like to view dll of them us
fpart of our extended family.

Investment results

It hus been u truly horrible yeur for most kinds
of investments, be they shures, corporate
bonds, sterling or property. Even simply
leaving your mohey oh deposit has become
more uncertain initidlly because of concerns
about some banks fuiling und how becuuse
of the low inferest rate environment. Only
Government bonds remained us one of the
very few types of investment which
produced positive returns in 2008.

The mdjority of the money that we hold for
members is invested in UK stocks und shares.
The bellwether of the UK eyuity market, the
FTSE 100 index, dropped by 27% from the
start of the yeur to the end, cleurly making it
difficult to yenerute positive returns for our
members. We speuk to or receive
correspondence from thousunds of
members euch yeur und we redlise thut
many product statements muke poor
reading af present. | am sorry that we
haven’t produced u better result for you but
| know muny of you hold suvings, investments
und pensions elsewhere und understund
that these investment conditions ure
widespreud. Nonhetheless I'd like to thank il
our members for their understanding and
putience.

Goiny forward, governments continue o
seek to combut the current slowdown by
implementing various stimulus Meusures
including the cutting of interest rates and
plunned increuses in central spending.
Although the immediate econhomic outlook
remains grim, there is some hope that much
of the bud news is dlreudy fuctored intfo
share prices und that u floor may be found
some fime soon. If so, then global equities

’3&(

now look very cheup bused on historical
valuution meusures und we hope thut stock
markets cun beyin their recovery in
advance of uny wider economic
improvement.,

In 2008, in light of disappointing
performunce, we reviewed our investment
strategy und whilst we still believe that shares
represent the best long ferm store of value,
we have decided to chunge the style of our
investment munugement to one that more
closely fracks the relevant indices. In doing
so we have recently purted compuny with
New Star Institutional Managers as our fund
manuger und moved our funds to
Santander Asset Munugement who dlso
offer the additional comfort of being purt of
ohe of the world’s leadihyg banks. Goihy
forward we believe this hew upprouch to
investment manuygement will serve our
members’ best interests.

The outlook

We have been the leudiny provider of CTFs
since the scheme luunched in 2005, which
hus led to the ucceleruted growth of the
Society. As other bunks und institutions review
their own CTF arrangements, we dre well
positioned to continue to pick up further
distribution dedls in 2009. On top of this, we
should dlso benefit from the first full year of
trading with Post Office® on their ISA range.
Of course, the economic environment is sour
and the timing of any future recovery is
uncertuin, but we have presented strony
results in 2008 und ure well placed to deliver
another year of record results in 2009.

Key performance measures

In addition to the statutory information set
out in the Report und Accounts we have
pulled out und highlighted some of the key
performunce meusures that we believe ure
an essentiul yardstick to un appreciation of
the welfare of the Society. Trunspurency is
very importaunt to us und we hope you find
this report eusier to reud than in previous
yedrs and so guin u cledrer sense of how we
are doing us G business.

(

John Reeve, Chief Executive
March 2009

T
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Group Performance Highlights. Summary Financial Statements.

Members’ Funds Under Customer Contributions
Membership Management - £000 £000

1,000,000 1,700,000 450,000
150000 Summary of Group
800,000 U

350,000

Financial Results
Results for the yeur ended 31 December 2008
Group
Noftes £'000

1,550,000
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1,400,000

700,000
600,000
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300,000
200,000

300,000

0666591
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1,300,000
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400,000 Members’ funds under management

300,000

100,000

100,000 200,000 50,000 Opening balance 1,677,590 1,659,590
0 2004 2005 2006 2007 2008 0 2004 2005 2006 2007 2008 0 2004 2005 2006 2007 2008 Amounts pUId in by customers 1 374'303 ]44'080
(ered Amounts puid buck fo customers 2 (152,677) (143,909)
Operating Expenses Operating Efficiency Investment income, guins und losses 3 (206,188) 37.779
£000 Mer e e o) Reserves - £000 Transfer of policies to unother company 4 (14,408) =
15,000 10 70,000 Management charges puid to the Society 5 (18,149 (19.950)
60,000 Closing balance 1,660,471 1,677,590

Results for the year

Operating income
Munagement charges from members funds 5 18,149 19,950
Other charges levied on policyholders 6 885 1,607
19,034 21,557
2004 2005 2006 2007 2008 0 2004 2005 2006 2007 2008 ° 2004 2005 2006 2007 2008 Operating expenses 7 (13.074) (13,542)
Operating profit 5,960 8,015
Source of Funds Notes: N ' ' Investment in systems and hew business 8 (12,865) (9.663)
Under Management 2008 1. chﬁtiﬂgcozngflr?bcﬁgi rl(f;suﬁs Change in hon-linked fund reserves 9 (2,936) 802
from high levels of ISA sales Investment income, yuins und losses

through Post Office®. net of tuxution 10 200 2,966
Net result for the year (9.641) 2,120
Reserves as at 1 January 51,119 48,999
Reserves as at 31 December 41,478 51,119

(includilI'\SgAPOFS ISA)
16% Notes:
1 The contributions puid by members into their policies.
2 The umounts puid out to mMembers on muturity or surrender of their policies.
3 The chunge in vulue of, und income eurned from, members’ investments.

4 The vdlue of policies thut were transferred to Reliunce Mutual in July 2008.

5 The munugement fees churged by the Group und puid out of members funds.

Fund performance -
for the year ended 31 December Available to 2008 2007 2006

6 Other churges include churyges for life cover und eurly surrender.
7 The cost of udministering members’ policies. This humber differs from thut in the Technicul Account

Family CTF Unit Trust CTFs 21.75% 0.3% 8.9% due to different clussificutions of certuin expenses.
8 The cost of ucyuiring hew business, muinly commission und murketing expenses, und the amount

Family Balanced Unit Trust ISAs -20.05% -0.4% 10.9% spent on developing the business, mainly on hew product lines and improving systems capabilities.
Family Charities Ethical Trust Bonds, ISAs -40.59% -4.8% 23.8% 9 The chunge in the vulue of the ussets und liubilities of the Group’s hoh-linked investment funds.

& CTFs 10 The chunge in value of, and income eurned from, investments that form part of the Group’s reserves.
Sovereign 3 Life fund (series 4) Bonds -13.36% 1.5% 7.5%
Sufety First Life fund (series 4) Bonds 4.91% 4.6% 3.7% )
Mdahaged Penhsion fund Pensions -23.25% 2.3% 11.0% %
FTSE 100 Total Return -27.35% 7.61% 14.51%
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Committee of Management.

Non-Executive Directors
L

Chairman

Robert Dolman

Mr. Dolmun, uged 63, hus been u
member of the Committee since

1981, Vice Chuirmun from 1988 fo
1993, und Chuirman from 1993. He is u
purtner in a London firm of solicitors
and specidlises in frust and tax law.

Vice Chairman

Robert Weir FCA

Mr. Weir, uged 60, hus been u
member of the Committee since 1997
and wus uppointed Vice Chairmun
and Senior Independent Director in
2007. He wus u Director of the
Household Mortgyuge Corporation
and hus wide experience in finuncial
und generul munugement,

Veronica France

Ms. France, uged 47, wus duppointed
to the Committee in 2006. She is u
business development consultunt und
d pust chairman of the Investment
and Life Assurance Group.

Norman Riddell

Mr. Riddell, aged 61, wus uppointed
to the Committee in 2006. He is un
investment consultunt, Chairman of
Novitus Partners LLP and Chairman of
Independent Risk Monitoring Ltd.

John Wybrew FIA

Mr. Wybrew, uged 66, wus uppointed
to the Committee in 1999. He is u
Fellow of the Institute of Actuuries
and former Chuirman of u life
assurance compuny. He is a pust
Chuirman of the Investment und Life
Assurance Group.
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Executive Directors

Chief Executive

John Reeve FCA

Mr. Reeve, uged 61, is u Churtered
Accountunt und hus been u full-time
executive of the Society since 1982,
He joined the Committee in 1983 und
hus led the Society since 1987, firstly
us Generdl Manuger und from 1992
us Chief Executive.

Chief Operating Officer

Rob Edwards

Mr. Edwuards, uged 53, hus been d full-
fime executive of the Society since
1988. He wus uppointed to the
Committee in 1997, becume Generdl
Manuger in 2001 und Chief
Operating Officer in 2006. He is
responsible for overseeing the
Society’s Murketing, Customer
Services, Operationadl Finunce,
Corporute Projects und IT functions.

Finance Director

John Adams FCCA

Mr. Adums, uged 54, is u Certified
Accountant und hus been u full-time
executive of the Society since 1986
when he wus uppointed Finuncidl
Controller. He wus promoted to
Finance Director und uppointed to
the Committee in 1993.

Secretary and Corporate
Services Director

Keith Meeres FCol

Mr. Meeres, uged 51, joined the
Society in 1993 us Compliunce Officer
und becume Secretary in 1996. He
wus uppointed to the Committee in
1997. He is responsible for overseeiny
the Society’s Reyulutory Compliunce,
Risk, Internal Audit, Humun Resources
und Fucilities functions.

Business Development Director
Miles Bingham

Mr. Bihghum, uged 42, joined the
Society in 2001 us Heud of Murketing
following 11 years in various maurketing
and product development roles ut
both HSBC und Abbey. In 2008, he
wus promoted to Business
Development Director with
responsibility for managing key
relationships with our distribution
purtners us well us for expunding the
runge of products offered by the
Society. Mr. BIhgham hus u two yeur
old daughter und claims to no longer
have uny hobbies!
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Committee of Management’s

Annual Report.

The Annual Report und Accounts have been
prepured in accordunce with The Friendly
Societies (Accounts und Reluted Provisions)
Regulations 1994 (‘the Regulations’).

The Society is yoverned by u Committee of
Munagement. For most of the year,
membership of the Committee comprised
the Chairman, four other independent hon-
executive directors and four executive
directors. As hoted in the Chairman’s Review,
in September 2008 the Committee
appointed u hew executive director, Miles
Binghum, us the Business Development
Director.

The Committee is led by the Chdirman
whose role, ulong with that of the Chief
Executive, hus been set out und approved
by the Committee. The Committee
delegutes munugement of the business to
the executive directors, who meet at least
monthly.

The Committee is satisfied that having
considered the buckground und current
circumstances of euch non-executive
director there dre no relationships or issues
which could uffect the independence of
their judgement in performing their duties.
Directors’ biogruphies und detdils of length
of service cun be found on puyes 8 und 9.

Committee of Management

During 2008 the members of the Committee
were us follows:

Non-executives

Robert Dolman (Chairman)
Robert Weir (Vice Chuirman)
Veronhicu Frunce

Norman Riddell

John Wybrew

Executives

John Reeve (Chief Executive)

John Adums (Finance Director)

Rob Edwards (Chief Operating Officer)
Keith Meeres (Secretury und Corporate
Services Director)

Miles Binghum (Business Development
Director uppointed September 2008)

The Committee hus reviewed the lenyth of
service of the hon-executive directors und
considers that they dll meet the criteria of
independence. In keepiny with the
Annotuted Combined Code for Mutudl
Insurers, any nonh-executive director who has
exceeded hihe yeurs service will, if still
cohsidered independent by the Committee,
seek re-election on un annual busis rather
than every three yeurs. Three hon-executive
directors, Robert Dolmun, Johh Wybrew und
Robert Weir, huve euch served in excess of
nine yeurs on the Committee. After careful
conhsiderution of their charucter, judgement,
competence and experience the
Committee continues to view them as
suitubly independent and they will therefore
stand for re-election in 2009, however their
service will contfinue o be subject to unnhudl
review. Any term of service beyond six yeurs
for a non-executive director is ulso subject to
rigorous review.

Nonhe of the directors had any inferests in the
Society or its subsidiary companies other
than those interests in respect of fees or
sularies puid to them us directors, those
interests in respect of the policies which they
hold with the Society und those interests
specificdlly disclosed in hote 23 of these
Annuadl Report und Accounts.

Business objectives and activities
of the Society and its subsidiary
companies

The Group’s objective is generdlly to
promote the finuncial well being of its
members through the provision of life
assurance und suvings schemes. Your
Committee believes thut the expectations of
its members, on which the performance of
the Committee should be judyged, ure that
the Society meets or exceeds its investment
benchmarks and maintains high standards of
customer service. We dlso believe thut our
members expect the Society to thrive and
grow in order to uchieve economies of scule
whilst maintaining prudent control over costs,
muintaining adequdate financial resources
and complying with dll relevant legislation
and reguldtion.

Number of members

As at 31st December 2008, the Society had
approximutely 1,036,000 members (2007:
909.000).
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Member relations

The Committee is committed to Muintuining
good communicutions with members and is
keen to develop its understunding of
members’ views und provide members with
sufficient relevant information o enable
them to understund the performance of the
Society und its products.

From time to time the Society conducts
independent reseurch und surveys with its
members which provide valuable feedback
to help the Society meusure und where
necessury improve its services. We hope that
members will confinue to participate in our
surveys. Detdils of the Society’s Member
Relutions Strateyy are avdiluble on our
website at www.family.co.uk or from the
Society’s Secretary.

Review of activities, group
performance highlights and future
developments

Pleuse refer to the Chief Executive’s
Operationdl Report on puges 4 to 5 for his
review of uctivities, group performance
highlights und comments on future
developments.

As at 31st December 2008 the Society’s
margins of solvency exceeded the minimum
reyuirements, us prescribed by the Financidl
Services Authority, for each class of relevant
business.

Financial risk management
objectives

The Group is exposed to financidl risk
through its financial ussets, financiadl liabilities,

reinsurunce ussets und policyholder liubilities.

In particular, the key finuncidl risk is that the
proceeds from financial ussets are hot
sufficient to fund the obligutions from
contracts with policyholders.

The most importunt components of this
financial risk are equity price risk and interest
rate risk. These risks arise from open positions
in eyuity products und interest rate, dll of
which dare exposed to geheral and specific
market movements.

The Group munuges these positions within
an asset liability management (ALM)
framework that hus been developed to
achieve lonyg-term investment returhs in
excess of its obligations under insurance und
investment contructs. The principdl
techniyue of the Group’s ALM is to mutch
ussets to the liabilities arising from insurance

contracts by reference to the type of
benefits pauyuble to contract holders. For
euch distinct cuteygory of lidbilities, u
sepurate portfolio of ussets is maintuined. For
unit-linked contracts, the liabilities to
policyholders are mutched with ussets in the
portfolio. The Society therefore is hot directly
exposed to the equity price, currency, credit
or interest rate risk for these contracts.

Equity price risk

The Group is exposed to equity price risk us u
result of holdings in eyuity investments held
by both the Society’s unit linked funds und
by the authorised collective investment
schemes that it manuges.

The Group’s most sighificant income stream
is derived as u fixed percentuge of the
market value of the unit-linked funds und
authorised collective investment schemes.
Exposures to individual compunies und to
equity shares in aggreyate are monitored in
order to ensure compliunce with the
relevant regulatory limits for solvency
purposes. Investments held are listed und
fraded on the UK und other recognised
stock exchanges (primarily in Europe and
North America).

The Group hus a defined investment policy,
which sets limits on the Group’s exposure to
equities both in aggregate terms und by
geoyruphy und counterpurty. This is
monitored by the Investment Sub-Committee
of the Committee (see puye 15).

Interest rate risk

The Group is exposed to interest rate risk due
o the sensitivity of the vulue of its ussets und
liubilities to chunges in current interest rutes.
The Group monitors interest rate risk by
cdlculating the meun duration of the
investment portfolio und the liubilities issued.
The meun durdtion is un indicutor of the
sensitivity of the ussets and liubilities to
chungyes in current interest rutes. The meun
duration of the liubilities is determined by
Mmeduns of projecting expected caush flows
from the contracts using best estimutes of
mortality and voluntary terminations. No
future discretionary supplemental benefits
are ussumed to uccrue. The meun duration
of the ussets is culculated in a consistent
manner.

Any gap between the meun durdtion of the
ussets und the mean duration of the
liubilities is minimized by Meuns of buying
und selling fixed interest securities of different
durations.
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Committee of Management’s

Annual Report.

Reappointment of auditors

A resolution to reappoint Mazars LLP as
auditors to the Society will be proposed ut
the forthcoming Annudl General Meeting on
22nd May 2009.

Complaints

It is the Society’s policy to investigute und
resolve dll compluints promptly and fairly but
in the event that members are not sutisfied
with the Society’s response, the Finuncial
Ombudsmun Service provides u complaints
resolution service. Full detdils cun be
obtuined from the Secretary or from the
Society’s website at www.family.co.uk

Health and safety report

The Society hus developed u hedlth and
sufety framework which requires
management to have suituble procedures in
place to ensure compliunce with applicuble
laws und regulations und, wherever possible,
to employ best practice.

One of the key issues for the Society is the
creution of a work environment free from
injury and illness und the constant
improvement of our heulth und sufety
performance. This is driven not only by our
legdl responsibility, but dlso by the ethicdl
desire to protect our employees. We dre
pleused to report that in 2008 there were no
serious uccidents or injuries.

The Society hus u hedlth und sufety
committee which comprises senior
maunugement und employees. The
committee reviews performance in heulth
and sufety matters, promotes good practice
und ensures uppropriate consultution on
any intended chunges to its hedlth and
sufety munagement systems.

Statement of responsibilities of the
Committee of Management

The directors are elected and stund for re-
election every three yeurs unless they have
served on the Committee in excess of hine
yedars in which cuse they stand for re-
election every yeur. Election, or re-election, is
by mdjority vote ut the AGM.

The Friendly Societies Act 1992 (‘the Act”)
requires the Committee to prepare
Accounts for each financial yeur which give
a frue und fair view of the state of the uffairs
of the Society und of the Group us af the
end of the financiul yeur und of the income
and expenditure of the Society und of the
Group for that period. In preparing those
Accounts, the Committee is required to:

¢ select suituble uccounting policies und
then apply them consistently;

e muke judgements und estimates that are
reusondble and prudent;

o stute whether applicuble uccounting
stundurds huve been followed, subject to
any muteridl depurtures disclosed und
expluined in the Accounts; und

® prepure the Accounts on u going concern
busis unless it is iInappropriute to presume
that the Society will continue in business.

The Committee confirms that it has complied
with the ubove reyuirements in prepuring
the Accounts.

The Committee is responsible for keeping
proper uccounting records which disclose
with reasonable accuracy at any fime the
financidl position of the Society und enhsure
that the Accounts comply with the Act. It is
dlso responsible for saufeguarding the ussets
of the Society und hence for tukiny
reasonuble steps for the prevention und
detection of fruud and other irregularities.

The Committee is responsible for the
Society’s systems of control und
acknowledges that such systems can
fprovide only reasonuble aund not ubsolute
assurance against material misstatement or
loss.

The Committee conducts, through the Audit
Committee, un onygoiny review of the
effectiveness of the Group’s systems of
interndl controls und risk Management and is
sutisfied that there are nho materidl
shortcominys. The review is undertaken by
meuns of receiving uudit und munagement
reports, attending risk munuygement
meetings, holdinyg discussions with executive
and operationul Munagement and
reviewiny the risk munuygement process.

Where significant control shortcominygs or
risks are identified proyress is monitored until
the issue is sutisfactorily resolved.

In accordunce with the Act,the Committee
confirms that dll activities carried out during
the yedr by the Society und its subsidicary
undertukings dre believed to have been
curried out within their respective powers.

The Committee considers that the skills and
experience of the hon-executive directors
provide an appropriate bulunce to ensure
that the Society is effectively munaged und
controlled.
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Liability insurance for officers

The Committee muintuined liability insurance
for officers of the Society throughout the
yeur,

Corporate governance

The Society recoynises the importunce of,
and is committed to, high stundards of
corporute yovernunce. Corporute
goverhunce, often defined us the way d firm
is controlled and directed from within, has
been the subject of increusiny focus for
mutudl orgunisutions.

The Corporute Governunce code for life
mutudls (the Ahnotated Combined Code for
Mutudl Insurers (July 2005) as umplified by
the Best Practice Guidelines for Mutudl
Insurers (December 2005)) becume effective
from 1st Junuary 2006.

The Society considers the Combined Code
to be closely uligned to the standards that it
has set itself and hus endeuvoured to
comply with the main principles for muny
yedurs even though it hus not been reqyuired
to do so.The Committee hus set the values
und stundards for the Society und its
employees, fuking uccount of the principles
of the Combihed Code, und requires senior
management to report to the Committee on
adherence.

The Committee cohsiders that throughout
the period under review it has upplied and
complied with most of the relevant principles
und provisions of the Ahnotuted Combined
Code for Mutudl Insurers. From September
2008, the Society wus ho longer compliunt
with the reyuirement that at least half the
board, excluding the Chairman, should be
independent hon-executive directors. From
September the Committee comprised 5
executive directors and 5 hon-executive
directors, including the Chairman. To ensure
that the executive directors ure unuble to
dominute Committee decisions, the Society
is proposing to umend its Rules to ensure that
the Chairmun of u Committee meeting
(who holds u custing vote) must ulways be a
non-executive director. This will ensure the
balance of the Committee is maintained
during Committee meetinys.

The Committee is primarily responsible for the
strateygic direction of the Society and
deleyutes responsibility for the day-to-duy
running of the business to executive
management. Progress on operational
matters and key inifiatives is reported
through Committee meetings and dill
initiatives involving significant expenditure,
strategic chunhye, sighificant perceived risk or
materidl depuarture from ugreed budyet or
strategy reqyuire Committee consideration
und approvdl.

The division of responsibilities between
Robert Dolmaun, Chairman uand John Reeve,
Chief Executive hus been ugreed by the
Committee und documented. Robert Weir,
Vice Chuirman, undertakes the role of Senhior
Independent Director.

Financial crime

The Society continuously reviews its exposure
to finuncial crime und tukes uppropriate
meusures including anti-fraud und anti-
money laundering fraining of its employees
fo mitigate these risks. Regulur fraud und
money laundering risk ussessment occurs
within the Society with this uctivity
underpinned through the respective
corporute unti-fruud, unti-money luundering
and whistle-blowing policies.

The Society is ulso a member of the
Investment Manugers Associution Fraud Alert
Scheme whose main objectives ure to
protect member ussets und work with the
industry in reducing financial crime.
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Attendance at meetings in 2008

The following tuble sets out the uttendunce
of directors at regular Committee meetings
and meetinys of the Audit, Nominations,
Remunerdtion aund Investment committees
held in 2008. The number of meetinys that
euch director could have uttended is showh
in brackets.

The Chuirmun and hoh-executive directors
meet independently of the executive
directors ut leust four times a year,

Detuiils of the uctivities of euch individudl
committee ure summuarised below und the
terms of reference for euch committee cun
be found in the "Mmember informaution”
section of our website www.family.co.uk.

N
S
D
D
-2

Committee Investment | Remuneration
of Nominations Audit Sub- Sub-
Mc]nagemeni1 Committee Committee Committee3 Committee
Robert Dolman 9(9) 2(2) - 10 (10) 2(2)
Robert Weir 9 22 4 (4) - 2(2)
Veronicu France 9 22 4. (4) - -
Norman Riddell 9 22 - 10 (10) -
John Wybrew 9 22 4 .(4) - 2(2)
John Reeve 9 - - 10 (10) -
John Adums 99 = = = =
Rob Edwuards 9 - - - -
Keith Meeres 9 - - - -
Miles Bingham? 5(5) - - - -
Notes:

1 The Committee of Munugement held un extra meeting during 2008, including two meetings in October.
2 Miles Binghum joined the Committee in September 2008.
3 The Investment Sub-Committee held three extra meetings during 2008.

In support of best practice, the
Committee operates the following
sub-committees:

Nominations Commiitee
Robert Dolman (Chairman)
Veronhicu Frunce

Normun Riddell

Robert Weir

John Wybrew

The Nominutions Committee comyprises dll
non-executive directors und its chairperson is
appointed by the Committee of
Manugement. It may obtain such outside
legdl or other independent professiondl
advice us it deems hecessary.

The Nominutions Committee usudlly meets ut
leust once u yeur to review the structure, size
and composition of the Committee of
Management, It sutisfies itself that there are
appropriute succession pluns in pluce for dll
directors and other senior munugement
positions, und that dll directors devote
sufficient time to their duties.

The Nominutions Committee makes
recommendations to the Committee of
Management regurding membership of the
Audit Committee und the Remunerution
and Investment Sub-Committees.
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Investment Sub-Committee

Robert Dolman (Chairman)

John Reeve

Normun Riddell

Royer Nightingule (external adviser)

The Investment Sub-Committee yenerdlly
meets seven fimes a year and is responsible
for monitoring the Group’s investment
performunce und for ussessing the
effectiveness of the investment strategy. In
2008 the Committee met more frequently to
help determine chunges to our investment
strategy und selection of u hew fund
manuger, us described in the Chief
Executive’s Operationul Report on puyes 4
and 5.

Remuneration Sub-Commiitee
John Wybrew (Chuirman)
Robert Dolman

Robert Weir

The Remunerdation Sub-Committee meets ut
leust ohce u yeur o review remuneration
policy und determines the remuneration
puckages of the executive directors und
sehior manugement. It works with the
Group’s Human Resources depurtment, und
independent externul udvisers where
appropriute, to ussess trends in the
comypetitor and locul employment markets.
Detdiils of the directors’ remuneration cun be
found in the Remuneraution Report on puyes
19 to 21.

Audit Commiftee
Robert Weir (Chdirman)
Verohicu Frunce

John Wybrew

The Audit Committee yenerdlly meets three
fimes u yeur und ussists the Committee of
Manhagement in Meeting its responsibilities in
respect of the systems of internal control und
externdl finunciul reporting. It considers the
appointment of, und fees for, the externadl
auditors and considers the effectiveness of
Internal Audit, which has unrestricted access
to the Audit Committee und the Committee
of Munagement. It dlso takes un
independent view of the uppropriateness of
the Group’s uccounting policies und
practices.

The Audit Committee dlso undertukes the
role of u “with-profits committee” in order to
oversee the Society’s with-profits business in
accordunce with Financial Services Authority
rules, in purticular the Principles and
Practices of Finuncial Munagement
published for the POIS with-profits fund.

On behulf of the Committee of
Muhagement, the Audit Committee reviews
the independence und objectivity of the
externul uuditors before un appointment
recommenddation is made to members at
the AGM. The nature and extent of non-audit
work und related fees are regularly reviewed
by the Audit Committee, und the Committee
of Munugement hus developed a policy
setting out the terms aund conditions for
enhyuying the Society’s external auditors to
supply hon-audit services that is designed to
protect objectivity and independence.

In addition to the above sub-committees a
POIS Supervisory Board and a Risk

Management Committee were maintained
comprising directors and senior managers:

POIS Supervisory Board

The POIS Supervisory Bourd meets four times
u yeur und is responsible for monitoring the
performunce of the business of POIS
Assurance which transferred to the Society
oh 2nd Agpril 2002.

Risk Management Committee

The Risk Manugement Committee meets
regularly fo review the changing risks arising
both from withih the Group und from
changes in the external environment and to
consider uppropriute struteyies to mitigute
those risks.

The Risk Manugement Committee monitors
the udeqyuacy of the systems of internal
control which are embedded in the
operations of the Group to ensure that
management is capuble of responding
yuickly to chunging risks and that
forocedures dre in place for reporting
immediutely to appropriate levels of
manugement uny major control weuknesses
that are identified. The Risk Munagement
Committee provides regular reports of its
activities to the Committee of Management
and Audit Committee.
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Performance monitoring and
evaluation

Each yeur the Committee of Munagement
sets key business objectives for the Society for
that year and us part of its rolling three yeur
plun bused on the objectives outlined in the
business objectives und uctivities section on
puge 10. Performunce against these
objectives is mohitored by the Committee ut
regular intervals.

In compliunce with the Annotated
Combined Code for Mutudl Insurers, the
Committee conducts u formal evaluation
annudlly of the performaunce of the
Chuirmaun und euch director und of the
performunce of the sub-committees und
Committee us a whole. In 2008 the
evudludtion wus conhducted by yuestionnuires
and reviewed by un independent consultant
who provided summary reports to the
Chairman, Vice Chairman, the Committee
and heads of Departments. No significant
issues or muteriul points of uction urose from
the 2008 review, other thun to recoynise the
need to further consider bourd succession
planning. In addition the Chuirman holds
periodic meetings with euch executive
director und formul meetings with the hon-
executive directors to evaluute the
performunce of the Committee.

Employees

The group employed un uverage of 315
employees during 2008 at a fotal cost of
£10.3m. The Committee recoynises that the
Society’s most valuable resource is its
employees und that they are key to its
success in uchieving its vision.

The Society is euyer for its employees to feel
vdlued for their contribution; that their
working life is sustuinuble, meeting their
individual heeds und the heeds of the
orgunisation; the demunds of their life
outside work und the demunds of the world
around them. The working culture is open,
sufe und inclusive, with un emphasis on self-
development, supporting und encouraging
colleugues und ultimately providing
excellent customer service.

The Committee believes that the continued
ledurning und development of employees is
essentidl, in order to ensure effective
manugement of the Society und provision of
dppropriate service fo members. In 2008 the
Society both updated and ran familiarisation
sessions on certdin uspects of employment
law with the support of ACAS. The in-house
Leudership Development Programme is how
in its third year and through this the Society
dims to continue to develop dll its munhuyers
and leuders to u consistently high stundard
to be good udvocutes of its customer ethos
and articulate what it means to tfreat
customers fairly.

The Society dims to provide u safe, hedlthy
and ultimately productive environment
withih which its employees cun work. All
employees ure provided with equipment to
enuble them to provide un efficient service
to its customers, both internally and
externdlly.

It is the Society’s belief that in
communicating with its employees on <
regular basis it will ensure that they are fully
aware of the vision driving the business
strateygy und the part that they play in
achieving u successful outcome. There are a
vuriety of ways in which the Society
communicutes with its employees und these
include yuestion and unhswer forums with the
executive directors and senior
munhagement, regular team briefings and an
employee forum of elected representutives
which meets regularly to consult on areus of
concern, hedlth and sufety and any other
issues ruised by employees. The Society dlso
operates un unnuul employee survey, which
dllows u further chunnel of communicution.

Equal opportunities

It is the Society’s policy to freut job
applicunts and employees in the sume way,
regardless of their sex, race, ethnic origin,
religion, age, sexudl orientation, marital or
pourentul status, or disubility. The Society is
committed to recruiting, developiny,
proygressing und truining employees on the
busis of their individuul uptitude,
competencies und performance.
Furthermore, the Society recoynises that it
hus clear obligations towards dll its
employees und the community at large to
ensure thut people with disubilities ure
ufforded equal opportunities to enter
employment and proygress within the Society.
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In addition to complying with legislative
reyuirements uffecting the disubled, the
Society will follow procedures desighed to
provide for fuir consideration und selection
of disubled upplicunts und fo sutisfy their
fraining und career development heeds.
With this in mind, the Society has developed
and muintuined strony links with o variety of
churities supporting applicunts who may
consider themselves uffected by disability. If
employees become disubled in the course
of their employment steps will be taken,
through making reusonuble adjustments to
their role, refraining or redeployment if
necessury, to enable them to remain in
employment with the Society wherever
possible. The policy applies equdlly to
registered und hon-reyistered disabled
employees.

The Society enubles its employees to
puarticipute in the Government’s Childcure
Voucher Scheme und the Cycle to Work
scheme.

Employee involvement

The Society continues to build upon the
Values initiative launched in 2006, which
enhcourayges employees to focus on und
muaintain the high levels of service that we
dim fo provide to our members. The five core
values, which we dim to demonstrate in dill
dedlings with our members are:
professiondlism, respect, honesty, customer
focus und commercial focus.

Corporate social responsibility
Our role as an institutional investor

The muaijority of the Society’s funds were
munayged by New Star Institutional
Munhagers Limited, which has outsourced its
corporute governunce, reseurch and proxy
voting to Reseurch, Recommendutions und
Electronic Voting (RREV).

RREV anualyse dll resolutions of the
compunies in which we invest in the context
of the Combined Code onh Corpordte
Governunce in the UK, and its equivalents
ubroud, und vote accordinyg to best
practice us so defined.

Where there is a very contentious issue it is
referred to the appropriate fund mMunuyer to
decide how to proceed.

Environmental matters

The Society recognises it has an impact on
the environment and hus made o corporate
commitment to improving its environmental
performunce through its Environmental
Policy. This provides the framework for dll our
work, in relation o enerygy suving, waste and
recycling or procuring goods und services
from sustainable sources.

The Facilities Munagement Team is
responsible for implementing the
environmental policy to:

e encouruge employee involvement in
environmentul issues

e promote enerygy conservaution by efficient
use, cureful pluanning und design with due
regurd to improved energy utilisution and
appropriate investment in eneryy efficient
Mmedusures

minimise wuste und ensure that there is
effective control, which promotes recycling
where possible und provides responsible
disposul, particularly with regard to
hazardous waste

e promote environmentully responsible
policies in dll its commercial activities,
including purchusing and investment

strive to eliminate the releuse of pollutunts
by initial ussessment und continuing
evdludtion of the appropriateness of und
need for uny activity which could have an
impuct on the environment

tuke into consideration the likely
environmentul effect of the Society’s
activities on the locaul community
expect similur environmental stundards

from dll parties with whom the Society
deuls.

In 2009 the Facilities Munhagement Team will
be working towurds implementing un
Environmental Management System in line
with the BS 8555 (Environmental
Munugement Systems). This will be infroduced
in a series of defined Munugeuble phuses,
the finul stage beiny to seek uccredited
certification for the environmental
munagement within the Society.
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Working in the community

Family’s Community Programme has been
running successfully for well over 15 years,
enhcouraging employees und parthers to put
somethiny buck into the locul community
und yet involved with locul charities aund
orgunisutions, through charitable donutions,
fundraising and stuff time.

We actively encourage employees to get
involved in supporting their local community,
either through teum chullenge uctivities or
fundrdising activities. It is seen as an
importunt addition in the ledurning und
development programme that is dlso on
offer to employees.

Although 2008 wus u very busy yeur for the
Society, we were still able to continue with
many of our community uctivities. The
Nursery workshops for this yeur were
supported in 10 different nurseries around
Brighton and focused on making leurning
fun. Music und songs help to develop early
phonics, supported by Mukaton which is u
busic form of sign languuge.

Our involvement with our core projects at
Blatchington Mill School und College, City
College uand Age Concerh Brighton, Hove
and Portslude hus continued. We have
continued to build on our relationship with
the Educution Business Parthership in
Brighton and huve been dble to pluce u
number of our employees with local schools
assisting with “one to one” reading schemes
and dlso supporting humeraucy development
through maths clubs.

Our unnudl interview skills day wus u huge
success with Blatchington Mill students und
the Fumily employees taking part. It is
practical way to benefit both employees, by
giving them un opportunity to develop und
enhance their interviewing skills und
feedbuck technigues, und the students by
dllowing them to fry out u ‘mock’ job
interview und receive feedbuck on how
they performed. Activity duays for both
Blutchington Mill und City Collegye were
orgunised by the Society to help improve
teum working, communicution, and
leadership skills.

Family dlso organised an activity day with a
purtidlly sighted sports group for children to
help them with their communication skills,
help their confidence building und enuble
them to work with euch other us a teum.

The Blatchington Mill *School’s Family
Festival” was held at the Hove Town Hall this
yedr und Fumily were pleased fo help
support the mauny schools and hundreds of
performers who took purt in the Festival,
showcusing performing arts from around
the City.

In 2008 60 employees (18.75%) were uble to
yive their time to support activities. An
increuse in mautch funding (£1,936 in 2008
aguinst £950 in 2007) contributed to the total
donation und funhdrdising amount of £27,000
this yeur which went to help locdl charities
and locul branches of hational charities.
Over the lust thirteen yeurs the Society hus
ruised over £160,000 for locul charities. The
Society hus dlso mude small donhations, via
the Share Foundation, to Child Trust Fund
accounts of children in cure. No political
donutions were made.

Family continues to work closely with the Tree
Appeul and over the lust year have been
able fo plant over 3,000 frees at Brighton,
Sussex und Swindon, Wiltshire. As u result of
the humber of ethical CTF accounts beiny
opened in 2008, we have un udditional 1,500
trees to plant uround the country in 2009.

The Community Programme continues to
uphold the vdlues und commitment that is
ussociuted with the Society. The supjport for
the programme is outstunding und firmly
embedded within the Society’s ethos.
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This report sets out the Society’s policy in
relation to the remuneration of directors. The
report, which will be submitted to the
forthcoming AGM for approval, explains how
the Society hus upplied the Ahnotuted
Combined Code for Mutudl Insurers ds
regurds directors’ remuneration. No director
is involved in the determination of, or votes
oh, uny mutter reluting to their own
remuneration.

Remuneration Sub-Committee

The role of the Remuneration Sub-
Committee is outlined on puge 15.

Advisers to the Committee

During the yeur the Remuneration Sub-
Committee enguyged the services of Kelhum
Corporute Cohsulting (Kelham), u firm of
independent advisers, fo provide advice
and guidance on directors’ and senior
maunugement remuneration. Kelham dilso
provided advice und guidunce to the
Society’s Humun Resources depurtment
during the yedar.

Remuneration Policy

The Society’s remuneration policy is
desighed to uttract, motivate and retain key
executives, und indeed dll employees, with
the relevant skills to help uchieve the
Group’s objectives und to ehsure that
employees ure rewarded for enhancing the
level of service thut we provide to our
members. It is dlso designed to achieve an
effective link between puy and
performunce.

Service contracts

It is the Society’s policy thut the notice
period of executive directors’ service
contracts should hot exceed one yeur. Nohe
of the hon-executive directors hus u service
confract,

Fees for non-executive directors dure
reviewed euch yeur.

Remuneration components
comprise:

Base salary

Bause suluries ure determined by individudl
performunce und by reference to market
sdalary levels obtained from independent
sources. This is the only element of
remunerution which is pensionable. In order
to contuin future pension scheme costs, from
1st January 2006, pensionable salaries have
increused by a muximum of RPI. In the cuse
of the defined benefits scheme dny increuse
in buse sulary above RPI will be hon-
fensionuble.

Long term incentive scheme

The five executive directors, fogether with
seven sehior munugers, dre included within a
bohus scheme turgeted dt increusing the
embedded vulue of the Society. Payments
dre cupped us u percentuge of salary.

The lony term incentive is uchieved by
withholding a proportion of the fotal bonus
due for u period of three yedars during which
period the uccrued umount may rise or full
us determined by the increuse or reduction
in the Society’s embedded value. Amounts
uccrued for executive directors ut the yeur
end are disclosed on the followiny puge. No
bonhuses were puid in 2008 und uccrued
bonuses from previous yedrs reduced in line
with the fdll in embedded value.

Pension

The Society operates u defined benefit
pension scheme (how closed to hew
members) in which four of the executive
directors puarticipate. The scheme is hon-
contributory.

Other benefits

The Society provides other benefits to the
executive directors including life assurance
and private medical insurance.
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Sulury/Fees3 Bonuses? Other benefits® Total
2008 2007 2008 2007 2008 2007 2008 2007
£000 £000 £000 £000 £000 £000 £000 £000
Executives
John Reeve 243 229 -6 50 9 8 246 287
John Adums 165 149 -4 33 6 6 167 188
Rob Edwards 172 157 -1 32 6 7 177 196
Keith Meeres 143 127 -1 27 6 5 148 159
Miles Bingham! 37 - -1 - - - 36 -
Non-executives
Robert Dolmun 67 65 - - - - 67 65
Robert Weir 32 27 - - - - 32 27
Verohicu Frunce 27 24 - - - - 27 24
Rachuel Heyhoe-Flint2 - o - - - - - 9
David Jude? - 12 - - - - - 12
Normun Riddell 32 31 - - - - 32 31
Johnh Wybrew 27 24 - - - - 27 24
945 854 -13 142 27 26 959 1,022

Note! - Miles Binghaum was uppointed to the Committee of Munugement on 1st September 2008.

Note2 - Ruchael Heyhoe-Flint und Duvid Jude retired from the Committee of Munagement on 24th May 2007.

Note3 - Excluding the retirements und the hew uppointment noted ubove, year on year growth in the Salaries and
Fees puid to the Committee of Munhagement hus increused by 9%. Totul remunerution fell by 7.8%.

Note? - Bonuses include amounts added to, und movement in, the vulue of the lony term incentive scheme

(shown below).

Note® - Includes increuse in uccrued pension during the year (shown on udjucent puyge).

Long term incentive scheme

Value
at
1.1.2008
£000
Executives
Johh Reeve 158
John Adums 119
Rob Edwaurds 32
Keith Meeres 31
Miles Bingham 22
362

Note! - Withdrawals ure llowable three yeurs ufter the bonus wus udded,

Bonus

withdrawh
during 2008

£000

Embedded

vdlue movement

during 20082
£000

-1
-13

embedded value over the period left invested in the scheme.

Note? - Embedded value decrecsed by 3.6% during the yedar.

Bonus
added
during 2008
£000

Vdlue

at

31.12.2008

£000

1562
115
31
30
21

349

adjusted by the movement in the

21 Family Investments Ahnudl Report und Accounts 2008

Pension entitlements

Four executive directors have retirement benefits accruing under the Society’s defined benefit pension
scheme during the yedr. The table below setfs out these benefits:

Executives
John Reeve
John Adums
Rob Edwards
Keith Meeres

Age

61
54
53
51

Total accrued
fension
31.12.2008!
£000

124
53
48
52

Increuse in
total accrued
ehnsion
during the
year
£000

A DMNDMNO

Transfer
vdlue of
accrued
ension at
31.12.20082
£000

1,935
678
604
543

Change in
transfer value
during the yeuar
nhet of directors’
contributions3/4
£000

512
220
201
177

The muain terms applying to the final salary pension of euch executive director are that their pension is
puyable from hormal refirement age of 65 and that a spouse’s pension is paydble on death at 50% of

that executive director’s pension.

Note! - The total uccrued pension is the annuul pension aumount which the executive director would have been
entitled to from normail retirement uge if they had left service on 31st December 2008.

Note2 - The transfer values have been calculated in uccordance with the Actuarial Guidance Note GN1T.

Note3 - No contributions were puydble by the executive directors during the yeur.

Note? - The Scheme’s basis for culculuting trunsfer values wus upduted in October 2008 in uccordunce with GN11 aund
this updating accounts for u significunt part of the increuse in transfer values us ut 31st December 2008 us
compured with those disclosed lust year. A lurge purt of the remaining increuse results from the fact that the
cupitdl value of the retirement benefits is how being ussessed us u yeur closer to puyment than this time last
yeur, simply by the pussing of time.
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Independent Auditors’ Report.

To the Members of Fumily Assurance Friendly Society Limited

We have audited the finuncial stutements of
Family Assurance Friendly Society Limited for
the yeur ended 31st December 2008 which
comprise the primary financial statements
such us the Income aund Expenditure
Account, the Balance Sheet und the related
notes. These financial statements have been
prepured under the auccounting policies set
out therein.

This report is made solely to the Society’s
members, us u body, in accordunce with The
Friendly Societies Act 1992. Our audit work
hus been undertuken so that we might state
to the Society’s members those mutters we
are required to state to them in un auditors’
report und for ho other purpose. To the fullest
extent permitted by law, we do hot accept
or ussume responsibility fo anyone other than
the Society und the Society’s members us u
body, for our audit work, for this report, or for
the opinions we have formed.

Respective responsibilities of the
Committee of Management and
Auditors

As described in the Statement of the
Committee of Munugement’ Responsibilities,
the Society’s directors dre responsible for the
prepuration of finuncial stutements in
accordunce with applicuble law and United
Kingdom Auditing Standards (United
Kihgdom Generdlly Accepted Accounting
Practice).

Our responsibility is to audit the finuncial
statements in accordance with relevant
legdl and regulatory requirements und
Infernational Standards on Auditing (UK and
Irelund).

The Society hus dlso instructed us to review
the Society’s compliunce with provisions
C1.1,C2.1 und C3.1 to C3.6 of the
Annotuted Combined Code.

We report to you our opinion us to whether
the financial statements give d true and fair
view und ure properly prepured in
accordunce with the Friendly Societies Act
1992. We dilso report to you if, in our opinion,
the Society hus hot kept proper uccounting
records, if we have not received dll the
informaution and explunations we reyuire for
the audit, or if information specified by law
regurding Committee of Muhaugement'’s
remuneration und fransactions with the
Society is not disclosed.

We reud the Committee of Munhagement’s
Report und consider the implications for our
report if we become uwuare of uny uppurent
misstatement or material inconsistencies with
the finuncial stutements.

We read other information contained in the
Annudl Report, und consider whether it is
consistent with the audited finuncidl
statements. This other information comprises
only the Chdirmun’s Review, the Chief
Executive’s Operutionul Report und the
Remunerution Report. We consider the
implicutions for our report if we become
awdre of uny appdarent misstatements or
materidl inconsistencies with the financial
stutements. Our responsibilities do not extend
to any other information.

Bassis of audit opinion

We conducted our audit in uccordance
with International Standards on Auditing (UK
and Ireland) issued by the Auditing Practices
Bourd. An audit includes examination, on <
test busis, of evidence relevant to the
amounts and disclosures in the finuncidl
statements. It dlso includes un assessment of
the signhificant estimates und judgements
made by the directors in the prepuration of
the financial statements, and of whether the
accounting policies ure appropriate to the
Society’s circumstances, consistently applied
and udeyudately disclosed.

We plunnhed und performed our audit so us
to obtduin dll the information und
explunutions which we considered
necessury in order to provide us with
sufficient evidence to give reusonuble
assurance that the financial statements are
free from material misstatement, whether
cuused by fraud or other irregularity or error.
In forminy our opinion we dlso evaluuted the
overdll udeyuucy of the presentution of
information in the financial statements.

Opinion

In our opinion the financial statements give u
tfrue and fair view, in auccordunce with United
Kihngdom Generdlly Accepted Accounting
Practice, of the stute of the Society’s und
the Group’s uffuirs us ut 31st December 2008
and of the income und expenditure of the
Society und the Group for the yeur then
ended, and the financidl statements have
been properly prepured in uccordunce with
the Friendly Societies Act 1992.

The Committee of Munugement’s Annudl
Report hus been prepured in uccordunce
with the Friendly Societies Act 1992 and the
Reyulutions made under it, and the
information given therein is consistent with
the uccounting records and the finuncial
statements for the finuncial year.

Mazars LLP

Churtered Accountunts and Reyistered
Auditors, London

11th March 2009
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Income and Expenditure Account.

TECHNICAL ACCOUNT - LONG TERM BUSINESS

for the year ended 31 December 2008

Notes

w

18

18

O W W wh

22
18

Earhed premiums

Outward redssurance premiums
Earhed premiums, net of reassurance
Investment income

Redlised guins on investments

Other technicual income

Total Technical Income

Claims incurred, net of reassurance
Claims puid

Gross umount

Redussurers’ share

Change in provision for claims
Gross und het amount
Net claims incurred

Change in technical provisions, net of reassurance
Lony term business provision, het of reussurance

Gross umount
Reussurers’ share

Other technicual provision, het of reassurance
Technicdl provision for linked liabilities
Net chunge in technicudl provisions

Other expenditure

Net operating expenses
Investment expenses und churges
Unredlised losses on investments
Redlised losses on investments
Ofher technical charges

Total Technical Charges

(Deficit)/surplus of technical income over technical

charges before taxation

Tax aftributable o the lony term business
(Deficit)/surplus on technical account -
long term business

Actuaridl loss oh pehsion scheme

Transfer from/(to) the fund for future appropriations

Balance on the technical account -
long term business

Group Society Group Society
2008 2008 2007 2007
£°000 £°000 £000 £°000
62,888 62,888 67,715 67,715
(232) (232) (266) (266)
62,656 62,656 67,449 67,449
50,625 50,625 48,656 48,656

- - 29,856 29,856

6,157 - 5,670 -
119,438 113,281 151,631 145,961
(110,178) (110,178) (119,818) (119.818)
64 64 64 64
(110,114 (110,114) (119,754) (119,754)
1,169 1,169 (884) (884)
(108,945) (108,945) (120,638) (120,638)
22,752 22,752 11,733 11,733
48 48 A7) an
22,800 22,800 11,716 11,716
190,222 190,222 21,363 21,363
213,022 213,022 33,079 33,079
6.274) (6.274) (7 656) (7 .656)
(2,106) (2,106) (2,484) (2,484)
(155,112) (161,191 (36.210) (37.617)
(30,540) (30,540) - -
(32,967) (20,720) (13,568) (6,505)
(226,999 (220,831) (59.918) (54,262)
(122,922) (116,754) (147,477) (141,821)
(3,484) (3,473) 4,154 4,140
(824) (835) (449) (435)
(4,308) (4,308) 3,705 3,705
(56.333) (56.333) (1.,585) (1,585)
9,641 9,641 (2,120) (2,120)

The Group und Society have ho recognised yuins or losses other thun those included in the movements on the
Technicul Account und therefore ho sepurate stutement of recognised guins und losses has been presented.
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Balance Sheet. Balance Sheet.

LIABILITIES
as at 31 December 2008

ASSETS
as at 31 December 2008

Group Society Group Society Group Society Group Society
2008 2008 2007 2007 2008 2008 2007 2007
Notes £°000 £°000 £°000 £°000 Notes £°000 £°000 £°000 £°000
Investments 18 Reserves
9 Land und buildings 1,770 1,770 2,363 2,363 Fund for future appropriations 41,478 41,478 51.119 51.119
10 Investments in group undertakings 18 Technical provisions
Investments in subsidiaries = 8,758 = 8,837 Lonyg term business provision 75,225 75,225 97.977 97.977
Claims outstanding 4,118 4,118 5,287 5,287
11 Other finuncidl investments
Shares, variable yield securities and 18 Technical provision for linked liabilities 954,312 954,312 1,144,534 1,144,534
units in unit frusts 17.897 17.897 3.993 3,978
Debt securities und other fixed income 15 Creditors
securities 92,290 92,290 114,471 114,471 S e alelhe (e
Deposits with credit institutions 7,746 880 29,811 22,598 and social security 3,723 4,830 3217 4,307
119,703 121,595 150,638 152,247
Accruals and deferred income 2,728 2,613 2,049 1,732
12 Assefs held to cover linked liabilities 954,312 954,312 1,144,534 1,144,534
22  Pension liability 2,957 2,957 - -
Reassurers’ share of technical provisions
Lony term business provision 511 511 463 463 1,084,541 1,085,533 1,304,183 1,304,956

Other assets

13 Tunygible ussets
Fixtures, fittihgs und equipment 303 303 225 225
14 Other debtors 2,091 1,259 1,669 1.397
Cush ut bunk und in hand 5,548 5,480 1,932 1,368

Approved by the Committee of Munugement on 11th March 2009, and sighed on its behdlf by:

Prepayments and accrued income

Accrued interest und rent 1.326 1.326 2,011 2,011
Other prepuyments and accrued income 747 747 789 789 Robert Dolman, Chairman
r
8l {

22 Pension asset - - 1,922 1,922

1,084,541 1,085,533 1,304,183 1,304,956 John Reeve, Chief Executive




26 Family Investments Ahhudl Report und Accounts 2008

Notes to the Accounts.

1 Principal accounting policies.

Basis of accounting

The Accounts have been prepared in auccordunce with The Friendly Societies (Accounts und Related
Provisions) Reyulations 1994 (‘Reyulutions’) und in uccordunce with upplicuble Accounting Standards
in the United Kingdom including the guidunce provided by the Associution of British Insurers in their
Statement of Recommended Practice (‘ABI SORP’) dated December 2005.

Basis of consolidation

The Group Accounts comprise the ussets, liubilities and profit und loss uccount fransactions of the
Society together with its subsidiary undertakings. The uctivities of the Society und the Group ure
accounted for in the Techhical Account — Lony Term Business. The results of subsidiary undertakings are
included from the dute of ucqyuisition.

Premiums

Premiums for non-linked business are uccounted for on u receivable busis. Premiums for unit-linked
business are uccounted for when the policy lidbility is estublished.

Outwuard reussurance premiums ure uccounted for in uccordunce with the contfract terms when due,
reflecting the period in which risk is transferred.

Investment return

Investment return comyprises investment income, including redlised investment guins and losses und
movements in unredlised gains und losses, het of investment expenses und charyges.

Dividends ure included us investment income on the date that the shaures become yuoted ex-
dividend. Interest, rents and expehses are included on un uccrudls busis.

Redlised guins und losses on investments are calculated as the difference betweehn het sdles proceeds
and original cost. Unredlised guins aund losses on investments represent the difference between the
valuution ut the bulunce sheet dute und their purchuse price, or if they have been previously valued,
their valudtion ut the lust balunce sheet dute. The movement in unredlised guins und losses recognised
in the yeur dlso includes the reversal of unredlised yuins and losses recoynised in earlier accounting
periods in respect of investment disposuls in the current period.

Claims

Maturity claims and unnuities are charged aguainst revenue when due for payment. Surrenders are
accounted for when puid or, if eurlier, on the dute the policy ceuses to be included within the
culculution of the lony ferm business provision und/or the technicul provision for linked liabilities. Deuth
cluims aund dll other cluims are accounted for on nhotification.

Cluims paydble include dll reluted internal and external cluims hundling costs. Redssurance recoveries
dre uccounted for in the sume period us the related claim.

Pensions costs

The Group operdtes u defined benefit pension scheme, the Fumily Assurance Friendly Society Limited
Stuff Pension Scheme (‘the Scheme’). The Scheme’s funds are administered by trustees und are
indejpendent of the Group’s finunces. The Scheme is valued every three yeurs by u professionally
yudlified independent auctuary, the rates of confribution payable being determined by the actuary. In
intfervening yeurs the actuary reviews the continuing uppropriateness of the rutes.

The pension liability/asset recognised in the balance sheet is the sum of the Scheme’s ussets less the
present value of the Scheme’s liubilities.

The pension cost for the Scheme is unalysed between current service cost, pust service cost und het
returnh on pension scheme ussets. Current service cost is the actuaridlly cualculated present value of the
benefits eurned by the uctive employees in each period. Pust service costs, relating to employee
service in prior periods arising in the current period us G result of the infroduction of, or improvement to,
retirement benefits, are recognised in the Technicul Account — Long Term Business on d straight line
busis over the period in which the increuse in benefits vest.
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Net expected return on the pension usset comprises the expected return on the pension scheme
ussets less interest on pehsion scheme lidbilities.

The uctuaridl guins und losses, which drise from a valuation und from updating the latest actuarial
valudtion to reflect conditions ut the bulance sheet dute, ure included us u sepurute line in the
Technicul Account — Long Term Business immediutely ubove the line for fransfer to or from the fund for
future appropriations and ure reflected in that transfer.

The defined benefit scheme is closed to hew entrunts. In its place the Society mukes pension
contributions to u defined contribution stakeholder pension scheme on behudlf of hew stuff when they
become eligible for pehsion benefits. Contributions are reflected in the Technical Account — Lony Term
Business in the period the contributions become puydble.

Investments

Investments ure stated at market value at the balunce sheet dute. Any uppreciation or impduirment in
vdlue during the year is accounted for in the Technical Account — Long Term Business.

Investments in subsidiary undertukings are stated ut net usset value, which the directors do hot believe
is materially different from current value.

Land und buildings occupied by the Society are valued unnudilly by independent professional udvisors
at market value bused onh vacunt possession. No depreciution is provided on ownher-occupied
properties s it is considered that their useful economic lives und residudl values are such that their
deprecidtion is immateridl, both individudlly and in ugyregute. An impuirment review is dlso performed
onh owher-occupied properties.

Unredlised guins und losses arising on the revaluution of lund und buildings are taken to the Technical
Account — Lohy Term Business.

Assets held to cover linked liabilities

Assets held to cover linked liabilities reflect the ferms of the related policies und are valued on a busis
conhsistent with the related liubilities.

Reassurers’ share of technical provisions

The reussurers’ share of technicual provisions is culculuted onh u busis cohsistent with that of the
corresponding liubilities.

Deferred tax

Deferred tux is culculuted on u full provision busis und consists of the estimuted tuxation, or relief from
tuxution, which is expected to urise in the foreseeuble future from materidl fiming differences using
expected future rates of tux where upplicable. Credit is taken for relief from frading losses only to the
extent that the Committee of Munhugement unticiputes that profits will absorb such losses in the
foreseeuble future.

Tangible assets

Tunyible ussets ure valued ut cost less depreciution or umortisution. Depreciation or amortisation is
forovided on tungible ussets atf rates culculated to write-off the cost of each usset over its expected
useful life as follows:

Furniture, fixtures and fittings und office equipment 2 yeurs

Computer hardware 4 years

Computer softwuare In full in year of purchuse

Research and development expenditure

Resedurch und development expenditure represents product and related systems development costs
incurred and written off during the yedur.
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1 Principal accounting policies (continued).

Foreign currencies

Assets und liubilities denominuted in foreigh currencies dre translated into sterling at rates of exchunge
ruling at the balance sheet date. Foreigh exchange differences, which arise principdlly on the
investment portfolio, ure included in investment gains and losses in the Techhical Account — Lohy Term
Business.

Fund for future appropriations

The fund for future appropriations incorporates amounts for which dallocation has hot yet been
determined between the different categories of policyholders based on the Rules und Tubles of the
Society. Trunsfers to and from this fund reflect the excess or deficiency of income over expenditure
arising from the business underwritten by the Society.

This fund includes surpluses urising on the former Family Life Assurance Limited closed fund and on the
former POIS Assurance Limited closed fund which are ring fenced according to the fransfer of
ehygagements ugreements.

Long term business provision

The lony term business provision is determined by the Society’s actuury followiny the annudl
investigation of the lony term business, and is calculated initivlly on a statutory solvency busis to
comply with the reporting requirements of the Integrated Prudential Sourcebook for Insurers. The
culculdtion in respect of term ussurance und unnuities in payment uses the yross premium valuation
method, the culculution for dll other types of business uses the net premium valuution method and us
such, includes explicit provision for vested bonuses (includinyg those vesting following the current
valuation). Implicit provision is made for future reversionary bonuses, but hot terminal bonuses, by
medans of u reduction in the valuution rate of interest, The valuation is then adjusted for certuin items,
including the removal of certuin contingency und other reserves. This adjusted buasis is referred to us
the modified stututory solvency busis.

The lony term business provision includes the life cover und expenses ussociated with the linked
liabilities of the Society.

Segmental reporting

In the opinion of the Committee of Munugement, the Group operates in one business segment beiny
that of lonyg term insurance and retuil investment business in the United Kingdom.
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Q)

b)

©)

’3&(

All business is written in the United Kingdom aund is direct business reluting exclusively to individual
policyholders.

Premium analysis.

Group unhd Society

2008 2007
Gross premiums written: £000 £°000
Life assurance business:
Linked 55,431 58,999
Non-linked 5414 6,521
Pension business:
Linked 1,995 1,948
Annuity business 48 247
Total gross premiums written 62,888 67,715
Regular premiums 60,802 65,387
Single premiums 2,086 2,328
Total gross premiums written 62,888 67.715
Society 2008 Society 2007
Single Regular Sihgle Regular
Gross new business premiumes: £°000 £°000 £000 £000
New business premiums 91 3.781 380 2,805

In classifying new business premiums the following basis of recognition is adopted:

¢ |Incrementul increuses under existing policies ure clussified us hew business premiums.

o Where regular premiums ure received other thun uannudlly the regular new business premiums dre
oh un annudlised busis.

e Products substituted due to the exercise of stundurd contract terms are not included in the hew
business statistics.

e New recurrent single premium contracts, including Department for Work and Pensions rebates on
certdin pension products, ure included in unnudl new business premiums to the extent that they
are deemed likely to renew.

Group Society Group Society

2008 2008 2007 2007

Contributions received for Child Trust Funds, £°000 £000 £000 £000
ISAs and direct unit trust investments:

Regulur contributions 44,873 - 37.847 -

Single contributions 266,774 - 38.784 -

311,647 - 76,631 -

Contributions relute to business conducted by three of the Society’s reguluted subsidiaries, Family
Equity Plan Limited, Family PEP Managers Limited and Family Investment Management Limited. The
business is defined us retduil investment business und accordingly the contributions received are not
included in ‘Eurned premiums’ us disclosed in the Technicul Account — Long Term Business. The
income und expenditure from this business is included in *Other technicul income’ und ‘Other
technicul charges’ us disclosed in the Technicul Account — Long Term Business (see hote 5).
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d)

Premium analysis (continued).

Number of policies Number of policies
Group Society Group Society
Policies on file: 2008 2008 2007 2007
Averuyge during the yeur 1,083,400 482,978 994,163 522,952
As at 31 December 1,142,537 462,044 1,024,263 503,912
Investment return summary.
Group Society Group Society
2008 2008 2007 2007
£°000 £°000 £°000 £°000
Investment income:
Income from listed investments 39.087 39,087 36,063 36,063
Income from other investments 11,026 11,026 11,936 11,936
Net return oh pehsion scheme (see hote 22) 512 512 657 657
50,625 50,625 48,656 48,656
Investment expenses and charges:
Investment munagement expenses,
including interest (2,106) (2,106) (2.484) (2,484)
Unrealised losses on investments (155,112) (161,191) (36,210) 37.617)
Realised (losses)/gains on investments (30,540) (30.540) 29,856 29,856
Net investment return included in the
Technical Account - Long Term Business (137.133) (143.212) 39.818 38.411
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Net operating expenses.

Group Society Group Society
2008 2008 2007 2007
£°000 £°000 £°000 £°000
Acquisition costs incurred in the yedar:
Commission 74 74 48 48
Other ucyuisition expenses 808 808 1,288 1,288
882 882 1,336 1.336
Reseurch and development costs 316 316 517 517
Administration expenses 5,076 5,076 5,803 5,803
6,274 6,274 7,656 7.656
Included in net operating expenses
and other technical charges are:
Depreciation charge for the year (see hote 13) 218 218 298 298
Interest puid and similar charges: 273 259 54 53
In respect of bunk overdrufts 14 - 1 -
To customers 259 259 53 53
Remunerdation of the Auditors in respect of
audit und reluted services: 163 101 134 98
Statutory audit — Society 92 92 88 88
Statutory audit — Subsidiaries 49 - 24 -
Auditing of stuff pehsion scheme 9 9 9 9
Auditing of certdin unit trusts 13 - 12 -
Tux services - - 1 1
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5 Other technical income and charges.

Other technical income:
Income generated in subsidiary compunies

Other technical charges:

Costs relating to subsidiary compuny products:
Acquisition expenses
Reseurch und development costs
Administration expenses

Assets tfransferred under Transfer of
Engugements ugreement (see hote 17)

6 Taxation.

UK Corporation tax:
Current year

Tux puydble on unhredlised guins on
unit-linked assets

Adjustments in respect of prior periods

Group Society Group Society
2008 2008 2007 2007
£°000 £°000 £°000 £°000
6,157 - 5,670 -
5,875 4,852 5,777 5,758
5,976 1,460 1,222 747
6,708 - 6,569 -
18,559 6,312 13,568 6,505
14,408 14,408 - -
32,967 20,720 13,568 6,505
Group Society Group Society
2008 2008 2007 2007
£°000 £°000 £°000 £°000
865 865 544 544
(30) 30) (85) (85)
an - 10) 24
824 835 449 435

The Society’s muin product, the Family Bond, represents tux-exempt business under Section 460 of
the Income und Corporution Tuxes Act 1988. The Society ulso writes tuxuble business, principally
temporary annuities, fogether with other life and pensions business.

A tuxation lidbility of €835k (2007: £459K) reluting fo tuxable business hus been provided for. Tuxes
have been churged at various rates ranyging from 20% to 30% (2007: 20% to 30%).

Deferred tax liability:

Unit trust deemed disposuls

Uhredlised cupitul guins on property ussets
Actuarial reserves

Deferred tax liability
Deferred ucquisition expenses

Group Society Group Society
2008 2008 2007 2007
£°000 £°000 £°000 £°000
- - (113) 113)

- - 62) 62)

(40) (40) an an
(40) (40) 192) 192)
40 40 192 192

Deferred tax balance

There is un unrecognised deferred tux asset of £933k (2007: £487k), of which €40k (2007: £192k) has
been set uside to offset unrecognised deferred tux liabilities. The balance of £893k (2007: £295k)

represents the net unrecognised deferred tux usset. This bulunce comprises, inter-dliu, two

principul components: unit trust deemed disposul losses und deferred ucyuisition expenditure
which will both unwind in future periods to reduce tuxuble income arising from life business. The
Society hus tuken the view thut there is insufficient evidence thut the het deferred tux usset will be

recoveruble, und hus therefore decided hot to recoynise uny benefit.
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7 Employee information.

Group Society Group Society
The average numbers of employees 2008 2008 2007 2007
(including Committee of Management) Number Number Number Number
during the year were:
Marketing 15 15 16 16
Investments 11 11 11 11
Administration 289 289 255 255
315 315 282 282
Group Society Group Society
2008 2008 2007 2007
£°000 £°000 £°000 £°000
Staff costs for the above employees were:
Wages und sularies 8,685 8.685 8.474 8.474
Pension costs 777 777 703 703
Socidl security costs 810 810 807 807
10,272 10,272 9,984 9,984
All employees ure employed und remuneruted directly by the Society.
8 Committee of Management emoluments.
Group Society Group Society
2008 2008 2007 2007
£°000 £°000 £°000 £°000
Fees und benefits fo the Chairman und
non-executive directors 185 185 192 192
Salaries aund benefits to executive directors 769 769 672 672
Performunce reluted bonuses 13) a3 142 142
Increuse in fotal uccrued pensions 18 18 16 16
959 959 1,022 1,022

Chairman

The uygyreyute remuneration puid, comprising salary und benefits, to Mr. Robert Dolmun for the
yedar ended 31st December 2008 amounted to £67k (2007: £65k).

Highest paid Committee member

The ugygregute remuneration puid to Mr. John Reeve for the yeur ended 31st December 2008,
comyprising salary, benefits und the change in his accrued pension during the yedar, amounted to

£246k (2007: £287k). Had Mr. Reeve left service und pehsionuble service in the Stuff Pension

Scheme ut 31st December 2008, his deferred pension ut leaving would have been £124k per

annhum (2007: £118k per unnum).

Pension contributions

All of the executive directors hud retirement benefits uccruing under defined benefit pension
scheme during the yeadr. There were no other pension contributions pdid by the Society for the

benefit of uny of the directors during the yeur.

Further detdils of the emoluments of the Committee of Muhagement can be found in the

Remuneration Report on puges 19 to 21.

Long term incentive scheme

The executive directors hud benefits under u lonyg term incentive scheme during the yeur. The
scheme is targeted at increusing the embedded value of the Society und umounts uccrued, for
the benefit of the executive directors, us at 31st December 2008 ure £349k (2007: £340k {£362k
including Mr Binghumy}). Benefits aure receivuble three yeurs ufter the bonus declaration, contingent
onh the overdll improvement of the Society’s embedded value. The criteria used for determining
executive directors’ bonuses ure the sume us those which apply to the genherdl bonus scheme

applicuble to dll stuff and bonuses ure capped us U percentuge of salary.
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9 Land and buildings. 11 Other financial investments.
Group Society Group Society Group Society Group Society
2008 2008 2007 2007 2008 2008 2007 2007
£°000 £°000 £°000 £°000 £°000 £°000 £°000 £°000
Movements during the year: At cost:
As ut 1 Junuury 2,363 2,363 2,129 2,129 Shares, variuble yield securities und
Revaluation during the year (593) (593) 234 234 units in unit frusts 19,758 19,758 3,172 3,157
Debt securities und other fixed
Asat 31D 177 177 > > income securities 88,637 88,637 115,281 115,281
s ut 31 December /70 /70 363 363 Deposits with credit institutions 7,746 880 29,811 22,598
Types of land and buildings held at 116,141 109,275 148,264 141,036
31 December:
Owner-occupied - Short leusehold 1,770 1,770 2,363 2,363 Included in other financial investments are

investments, listed on a recognised
investment exchange, with market values of:

Cost of land and buildings held at

31 December: Shares, variuble yield securities und
Owner-occupied - Short leusehold 1,626 1,626 1,626 1,626 unifs in unit frusts 17.897 17.897 3.993 3.978
Debt securities und other fixed

Land und buildings were valued for the purpose of the 2008 und 2007 Ahhudl Report and income securities 91.998 91.998 114,169 114,169

Accounts ut open murket value on vacunt possession busis. The valuation of the Owher-occupied
property wus made by Nelson Bukewell, u firm of independent Chartered Surveyors, on 109,895 109,895 118,162 118,147
9th December 2008.

12 Assets held to cover linked liabilities. Group und Society
2008 2007
. ] £°000 £°000
10 Investment in Group undertakings.
Market value as at 31 December 954,312 1,144,534
Society Society
Subsidiaries 2008 2007 Cost as at 31 December 971757 1.004.896
£°000 £°000
Ordinary shares at directors’ valuation:
As at 1 January 8,837 10,244
Purchuse of Shure Cupital 6,000 - 13 Tangible assets. Group uhd Society
Revdludtion during the year (6.079) (1,407) Computer Computer
Equipment hardware softwaure Totdl
As at 31 December 8.758 8.837 £°000 £°000 £°000 £°000
At cost:
On both 4th September 2008 und 6th November 2008 Fumily Equity Plan Limited issued 3 million €1 As at 1 Junuary 2008 2.110 2222 3.908 8.240
shares at par to the Society for cash. Additions 124 172 - 296
The Society owns 100% of the ordinary share capital of dll its subsidiaries, dll of which dre registered Disposals B (280) B (280)
in England and Wales, are included in the Group accounts and are listed below:
As ut 31 December 2008 2,234 2,114 3,908 8.256
Names of subsidiaries Nature of Business Accumulated depreciation:
Fumily Investment Manugement Limited Unit frust munager As ot 1 January 2008 2.102 2005 3.908 8.015
Family Equity Plan Limited CTF und ISA manager Churye for the yeur 73 145 - 218
Family PEP Manugers Limited ISA munuger Eliminuted on disposuls - (280) - (280)
Family Enterprise Limited Administrative services
Family Assuruhce Staff Permon Schemel Tr.usTees Limited Corpqru’re frustee of the Staff Pension Scheme As ot 31 December 2008 2175 1870 3.008 7953
Post Office Insurance Society Trustees Limited Dormant
Family.co.uk Limited Dormunt
Net book value as at 31 December 2008 59 244 - 303

Net book value as at 31 December 2007 8 217 - 225
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14 Other debtors. 17 Transfer of engagements.
Group Society Group Society On 31st July 2008, certuin lony term Life business was transferred to Reliance Mutudl Insurance
2008 2008 2007 2007 Society Limited. The lony term business trunsferred included dll the ussets und liubilities of three
£000 £000 £000 £000 remuining closed funds of the former Fumily Life Assurance Limited. The value of the lohy term
assetfs and liubilities ut the date of the fransfer are set out below:
Amoun’rs owed by linked funds 347 347 212 212 Group and
Louns to members 688 688 844 844 Society
Taxation recoveruble 18 18 25 25 2008
Sundry debtors 1,038 206 588 316 £000
Assets:
2091 1.259 1,669 1,397 Investments 14,393
Other Assets 21
15 Ofth dit Liabilities:
er crediors. Other liubilities ©®
Group Society Group Society 4408
21008 21008 21007 21007 Represented by:
£000 £000 £000 £000 Lony term business fechnicul provision 12,945
o o Technicul provision for linked liubilities 1,167
Due to subsidiary undertakings - 1,223 - 1,216 Fund for future uppropriations 306
Tuxes puydble 1,325 1,323 866 864 14.408
Sundry creditors 2,398 2,284 2,351 2,227 P
3.723 4,830 3.217 4,307
16 Assets of the long term business.
Group und Society 18 Policyholder liabilities and reserves in respect of the Society
2006 2007 and the Group.
. ) £000 £000 Lonhy ferm Technical
The total assets relahrlwg to ’rhg I.c?rlwg term business are: business rovision Fund for
Assets held to cover linked liubilities 954,312 1,144,534 technicul for linked Cluims future
Investments 83.735 89.877 provision liubilities  outstanding  auroprictions
Deposits und cush ut bunk 1.777 15,210 £000 £000 £000 £000
Debtors, prepayments and auccrued income 2,112 2,875
Redssurers’ share of fechnical provisions 511 463 As at 1 January 2008 97977 1,144,534 5287 51,119
1,042,447 1,252,959

Changes in technical provisions:
Gross chunge in fechnical provisions,

net of reussurance (22,800) (190,222) (1,169 (9.641)
Chunge ih technicul provisions

not transferred (9.855) (189.,065) (1,169 (9,335)
Transfer of engugements (see note 17) (12,945) (1.157) - (306)

Reassurers’ share of the change in
technical provisions 48 - - _

As at 31 December 2008 75,225 964,312 4,118 41,478
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Policyholder liabilities and reserves in respect of the Society
and the Group (continued).

Principal assumptions:
The valuation of hon-linked with-profits business has been curried out using a het premium
valuation method using the following principual assumiptions:

Interest rate % Mortdlity rate
2008 2007 2008 2007
Taxuble with-profits POIS fund 1.25 225 100% of AM80/AF80 100% of AM80/AF80

Non tuxuble with-profits POIS fund 1.75 3.00 100% of AM80O/AF80 100% of AM80/AF80

The level of expenses included in the valuation dure bused on the current yeur’s expenses dllowing
for cost inflution of 4%.

The principal changes to valuation assumptions made since the previous yedr-end were:

¢ u significunt decreuse in the expense ussumptions, us purt of the implementution of the FSA's
policy stutement PS06/14.

e u decreuse in the valudtion rate of interest reflecting the recent fdll in fixed interest yields.

The overdll effect of chunyes to ussumptions hus been to decreuse the lony term business
provision, het of reussurers’ share, by £0.4m.

A reduction in interest rates would reduce the impuct of discounting on the lonyg term business
fprovision, resulting in aun increused provision. If, for exumple, the valuation interest rate were to be
reduced by 0.5%, the lony term business provision would increuse by upproximately £1.4m. This
does hot include the corresponding effect on the valuution of ussets.

Bonuses and rebates.
Group unhd Society

2008 2007
£°000 £°000

Cost of bonuses declared, as at 31 December:
Other bonuses - 666
Reversionury bonuses 381 624
381 1.290

20 Capital position statement.

Available capital resources

As at 31 December 2008
Fund for future appropriations
Allocution of Group cupitdl
Other udjustments

Total available capital resources

As at 31 December 2007
Fund for future appropriations
Adjustment to ussets
Allocution of Group cupitdl
Other udjustments

Total available capital resources

Movement in available
capital resources

Available capital resources as at
31 December 2007

Effect of investment variations
Effect of experience variations
Effect of chunge in valudtion busis
New business strain

Cost of bonuses

Transfer of engugements

Available capital resources as at
31 December 2008
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former former
POIS Family Life
Assurance Assurahce
Limited Limited
UK UK UK
hoh-profit with-profits with-profits Totdl
£000 £000 £000 £000
30,799 10,679 - 41,478
(1.721) - - 1.721)
(2,684) - - (2,684)
26,394 10,679 - 37.073
39.209 11.604 306 51,119
(1.922) - - (1.922)
(1,790) - - (1,790)
(2.218) - - (2.218)
33.279 11.604 306 45,189
former former
POIS Family Life
Assurance Assurance
Limited Limited
UK UK UK
hoh-profit with-profits with-profits Totdl
£°000 £000 £°000 £°000
33,279 11,604 306 45,189
2,679 5,236 - 2,657
(5,664) 160 - (5,504)
2,108 (3,520) - (1.412)
(650) - - (650)
- (2,801) - (2,801)
- - (306) (306)
26,394 10,679 - 37.073
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20 Capital position statement (continued).

former former Restrictions on available capital resources

POIS Fumily Life The Society is required to hold sufficient cupital fo meet the FSA's capital requirements.
The capitul requirements for both with-profits and non-profit business ure culculated on
the statutory busis. Account is dlso taken of the Individual Capital Assessment which

Assurance Assurance

Limited Limited considers certuin business risks not reflected in the stututory busis.
" UK n S £3 2007: €45.2
: . ) . , . ) . The Society’s totdl avdiluble cupitdl resources ure €37.1m (2007: €45.2m) of which
Technical provision nhon-profit th-profit th-profit: Total
echnical provisions ON-rONT— WAT-PIOHNIS — wiin-profis or £10.7m (2007: £11.9m) is held in with-profits funds und £26.4m (2007: £33.3m) is held in
£°000 £°000 £°000 £°000 the generdl fund.
As at 31 December 2008
Unit-linked 954,312 - - 954,312 The avdiluble capitdl is subject to certuin restrictions us to its avdilability to meet
With-profits liabilities - 67.242 - 67.242 cupitdl reyuirements. The uvuiluble surplus held in the with-profit fund cun only be
Non-profifs licibilities 7.007 976 B 7083 applied to meet the requirements of the fund itself or to be distributed to policyholders
- - of that particular fund.
961,319 68,218 - 1,029,537
Clauims outstunding 3.278 840 - 4,118 The available surplus held outside of the with-profit funds is generally available to meet
Reussurunce - BG1Y) - G1D any requirements. It remains the infention of manaugement to ensure that there is
adeyuute cupitul to exceed the Society’s regulatory reguirements. At 31st December
Technical provisions in the balance sheet 964,597 68,547 - 1,033,144 fhe Society’s uvdiluble cupitul wus 640% of the cupiful requirement of £5.8m (2007:
572% of £7.9m)
As at 31 December 2007 Capital resource sensitivities
Unit-linked 1,143,166 - 1.368 1,144,534 The capitdl position is sensitive to changes in market conditions, due to both changes
With-profits liabilities - 73,170 12,994 86,164 in the value of the ussets und the effect that chunges in investment conditions may
Non-profifs licibilities 10.878 035 _ 11813 have on the value of lidbilities. It is ulso sensitive o ussumptions and experience reluting
- - o expenses und persistency and, to u lesser extent, mortality.
1,154,044 74,105 14,362 1,242,511
The most sighificant sensitivities arise from the following three risks:
Cluims outstanding 4,277 1,010 - 5,287
Reussurance - (463) - 463) e Murket risk in relution to the unit-linked business, which would urise if there were
adverse changes in the value of unit-linked ussets. The Society’s most sighificant
income streum is derived us u fixed percentuge of the market value of unit-linked
Technical provisions in the balance sheet 1,158,321 74,652 14362 1,247,335 ' e 1s Gervea 4s 4 Ixed pereent=y crer vele o !

ussets. A 30% decreuse in the value of the unit-linked investments held by the Group
would reduce avdiluble capital resources by approximately £7.2m.

There were no muterial options or guarantees included within the Technicdal provisions at either Expense risk in relution to the costs of running the business und udministering the

31st December 2008 or 31st December 2007. policies held by the Society, which would arise if there was an increuse in expense
inflation and / or the cost structure of the Society. A 1.5% increuse in the rate of
administration expense inflution would reduce avdiluble cupitdl resources by

Management of insurance risk approximately £1.9m.

Capital management e Persistency risk in relation to unit-linked business, which would urise if there was d
The Society muintains sufficient capital, consistent with the Group’s risk profile and the regulatory significant increuse in surrender rates which would deprive the Society of the future
and muarket requirements of its business. income thut business provides. An increuse in surrender rates of 80% would reduce

avdiluble capitdl resources by approximately £0.8m.
The Society is subject to a humber of regulatory cupitdl tests und ulso employs a humber of

redlistic tests to dllocate capital and Manhage risk. Overdll, the Society meets dll of these The timing of uny impuct on cupital would depend on the interaction of pust

reguirements and hus sighificant resources uand financial strength. experience und ussumptions aubout future experience. In generdl, if experience had
deterioruted or wus expected to deteriorate und munagement actions were hot

In reporting financial strength, capital and solvency is measured using the regulations prescribed by expected to reduce the future impact, then assumptions relating fo future experience

the Financidl Services Authority (FSA). These regulatory cupital tests ure bused upon required levels would be chunyged to reflect it. In this way, liabilities would be increused to unticipute

of solvency cupitdl and u series of prudent assumptions in respect of the type of business written the future impuct of the worse experience with immediate impact on the capital

by the Society. position. Examples of possible munugement uction would be to dlter the investment
dllocution in the unit-linked funds to reduce dnticiputed udverse murket movements

Capital management policies and objectives and to reduce the discretionary expenditure of the Society.

The Society’s objectives in managing its capital are:

¢ To mutch the profile of its assets and liabilities, taking into account the risks inherent in the business; '
¢ To muintain financial strength fo support hew business growth; ‘ ‘
o To sutisfy the requirements of its policyholders, regulutors und rating agencies; ' .

o To retdin finuncidl flexibility by mdintdining strony liquidity und access to u range of finuncial markets;
¢ To dllocute capitdl efficiently to support growth; and
e To munuyge exposures fo movements in interest and exchange rates.
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Actuarial Function Holder.

The Actuarial Function Holder of the Society is Mr D Addison of Watson Wyatt Limited. The Society
hus requested him to furnish it with the puarticulars reguired in Section 77 of the Friendly Societies
Act 1992. Mr. Addison has confirmed that neither he nor his family have any financial or pecuniary
interests in the Society, with the exception of the fees puid to Watson Wydatt Limited for
professiondl services, which in 2008 umounted to €429k (2007: £445k), of which £nil (2007: €nil)
related to work in respect of transfers of engagements.

Staff Pension provision.

The Society operates u defined benefit pension scheme, the Family Assurance Staff Pension
Scheme (“the Scheme”). The Scheme funds are udministered by frustees und ure indejpendent of
the Society’s finuhces. Contributions are paid to the Scheme in accordunce with the
recommendutions of un independent uctuury.

The defined benefit scheme is closed to hew entfrunts. In its pluce the Society mukes pension
contributions to u defined conftribution stukeholder pension scheme on behdif of hew stuff when
they become eligible for pension benefits. The stukeholder scheme is administered by Legal &
Generdl Assurunce Society Limited.

Detdils in respect of the Scheme dre provided below in accordunce with FRS17.

Formal actuarial valuations were carried out us at 31st December 2007 und upduated to 31st December
2008 by un independent yudlified uctuary in uccordunce with FRS17. As reyuired by FRS17,the
defined benefit liubilities have have beeh medusured using the projected unit credit method.

The expected rate of returh on ussets for the financial yeur endinyg 31st December 2008 wus 7.2%
fd (2007: 7.1% pu). This rate is derived by tuking the weighted average of the lonhyg tferm expected
rate of return on each of the usset clusses thut the Scheme wus invested in at 31st December 2007.

The followiny tuble sets out the key FRS17 ussumptions used for the Scheme. The tuble dlso sets out,
us at 31st December 2008, 2007 and 2006, the fuir value of dssets, a breakdown of the ussets into
the muin usset clusses, the present value of the FRS17 liubilities und the surplus or deficit of the
ussets over the FRS17 liubilities (the gross pension usset or liability).

Assumptions: 2008 2007 2006
Inflution 3.1% 3.5% 3.1%
Pension increuses:

pre April 1997 pension 0.0% 0.0% 0.0 %

post April 1997 pension 2.9 % 3.4 % 3.1%

post April 2005 pension 22 % 2.3 % 22 %
Salary growth 3.1% 3.5% 3.1%
Discount rate 6.0% 5.6 % 5.1%
Investment returns:

Equities 7.6 % 7.9 % 7.8 %

Bonds und cush 3.8% 4.4 % 4.5 %

Ofther ussets 6.0% 5.6 % 5.1%
Life expectauncy:

mule aged 65 ut the bulunce sheet dute 22.2 yeurs 21.9 yeurs 20.9 yeurs

mule uged 65 in 2033 (25 yeurs from 24.6 yeurs 23.2 yeurs 22.2 yeurs

bdlance sheet dute)

2008 2007 2006

Fair value of assets £°000 £000 £000
Equities 13.931 20,414 19,989
Bonds und cush 5,503 5,290 5,330
Other net ussets 82 76 63
Total fair value of assets 19,5616 25,780 25,382
Present value of liubilities (22,473) (23,858) (22,422)

Gross pension (liability) / asset (2.957) 1,922 2,960
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Over the year to 31st Decemlber 2008, the Society made regular contributions amounting to €624k to
the Scheme. Future contributions from the Society will be ut a rate of 21% of members’ pensionuble
sularies plus €65k per month und umounts equal to the Scheme’s Pension Protection Fund levies.
The estimuted uamount of total Society conftributions expected to be puid to the Scheme during
2009 is £1,480k plus the Pension Protection Fund levies due. The contribution rate will be reviewed
following the next valuution, due no later than 31st December 2010.

In addition, over the yedr to 31st December 2008, employee AVCs totalling £26k were paid into the
Scheme.

The Scheme is closed to new entfrants und, under the method used to culculute pension costs in

accordunce with FRS17,the cost us u percentuge of pensionuble payroll will tend to increuse us
the averuge uge of the membership increuses, ulthough in monetary terms is likely to decline.

The post retirement (deficit) or surplus under FRS17 moved as follows:

2008 2007
£°000 £°000
Post retirement surplus as at 1 January 1,922 2,960
Contributions (employee and employer) 650 589
Operating charge:
Current service cost (employer’s part only) (708) 699)
Other net finance income:
Expected returh on pehsion scheme ussets 1,852 1,809
Interest on post retirement lidbilities (1,340) (1,152)
Net return credited to finance income 512 657
Actuarial (loss) or gain:
Actudl returh less expected return on pension scheme ussets (8.202) (1,625)
Experience losses urising on pension scheme liubilities 541 629)
Guin due to chunges in ussumptions underlying the present value
of scheme liubilities 3410 669
Actuuridl losses recognised in the fund for future uppropriations (6.333) (1.,585)
Post retirement (deficit)/surplus as at 31 December (2,957) 1,922
2008 2007 2006 2005
History of experience gains and losses £°000 £°000 £000 £°000
Actudl returh less expected return on
pension scheme ussets (8.202) (1.625) 1,749 1,756
As u percentuge of pension scheme
liubilities ut end of year 42% 6% 8% 8%
Experience (losses)/guins drising on
pension scheme liubilities 547) 629 82 270)
As u percentuge of pension scheme
liabilities ut end of year 2% 3% 0% 1%
Actuaridl (losses)/guins recoyhised in
the fund for future appropriations (5.333) (1,585) 1,673 (1,888)
As u percentuge of pension scheme
livbilities ut end of yeur 24% 7% 7% 9%
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23 Related party transactions.

Family Assurance Friendly Society Limited aund its subsidicaries, (the Group), have a humber of
fransuctions between themselves dll of which are undertuken in the hormal course of business. As
these Accounts cover the Society und the Group, ho fransuctions or bulunces between Group
entities, which eliminute on consolidation, require disclosure in auccordunce with the exemption
given in FRS8.

With the exception of the informution given below, ho members of the Committee of
Munagement of Fumily Assurance Friendly Society Limited or its key munagement had material
tfransuctions with uny of the Group’s related parties.

Mr John Reeve (Chief Executive) and members of his family had investments in products of the
Society of upproximutely £114k us ut 31st December 2008 (2007: £150Kk).

Mr Robert Dolman (Chdairman) is a parther in a London firm of solicitors which did hot provide
legal advice to the Society during the yeuar. (2007: £4k).

The Society und Group hud the following investments in unit frusts manuged by u subsidiary,
Family Investment Manugement Limited, us ut 31st December:

Group Society Group Society

2008 2008 2007 2007

£°000 £°000 £°000 £°000

Family Asset Trust 304,196 304,196 430,787 430,787
Family Chuarities Ethical Trust 5,392 5,392 8.847 8.847
Family Regency Unit Trust - - 1.371 1,358
Family Safety Net Stockmarket Unit Trust - - 6 -
309,588 309,588 441,011 440,992

During 2008, the Society und Group mude the following hew investments of policyholders’ funds into
the above unit frusts. All purchuses of units were made ut urms lenygth baused on the buying price.

Group Society Group Society
2008 2008 2008 2008
£°000 £°000 uhits uhits
Family Asset Trust 27,179 27.179 18,171,900 18,171,900
Family Chairities Ethical Trust 217 217 35,000 35,000
27,396 27.396 18,206,900 18,206,900
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