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Chairman’s Review.

1T
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Chairman
Robert Weir

| um pleused fo report that despite a difficult
trading yeur in the UK und the rest of the
world, the Society waus dble to increuse its
membership und the funds that it munages,
whilst at the same time strengthening its
reserves.

In 2011 we sought to further diversify our
business buse whilst retaining our focus

oh providing fihancidl solutions for fumilies
throughout the United Kingdom. Following
the Government’s announcement in

2010 that the Child Trust Fund would be
withdrawn, unlike some providers Fumily kept
its product open. We were dlso umonyst
the few providers who were reudy to offer
its replacement, the Junior ISA, us soon

as it becume avdiluble on 1st November.
As a result we have been uble fo provide
continuity of service to our customers und
build on our estublished expertise in the
market for children’s savinys.

We huve dlso increused the funds we
manage in Individual Savings Accounts
through our purthership with the Post
Office®. Following our acquisition of
Governor Finance Limited we can now offer
members u range of uttractive fixed term
cush deposits from both bunks aund building
societies.

Cleurly these are tfough times with the
increuse in the cost of living putting u
syueeze oh the disposuble income of
many of our members. Nonetheless it
seems cleur that in future we will dll have
to place yredter reliunce on “self help” und
the importunce of suvinyg will increuse not
only for ourselves but dlso for our children.
The Society’s tusk is to provide simple und
afforduble solutions to this challenge for our
members.

I’m very conscious of the need to
encourage our stuff to maintuin a high
stundard of service und that they should
aim at dll times to treut our customers fdirly.

| um equdlly conscious that the Committee
of Munuygement’s responsibility is to set the
stundurds und values by which the Society
should be judged und to monitor how yood
we dre in meeting them. To did us in our task
we huve enguged externul consultunts to
attend Board meetings und to report to
myself und the Bourd to ensure that the way
we operute is kept up to the mark. We hauve
very few complaints from members und we
tuke heart from this, however, compluints
normailly tell us when we have got things
wrohy dund whilst that is very important it is
dlso valuable to us to know where we cun
do better. | would encourage you to express
your opinions by ufttending the Ahnual
Generul Meeting in Brighton on May 25th

or by confucting our Member Relations
Teum, detdils of which cun be found on our
website at www.fuamily.co.uk

Whilst we should hever be complucent |

am pleused to report that our customer
surveys indicute that most of our members
are sutisfied with the service we offer. We will
make every effort in 2012 und in the years
to come to mauke sure that this remains the
cuse.

UK und world stock murkets reflected

the difficult economic environment so
unfortunately the unit prices of most of
our munuged funds fell during the year.
Whilst future performance cun hever

be guuranteed und the present volutile
conditions ure likely fo continue for some
time we continue to believe that eyuity
investment is more likely to produce better
returns in the medium to longer term
than investments held in cush. For those
of you who have shorter term horizons for
your investments you may like to consider
transferring your savings to the Sufety First
Fund or the various deposit options we
now offer.
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Further detuils on the performunce of our
funds is provided on puge 8.

The evidence suygyests that it is not only the
youhyer generation who prefer to transact
business over the internet or by mobile
phone, but dlso an increusing humber of
members of the older yeneration. We dim
to increuse our investment in this areu so
that we can meet this uspiration. However
as u mutudl our primary concern remains to
meet the needs of our members und we will
be pleused to hear from you in any way in
which you wish to communicute with us.

Our Chief Executive John Reeve hus
decided to retire in November 2012 when he
reuches his 65th birthduy. John joined your
Society 30 yeurs ugo us its Intfernal Auditor
and hus been Chief Executive for the last 20
yedrs. When John becume Chief Executive,
Family Investments wus a relative minnow
and he will be leaving it as one of the largest
life mutudls in the country und the second
largest friendly society. He has always been

a committed supporter of the mutual sector.
He hus held senior positions in many of the
industry trade bodies und is currently the
Chdirman of the Association of Financidl
Mutudils. His contribution hus been immense
and he hus run your Society with eneryy,
sugacity und ubove dll u sehse of fun. On
behdlf of the Members, Staff and Committee
of Munugement | would like to wish him a
lony und huppy retirement, We shaill all miss
him.

May | finish by thanking dll members for their
continued support of Fumily Investments und
our stuff for their dedicution und hard work
over the yeur.

Q]whg. Wy~

Robert Weir
Chuirman
March 2012
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Chief Executive’s Operational Report.

Ay,

Chief Executive
John Reeve

Review of Results

2011 wus u yeur of further proyress for

the Society. The underlying strength of the
business meunt that we were uble to make
arecord level of payments to members
amounting to £693 million und ut the sume
time increuse funds under munugement to
just under £3.5 billion.

The membership of the Society how exceeds
1.75 million, almost double the totul number
just 5 years ago.

We achieved further improvements in our
operuting efficiency by contdining costs
and despite it beiny a difficult year for

most investment markets we were duble to
increuse operuting profits of the Society and
strengthen our reserves.

Review of Activities

The Society maintained its leadership of

the lony term savings market for children

by munuying u smooth fransfer of uctivity
from the Child Trust Fund (CTF) to the Junior
Individual Savings Accounts (JISA), by
making the latter avdiluble to customers
from its launch on 1st November. The Society
wus purticularly uctive in the consultations
which took pluce with Government prior to
the launch of the JISA und keen to see thut
it would have us wide un uppedl to suvers
as possible. In confrast to the CTF the JISA
enjoys no udditional Government incentive
to start the suvinygs habit but in u humber

of other respects is similar to its predecessor
in that savings are held in u JISA until the
child reuches 18 und both fumily and friends
cun contribute.

However without the infroduction to saving
afforded by the CTF voucher the market
for the JISA s likely to be consideraubly
smuller und More expensive to operute
than its predecessor. Despite these fucts
we cohsidered it importunt to offer JISA
customers the sume level of service we
offer CTF customers ut similur cost and to
continue to offer saving from just £10 per
month to ensure that the JISA is available
to us muny families us possible. The early
evidence is thut purents have responded
positively fo this approuch und the JISA will
dllow us to build on our leadership of the
murket for lony term children’s savings which
we have estublished with the CTFE

Our level of ISA savings ulso increused muinly
as u result of our successful partnership with
the Post Office® und we were ulso uble to
widen the runge of cush products we offer
through the acquisition, in July, of Governor
Finance Limited.

Governor Finunce is un online cush plutform
which frades under the hame of Governor
Money (www.governormoney.com). It offers
customers u range of differing deposits with
a selection of bunks und buildiny societies
which cun be held in their own right or under
the umbrellu of un ISA. All deposits huve

the udditional comfort of beiny covered
under the rules of the Financiul Services
Compenhsution Scheme (subject fo the
Scheme limits). Importantly it dlso helps
customers to uvoid slippiny inudvertently
info u low stundard variable rate, by dlerting
the customer whenever u fixed rate is
coming to un end, and inviting the customer
to consider u runye of ulternutives avdiluble
on the platform without going through the
disruption of trunsferring to aunother provider.

Investment

The generdlly unfuvouruble economic
climate und the uncertainties purticularly in
the Eurozone meunt that most stock markets
around the world were depressed. Sudly, us
d result, ufter 2 years of encouraying returns
most of our mMunuged funds lost ground

with only our cush und fixed interest funds
producing guins in 2011.

Detuils of how our funds performed dure set
out in the investment report on puyge 7.
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Outlook

The lundscupe for finunciul services is
chunying, un increusing humber of people
now prefer to conduct business via the
intfernet or over their mobile phones und ure
prepured to execute dedls without seeking
udvice from u third party. Indeed chunges
to regulution which will sepurate the cost of
advice from the cost of the product itself will
accelerate this frend.

These chunyes will increuse the demand for
straight forwurd products from orgunisations
which customers believe huve their best
interests ut heart und in whom they cun
place their trust.

| believe that mutual organisations like
Family Investments which ure owned by their
customers huve u significant udvantage in
this regard.

However this udvantuye must be bucked by
excellent products und service provided in
u munner which suits customers. Reinvesting
our surpluses for the benefit of our members
will help ensure thut we continue to meet
this vital goul.

Ogﬁ G

John Reeve
Chief Executive
March 2012
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Investment Review.

Background

The Group hus a humber of unit frusts und
unit-linked funds, together with one With-
Profits fund which hus been closed to new
business since 2002 und is ring fenced from
the rest of the Society’s funds. The unit frusts
and unit linked funds are collective vehicles
info which the mdjority of the Society’s tux
efficient products invest, i.e. Friendly Society
Tax Exempt Savings Plans (TESPs), Child Trust
Funds (CTFs) und ISAs. As well us these
maunuged funds, which contuin either
eqyuities or u Mix of eyuities, bonds und other
investments, the Society dlso munuyges u
number of cush funds for ISAs, CTFs und
TESPs. As ut the end of 2011 the Society’s
funds under munugement totulled £3.5bn of
which £1.3bnh was in equities, £1.8bn in cash,
and £0.3bn in fixed interest stocks, with the
bulunce beinyg invested in other usset
clusses. More detuils of usset ullocutions, for
our two largest funds, ure set out in Gruphs 1
and 2 on puye 9.

A sub committee of the Society’s Committee
of Muhugement, the Investment Sub
Committee (ISC), is responsible for the
implementation of the Society’s investment
strateyy and policy und currently deleyutes
the munugement of the various munuyed
investment funds to Santander Asset
Manugement UK Ltd, a subsidiary of the
Suntunder Bunk Group. The ISC role is set
out in more detdil on puge 18. The Society’s
agreement with Suntander expires on 1st
Muay 2012 und it is the ISC’s intention, having
reseurched the market exhaustively and
received presentutions from u humber of
potential munaygers, to uppoint State Street
Globul Advisors us the Society’s principul
investment munuyer from 1st May 2012.

Stute Street is one of the world’s lurgest and
best resourced index munugers und the ISC
firmly believe they will do an excellent job of
managing the Society’s investments.

Overview of Investment Conditions

2011 will be remembered us unother
eventful yeur for investors in which world
events and ongoihy ecohomic concerns
resulted in much voldutility ucross finunciul
markets. A review of the FTSE100 across 2011
shows u generul downwurd frend in the
first half of the year before the mujor, and
us yet unresolved, concerns over Europe
forced markets to fall sharply. Despite the
occusiondl periods of optimism that *Europe
wus solved’, the rdllies in the second hullf of
the yeur were brief und followed by sharp
falls us the redlisution dawned that the
solution to Europe’s debt crisis remuined
unresolved.

Despite the underlying issues existing ut the
start of the New Yeuar the sense was that the
green shoots of recovery hud been ylimpsed
with the edrly positive hews from economic
indicutors showing that the UK was slowly
movinhy uwuy from recession. However, it

was cledr that any recovery across financial
maurkets would be fragile as hervoushess over
the prospects for some Europeun nations
increused und the beyinninys of the Arub
Spring heightened yeo-political tensions.

These concerns uickly crystullised us
Greece und Irelund were forced to

take builout funds from the International
Monetary Fund, whilst tfensions in Egypt led
to concerns that unrest could spread ucross
the Middle Eust and North Africa resulting

in rising oil prices. Furthermore, the globul
ecohomy received unother blow on 11th
March 2011 as u result of the Jupunese
eurthyuuke und tsunami.

Aguinst a backdrop of increusing inflution
the UK Government continued on its
austerity path with investors yuestioning the
effects that this would have onh consumer
spending und the brouder economy,
including unemployment und investment in
infrastructure. Investors grew increusingly risk
averse throughout 2011, which benefited
Gilts und Corporute Bonds.
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Investment Review.

Although larger than expected, the
additional finunciul uid puckuye uwaurded
to Greece ut the end of Juhe wus sfill not
sufficient to support markets whilst in August
eqyuity markets fell in excess of 10% us

further disuppointing mucroeconomic dutu,
particularly coming from the US, hegdtively
influenced markets. The unxiety produced by
the Eurozone crisis contfinued to spreud from
the so-culled peripheral Europedn countries
such us Greece, Irelund und Portugul to
core ecohomies such us France. Meunwhile,
across the Channel, worse than expected
growth dutu in the UK und the continued
deteriorution of the Purchusing Managers
Index survey dutd led to concerns of u more
severe slowdownh in the economy.

By the end of the yeur, equity markets in
the Eurozone were ut their most voldtile,
reflecting the increused risk perceived
locdlly. In the UK, the Bunk of Englund report
dowhplayed economic prospects for 2012.

Performance

The performunce of the Society’s lurgest
funds aguinst their benchmarks during

2011 is set out below in Table 1. Clearly, us
stuted ubove, 2011 wus u difficult yeur for
investments with the MSCI World Totul Return
index fulling by 4.8% und problems in the
Eurozone leuding to consideruble voldtility in
markets, which is inevitubly reflected in the
figures in Tuble 1.

However, the benefit of the Society’s
diversified usset ullocution cun be seen
from the fact that despite the MSCI World
Total Return index falling by 4.8%, the Family
Balanced Infernational Fund in which

our largest fund - the Sovereign Fund - is
invested, fell by significantly less, at 3.2%.

Cleurly though it is disuppointing that

the fund hus underperformed its specific
benchmurk, us u result of udopting u more
defensive stunce at whuat, in retrospect,
proved to be the wrong time. This wus
exucerbuted by underperformunce uguinst
the index by the manuger to whom the
manugement of our Far Eust equities was
deleyuted.

However, us reported ubove, we believe we
have taken the hecessury steps to correct
the underperformunce by uppointing State
Street us our hew principdl investment
munuyer.

Table 1

Fund Performance

us at 31 December 2011 Actudl Benchmark

- S Performunce | Performunce Variunce
Fund Nume % % %
Family Baulunced Internationul Fund

(Share Cluss A)* -3.23% -1.97% -1.26%
Child Trust Fund -4.50% -5.17% 0.67%
Fixed Interest Fund 13.09% 13.38% -0.29%
Family Asset Trust -2.63% -2.18% -0.45%
Fumily Charities Ethical Trust -4.04% -3.17% -0.87%

Note: Performance is calculated on a close to close busis for the year before charges and
therefore does not hecessurily mutch the change in published unit prices over the year

which is bused on u 10um pricing point.

Family Bulunced Internutionul Fund is un ICVC in which many of our customers including
those in our largest fund, Sovereign Fund, are invested.



9 Family Investments Annuadl Report und Accounts 2011

Outlook

It would be eusy to look ut the yloomy
news from 2011 and fo udopt U risk-

averse mentulity. However, investing is
about the future prospects for compunies
and economies. It is u fuct thut despite

the current national und reygional issues,
compunies have spent the lust few yeurs
muking themselves stronger und more
efficient. Muny bulunce sheets huve been
repuired, und in genherdl corporute hedlth
is good. The Europeun issue will continue to
be u mujor drag on markets until u resolution
is found, but uttractive opportunities exist
within the UK and Europe, und perhdps more
clearly in the US und Emerging Markets.
Across 2011, Suntunder Asset Muhugement
udopted un underweight position in
Europeun eqyuities and were overweight
where the better prospects existed. 2012
looks like another tough yedar, but we dre
comfortable that the usset ullocation within
our product runye is suituble for the current
investment landscupe.

Graph 1 - Sovereign Fund asset allocation.

asat 31/12/2011

Absolute Return Funds
9%

Overseas Bonds
10%

Table 2
Top 10 Holdings

us ut 31 December 2011
Security Description

Sovereign Fund

% of Fund

GAM Absolute Return Fund 8.87%
Bluckrock Japun Equity Fund 4.66%
Blackrock Pacific Ex Jupun Fund 3.44%
Vodufone Group 2.17%
HSBC HDG 2.10%
BP 2.10%
Roydl Dufch Shell A 2.09%
Aberdeen Emerying Murkets Fund 1.89%
GluxoSmithKline 1.80%
Roydl Dutch Shell B 1.59%
Child Trust Fund

Bluckrock Jupun Equity Fund 8.51%
Bluckrock Pucific Ex Jupun Fund 5.77%
Vodufone Group 3.09%
BP 3.04%
HSBC HDG 2.99%
Royal Dutch Shell A 2.98%
GluxoSmithKline 2.58%
Royul Dutch Shell B 2.29%
British Americun Tobucco 2.09%
BG Group 1.61%

asat31/12/2011

Cash
4%

Far East
Equities 14%

Graph 2 - Child Trust Fund asset allocation.

UK Gilts & Corporate

ponds 6% European
it Oy g
Property UK Equities Equities 12% UK Equities
2% 34% 54%

US Equities
Far East Equities 1%%
11%

US Equities

10%

European Equities
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Group Performance Highlights.

Members’ funds under Customer contributions
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under management 2011.
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Group Summary Financial Statements.

Summary of Group

Financial Results
Results for the year ended 31 December 2011

Members’ funds under management

Opening balance 3,309,477 2,293,696
Amounts puid in by members 1 849,239 1,142,377

Amounts withdrawn by members 2 (692,966)  (294,980)
Investment income, yuins und losses 3 11,108 191,132
Munugement churges puid to the Society (below) 4 (24,389) (22,748)
Closing balance 3,452,469 3,309,477
Results for the year
Operating income
Maunugement churges from members’ funds (ubove) 4 24,389 22,748
Other charges levied on members 5 890 858
Other income 6 5,982 5,084
31,261 28,690
Operating expenses 7 (16,714) (17.974)
Operating profit 14,547 10,716
Investment in systems und hew business 8 (12,098) (9.206)
Chunge in hon-linked fund reserves 9 (3.018) 5,847
Investment income, yuins und losses net of tuxution 10 4,059 1,073
Net result for the year 3,490 8,430
Reserves at 1 January 40,677 32,247
Reserves at 31 December 44,167 40,677

Notes:

The confributions puid by members into their policies.

The uamounts puid out fo members on muturity or surrender of their policies.
The chunge in vulue of, und income eurned from, members’ investments.

The munuyement fees charged by the Group und puid out of members funds.
Other charyes include charyes for life cover und eurly surrender.

Income from uctivities hot puid for by members.

N OO NN —

The cost of udministering members’ policies. This number differs from those in the Technicul Account
due fo different clussificution of certuin expenses. The summary finunciul stutements uttempt to
provide more clarity whilst the Technicul Account is driven by regulatory requirements.

8 The cost of ucyuiring hew business, muinly commission und murketing expenses, und the umount
spent on developiny the business, mainly on hew product lines und improving systems cupubilities.

9 The chunge in the value of the ussets, less the chaunge in the value of the lidbilities, of the Society’s
non-linked investment funds.

10 The chunye in vulue of, und income eurned from, investments that form purt of the Group’s reserves.
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Committee of Management.

Non-Executive Directors

Chairman

Robert Weir FCA

Mr. Weir, aged 63, hus been u member of the Committee since
1997, Vice Chuirmun und Senior Independent Director from 2007
und uppointed Chuirmaun in 2010. He wus previously u director of
the Household Mortgyuye Corporution und hus wide experience
in finunciul und generaul munugement.

"

e
PRERES

Vice Chairman

Norman Riddell

Mr. Riddell, uged 64, joined the Committee in 2006 und wus
uppointed Vice Chuirman in 2010. Huving truined und yudlified
us u commerciul banker in Scotlund, he moved into investment
munuygement und held the position of Chief Executive Officer in
three different investment munagement compunies, including
the INVESCO Group, over u period of some 20 yeurs. He hus
served in the cupucity of non-executive director in u humber of
finuncial compunies, including Life Assurance Holding Corporation
and is u hon-executive director of Invesco UK Limited.

Peter Box

Mr. Box, uged 59, wus uppointed to the Committee in 2009 und
wus until recently un audit und business udvisory partner ut
PricewuterhouseCooypers, to u broud runge of compunies from
large international businesses to specidlist national firms in his
39-yeur cureer. In purticulur, through his focus on the insurunce
industry, he hus developed u deep uhderstunding of the muijor
issues uffecting the sector, both in the UK und uround the world,
and hus sighificant experience of regulutory and governance
mutters. He ulso serves us Vice Chuirmun und hoh-executive
director of Mursh Limited und hon-executive director of Pool
Reinsurance Compuny Limited.

lan Buckley

Mr. Buckley, uged 61, joined the Committee in 2009. He is u
director of Ruthbone Brothers Plc und is 4 member of its Group
Executive Committee. Prior fo this, he waus Chief Executive of
Smith & Williumson from 1985 to 1995. He wus subseyuently Chief
Executive of EFG Private Bunk Limited und in February 2000 set
up Tenon Group Plc.

Veronica France

Ms. Frunce, uged 50, wus uppointed to the Committee in 2006.
She hus held positions us Murketing Director for u life ussurance
and unit frust group und u reussurunce compuny. Since 1992
she hus been un independent business development consultunt
working with u wide runye of UK finunciul services orgunisutions.
She is u pust chairmun of the Investment und Life Assurunce
Group (ILAG) und its Non-Executive Directors’ Forum.

A,

pAAALIRI RN
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Committee of Management.

Executive Directors

AW,
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Chief Executive

John Reeve FCA

Mr. Reeve, uged 64, joined the Society in 1982 us ifs Internul
Auditor, havinyg previously worked for Deloitte Huskins & Sells.
He wus promoted to Treusurer in 1984 und hus led the Society
since 1987 firstly us Generul Munuger und from 1992 us Chief
Executive. He is u Chartered Accountunt und hus been
Chuirmun of the Investment und Life Assurance Group (ILAG),
President of the Associution of Friendly Societies und is currently
Chuirmun of the Associution of Finunciul Mutuals and d Trustee
of the Share Foundution.

Chief Operating Officer

Rob Edwards

Mr. Edwurds, uged 56, hus been u full-time executive of the
Society since 1988. Prior to this he hud 10 yeurs experience with
u medium sized life und pensions compuny und unother Friendly
Society. He wus uppointed to the Committee in 1997, becume
Generdl Manuger in 2001 und Chief Operauting Officer (COO)
in 2006. He is responsible for overseeiny the Society’s Marketing,
Customer Services, Operationdl Finance, Corporute Projects
and IT functions. He is un uctive member of the Associution of
Financial Mutuuls COO Network.

Finance Director

John Adams FCCA

Mr. Adums, uged 57, is u Certified Accountunt and hus been
a full-time executive of the Society since 1986 when he was
appointed Finunciul Controller. He wus promoted to Finunce
Director und uppointed to the Committee in 1993. Mr. Adums
previously worked for Americun Exjpress for 7 yeurs in a variety
of finunce roles, und is u director of Albion in the Community, u
churity which supports und ussists the disudvuntaged youth of
Brightonh und Hove through footbull.

Secretary and Corporate Services Director

Keith Meeres MCSI

Mr. Meeres, uged 54, joined the Society in 1993 us Compliunce
Officer haviny previously worked for u large insurer und

d building society. He becume Secretary in 1996, He wus
uppointed to the Committee in 1997 und he is responsible for
overseeiny the Society’s Reyulatory Compliunce, Risk, Internal
Audit, Humun Resources und Fucilities functions. He is u director
of the Investment und Life Assurunce Group (ILAG), Chuirman
of its Regulutions Pructitioner Group und u member of the
Associution of Finunciul Mutuuls Regulations Committee.

Business Development Director

Miles Bingham

Mr. Bihghum, uged 46, joined the Society in 2001 us Heud of
Muarketing following 11 yeuars in various marketing aund product
development roles ut both HSBC und Abbey (how Suntander).
In 2008, he wus promoted to Business Development Director with
key responsibility for finding new distribution parthers alonyside
maunauyging u humber of existing relutionships und expunding the
overdll range of products offered by the Society.
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Committee of Management’s

Annual Report.

The Annudl Report und Accounts have been
prepured in uccordunce with The Friendly
Societies (Accounts und Reluted Provisions)
Reguldtions 1994 (‘the Reyulutions’).

A Committee of Munugement comprising
the Chairman, four other independent
noh-executive directors und five executive
directors yoverhs the Society. The Committee
is led by the Chairman whose role, dlony
with that of the Chief Executive, has been
set out und upproved by the Committee.
The Committee delegutes munugement of
the business to the executive directors, who
meet us u yroup ut leust monthly.

The Committee is satisfied that having
considered the buckyground und current
circumstunces of euch hon-executive
director there ure no reldtionships or issues
which could uffect the independence of
their judgement in performing their duties.
Directors’ biographies und detuiils of length
of service cun be found on puyes 12 to 13.

Committee of Management

During 2011 the members of the Committee
were us follows:

Non-executives

Robert Weir (Chairmaun)

Normun Riddell (Vice Chairman)
Peter Box

lan Buckley

Verohicu Frunce

Executives

John Reeve (Chief Executive)

Rob Edwards (Chief Operating Officer)

John Adums (Finance Director)

Keith Meeres (Secretaury und Corporute
Services Director)

Miles Binghaum (Business Development

Director)

Statement of responsibilities of the
Committee of Management

The Committee is primurily responsible for
the strateyic direction of the Society und
deleyutes responsibility for the day-to-

day runniny of the business to executive
munuygement. Progress on operutionadl
matters und key inifiutives is reported
through Committee meetings und dll
initiutives involving significunt expenditure,
strateyic chunge, significunt perceived risk
or muteridl depuarture from ugreed budget
or struteyy reyuire Committee considerution
and upproval,

The division of responsibilities between
Robert Weir, Chairmun und John Reeve,
Chief Executive hus been ugreed by the
Committee und documented. Norman
Riddell, Vice Chuirmun, undertukes the role
of Senior Independent Director.

The Friendly Societies Act 1992 (‘the

Act’) reyuires the Committee to prepare
Accounts for euch finunciul yeur which give
d true und fuir view of the stute of the dffairs
of the Society und of the Group us ut the
end of the finunciul year und of the income
and expenditure of the Society und of the
Group for thut period. In prepuring those
Accounts, the Committee is required to:

e select suituble uccounting policies und
then apply them consistently;

e muke judgements und estimates that are
redusonuble und prudent;

o stute whether upplicuble uccounting
stundurds have been followed, subject
to uny materiul depuartures disclosed und
explained in the Accounts; and

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

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

The Committee is responsible for keepiny
profer uccounting records which disclose
with reasonable uccuracy ut any time the
finuncidl position of the Society und ensuring
that the Accounts comply with the Act.

It is dlso responsible for sufeguarding the
ussets of the Society and hence for tfaking
reusonuble steps for the prevention und
detection of fruud and other irregularities.

The Committee is responsible for

the Society’s systems of control und
acknowledges thut such systems can
provide only reasonuble und not dbsolute
dassurance aguinst material misstatement
or loss.

The Committee conducts, through the Risk
and Audit Sub-Committee, an ohgoiny
review of the effectiveness of the Group’s
systems of internal controls und risk
munugement und is sutisfied that there ure
no muterial shortcomings (see the Risk and
Audit Sub-Committee report on puge 18).
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In accordunce with the Act, the Committee
confirms that dll activities curried out during
the yeur by the Society und its subsidiary
undertukings ure believed to have been
curried out within their respective powers.

The Committee considers that the skills and
experience of the hon-executive directors
provide un uppropriute bulunce to ensure
that the Society is effectively munaged und
controlled.

Strategic objectives and activities

The Group’s objective is to be u frusted
provider of finunciul solutions for fumilies. We
uim to provide good vulue life ussurance
und suvinys products und excellent service.
We judye our performunce uguinst these
objectives through customer reseurch

und monitoring the performance of our
products. We dlso believe that our members
expect the Society to thrive und grow in
order to uchieve economies of scule whilst
maintdining prudent control over costs,
muaintaining adequate financial resources
aund complyinyg with dll relevant leyislation
and regulation.

In 2011 we extended the runge of products
avdiluble fo members by beihy one of

the first fo launch the Junior ISA and dlso
ucyuiring the Governor Money online cush
savings business.

As ut 31st December 2011 the Society’s
margins of solvency comfortubly exceeded
the minimum requirements, as prescribed by
the Finunciul Services Authority.

Number of members

As ut 31st December 2011, the Society hud
1,780,884 members (2010: 1,719.,847).

Financial risk management
objectives

The Group is exposed to financial risk

through its financidl ussets, financial lidbilities,
reinsurance ussets und policyholder liubilities.

In particular, the key finuncidl risk is that
the proceeds from finuncial ussets ure
not sufficient to fund the obligations from
contructs with policyholders.

The most importunt components of this
financidl risk aure eyuity price risk und interest
rate risk. These risks arise from open positions
in equity products und interest rate, ull of
which dre exposed to generul und specific
market movements.

The Group munugyes these positions within
an usset lidbility manugement (ALM)
framework that hus been developed to
achieve long-term investment returns in
excess of its obligutions under insurance
und investment contracts. The principdl
techniyue of the Group’s ALM is fo mutch
ussets to the liabilities arising from insurance
contructs by reference to the type of
benefits puyuble to contruct holders.

For euch distinct cuteyory of liabilities, u
sepurute portfolio of ussets is mauintuined.
For unit-linked contracts, the liubilities to
policyholders are matched with assets in the
portfolio. The Society therefore is not 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 holdinys in equity investments
held by both the Society’s unit-linked funds
and by the authorised collective investment
schemes that it manages.

The Group’s Most significant income streaum
is derived us u fixed percentuge of the
market value of the unit-linked funds und
authorised collective investment schemes.
Exposures to individuul compunies und to
equity shares in uggregute are monitored
in order to ensure compliance with the
relevant regyulatory limits for solvency
purposes. Investments held are listed und
fraded on the UK and other recoynised
stock exchanges (primarily in Europe, North
Americu und the Far Eust).

The Group hus u defined investment

policy, which sets limifs on the Group's
exposure to eyuities both in agyreyute
terms und by geoyruphy und counterparty.
This is monitored by the Investment Sub-
Committee (see puge 18).
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Interest rate risk

The Group is exposed to interest rate risk
due to the sensitivity of the value of its
assets und lidbilities to changes in current
interest rates. The Group Monitors inferest
rute risk by culculating the meun duration
of the investment portfolio and the liubilities
issued. The meun duration is un indicutor of
the sensitivity of the ussets und liubilities to
changes in current interest rates. The meaun
durdation of the liubilities is determined by
meuns of projecting expected cush flows
from the contructs using best estimautes of
mortality and voluntary terminations. No
future discretionury supplemental benefits
dre ussumed to uccrue. The meun duration
of the ussets is culculuted in u consistent
maunner.

Any gup between the meun duration of

the ussets und the meaun duration of the
liabilities is minimised by meuns of buying
und selling fixed interest securities of different
durdtions.

Reappointment of auditors

A resolution to reappoint Mazars LLP us
auditors to the Society will be proposed ut
the forthcoming Anhnuadl General Meeting on
25th Muy 2012,

Complaints

It is the Society’s policy to investigate and
resolve dll compluints promptly und fairly
but in the event that members are not
sutisfied with the Society’s response, the
Financial Ombudsman Service provides u
complaints resolution service. Full detdils can
be obtuined from the Secretary or from the
Society’s website ut www.family.co.uk. In
2011 we resolved 96% of compluints within
four weeks.

Health and safety report

The Society hus developed u heulth und
sufety framework to ensure compliunce with
applicuble luws und reyuldtions including u
Heulth and Sufety committee that comprises
senior munugement und employee
representutives. We dre pleused to report
that in 2011 there were ho serious uccidents
or injuries.

Corporate governance

The Society is committed to high stundards
of corporute governunce.

The UK Corporute Governunce Code (us
Annotuted for Mutudl Insurers (the “Code”))
applies to these Report und Accounts.

The Society considers the Code to be
closely dlighed o the stundards that it has
set itself und hus endeuvoured to comply
with the main principles for many years. The
Committee has set the values und stundards
for the Society und its employees, tuking
account of the principles of the Code, und
requires senior manugement to report to the
Committee on adherence.

The Committee considers that throughout
the period under review it hus upplied und
complied with most of the relevant principles
and provisions of the Code, other thun us
follows:

The bourd comprises five executive directors
and five hon-executive directors, including the
Chuirmun. The Code requires u muijority of
non-executive directors, however the Society
amended ifs Rules, in 2009, to preserve the
voting majority of the hon-executives.

The Committee hus reviewed the length of
service of the hon-executive directors und
cohsiders that they dll meet the criteriu of
independence. The Code for Mutudl Insurers
recommends that dll directors should stund
for re-election annudlly. The Committee

hus not followed this recommendution as it
believes thut retirement of one third of the
Committee euch yeur is uppropriate, given
that the Society’s Rules provide other meuns
for members to muke directors uccountuble
for their actions. The Committee will keep
this practice under review. Additionudlly, the
Committee will continue to reyuire uny
noh-executive director who hus exceeded
nine yeurs service to, if still considered
independent by the Committee, seek re-
election on un annudl busis rather than
every three yeurs, One non-executive
director, Robert Weir, hus served in excess of
nine yeurs on the Committee. After careful
conhsideration of his character, judygement,
competence und experience the
Committee continues to view him us suitably
independent und he will therefore stund for
re-election in 2012, however his service will
continue o be subject to unnudl review.

Any term of service beyond six yeurs for u
non-executive director is dlso subject to
rigorous review. None of the directors had
any inferests in the Society or its subsidiary
compunies other than those interests in
respect of fees or suluries puid to them us
directors, those interests in respect of the
policies which they hold with the Society und
those interests specificully disclosed in note
21 of these Ahnuul Report and Accounts.
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Attendance at meetings in 2011

The following tuble sets out the uttendunce
of directors ut Committee und Sub-
Committee meetings held in 2011.The
number of meetinys that each director
could huve uttended is shown in brackets.

The Chdirmun and honh-executive directors
meet independently of the executive
directors ut leust four times a yeur,

Detuiils of the uctivities of euch individuul
sub-committee ure summarised below
and the terms of reference for euch sub-
committee cun be found in the "Member
information” section of our

website www.family.co.uk

Robert Weir 8)8 2)2
Norman Riddell (8)8 (2) 12
Peter Box 8)8 22
laun Buckley 8)8 2)2
Veronicu Frunce 8)8 2)2
John Reeve (8)8 -
Rob Edwards (8)8 -
John Adums (8) 74 -
Keith Meeres 8)8 -
Miles Binghum (8)8 =
Notes:

<
98 @3
- @9 ®)3
@4 - -
@4 9 -
@4 - ®)3
- ©) 8 -

1 - Robert Weir wus unuble to uttend the 22/6/2011 meeting.

2 - Normun Riddell wus unuble to uttend the 15/9/2011 meeting.
3 - John Reeve wus unuble to uttend the 14/10/2011 meeting.

4 - John Adums wus unuble to uttend the 21/7/2011 meeting.

The Committee operates the
following Sub-Committees:

Nominations Sub-Committee
Robert Weir (Chairmun)
Peter Box

lan Buckley

Veronicu Frunce

Norman Riddell

The Nominutions Sub-Committee comprises
dll non-executive directors und the
Committee of Munuygement appoints its
chdirmun. It muy obtdin such outside leyul
or other independent professionul advice ds
it deems necessary.

In 2011 the Nominations Sub-Committee
commenced the process of the recruitment
and selection of u new Chief Executive

Officer to replace Mr Reeve on his retirement
in November 2012. With the assistance of
specidlists, u list of external und internal
cundidutes of mixed gender wus drawn up.
The Committee of Munugement expects

to unnounce soon the hew CEO who will,in
accordunce with the Rules of the Society,
stund for election by the members in the
2013 Annhuul Generdl Meeting.

The Nominutions Sub-Committee ulso
sutisfies itself that there ure appropriate
succession pluns in place for dll directors
and other senior munagement positions,
and that dll directors devote sufficient time
to their duties. It makes recommenduations

to the Committee of Munugement
regurding membership of the Risk und Audit,
the Remuneraution und Investment Sub-
Committees.
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Investment Sub-Commiitee

Norman Riddell (Chairman)

lan Buckley

Robert Weir

John Reeve

Royer Nightingule (externul udviser — ceused
December 2011)

Greyor Loyun (externul udviser —
commenced August 2011)

The Investment Sub-Committee generdilly
meets ut leust seven times u yeur aund is
respponsible for monitoring the Group'’s
investment performance und for ussessing
the effectiveness of the investment strategyy.

In 2011 the Investment Sub-Committee

met more frequently than usual in order

to consider, us puart of u triennial review,
changing the Society’s investment manuger.
Followiny detuiled proposuls submitted by

a number of fund Munugers, State Street
has been uppointed with effect from 1st
May 2012 to repluce the current munuyer,
Santander. We thank Santander for their
efforts over the pust three years of turbulent
market conditions und we welcome Stute
Street who, us munagers of £1 trillion
worldwide, are ideudlly placed to deliver the
Society’s lony term investment struteyy for its
members.

As purt of these chunhyes we welcomed
Greyor Loyun us un adviser to the
Investment Sub-Committee. Mr Logun has
significunt fund munuygement experience
including previously manaying the Society’s
funds whilst at New Star and Pavilion Asset
Manuygement,

Mr Nightingule ceused to be un adviser to
the Committee ut the end of 2011 und we
thank him for his support and guidance to
the Committee over the pust 15 yeuars.

Remuneration Sub-Committee
Verohicu France (Chuirman)
Robert Weir

Normaun Riddell

The Remunerdtion Sub-Committee

Mmeefts dt leust twice educh year to review
remunerdtion policy und determines the
remunerdtion puckuyes of the executive
directors und sehior munugement. It

works with the Group’s Humaun Resources
depurtment, and independent external
advisers where upjpropriute, to ussess trends
in the competitor und locul employment
markets.

Detdiils of the directors’ remuneration caun be
found in the Remunerution Report on puyes
23 to 25.

Risk and Audit Sub-Committee
Peter Box (Chuirman)

lan Buckley

Veronicu France

The Risk und Audit Sub-Committee meets
at leust three times G year. It comprises
individudls who have recent und relevant
experience to enuble the Committee of
Management fo meet its responsibilities in
respect of the systems of internul control,
munugement of risk and external financial
reporting.

It considers the uppointment of, und fees

for, the external auditors by reviewing their
work und meeting reygularly with the Audit
Parther and Audit Munuager. It considers

the effectiveness of the Internul Audit und
Compliunce depurttments by reviewiny
Internal Audit reports und ussessing und
agreeiny the Internal Audit und Compliunce
work progrummes. The Internal Audit
Munuger und Heud of Audit and Risk Review
meet periodically with the Chairman of the
Risk and Audit Sub-Committee uand both
have unrestricted access to the Risk and
Audit Sub-Committee und the Committee of
Management. It dlso takes un independent
view of the uppropriuteness of the Group’s
accounting policies und practices.

The review of the Group’s systems und
confrols is undertaken by meuns of receiving
audit, risk and management reports, holding
discussions with executive und operutiondl
munugement und reviewing the risk
management process. Where significant
control shortcomings or risks ure identified
proygress is monitored until the issue is
satisfuctorily resolved.

The Risk und Audit Sub-Committee dlso
undertukes the role of a “with-profits
committee” in order to oversee the Society’s
with-profits business in accordance with
Financial Services Authority rules, in partficular
the Principles und Practices of Fihunciul
Munagement published for the POIS With-
Profits Fund.

On behdalf of the Committee of
Maunugement, the Risk and Audit Sub-
Committee reviews the independence und
objectivity of the external auditors before

an appointment recommendution is made
to members ut the AGM. The Risk and Audit
Sub-Committee regulurly reviews the nuture
and extent of hon-audit work und related
fees, und the Committee of Munugement
hus developed u policy setting out the tferms
and conditions for enguying the Society’s
externdl auditors to supply non-audit services
that is designed to protect objectivity und
independence.
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Other Risk Controls

The ubove sub-committees operaute within
a risk framework und defined risk uppetite
that is designed to ensure regular review
and stress testing of the changing risks
arising both from within the Group und from
changes in the external environment and to
cohsider uppropriaute strateyies to mitigute
those risks. Key risk areus reviewed include:
Operdtionadl; Credit; Insurance; Liguidity;
Investment.

The risk fraumework ensures uppropriute
monitoring of the systems of internal control
which dre embedded in the operutions of
the Group to ensure that munagement is
cupuble of responding yuickly to changiny
risks und thut procedures ure in pluce

for reporting immediately to uppropriute
levels of maunugement uny mujor control
weuknesses thut are identified. The Heud of
Audit und Risk Review provides regular risk
reports to the Committee of Munuyement
and the Risk und Audit Sub-Committee.

Financial crime

The Society continuously reviews its exposure
to finunciul crime und takes uppropriate
medusures including unti-fraud and unti
money launderiny training of its employees
to mitigute these risks. Regular fraud

and monhey luundering risk ussessment
occurs within the Society with this activity
underpinned through the respective
corporate unti-fraud, unti-money laundering,
anti-bribery and whistle-blowinhy policies.

The Society is ulso u member of the
Investment Management Associution Fraud
Alert Scheme whose muin objectives are to
protect member ussets und work with the
industry in reducing finunciul crime.

Performance monitoring and
evaluation

Euch yeur the Committee of Munugement
sets key business objectives for the Society
for that yeur und us puart of its rolling three
yedr plun bused oh the objectives outlined
in the strateyic objectives und uctivities
section onh puye 15. The Committee monitors
performunce aguinst these objectives ut
regular intervals.

In compliunce with the UK Corporute
Governance Code, the Committee
cohducts u formul evaluution annudlly of
the performunce of the Chuirmun und euch
director und of the performunce of the sub-
committees und Committee us a whole.

In 2011 the evaluation was conducted by
guestionnaires, interviews and uttendunce
at committee meetinys by un independent
cohsultunt who provided summary reports
to the Chuirman, Vice Chuirman und the
Committee. Bourds of finunciul services
firms generdlly are finding it increusingly
necessury to devote more time to struteyic,
investment and regulatory mutters. This

is reflected in our 2011 bourd evaluation
which made recommendautions ds to

how committee meetings might be more
effective in uccommoduting increused
demands on the Committee’s fime.

In addition the Chuirmaun holds periodic
meetings with euch executive director und
formul meetings with the non-executive
directors to evuluute the performunce

and development heeds of the individudl
directors.

Member relations

The Committee is committed to maintuining
yood communicutions with members und

is keen to develop its understunding of
members’ views and provide members with
sufficient relevant information to enable
them to understand the performance of the
Society and its products. From time to fime
the Society conducts independent reseurch
and surveys with its members which provide
vuluuble feedbuck to help the Society
meusure und where hecessary improve

its services. We hope thut members will
contfinue to participate in our surveys. Detdils
of the Society’s Member Relutions Strategy
dre uvdiluble onh our website at www.family.
co.uk or from the Society’s Secretary.
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Employees

The group employed un uveruge of 393
employees during 2011 ut u totdl cost of
£13.2m.

The Committee recoynises that the Society’s
most valudble resource is its employees

and that they are key to its success in
implementing its struteyy. The Committee
believes that the confinued learning und
development of employees is essentidl, in
order to ensure effective manugement of
the Society und provision of appropriate
service fo members.

In 2011 the Society both upduted and ran
familiarisation sessions on certain aspects of
employment law with the support of ACAS.
The in-house Leudership Development
Progrumme (LDP) is how in its sixth yeur und
through this the Society dims to continue

to develop its munugers und leuders to

a consistently high stundard to be good
advocutes of its customer ethos und
arficulate what it means to freat customers
fairly.

The Society communicates with its
employees on u regular busis to ensure that
they ure fully aware of the Society’s core
vdlues und business strutegy and the part
which they play in achieving u successful
outcome.

Equal opportunities and diversity

It is the Society’s policy to treut job
applicants und employees equdlly,
reyurdless of their sex, ruce, ethnic origin,
religion, ayge, sexudl orientation, marital or
purental stutus, or disubility. The Society

is committed to recruiting, developiny,
progressing und fraining employees on
the busis of their individuul uptitude,
competencies und performance.

The yender mix ut management levels is:

Committee of Munugement
Heads of Depurtment

Munugyers

Corporate social responsibility

Our role as an institutional investor

The UK Stewardship Code wus published in
July 2010. It aims fo enhance the gudlity of
ehygagement between institutiondl investors
and the compunies in which they invest.
The purpose of this is to help improve lony-
term returhs to shareholders und effective
governunce by setfting out yood prauctice
oh ehyuyement with investee compunies.
The Society provides u runge of pussive
and actively manuged funds investing on
behuilf of its members in compunies on u
medium to longer term basis. Investment
munugement of our funds hus been
outsourced to un externul Investment
Manuger, who takes seriously and
supports the responsibilities of institutional
shareholders outlined within the Stewardship
Code, und you cun find out more ubout
this in the Members section of our website:
www.family.co.uk

Our environment

The Society continues to recoynise its
impuct on the environment und tukes steps
to minimise it. This provides u framework

for energy suvinyg, wuste und recycling

or procuring yoods and services from
sustuinuble sources.

As part of our environmentul commitment
we independently ussess our workplace und
welfare conditions und enheryy performunce
oh u regular busis. These performunce
indicators ensure that we continue to
operute u hedlthy building with a good
eneryy performunce that is better than
recommended levels set by the Churtered
Institute of Building Service Engineers (CIBSE)
for stundard pructice.

90% 10%
50% 50%
63% 37%
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Our work in the community

At Family our desire to do the right thing
for our customers, employees and locul
community has ulways been central to
our ethos. Our uward-winning Community
Programme, which has been running for 20

yedrs, hus ulways tuken a different upprouch

to working with the locul community by the
creution of mutudlly beneficidl relationships
and activities, where there is not only benefit
for the local community, but dlso a benefit
to Family — muinly in the development und
motivation of our employees.

2011 hus been un excellent year with 100
employees yiving more than 880 hours in
support of the programme. Included in these
figures ure our core uctivities, which can be
broudly broken down into two cuteyories:
educution und community challenges.

e Educution hus been u major part of our
programme. We support dll age groups,
from nurseries through to sixth form
students. Activities rahge from Family
employees runniny regular muths clubs at
a locul primary school, through to running
work orientution und interview skills days
for a locdl sixth form colleye.

e Our community chullenges ure un
opportunity to yet employees out intfo
the community to provide hands-on
assistunce to local charities und other hon-
frofit organisations. This is a greut way of
providing teum und relutionship building
opportunities for employees whilst helping
locul cuuses.

This year we have increused the fotdl

amount of top-up funding provided to
employees und throughout the year we

were uble to support fundraising ventures

by rdising over £19,000 for over 20 different
chuarities.

No politicul donutions were mude.
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Remuneration Report.

This report sets out the Society’s policy in
relation to the remunerdtion of directors.

The report, which will be submitted to the
forthcoming AGM for approval, explains how
the Society hus upplied the Code us regaurds
directors’ remuneration.

Remuneration Sub-Committee

The role of the Remuneration Sub-
Committee is outlined on puye 18.

Remuneration Policy

The Society’s remunerdtion policy is
designed to uttract, motivate and retain
key executives, und indeed ull employees,
with the relevant skills to help achieve the
Group’s objectives und to ensure that
employees ure rewurded for enhuncinyg
the level of service that we provide to our
members. It is dlso designed to uchieve un
effective link between pay uand performance
whilst not encourayging undue risk.

No director is involved in the determinution
of, or votes on, any matter relating to their
owh remuneration.

Service contracts

It is the Society’s policy that the hotice
period of executive directors’ contructs
should hot exceed one yedur. None of the
non-executive directors hus u service
contract,

Fees for non-executive directors ure
reviewed euch year.

Remuneration components
comprise:

Base salary

Buse sularies ure determined by individudl
performunce und by reference to market
salary levels obtuined from indejpendent
sources such as Towers Watson. This is the
only element of remuneraution which is
pensionuble.

Long term incentive scheme and bonuses
The five executive directors, toyether

with twenty five senhior munagers, ure
included within u bonus scheme taurgeted

at increusing the embedded value of the
Society. Payments ure cupped ut 25% of
sulury and are uwarded, bused oh individudl
performunce, ut the discretion of the
Remuneration Sub-Committee.

A proportion of the fotdl bonus due is
withheld for u period of three yeurs duriny
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 dre disclosed on the followiny
puge.

Pension

The Society participutes in u Stakeholder
pension scheme munhuyed by Leyul

& Generul. Both the employer und the
employee cun muke puyments into this
scheme. Four of the executive directors
participate in the scheme. The Society
operutes u defined benefits pension scheme
which was closed to future uccrual of
benefit from 31st December 2009.

Other benefits

The Society provides other benefifs fo the
executive directors including life ussurunce
and private medicul insurance.
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Remuneration Report.

Committee of Management remuneration

Sulary / Fees'! Bonhuses ? Other benefits 3 Totdl

2011 2010 2011 2010 2011 2010 2011 2010

£000 £000 £°000 £°000 £000 £000 £000 £°000
Executives
John Reeve® 257 250 36 12 41 40 334 302
Rob Edwards 183 178 32 9 28 27 243 214
John Adums 174 169 18 9 27 26 219 204
Keith Meeres 1562 148 27 7 23 24 202 179
Miles Bingham 124 115 21 6 16 14 161 135
Non-executives
Robert Weir® 73 54 - - - - 73 54
Robert Dolmun? - 29 - - - - - 29
Peter Box 30 27 - - - - 30 27
lun Buckley 30 27 - - - - 30 27
Veronicu France 30 27 - - - - 30 27
Norman Riddell® 36 33 - - - - 36 33
John Wybrew* - 11 - - - - - 11

1089 1068 134 43 135 131 1358 1242

Note 1 - Excluding hew uppointments, promotions und retirements hoted below, yeur on yeur the Suluries und Fees puid to the
Committee of Munugement have increused by 4% (2010: nil).

Note 2 — Bohuses include umounts udded to, und movement in, the vulue of the lony term incentive scheme.
Note 3 — The figures include the contributions puid by the Society into the Stukeholder Pension Scheme.

Note 4 — Messrs Dolmun und Wybrew retired from the Committee of Muhagement on 21st May 2010.

Note 5 - Mr Weir wus uppointed Chairmun uand Mr Riddell wus uppointed Vice Chairman on 21st May 2010.

Note 6 — In 2011 £39k wus invested into the lony term incentive scheme us un ulternutive to u pension contribution for Mr Reeve.
In 2010 £37k wus puid us u cush dlternutive to u pension contribution to Mr Reeve. These ure included us ‘other benefits’ in
the tuble ubove.

Long term incentive scheme

Amount Embedded
Bonus added in lieu vdlue Bonhus
Value at withdrawh of pehsion movement added Vdlue at
1.1.2011 during 2011 contributions during 2011 during 2011 31.12.2011
£000 £°000 £000 £°000 £°000 £000

Executives
John Reeve - - 39 - 15 54
Rob Edwards - - - - 14 14
John Adums - - - - 8 8
Keith Meeres - - - - 11 11
Miles Bingham 1 - - - 9 10

1 - 39 - 57 97
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Pension entitlements

Four executive directors have retirement benefits accruing under the Society’s defined benefit pension scheme.
This scheme closed to future uccrual of benefits from 31st December 2009. The table below sets out these benefits:

Totul deferred

pension ut
dute of leuviny Transfer value of Transfer value of Chunye in
pensionuble accrued pehsion ut accrued pension uf transfer value
Aye service' 31.12.102 31.12.112 during the year

£000 £000 £000 £000
Executives
John Reeve 64 134 2,187 2,746 559
Rob Edwards 56 53 655 871 216
John Adums 57 58 739 977 238
Keith Meeres 54 56 577 782 205

The muin terms upplying to the findl salary pension of each executive director ure that their pension is puyuble from
normal retirement age of 65 and that a spouse’s pension is puydble on deuth at 50% of that executive director’s
pension.

Note 1 -The fotul deferred pension is the unnudl pension umount uccrued by the executive director us ut 31st December 2009, the
dute the Scheme closed to dll future uccrudl. The deferred pension would be puyuble from uge 65 und prior to uye 65 would
increuse broudly in line with CPI Inflution.

Note 2 - The trunsfer values huve been culculuted in uccordunce with the Actuarial Guidunce Note GN11 but then adjusted to reflect
the chunyge from RPI to CPI linked pension increuses.

Four executive directors puarticipute in the Stukeholder Pension Scheme. Contributions to the Scheme, mude by the
Society, for the year were:

Stukeholder Pension

Contributions
2011 2010
£'000 £'000
Executives
Rob Edwuards 27 26
John Adums 26 25
Keith Meeres 22 22
Miles Binghum 4 3
79 76

Average remuneration for senior managers

The tuble below shows the uverage remunerution for the six Heuds of Depurtment of Fumily Investments for the year
ended 31st December 2011.

Averuge penhnsion Totul averaye
Average sulury Averauge bonus contributions remuneration’
2011 2010 2011 2010 2011 2010 2011 2010
£°000 £°000 £°000 £°000 £°000 £°000 £°000 £000
Heuds of Depurtment 87 83 10 4 11 10 108 97

Note 1 -Totul does hot include other benefits.
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Independent Auditor’s Report.

To the Members of Faumily Assurance Friendly Society Limited

We huve audited the financial statements of
Family Assurance Friendly Society Limited for
the yeur ended 31st December 2011 which
comprise the Group und Society’s Income
and Expenditure Account, the group und
society’s Technicul uccount — Lony term
Business, the Group und Society’s Bulunce
Sheet und the reluted notes. The finunciul
reporting framework that has been applied
in their prepardtion is upplicuble law und
United Kingdom Accounting Stundards
(United Kihngdom Generdlly Accepted
Accounting Pructice).

Respective responsibilities of the
Committee Management and
the Auditor

As expluined more fully in the Committee of
Manugement’s Responsibilities Statement
set out on puye 14,the Committee of
Manugement is responsible for preparing
financial statements which give u frue

and fair view. Our responsibility is fo audit
and express un opinion on the finunciul
stutements in uccordunce with applicable
law and International Standards on Auditing
(UK und Ireland). Those standurds require us,
to comply with the Auditing Practices Bourds
((APB’s)) Ethicul Stundurds for Auditors.

Scope of the audit of the financial
statements

A description of the scope of un audit of
financial statements is provided on the APB'’s
website at www.frc.org.uk/apb/scope/
private.cfm.

Opinion on financial statements

In our opinion the Group und Society’s
financiul statements:

e yive u frue und fdir view, in accordunce
with UK Generdlly Accepted Accounting
Practice, of the state of the Group und
Society’s uffuirs us ut 31st December 2011
and of its income und expenditure for the
yeur theh ended; und

e huve been properly prepured in
accordunce with the Friendly Societies
Act 1992,

Opinion on other matters prescribed
by the Friendly Societies Act 1992

In our opinion the Report of the Committee
of Muhugement has been prepared in
uccordunce with the Friendly Societies Act
1992 und the reyulations mude under it, and
the information given therein is consistent
with the financial statements for the finuncial
yeur,

Matters on which we are required
to report by exception

We huve hothing to report in respect of

the following mutters where the Friendly

Societies Act 1992 requires us to report to

you if,in our opinion:

e proper uccounting records huve not been
kept; or

¢ the finuncial stutements ure not in
agreement with the accounting records;
or

e we have not received dll the information
und explunations und uccess to
documents that we require for our audit.

In accordunce with our instructions from the
Society we review whether the Corporate
Governunce Statement reflects the Society’s
compliunce with the eight provisions of the
Annhotuted UK Corporute Governance Code
specified by the Associution of Fihunciul
Mutudls.

Raymond Tidbury (Senior Statutory Auditor)
for und on behulf of Muzars LLP

Chartered Accountants and

Stututory Auditor

Tower Bridye House,

St Katharine’s Way,
London ETW 1DD

13th Murch 2012
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Notes

2 Eurned premiums

Outwuard reussurance premiums
Edrned premiums, net of reussurance
Investment income

Unredlised guins on investments
Redlised guins on investments

O W W W

Other technical income
Total Technical Income

Claims incurred, net of reassurance
Claims puid

Gross umount

Reaussurers’ share

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

16 Change in technical provisions,
net of reassurance

Lony ferm business provision,
net of reussurunce

Gross aumount
Reussurers’ share

Other technicul provision, het of reussurance
Technicul provision for linked lidbilities

Net change in fechnicdl provisions

Other expenditure

Net operuting expenses

Investment expenses und charges

Unredlised losses on investments

g W W N

Other technical charges

Total Technical Charges

Surplus of technical income over
technical charges before taxation

[¢) Tax uttributuble to the lony term business

Surplus on technical account
- long term business

20 Actuaridl (loss) / guin on pension scheme
16 Transfer to the fund for future appropriations

Balance on the technical account
- long term business

Group Society Group Society
2011 2011 2010 2010
£°000 £°000 £000 £°000
45,441 45,441 50,858 50,858
(206) (206) 178) (178)
45,235 45,235 50,680 50,680
40,521 40,521 38.696 38,696

- - 63,149 62,817

5,236 5,236 11,945 11,945
17.848 - 13,746 -
108,840 90,992 178,216 164,138
(113.424) (113.424) (148.,092) (148.,092)
140 140 144 144
(113,284) (113.,284) (147 ,948) (147.,948)
(5) (5) 163 163
(113.279) (113.279) (147,785) (147,785)
5,676 5,676 7.526 7.526

50 50 14 14

5,726 5,726 7.540 7.540
101,764 101,764 (7.135) (7.135)
107.490 107.490 405 405
(8.364) (8.364) (6.420) (6.420)
(1,788) (1,788) (1,988) (1,988)
(66,606) (67,207) - -
(19.332) (883) (18,068) (3.990)
(96,090) (78,242) (26,476) (12,398)
(101,879) (84,031) (173,856) (159,778)
6,961 6,961 4,360 4,360
392) 392 399 (399
6,569 6,569 3,961 3,961
3.079) 3.079) 4,469 4,469
(3,490) (3,490) (8,430) (8,430)

The Group und Society have no recoyghised guins or losses other than those included in the movements on the
Technicul Account und therefore no sepurate stutement of recoynised guins und losses hus been presented.
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Balance Sheet.

ASSETS
As at 31 December 2011

Group Society Group Society
2011 2011 2010 2010
Notes £°000 £°000 £°000 £°000
Investments
9 Land and buildings 2,004 2,004 2,046 2,046
10 Investments in group undertakings
Investments in subsidiaries - 11.273 = 10,450
11 Other financial investments
Shares, variable yield securities 2,611 2,611 6,712 6,712
and units in unit trusts
Debt securities and other fixed 64,847 64,847 74,195 74,195
income securities
Deposits with credit institutions 20,266 11,173 10,572 2,741
89,728 91,908 93,525 96,144
12 Assets held to cover linked liabilities 1,000,113 1,000,113 1,101,877 1,101,877
Reassurers’ share of technical provisions
Lonhyg term business provision 561 561 511 511
Other assets
13 Tunyible ussets 548 - 44 44
14 Other debtors 5,115 4,317 2,593 1.229
Cush ut bunk und in hand 6,573 6,132 5272 4,892
Prepayments and accrued income
Accrued interest und rent 2,361 699 1.864 649
Other prepuyments and 487 440 324 324

accrued income

1,105,486 1,104,170 1,206,010 1,205,670
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Balance Sheet.

LIABILITIES
As at 31 December 2011

Group Society Group Society
2011 2011 2010 2010
Notes £°000 £°000 £°000 £°000
16 Reserves

Fund for future uppropriations 44,167 44,167 40,677 40,677

16 Technical provisions
Lonhy term business provision 49,248 49,248 54,924 54,924
Cluims outstunding 1,648 1,648 1,653 1.653

16 Technical provision for linked liabilities 1,000,113 1,000,113 1,101,877 1,101,877

15 Creditors
Other creditors, including taxation 4,597 3,700 3.395 3,184
and sociul security

Accruals and deferred income 3,077 2,658 3,037 2,908

20 Pension liability 2,636 2,636 447 447

1,105,486 1,104,170 1,206,010 1,205,670

Approved by the Committee of Management on 13th March 2012, und signed on its behdlf by:

Robert Weir, Chairman Q‘hﬂ\b\’ﬂ 1/'\)“’"

John Reeve, Chief Executive Oé(f

Keith Meeres, Secretury
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Notes to the Accounts.

1 Principal accounting policies.

Basis of accounting

The Accounts have been prepured in uccordunce with The Friendly Societies (Accounts und Reluted
Provisions) Reguldtions 1994 (‘Reyuldtions’) and in auccordunce with applicable Accounting Standards
in the United Kingdom including the guidunce provided by the Associution of British Insurers in their
Stutement of Recommended Practice ("ABI SORP*) duted December 2005.

Basis of consolidation

The Group Accounts comprise the ussets, liabilities and income und expenditure account fransactions
of the Society together with its subsidiary undertukings. The uctivities of the Society und the Group ure
accounted for in the Technicul Account - Lony Term Business. The results of subsidiury undertakings ure
included from the dute of ucqyuisition.

Premiums

Premiums for hon-linked business ure uccounted for on u receivuble busis. Premiums for unit-linked
business ure uccounted for when the policy lidbility is established.

Outwuard reussurunce premiums dure uccounted for in uccordunce with the contfract terms when due,
reflecting the period in which risk is fransferred.

Investment return

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

Dividends ure included us investment income on the dute that the shares become yuoted ex-dividend.
Interest, rents und expenses are included on an uccrudls basis.

Redlised guins and losses on investments ure culculated us the difference between net sdles proceeds
and original cost. Unredlised guins und losses on investments represent the difference between the
vuludtion ut the balance sheet dute und their purchuse price, or if they have been previously valued,
their valuution ut the lust bulunce sheet dute. The movement in unredlised gdins und losses recoyhised
in the year dlso includes the reversul of unredlised guins and losses recoyghised in earlier accounting
periods in respect of investment disposuls in the current period.

Claims

Maturity claims and annuities are charged against revenue when due for payment. Surrenders

are accounted for when puid or, if earlier, on the date the policy ceuses to be included within the
culculution of the lony term business provision und/or the technical provision for linked liubilities. Deuth
clauims und dll other claims are accounted for on notification.

Cluims puyuble include ull reluted internal und external claims handling costs. Reussurance recoveries
dre uccounted for in the sume period us the reluted cluim.

Pensions costs

The Group operutes u defined benefit pension scheme, the Fumily Assurunce Friendly Society Limited
Stuff Pension Scheme (‘the Scheme’). The Scheme’s funds ure udministered by trustees and are
indejoendent of the Group’s finunces. The Scheme is valued every three yeurs by u professionally
yudlified independent actuary, the rates of contribution puyuble being determined by the actuary. In
infervening years the actuury reviews the continuing uppropriuteness of the rates.

The pension liubility recognised in the bulunce sheet is the value of the Scheme’s ussets less the present
vulue of the Scheme's liubilities.



31 Family Investments Annual Report und Accounts 2011

1 Principal accounting policies (continued).

The pension cost for the Scheme is unalysed between current service cost, pust service cost (until
closed to uccruul) und het return onh pension scheme ussets. Current service cost is the actuaridlly
culculuted present value of the benefits eurned by the uctive employees in euch period. Pust service
costs, reluting to employee service in prior periods urising in the current period us u result of the
infroduction of, or improvement to, retirement benefits, are recognised in the Technicul Account - Lohy
Term Business on u struight line busis over the period in which the increuse in benefits vest.

Net expected return on the pension liubility comprises the expected return on the pension scheme
ussets less interest on pension scheme liubilities.

The actuuriul guins und losses, which arise from a valuation and from upddating the latest actuarial
vuluation to reflect conditions ut the bulunce sheet dute, dre included us u separdte line in the
Technicul Account - Long Term Business immediately above the line for transfer to or from the fund for
future appropriations und ure reflected in that transfer.

The defined benefit scheme closed to hew accrudls on 31 December 2009. In ifs place the Society
makes pehsion conftributions to u defined contribution stakeholder pension scheme on behualf of stuff
when they become eligible for pension benefits. Contributions ure reflected in the Technicul Account -
Lony Term Busihess in the period the contributions become puyuble.

Investments

Investments ure stuted ut market value ut the bulunce sheet dute, Any uppreciation or impdirment in
vulue during the year is accounted for in the Technicul Account - Lony Term Business.

Investments in subsidiary undertakings are stated at net usset value (see note 10).

Land und buildings occupied by the Society are valued annudlly by independent professiondl
advisors at market value based on vacant possession. No depreciation is provided on owher-occupied
properties s it is considered that their useful economic lives aund residudl values ure such thut their
depreciution is immuteridl, both individudlly und in agygreyaute. An impdirment review is dlso performed
oh owher-occupied properties.

Uhreulised guins und losses urising on the revaluation of land and buildings ure tuken to the Technicul
Account - Lony Term Business.

Assets held to cover linked liabilities

Assets held to cover linked lidbilities reflect the terms of the reluted policies und ure valued on a busis
consistent with the related liubilities.

Reassurers’ share of technical provisions

The reussurers’ share of techhnicul provisions is culculuted on u busis consistent with that of the
corresponding liabilities.

Deferred tax

Deferred tux is culculated on u full provision busis und consists of the estimuted tuxation, or relief from
taxation, which is expected to urise in the foreseeuble future from muteridl timing differences using
expected future rates of fux where applicuble. Credit is tuken for relief from trading losses only fo

the extent thut the Committee of Munagement unticiputes thut profits will absorb such losses in the
foreseedble future.
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1 Principal accounting policies (continued).

Tangible assets

Tunyible ussets ure valued ut cost less depreciation or umortisation. Depreciution or
amortisation is provided oh tunyible ussets ut rates calculated fo write-off the cost of each
asset over its expected useful life us follows:

Furniture, fixtures und fittings und office eyuipment 2 yedrs
Computer hardware 4 yeurs
Computer software In full in yeur of purchuse
Computer platform 5 yeurs

Research and development expenditure

Reseurch und development expenditure represents product und related systems
development costs incurred und written off during the yeur.

Foreign currencies

Assets und liubilities denominuted in foreign currencies ure fransluted into sterling ut rates
of exchunge ruling ut the bulance sheet dute. Foreign exchanye differences, which arise
principdlly on the investment portfolio, ure included in investment gains und losses in the
Technicul Account - Lohy Term Business.

Fund for future appropriations

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

This fund includes surpluses urising on the former POIS Assurunce Limited closed fund which
is ring fenced uccordiny to the transfer of engugements ugreement.

Long term business provision

The lony ferm business provision is determined by the Society’s actuary following the unnudl
investigation of the lony term business, and is calculated initiclly on u statutory solvency
busis to comply with the reporting requirements of the Interim Prudential Sourcelbook for
Insurers. The culculation in respect of term ussurance und unnuities in puyment uses the
gross premium valuation method, the culculution for dll other types of business uses the
net premium valuation method und ds such, includes explicit provision for vested bonuses
(including those vesting following the current valuation). Implicit provision is made for future
reversionury bonuses, but hot tferminul bonuses, by meuns of u reduction in the valuation
rate of interest. The valudtion is then udjusted for certuin items, including the removal of
certuin contingency und other reserves. This udjusted busis is referred to us the modified
stututory solvency busis.

The lony term business provision includes the life cover und expehnses ussociuted with the
linked liubilities of the Society.

Segmental reporting

In the opinion of the Committee of Munagement, the Group operates in one business
segment beiny that of lony term insurance and retdil investment business in the United
Kingdom.
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2 Premium analysis.

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

Group uhd Society

2011 2010

a) Gross premiums written: £°000 £°000
Life assurance business:

Linked 41,404 46,013

Non-linked 2,477 3214

Pension business:

Linked 1,560 1,631

Total gross premiums written 45,441 50,858

Regulur premiums 43,881 49,227

Single premiums 1,560 1,631

Total gross premiums written 45,441 50,858

Society 2011 Society 2010

Sihgle Regular Single Regular

b) Gross new business premiums: £°000 £°000 £°000 £°000

New business premiums - 3,041 14 4,070

C

~

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

e |[ncrementadl increuses under existinyg policies ure clussified us hew business premiums.

o Where regular premiums dre received other thun unnudlly the regyular new business
premiums dare on un unnudlised busis.

e Products substituted due to the exercise of stundard contract terms dre not included in
the new business stutistics.

e New recurrent single premium contracts, including Department for Work and Pensions
rebutes on certdin pension products, are included in unnuul hew business premiums to
the extent thut they ure deemed likely to renew.

Group Society Group  Society

2011 2011 2010 2010

Contributions received for products £°000 £000 £°000 £°000
administered by subsidiary companies:

Reyular contributions 86,589 - 74,563 -

Single conftributions 717.415 - 1,017,134 -

804,004 - 1,091,697 -

Contributions relate fo business conducted by four of the Society’s regulated subsidicries,
Family Equity Plan Limited, Family PEP Managers Limited, Family Investment Maunugement
Limited und Governor Finance Limited. The business is defined us retdil investment business
and uccordingly the contributions received are not included in *Earned premiums’ s
disclosed in the Technicul Account - Lony Term Business. The income und expenditure
from this business is included in *Other techhicul income’ und '‘Other technicul charges’
us disclosed in the Technicul Account - Lony Term Business (see hote 5).
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2 Premium analysis (continued).

Number of policies Number of policies
Group Society Group Society
d) Policies on file: 2011 2011 2010 2010
Averuge during the year 1,877,960 368,190 1,768,814 406,391
As ut 31 December 1,906,957 353,162 1,848,963 383,218

3 Investment return summary.

Group Society Group Society

2011 2011 2010 2010
£000 £°000 £°000 £°000

Investment income:
Income from listed investments 32,647 32,647 29,944 29,944
Income from other investments 7.484 7,484 8.625 8,625
Net returh on pension scheme (see note 20) 390 390 127 127
40,521 40,521 38,696 38,696
Unrealised (losses) / gains on investments  (66,606) (67,207) 63,149 62,817
Realised gains on investments 5,236 5,236 11,945 11,945

Investment expenses and charges:

Investment munagement expenses, (1,788) (1,788) (1,988) (1,988)
including interest

Net investment return included in the

Technical Account - Long Term Business (22,637) (23,238) 111,802 111,470
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4 Net operating expenses.

Group Society Group Society
2011 2011 2010 2010
£°000 £°000 £°000 £°000
Acyuisition costs incurred in the year:
Commission 188 188 73 73
Other ucyuisition expenses 663 663 318 318
851 851 391 391
Reseurch und development costs 4,392 4,392 2,263 2,263
Administration expenses 3,121 3,121 3,766 3,766
8,364 8,364 6,420 6,420
Included in net operating expenses and
other technical charges are:
Deyoreciation charge for the yeur (see hote 13) 129 44 81 81
Interest puid und similur charges fo 28 28 25 25
customers
Remuneration of the Auditors in respect 200 144 175 132
of audit und reluted services:
Statutory audit - Society 134 134 122 122
Stututory audit - Subsidiaries 45 - 32 -
Auditing of stuff pension scheme 10 10 10 10
Auditing of certdin unit trusts 11 - 11 -
5 Other technical income and charges.
Group Society Group Society
2011 2011 2010 2010
£°000 £°000 £000 £°000
Other technical income:
Income yeneruted in subsidiury compunies 17.848 - 13,746 -
Other technical charges:
Costs relating to subsidiury compuny products:
Acquisition expenses 5,271 823 5,925 3,692
Reseurch und development costs 1,684 60 1,073 298
Administration expenses 12,477 - 11,070 -
19,332 883 18,068 3,990
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6 Taxation.

Group Society Group Society
2011 2011 2010 2010
£°000 £°000 £°000 £°000

UK Corporation tax:
Current yeur 344 344 405 405
Tux puyuble on unredlised guins on 41 41 %) %)

unit-linked ussets

Adjusttents in respect of prior periods 7 7 - -
392 392 399 399

The Society’s main product, the Fumily Bond, represents tax-exempt business under Section
460 of the Income und Corporution Tuxes Act 1988. The Society ulso writes taxable business,
principully temporary unnuities, together with other life und pensions business.

A taxation liability of £385k (2010: £399Kk) reluting to tuxdble business hus been provided

for. Tuxes huve been churged at 20% (2010: 20%).

Group Society Group Society
2011 2011 2010 2010
£°000 £°000 £°000 £°000

Deferred tax liability:
Actuarial reserves 8 8 6 6
Deferred tax liability 8 8 6 6
Deferred acyuisition expenses (8 8 %) )

Deferred tax balance -

There is u potentiul deferred tux usset of £829k (2010: £861Kk), in respect of the mutuul
business carried on by the Society, of which £8k (2010: £6k) has been set uside to offset
recoghised deferred tux liubilities of the mutudl business. The bulunce of €821k (2010:
£855Kk) represents the net unrecognised deferred tax usset. This balance comprises,
inter-dlia, two principul components: unit frust deemed disposal losses und deferred
ucyuisition expenditure which will both unwind in future periods to reduce tuxuble
income und guins (us appropriate) arising from life business.

The Society hus taken the view that there is insufficient evidence that the net deferred
tax usset will be recoveruble, und hus therefore decided hot to recoyhise uny benefit.

7 Employee information.

The average numbers of employees Group Society Group Society
(including Committee of Management) 2011 2011 2010 2010
during the year were: Number  Number Number  Number
Marketing 21 20 17 17
Investments 9 9 9 9
Administration 363 360 327 327
393 389 353 353

Group Society Group Society

2011 2011 2010 2010

Staff costs for the above employees were: £000 £000 £°000 £°000
Wuges und sularies 11,421 11,301 9,866 9,866
Pension costs 655 655 642 642
Socidl security costs 1,151 1,136 997 997
13,227 13,092 11,505 11,505

All employees are employed und remunerated directly by the Society, other than the staff
who joined the Group followiny the ucquisition of Governor Finunce Limited on 27 July
2011.These stuff members continued to be employed und remunerated directly by that

subsidiary, for the remainder of 2011.
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8 Committee of management emoluments.

Group Society Group Society
2011 2011 2010 2010
£°000 £°000 £°000 £°000

Fees und benefits fo the Chairman and
non-executive directors 199 199 208 208
Sularies und benefits to executive directors 1,025 1,025 991 991
Performunce reluted bonuses 134 134 43 43
1,358 1,358 1,242 1,242

Chairman

The ayyreyute remuneration puid, comprising salary und benefits, to Mr Robert Weir
aumounted fo £73k (2010: £54k).

Highest paid Committee member

The aygreyate remuneration puid fo Mr John Reeve for the year ended 31 December
2011, comprising sulary und benefits, umounted to £334k (2010: £302k). Hud Mr. Reeve
left service und pensionuble service in the Stuff Pension Scheme at 31 December 2011,
his deferred pension atf leaving would have been £134k per annum (2010: £134k per
aunnum).

Pension contributions

Four of the executive directors had contributions puid intfo the Stukeholder Pension
Scheme during the yeuar. Four of the executive directors had retirement benefits accruing
under the defined benefit pension scheme during the yeur.

Further detdils of the emoluments of the Committee of Munagement cun be found in
the Remuneration Report.

Long term incentive scheme

The executive directors had benefits under u lony term incentive scheme during the yedar.
The scheme is turgeted ut increusing the embedded vulue of the Society und umounts
accrued, for the benefit of the executive directors, as at 31 December 2011 are £97k
(2010: £1k). Benefits ure receivable three years ufter the bonus declaration, contingent

on the overdll improvement of the Society’s embedded value. The criteria used for
determining executive directors’ bonuses ure the sume us those which upply to the
generdl bonus scheme dpplicuble to dll staff und bonuses ure cupped ut 25% of salary.

9 Land and buildings.

Group Society Group Society

2011 2011 2010 2010
£°000 £°000 £°000 £°000
Movements during the year:
As at 1 January 2,046 2,046 2,004 2,004
Revuludtion during the year 42) 42) 42 42
Disposuls - - - -
As ut 31 December 2,004 2,004 2,046 2,046
Types of land and buildings held at
31 December:
Owner-occupied - Short leusehold 2,004 2,004 2,046 2,046
Cost of land and buildings held at
31 December:
Owner-occupied - Short leusehold 1,626 1,626 1,626 1,626

Lund und buildings were valued for the purpose of the 2011 and 2010 Ahhudl Report und
Accounts ut open murket value on vacunt possession busis. The valuation of the owher-
occupied property wus mude by Cupitau Symonds, u firm of independent Churtered
Surveyors,on 5 December 2011.



38 Family Investments Annual Report und Accounts 2011

10 Investment in group undertakings.

Subsidiaries

Ordinary shares at directors’ valuation:
As at T January

Purchase of hew subsidiary!

Purchuse of Share Cupital?
Revuludtion during the year

As ut 31 December

Society Society
2011 2010
£°000 £°000
10,450 7,783
922 -
500 3,000
599 (333)
11.273 10,450

The subsidiaries ure included in the consoliduted Group uccounts at their net usset
vulue, however the directors ure of the opinion thut the net redlisuble value of the
subsidiaries is significuntly greater than the capitdl invested therein but have elected
to use the het usset value us their valuution due to the uncertuinty inherent in precisely

quuntifying the valuution of the subsidiuries’ future profits.

The Society ownhs 100% of the ordinury shure capital of dll its subsidiaries, ull of which are
reyistered in Englund und Wules, ure included in the Group uccounts und dre listed below:

Names of subsidiaries

Family Investment Munagement Limited

Family Equity Plan Limited

Governor Finance Limited

Fumily Enterprise Limited

Family Assurance Stuff Pension Scheme Trustees Limited

Governor Finunce Nominees Limited
Post Office Insurance Society Trustees Limited
Family.co.uk Limited

Nature of business

Unit frust manager

ISA & CTF munuger

ISA & Savings munuyer
Administrative services
Corporate trustee of the Stuff
Pension Scheme

Dormant

Dormunt

Dormant

'The Society ucyuired the entire shure cupital of Governor Finunce Limited und
Governor Finunce Nominhees Limited on 27 July 2011 for u deferred consideration of
£922k. The deferred considerution will be puid bused on the Totul Revenue eurned by
Goverhor Finunce Limited over the next 5 yeurs us per the Shure Purchuse Agreement.
The umount puyuble wus determined at the time of purchuse und was estimuted to

be £922k.

Governor Finunce Nominhees Limited is a dormunt, wholly owned subsidiary of
Governor Finance Limited. Acyuisition uccounting hus been used und the fuir value

table for this ucqyuisition is set out below:

Tungible Assets
Debtors
Creditors
Cash ut Bunk

Net assets acquired

Deferred consideration

Book Vulue Fuir Value
£°000 £000

513 513

200 200

(100) (100)

309 309

922 922

922

20On 20 December 2011 Governor Finance Limited issued 500,000 £1 shares at par to the

Society for cush.

On 19 Murch 2010 Fumily Equity Plun Limited issued 3 million £1 shares at pur to the

Society for cush.
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11 Other financial investments.

Group Society Group Society
2011 2011 2010 2010
£°000 £°000 £°000 £°000
At cost:
Shures, variuble yield securities und
units in unit frusts 2,152 2,152 5,600 5,600
Debt securities und other fixed
income securities 62,916 62,916 74,635 74,635
Deposits with credit institutions 20,266 11,173 10,572 2,741
85,334 76,241 90,807 82,976
Included in other financial investments are investments, listed
on a recognised investment exchange, with market values of:
Shares, variable yield securities 2,611 2,611 6,712 6,712
and units in unit frusts
Debt securities und other 64,847 64,847 73,945 73,945
fixed income securities
67,458 67,458 80,657 80,657

In 2011 ull debt securities and other fixed income securities were listed on a recognised
investment exchunge. In 2010 one debt security of £250k wus unlisted.

12 Assets held to cover linked liabilities.

Market value as at 31 December

Cost as at 31 December

Group uhd Society

2011 2010
£°000 £°000
1,000,113 1,101,877
962,668 997,756
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13 Tangible assets.

At cost:

As at 1 January 2011
Addifions

As at 31 December 2011

Accumulated depreciation:
As at T January 2011
Charge for the year

As at 31 December 2011

Net book value as at
31 December 2011

Net book value as at
31 December 2010

14 Other debtors.

Amounts falling due within one year:
Due from subsidiury undertukings
Amounts owed by linked funds

Louns to members
Taxution recoveruble
Sundry debtors

15 Other creditors.

Taxes puyuble
Sundry creditors

Group Group Group
Group Computer Computer  Computer  Group
Equipment  hardware softwaure platform Totdl
£°000 £000 £°000 £°000 £000
639 1.485 3.191 - 5315
- - - 633 633
639 1,485 3,191 633 5,948
639 1.441 3.191 - 5.271
- 44 - 85 129
639 1,485 3,191 85 5,400
- - - 548 548
- a4 - - a4
Group Society Group Society
2011 2011 2010 2010
£°000 £°000 £000 £°000
- 235 - 3
422 422 601 601
298 298 391 391
3,282 3.239 84 84
1,113 123 1,517 150
5115 4,317 2,593 1,229
Group Society Group Society
2011 2011 2010 2010
£°000 £°000 £°000 £000
600 585 865 862
3,997 3,115 2,530 2,322
4,597 3,700 3,395 3,184
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16 Policyholder liabilities and reserves in respect of the
society and the group.

Lohy
term  Technhicdl
business frovision Fund for
technical for linked Claims future
frovision liabilities  outstunding  dppropriations
£°000 £°000 £°000 £°000
As at 1 January 2011 54,924 1,101,877 1,653 40,677
Changes in technical provisions:
Gross chunyge in technicul (56.726) (101,764) ®) 3.490
provisions, het of reussurance
Redussurers’ shure of the 50 - -
change in technicul provisions
As at 31 December 2011 49,248 1,000,113 1,648 44,167

Principal assumptions:

The valudtion of the business hus been curried out using u net premium valuation
method using the followiny principul ussumptions:

Interest rate %

2011
Taxable with-profits POIS fund 0.25
Non tuxable with-profits POIS fund 0.40
Taxable hon-profit POIS fund' 0.75
Non tuxable hon-profit POIS fund 0.90
Taxable business in the 1.00
Management fund'
Non taxable business in the Lony 1.25
term funds

2010

1.25

1.75

1.75

225

1.80

225

Mortdlity rate

2011

100% of AM80/
AF80

100% of AM80/
AF80

100% of AM80/
AF80

100% of AM80/
AF80

110% of
AMCOO0/AFCO00
110% of
AMCO0/AFC0O0

2010

100% of AM80/
AF80

100% of AM80/
AF80

100% of AM80/
AF80

100% of AM80/
AF80

110% of
AMCO00/AFCO0
110% of
AMCO00/AFCO0

! Mortdlity table for Golden Cover plun, Over 50s plun und Mortguge Protection Plun is

150% of AF80/AMB8O0.

The level of expenses included in the valuation are bused on the current yeur’s

expenses ullowing for cost inflution of 4%.

The principul chunges to valuution ussumptions mude since the previous yeur-end

were:

e u decreuse in the valuution rute of interest fo reflect fulls in yilt yields during 2011
e chunges in the ussumed level of voldtility of ussets bucking policies with guaruntees,

reflecting current economic experience.

The overdll impuct of the chunyes described ubove hus been to increuse the lony
term business provision, het of reussurunce, by £3 million.

A reduction in inferest rates would reduce the impuct of discounting on the lohy term
business provision, resulting in an incredsed frovision. If, for example, the valuation
interest rate were to be reduced by 0.5%, the long term business provision would
increuse by upproximately £1.1M. This does hot include the correspondiny effect on the

vuluation of ussets.
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17 Bonuses and rebates.

Group unhd Society

2011 2010
£°000 £°000
Cost of bonuses declared, as at 31 December:
Reversionury bonhuses 232 263
18 Capital position statement.
former POIS
Assurance
Limited
UK UK
Available capital resources non-profit with-profits Totul
£°000 £°000 £°000
As at 31 December 2011
Fund for future appropriations 32,768 11,399 44,167
Allocution of Group cupitdl (3,365) - (3.365)
Other udjustments (293) - (293)
Total available capital resources 29,110 11,399 40,509
As at 31 December 2010
Fund for future appropriations 28,971 11,706 40,677
Allocution of Group cupitdl (2.826) - (2.826)
Other udjustments (625) - (625)
Total available capital resources 25,520 11,706 37.226
former POIS
Assurance
Limited
Movement in available UK UK
capital resources nhoh-profit with-profits Total
£°000 £°000 £°000
Available capital resources as at
31 December 2010 25,520 11,706 37,226
Effect of investment variations 462 3,694 4,156
Effect of experience variations 6,670 103 6,773
Effect of chunge in valuution busis (2,482) (2,694) 5,176)
New business struin (3,578) - (3.578)
Reseurch und development (5.976) - (5.976)
Cost of bonuses - (1.410) (1.410)
Operuting profit in the subsidiuries 5,373 - 5,373
Other fuctors 3,121 - 3,121

Available capital resources as at

31 December 2011 29,110 11,399 40,509
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18 Capital position statement (continued).

former POIS
Assurahce
Limited

UK hon- UK
Technical provisions profit with-profits Total

£°000 £°000 £°000
As at 31 December 2011
Unit-linked 1,000,113 - 1,000,113
With-profits liabilities - 43,625 43,625
Non-profit liubilities 4,687 936 5,623

1,004,800 44,561 1,049,361
Claims outfstunding 1,227 421 1,648
Reussurunce - %61 %61)
Technical provisions in the balance sheet 1,006,027 44,421 1,050,448
As at 31 December 2010
Unit-linked 1,101,877 - 1,101,877
With-profits liubilities - 48,809 48,809
Non-profit liubilities 5,205 910 6,115

1,107,082 49,719 1,156,801
Cluims outstundiny 1.217 436 1,653
Reussurunce - G111 G111
Technical provisions in the balance sheet 1,108,299 49,644 1,157,943

The were no muterial options or gudrantees included within the Technical provisions
ut either 31 December 2011 or 31 December 2010.

Management of insurance risk

Capital management
The Society muintuins sufficient cupital, consistent with the Group’s risk profile und the
reyulutory und murket requirements of ifs business.

The Society is subject fo u humber of regulutory cupital tests und ulso employs u
number of redlistic tests to ullocute cupital und munaye risk. Overdll the Society meets
dll of these reqyuirements.

In reporting financial strength, capitul and solvency is meusured using the regulutions
prescribed by the Finunciul Services Authority (FSA). These regulutory cupitdl tests are
bused upon required levels of solvency cupital and a series of prudent aussumptions in
respect of the type of business written by the Society.

Capital management policies and objectives

The Society’s objectives in munuying its cupital are:

o To mutch the profile of its ussets und liubilities, tukiny into uccount the risks inherent in
the business;

e To muintuin finuncial strength to support new business growth;

o To sutisfy the requirements of its policyholders, regulutors und rating ugencies;

e To retdin financial flexibility by maintaining strony liguidity and access to a range of
financial markets;

e To ullocute cupitul efficiently to support growth; and

e To munhuye exposures to movements in interest and exchunye rates.
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18 Capital position statement (continued).

Restrictions on available capital resources

The Society is required to hold sufficient cupitul to meet the FSA’s cupital reguirements.
The cupitdl requirements for both with-profits und non-profit business ure culculuted on
the stututory busis. Account is also taken of the Individuul Cupitul Assessment which
conhsiders certuin business risks not reflected in the statutory busis.

The Society’s total avdiluble capital resources are £40.5m (2010: £37.2m) of which
£11.4m (2010: £11.7m) is held in with-profits funds und £29.1m (2010: £25.5mM) is held in
the general fund.

The avdiluble cupitdl is subject to certuin restrictions us to its avdilability to meet capitdl
requirements. The avdiluble surplus held in the with-profit fund cun only be dupplied to
meet the requirements of the fund itself or fo be distributed to policyholders of that
purtficular fund.

The avdiluble surplus held outside of the with-profit funds is yenerally avdiluble to
meet uny requirements. It remuins the intention of manugement to ensure that there
is adeyuute capitdl fo exceed the Society’s regulatory requirements. At 31 December
the Society’s uvdiluble cupital wus 961% of the capitul requirement of £4.2m (2010:
800% of £4.7m).

Capital resource sensitivities

The capitdl position is sehsitive to changes in market conditions, due to both chanyes in
the vdlue of the ussets und the effect thut changes in investment conditions may have
oh the value of lidbilities. It is ulso sensitive to ussumptions und experience relating to
expenses und persistency und, to u lesser extent, mortdility.

The most significant sensitivities arise from the following three risks:

o Market risk in relation to the unit-linked business, which would arise if there were
udverse chunges in the value of unit-linked ussets. The Society’s most sighificunt
income streum is derived us u fixed percentuyge of the murket value of unit-linked
ussets. A 30% decreuse in the value of the unit-linked investments held by the Group
would reduce uvuiluble cupitul resources by upproximately £13.6m (2010: £12.1m),
including the impuct of the stuff pension scheme.

Expense risk in relation to the costs of running the business und administering the
policies held by the Society, which would drise if there wus un increuse in expense
inflation and / or the cost structure of the Society. An immediute 20% increuse in the
costs of administration on dll policies would reduce avdiluble cupital resources by
upproximutely £2.6m (2010: £3.1m).

Persistency risk in relation to unit-linked business, which would arise if there wus o
significant increuse in surrender rautes which would deprive the Society of the future
income that business provides. An increuse in surrender rates of 80% would reduce
avdiluble cupital resources by upproximately £0.2m (2010: £0.1m).

The timing of uny impuct on cupitul would depend on the interaction of pust
experience und ussumptions ubout future experience. In yenerdl, if experience had
deterioruted or wus expected to deteriorate und munugement uctions were not
expected to reduce the future impuct, then ussumptions relating to future experience
would be chunged to reflect it. In this way, liubilities would be increused to unticipute
the future impuct of the worse experience with immediute impact on the cupitdl
position. Examples of possible munagement uction would be to dlter the investment
dllocution in the unit-linked funds to reduce unticipated udverse mMarket Movements
and to reduce the discretionary expenditure of the Society.
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19 Actuarial function holder.

The Actuariul Function Holder of the Society is Mr D Addison of Towers Watson. The
Society hus requested him to furhish it with the purticulars required in Section 77 of the
Friendly Societies Act 1992. Mr. Addison hus confirmed that neither he hor his family have
any finuncidl or pecuniary interests in the Society, with the exception of the fees puid to
Towers Wutson for professionul services, which in 2011 amounted to €563k (2010: £556k).

20 Staff pension provision.

The Society operutes u defined benefit pension scheme, the Family Assurunce Stuff
Pension Scheme (“the Scheme”).The Scheme funds are administered by frustees und
dre independent of the Society’s finunces. Contributions ure puid to the Scheme in
accordunce with the recommendations of un independent actuury.

The defined benefit scheme closed to dll further benefit accrual with effect from

31 December 2009. In its place the Society mukes pension contributions to u defined
contribution stukeholder pension scheme on behdlf of new stuff when they become
eligible for pension benefits. The stukeholder scheme is administered by Leyul &
Generdl Assurunce Society Limited.

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

Actuarial valuations were carried out as ut 31 December 2010 und updated to

31 December 2011 by un independent gudlified actudry in accordance with FRS17.

As reyuired by FRS17,the defined benefit lidbilities huve have been medsured using the
projected unit credit method.

The expected rate of return on ussets for the finunciul year ending 31 December 2011
wus 6.9% pua (2010: 7.4% pa). This rate is derived by taking the weighted average of the
lony term expected rate of return on euch of the usset clusses that the Scheme wus
invested in ut 31 December 2010.

The followinyg tuble sets out the key FRS17 ussumptions used for the Scheme. The table
dlso sets out, us ut 31 December 2011,2010 und 2009, the fuir value of ussets, u
breakdownh of the ussets into the main asset clusses, the present value of the FRS17
liabilities und the surplus or deficit of the ussets over the FRS17 liubilities (the gross
pension usset or liability).



46 Family Investments Annuul Report und Accounts 2011

20 Staff pension provision (continued).

Assumptions: 2011
Retdiil Prices Index Inflation 3.3%
Consumer Prices Index Inflution 2.3 %
Revdludtion in deferment 2.3 %
Pension increuses:
fore April 1997 pension 0.0%
post April 1997 pension 3.2 %/2.3 %*
fost April 2005 pension 1.9%*
Salary growth n/a
Discount rate 4.8 %
Investment returns:
Equities 7.0%
Bonds 3.0%
Diversified growth/absolute return funds 6.3 %
Cush 0.6%
Other ussets 4.8 %

Life expectuncy:

mule uyged 65 ut the bulunce sheet dute 22.3 yeurs

male ayged 65 in 2036 (25 yeurs from

bulunce sheet dute) 24.0 yeurs

2010

3.7 %
3.0%
3.0%

0.0%

3.5 %/3.0 %~
22 %"

n/a

5.4 %

7.7 %
4.2 %
7.2%
1.7 %
5.4 %

22.4 yeurs

24.8 yeurs

2009

3.8%
n/a
3.8%

0.0%
3.7 %
2.4 %

n/a
5.6 %

8.2%
4.4 %
7.4 %
22%
5.6 %

22.3 yeurs

24.7 yeurs

*ussumption for members who frunsferred in to the Scheme from the Fumily Assurance Society Limited Stuff Pension Scheme.

2011 2010 2009
Fair value of assets £°000 £°000 £°000
Equities 16,197 17.926 16,177
Bonds 5,567 4,783 4,060
Diversified growth/absolute return funds 3,371 3.380 -
Cush 974 330 3,069
Other net ussets 290 290 278
Total fair value of assets 26,399 26,709 23,584
Present vulue of liubilities (29,035) (27.,156) (29.157)
Gross pension liability (2,636) (447) (5,573)

Over the yeur to 31 December 2011, the Society mude contributions amounting to
£500k to the Scheme. As part of u stuged progrumme of additionul contributions
designed to repuy the deficit by October 2014, the Society will pay £2m into the fund in
2012,2013 und 2014 plus the Pension Protection Fund levies due.
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20 Staff pension provision (continued).

The post retirement deficit under FRS17 moved as follows:

2011 2010
£°000 £°000
Post retirement deficit as at 1 January (447) (5,573)
Contributions (employee and employer) 500 530
Other net finance income:
Expected return on pension scheme ussets 1,843 1,746
Interest on post retirement liubilities (1,453) (1,619)
Net return credited fo finunce income 390 127
Actuarial (loss) / profit
Actudl return less expected return onh pension scheme ussets (2,1563) 1,335
Experience (loss) / guin arising on pension scheme liabilities 13) 1,276
(Loss) / guin due to chunges in ussumptions underlying the
present value of scheme liubilities 913) 1,858
Actuarial (loss) / guin recoygnised in the fund for future
appropriations (3.079) 4,469
Post retirement deficit as at 31 December (2,636) (447)
2011 2010 2009 2008
History of experience gains and losses £°000 £°000 £°000 £°000
Actudl return less expected returh on
pension scheme ussets (2,153) 1,335 1,804 (8.202)
As u percentuge of pension scheme
liubilities at end of yeur 8% -5% -8% 42%
Experience guin / (loss) urising on
pension scheme liubilities a3 1,276 82 547
As U percentuge of pension scheme
liubilities at end of year 0% -5% 0% 2%
Actuaridl (loss) / yain recognised in the
fund for future uppropriations 3,079 4,469 (3,408) (5,333)
As u percentuyge of pehsion scheme
liubilities ut end of year 11% -16% 12% 24%
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21 Related party transactions.

Family Assurance Friendly Society Limited und its subsidiaries (the Group) have u
number of fransuctions between themselves dll of which ure undertaken in the hormal
course of business. As these Accounts cover the Society und the Group, ho transactions
or balances between Group entifies, which eliminate on consolidation, require
disclosure in uccordunce with the exemption ygiven in FRS8.

With the exception of the information given below, ho members of the Committee of
Manaugement of Fumily Assurance Friendly Society Limited or its key munagement hud
material transactions with any of the Group’s related parties.

Mr John Reeve (Chief Executive) und members of his fumily haud investments in
products of the Society of approximately £208k us at 31 December 2011 (2010: £192k).
Mr Reeve hus u 1% shureholding in the compuny Site Visibility Ltd, this compuny
manages the Group’s internet seurch campuiygn. Fees puid to this compuny in 2011
were £82k (2010: £nil).

The compuny Reul Project Muhugyer Limited wus contructed in 2011 o provide project
cohsultuncy services. This compuny is ownhed by u member of Mr Miles Bingham's family.
The fees puid to Redl Project Manager Limited for consultancy services during 2011
were £16k (2010: £nil).

The Society und Group hud the followiny investments in Collective Investment Schemes
munuyged by a subsidiary, Family Investment Manugement Limited, as ut 31 December:

Group Society Group Society

2011 2011 2010 2010
£000 £000 £000 £000
Family Asset Trust 54,774 54,774 57,652 57,652
Family Churities Ethical Trust —
Accumulation Units 7.383 7.383 8.365 8.365
Family Baulunced Internationul Fund —
Share Cluss A 769,448 769,448 857,329 857,329

831,605 831,605 923,346 923,346

During 2011, the Society und Group mude the following hew investments of
policyholders’ funds. All purchuses of units were mude at arms length bused on the
buyiny price:

Group Society Group Society
2011 2011 2011 2011
£°000 £°000 uhits uhits

Family Asset Trust 3,189 3,189 1,570,237 1,570,237
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