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Chairman’s review.

Chairman
Robert Weir

Overview.

At the time of prepuring this report the
Chancellor hus just announced his 2014
Budyet proposuls. While the detuils have

still fo emeryge | huve ho doubt that

the meusures will be seen us u major
milestone in our savings und personul
finance landscape. | um sure that most

of our members will welcome the greuter
flexibility thut the proposed pension und ISA
chunges will bring und the ygreuter finuncial
responsibility on individuals that ensues. The
old order of retirement suvings beiny the
preserve of government and employers is
disuppeuring fast, o be replaced by a more
Americun-style vision where the decisions of
the individudl tuke centre stuge. While the
onhus is oh individudls to involve themselves
more with their own money there s still u biy
responsibility on the Government to ensure
that people, especidlly youny people, are
given the fucts they need to muke the right
decisions und on the fihunciul services
industry to provide the yuidunce people
should have to muke good decisions und
achieve good outcomes with their money.
In furn, that means it is incumbent on
compunies such us Fumily Investments to
deliver relevunt and ufforduble finunciul
solutions to members.

Although the Government is putting more
frust in individuals to secure their financial
independence, the greut theme in financial
services, following the collapse of Lehman
Brothers und the bunking crisis, remains
one of restoriny trust. We need to remind
ourselves thut the trigger events that
spirdlled into u full bunking crisis dute from
2008; how some consideruble time ugo.
Yet, lust yeur, the heudlines surrounding

our industry were dll of the wrony kind, be
that the tail end of the PPl scandal, mis-
sold interest rate swaps or the problems of
funding ut the Co-op. We huve weuthered
another year in which the finunciul services
industry hus continued to ygive the general
public the impression that financial firms
are not to be trusted, which | find hugely
disuppointing.

For u finuncidal services firm, delivering to
members whut they expect, when they
expect it should hot be ‘rocket science’

and where mistukes ure mMude, they should
be rectified swiftly. The regulator terms this
Treuting Customers Fuirly. For us, in its simplest
munifestation, this is simply yood old-
fashioned customer service.
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However, Family remains a well-run mutudl
and increusingly positioned to provide the
public with u credible dlternutive to the mauin
banks in the product urenus we choose to
operute in. The Bourd brought in our hew
Chief Executive, Simon Markey, fowards

the end of 2012 with a cleur mandate to
review the business und uccelerate both its
growth und edrnhings. | um pleused to report
that the improvements in our business, us
illustrated in the uccompunying churts on
puge 10, ure hugely encouraging. In fact, it

is evident for aunyone working at Fumily that
there’s now u renewed sense of purpose
within the business us well us u step chunge
in puce. It certuinly feels like u business yoiny
through tfransition.

Inevitubly though, such un extended period
of change dlso meuns that we have
experienced u humber of people chaunyes.
Family’s Bourd is ho exception und in mid-
yeur Rob Edwurds, our Chief Operating
Officer, left the Bourd. Rob hus been puart of
the Family story since 1988. In addition Miles
Bihghum, our Business Development Director,
left the bourd in February followiny the end
of the yeur. Miles hus been with Family since
2001. We wish them both well for the future.

Investment Returns.

Shares continued to recover in 2013 and for
the first fime in severadl years, there is a great
deudl of positive momentum ubout. The UK
ecohomy hus sturted the process of
recovery which hus translated into attractive
returns on UK eqyuities. We need to remember
that Family’s funds are invested both home
und ubroud und so on the wider stuge some
of the key points to note were that the US
S&P 500 hit hew highs, Japun wus resurgent
and the umount of hegutive tulk uround
some of the Europeun economies such us
Spuin hus reduced significantly.

Investing members’ money, via our
arrahgements with State Street and
elsewhere, is our bread and butter and so it
is pleusing to note that the Family Baulunced
Intfernational Fund, where most of our Bond
customers hold their money, yrew by 12.2%
last year, Our other high profile fund is the
Family Investments Child Trust Fuhd where
much of our Child Trust Fund monhey is
invested. This fund did particularly well due
to its emphusis on equities und returned

an impressive 18.0%. At yeur-end 2013, the
five-yeur performunce of this fund reuched
58.8%, demonstrating the returns that eqyuities
are uble to generute and illustrating why
over the lony-term money is better invested
than left in cush.

Thanks.

| becume a hon-executive director ut Family
in 1997 und Chairman in 2010, so it is with
mixed feelings that | have to tell you that |
am stepping dowh as Chairman und leaving
the Committee of Munugement ut the next
Annudl Generdl Meeting. When becoming
Chuirmun | set myself three muin objectives:
to uppoint u Chief Executive to repluce
John Reeve who would be uble to occupy
his big shoes, to muke something more of
our mutudlity und to improve investment
outcomes for members. | hope you ugree
that Simon Markey is well on the way to
ensuring that the first objective is redlised,
certdinly our results this year indicute it

has. You will see elsewhere thut there ure
new, innovutive proposdls fo mMuke our
mutudl status more relevant to members
and stuff, Findlly we have revamped our
investment procedures und (admittedly with
substantiul help from worldwide markets!)
most members have recently experienced
investment returns well in udvance of
inflation. | have enormously enjoyed my time
at Fumily over the years und appreciate the
support that members have shown me over
that time.

Finally, | would like to take this opportunity to
express my yrutitude to dll the stuff working
at Family Investments and congratulate
them dll on such d positive financial
performunce.

i}h~4«(-$dv;“

Robert Weir
Chairman
March 2014
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Chief Executive’s report.

Chief Executive
Simon Markey

Infroduction.

On joining Fumily Investments and in my
first written address to members lust yeur, |
unnounced that we would be undertuking
u strateyic review of the Society in order to
identify our puth to a more durdable business.
I've how had the opportunity to manage
this business for u full yeur und I’'m pleused
to sauy that yredt strides have been tuken
both in defining our new strategy us well us
executing u humber of the key underpins
that will deliver our future success.

Business Efficiency.

No business cun be successful whilst it
remuins fundumentully inefficient. It can’t
compete on the modern stage or redlly
look ufter the demunding customer. This is
pdrticularly prevalent in smaller mutual firms
which tend to suffer from d lack of scule us
well us the required impetus to drive through
radical change. Given these pressures, we
would expect to see more consolidution in
the mutudl sector tuking pluce in the murket
aund we would like Fumily to be positioned to
tuke udvantuyge of such situutions.

This cun best be uchieved by ensuring our
owh cupubility is us efficient us possible. My
initial impression on joining Family was that
the business hud been underinvesting in

systems aund hew technoloyy for many yedrs,

which in furn hus led to staff inefficiencies.
So, having taken some hurd decisions ut the
outset, | muke no upoloyy for the fact thut
toduy we currently munage more policies
and plans than ever before und have
delivered un improved customer service,
but with significantly fewer staff than a year
ago. Although our efficiency programmes
have been bold, the vast majority of this has
been uchieved via nhaturdl attrition, ensuring
minimal disruption. There is still more we cun
achieve here und bused on the projects
underway, we dre expecting further staff
reduction during 2014.

This is hot ubout chusing greuter efficiency
for the suke of it. We ure fully committed to
infroducing modern systems und practices
so that members will benefit from an
improved service proposition. Increusingly,
customers want to inferact with us using

the internet rather than beinyg forced to
phone, write letters und fill in puper forms
and we dre reucting to such challenges.
We have recently launched slick debit curd
functiondlity, making it easier for customers
to puy udditiondl sums into plans such us the
Child Trust Fund as well as infroducing secure
messuying for the first time. Additionailly,
during 2015, we will join a cross-industry
initiative, offering electronic fransfers of

cush ISAs to those customers that want to
switch uccounts between providers, thereby
speediny up the process und eradicating
what hus been an irritant for many yeurs.
These chanyges represent significaunt strides
in utilising technoloyy to provide a better
service.

Business Strategy and Growth.

Our dim is to build un enduring und
successful business hot only by tackling
inefficiencies, but ulso by uccelerdating its
growth. In terms of our roudmaup, we huve
unveiled u new Vision for the Society which
will underpin our orgunic growth strategy
which is fo be ‘The trusted friend to families
when they heed specidlist financial help”.
The fuamily orientution remains critical for us —
it’s our hume und ut the core of our business.
As our Vision sugyests, we will continue to
develop hew products und services that
address the more complex heeds of fumilies
as they puass through various life stages. We
understund that with continuing monetary
pressures on fumily life, we will continue to
place the family at the heart of our product
design, enabling families to continue to
support und provide for themselves us well
us euch other.

Our struteyy ulso meuns diversificution so
that our business is less reliunt on sules of
investment-bused products in the future. This
may come us something of a surprise, but
the redlity is that the way people invest and
the brands they use is chanying und Family
isn’t imMmune to such megu-trends. We don’t
have anywhere hear the size und scule to
compete with the huge fund platforms in
muinstreum investments und hence we dre
lookiny to invest in the Fumily brand dllowiny
us to operute in a wider range of audditional
markets. For our members, this meuns that
we cun brouden our product runge und
hence the relevunce of the Society to you.
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Our members remuin central to everything
we do us we remuin owhed by und exist
for you. As our hew strateyy starts to deliver
results and our business startfs fo produce
greuter trading profits, we ure conscious of
our duty to reinvest and shaure our profits in
sensible und meuningful ways. As ulreudy
outlined, we will continue to invest more in
our systems und service, but uf the sume
time we wish to do more for the wider
society thut we operute in. Hence, we will
be launching our Fumily Foundution in
2014, building on our existing rich heritage
in Corporute und Sociul Responsibility by
providing yreuter funds to good cuuses.
Pleuse keep un eye oh our website for more
detdils us they emerge und the ways that
members cun get involved.

Review of Results.

2013 wus u yood yeur for the Society with
operuting profits yrowiny to £19.8m, our best
performunce ever. At the sume time we
maunuyed to increuse our reserves which
grew o £562.9m, dlso their strongest level
ever, Positive stock market returns, writing
profituble hew business und the emerying
effect of the uforementioned efficiencies dll
contributed to such u positive performunce.
Family’s capital position remains sound and

well in excess of the reguldutory requirements.

At the sume time, we continue to robustly
manuge our risks.

We remuin the market leader in the Child
Trust Fund sector und dlso u signhificant
player in the more recent Junior ISA product.
Our Child Trust Fund business is how u closed

book, thut is,no hew business is beiny written.

Yet those funds und policies remain very
importunt for our expected future profits.

At the very end of 2013, the Government
confirmed that in April 2015, their intention is
to dllow purents to transfer their Child Trust
Fund plans info a Junior ISA if they so wish.
We have yuestioned the loyic of such a
decision as it sugyests that the Child Trust
Fund is in some way an inferior product,
which is simply hot the cuse. At Family
Investments, we remain proud of the way
that we munage dll of our children’s savings
products und look forward to continuing

to serve the needs of the muny purents
that have decided to invest with us. We

will embrace uny change in rules whilst
continuing to communicate messayes of
reussurance around the Child Trust Fund.

In terms of our brand led strateyy, we dre
currently best known for our ussociution with
children’s savings, but Family Investments
dlso has un important distribution agreement
with the Post Office where we provide

them with d range of ISA products. That
arrangement continued to be successful

in 2013. We ure pleused to unnounce thut
we recently sighed u hew contfruct with
Bunk of Irelund UK to continue to munuge
the Post Office ISA for the hext eight yeurs.
This reflects a commitment on both sides to
build on the dlreudy successful ISA business
even further in the cominyg yeurs. Given thut
Family Investments’ future growth will be
driven by diversification and partnerships,
our Post Office ISA relationship is a greut
exumple of how this works in practice.

Outlook.

We dare confident in Fumily’s ability to
achieve considerable growth in 2014 und
beyond on the buck of our 2013 results
bused on the strony pipeline of projects und
initiutives we are currently working on. One
of the keys to our success is the puce und
ayility being injected into the organisation.
Not only have we uccelerated our ubility
to execute chunge, but this dlso gives us
greduter flexibility fo take on hew challenges
and to dedl with uny bumps in the rouds
that are surely out there.

With the strength of our hew strutegy und
the commitment of stuff, we remain very
positive ubout our future und look forward to
reporting next year on whut will be unother
critical and frunsitional year for the business.

Simon Markey
Chief Executive
March 2014
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Investment review.

Background.

The Group’s total funds under munugement
as ut the end of December 2013 umounted
to just over £4.9bn, of which £2.5bn wus held
in cash funds, including our Cush ISA product
distributed through our purthership with

the Post Office; whilst the remuining £2.4bn
wdus in Munuged bulunced funds invested
in u ranyge of usset clusses including UK

and overseus equities, fixed interest stocks,
property aund absolute return funds. Further
information on the usset dllocution of our
two lurgest funds is shown in Tubles 2 und 3
oh puyge 9.

These bulunced funds ure structured either
as unit trusts, OEICs or internal unit linked
funds together with one With-Profits fund
which has been closed o hew business
since 2002 und is ring-fenced from the rest of
the Society’s funds.

In manaying these funds the Society
pursues u largely passive, or index tracking
strateyy. A Sub-Committee of the Society’s
Committee of Munugement, the Investment
Sub-Committee (ISC) is responsible for the
implementation of the Society’s investment
strateygy und currently delegates the
manaygement of the managed funds to
Stute Street Globul Advisors Limited, one of
the lurgest und best resourced munugyers of
pussive funds in the world.

Market Review.

Investors in developed markets’ equities
enjoyed u richly rewarding year in 2013, un
ouftcome thut stood in stark contfrust with the
chdllenges fuced by investors in emeryiny
markets. However, despite some substuntial
asset price swings at times, 2013 didn’t feel
like G particularly voldtile yeur; in fact, it was
a yedr when there wus u greuter sense of
stability around both markets and the globdal
economy dlike. It wasn’t without its drama,
but five years on from the Lehmun Brothers
collupse that murked the onset of the
financidl crisis, investors seemed less inclined
to linger in u post-crisis huze. That meant u
consideruble raumpiny up of risk uppetite us
madjor central bunks remuined committed
to keeping officidl interest rates unchored ut
historicdlly low levels.

At the start of 2013, the US fiscadl cliff was
averted by lust-minute heyotiutions, while
the fact that the ‘sequester’ will tighten fiscal
policy wus lurgely ignored by markets us US
ecohomic dutu contfinued its positive fone
(employment, consumption, housing und
business dutu in general were dll strony).
Meunwhile, there wus a reawakening of
euro concerns oh the inconclusive outcome
of Itdliun elections und the imposition of
losses on Cypriot bunk depositors. In Asiu,
the hew Jupunese government reiterated
its commitment to economic sfimulus and
Jupunese equities muintuined consideruble
upward momentum into 2013. However, new
curbs to contuin u potentidl property bubble
in Chihu dumpened sentiment ucross
emerging markets.

Risk ussets in yeneraul fook u knock followiny
comments by Fed Chairman Ben Berhdnke
in May that u scaling buck of yuuntitutive
eusing meusures could happen luter

in the yeur if the Fed suw u sustuined
econhomic improvement; ‘tapering’ concerns
weighed on markets over the summer
months. Evidence of slugyish Chinese
growth had knock-on consequences for
emerying markets around this time und
concernhs ubout the shadow bunkiny system
increused, unsettling investors and resulting
in u spike in Money muarket rates in late June.

The second hulf of the yeur suw d better
tone to muarkets, with the Fed’s unexpected
decision in September to keep bond
purchuses ut $85bn yiving investors u lift,

By the fime the Fed lowered that level to
$75bhn in December, murkets were more
comfortuble with growth prospects und
seemed to uccept the Fed'’s position thut
“tupering” would not meun imminent interest
rate hikes. In the UK, the Bunk of England
maintuined its loose monetury policy und
stated it would hot consider ruising inferest
rates or reduce its stock of usset purchuses
until the unemployment rate falls to 7%.
However, the surprising strength of the
ecohomy helped lower the jobless rate to
7.4% by November, prompting the bunk to
say it did not expect to increuse rates until
2015 (eurlier thun the 2016 yuidunce it wus
giving until recently). Inflution slowed to
2.1% in November, with core inflution, which
excludes food und eneryy costs, falling to a
four-yeur low of 1.7%.
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The Europeun Central Bunk (ECB) surprised
markets by cutting interest rutes in early
November, u move thut served to draw a
distinction between the respective positions
of US und Eurozone economies on the
econhomic recovery curve. Although the
Eurozone economy recorded growth in
the second yuurter ufter six consecutive
neyutive yuarters, the puce of expunsion
slowed in the third yuurter, reflecting the
fragility of the recovery. However, forward-
lookihy purchusing munauger indices
indicate continuing growth and the ECB is
keen to foster thut,

Developed murkets equities delivered
purticularly strong returns in 2013, with many
markets overcoming u mid-yeur wobble

to achieve record highs. The FTSE All-Share
Index posted a totul return of 21.3% for the
12 months, while the FTSE 100 recorded u
moderately lower return of 19.2%. In Europe,
the yuins were eyudlly impressive, with

the Germun Dux returning 25.5% in local
currency terms. Peripheral Eurozone markets
rdllied, with Spanish and Itdlian markets up
by 21.4% and 16.6% respectively, while the
Irish market guined 33.6%. The US S&P 500
Index finished the yeur close to u record high
with d 29.6% capital gain. Jupan’s Nikkei was
the star performer with a 57% guin, although
the return to unhedged UK-bused investors
would have been substuntidlly lower amid
significant yen weukness. At the other end
of the performance spectrum, emerying
markets were out of fuvour with speculution
about tighter US policy and concerns ubout
the Chinese economy contributing to
significant underperformance. China’s stock
murket fell nearly 7%, while Bruzil’s Ibovespu
dropped 15.5%. Overdill, the FTSE World Index
achieved u totdl return of 22.4% in sterling
terms for 2013.

With gredter stability in the euro ureu in
purtficular und improving economic outlooks
for the world’s mujor economies, sovereign
bond muarkets lost some of their sufe haven
lustre. The ECB’s commitment to Outright
Monhetary Transactions (OMT) helped
stabilise peripheral Eurozone bond yields

to such an extent thut Itdlian elections, the
Cypriot bdilout und stresses in Portugal did
not result in material contaygion ucross the
region. Improviny duta out of the UK und US,
and the expectution of u gradudl exit from
QE by the Fed, dragyed sovereign bond
yields higher. Even with u Fed commitment
not fo rdise interest rutes until ut leust 2015,
10-yeur treasury yields rose more than one
percent in 2013 to end the yeur ut 3.03%.

UK yilts followed a similar trajectory o 2013
at 3.02%. Germun bonds ulso lost ground,
dlthouyh the increuse in yields was more
modest given ECB actions, rising from 1.32%
to 1.93% in the year. Amid diminishing euro
crisis fedrs, Europedn peripheral bonds
narrowed the yield gup with those of the
‘core’; Itdliun, Spunish und Irish bonds maude
guins in 2013. Jupunese 10-yedur bonds
benefitted from the Bank of Jupun’s (BoJ)
yuuntitutive eusing progrumme und rallied
from 0.79% to 0.74% by yeur-end.

While economic dutu in developed market
econhomies generdlly improved, growth in
emeryging economies (notubly the BRICs,
i.e. Bruzil, Russia, India and China) wus
generdlly weuker thun expected. US GDP
growth improved through the yeur despite
budyetary issues und the temporary
government shutdown in October. At the
sume time, the labour market showed
steudy improvement with unemployment
falling from 7.8% to 7.0%. In Jupun, GDP
grew ut un unnuulised rute of 2.6% in the
third quarter und forward-looking indices
such us the Tunkun survey und Purchusing
Manuagers Indices (PMIs) indicate that
growth remuins relatively strony. Retuiil sules
and private consumption huve continued
to improve, while core inflution is now
positive, suggesting that the bold measures
tuken by the BoJ are working, ut leust for
now. In Chinu, the longer term view is that
restructuring and reform commitments
contdined in the Third Plenum will be positive,
but shorter ferm datu indicute u slowdowhn
in manufacturing uctivity.
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Investment review (continued).

Arguubly there were three muain fuctors
influencing currency markets in 2013. Firstly,
‘Abenomics’ hus resulted in u dramutic
weukeniny of the Jupunese yen und

it lost more thun 20% uguinst the euro,
British pound and US dollar. Secondly,
Chinese growth concernhs weighed on
Asiun currencies und those with significant
commodity exports. Findlly, the “tapering’
debute surrounding US yuuntitative eusing
hurt mauny emeryiny murket currencies.

Source: SSYA / Bloombery

Performance of the Society’s Funds.

You will hote from Table 1 that generdlly
sppeuking our munuyged funds hud u good
yeuar in 2013, with four of our core funds,
Family Balanced International (FIBI), Child
Trust Fund, Chuarities Ethicul and Fumily Asset
Trust dll showiny double digit unit price
increuses.

The Child Trust Fund, in which the mujority
of our CTF plans are invested und which
invests in UK, US, Europedun und Far East
Equities, grew by 18% in the year, whilst FIBI, in
which many of our Fumily and Juhior Bond
policies ure invested und which dlso invests
in emerying market equities, property and
bonds, in auddition to the globdl equities
referred to above, grew by more than 12%.
This follows u good yeur in 2012 in which the
CTF yrew by 8.9% und FIBI by 8.4%.

Table 1
Unit price growth. , -
Three Yeur Five Year
Fund Naume % %
Family Bulunhced Internationul Fund
(FIBI) (Share Class A) 12.2 15.9 43.9*
Child Trust Fund 18.0 20.6 58.8
Family Asset Trust 18.9 26.2 72.8
Family Charities Ethical Trust 18.0 23.2 72.3
Fixed Interest Fund 3.0 15.4 24.8
FTSE 350 index (ex Investment Trusts) 20.7 31.6 87.2
US index 25.6 34.7 76.2
Euro index 26.5 27.0 60.9
Far Eust index 24 6.6 99.2
Jupaun index 25.3 12.8 26.5
Barcluys UK Gilt 1 to 5 TR Value 0.8) 6.0 13.8
Barclays UK Gilt 15+ TR Vulue 5.6 18.3 24.7

Members wanting further detuil on performance of the Society’s funds should contact the

Secretary.

* FIBI wus launched less than five yedrs ago und therefore does not have d five year
performunce figure. The figure quoted here is for the Sovereign Fund, which was the
predecessor of FIBI und which how invests in FIBI.
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Table 2 - Sovereign Fund asset allocation.

asat31/12/2013

Emerging
Markets 5%
Absolute Return

UK Equities

Equities 31%

12%

European
Equities :
11% UK Gilts &
Far East Corporate

Equities Bonds
G2% 13%

Cash 1%

Property
6%

Table 3 - Child Trust Fund asset allocation.

asat31/12/2013

Cash
1%

Far East
Equities 14%

European

UK Equities Equities 18%

54%

US Equities

13%

Table 2
Top 10 holdings.

us ut 31 December 2013

Security description % of Fund

Sovereign Fund

SPDR 1-5 Year Gilt ETF 6.36
SPDR Sterling Corp Bond ETF 5.28
Aberdeen Emerying Maurkets 5.04
IShares FTSE EPRA/NAREIT 4.64
GAM Absolute Return Fund 2.24
HSBC HDG 1.76
Vodufone Group 1.65
SPDR UK Gilt ETF 1.32
BP 1.30
Roydl Dutch Shell A 1.15

Table 3
Top 10 holdings.

us ut 31 December 2013

Security description % of Fund
Child Trust Fund

HSBC HDG 2.93
Vodufone Group 2.73
BP 2.16
Royal Dutch Shell A 1.93
GluxoSmithKline 1.86
British Americun Tobucco 1.45
Roydl Dutch Shell B 1.34
Diageo 1.19
Astruzenecu 1.06
BG Group 1.05
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Group performance highlights.

Membership.
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Group summary financial statement.

Summary of group

financial results.
Results for the year ended 31 December 2013

Members’ funds under management.

Opening balance 4,465,783 3,452,469
Amounts puid in by members 1 698,848 1,200,880
Amounts withdrawn by members 2 (591,959) (372,718)
Investment income, guins und losses 3 357,056 211,076
Manugement churyges puid to the Society (below) 4 (29.563) (25,924)
Closing balance 4,900,165 4,465,783
Results for the year.
Operating income
Maunugement churges from members’ funds (ubove) 4 29,563 25,924
Other churges levied on members 5 527 806
Other income 6 9,684 8,121
39,774 34,851
Operating expenses 7 (19.,989) (19,695)
Operating profit 19,785 15,156
Investment in systems und hew business 8 (14,498) (12,314)
Chunge in honh-linked fund reserves 9 (1,125) 2,199
Investment income, yuins und losses het of tuxution 10 2,569 1,359
Net result for the year 6,731 2,002
Reserves at 1 January 46,169 44,167
Reserves at 31 December 52,900 46,169

Notes:

The conftributions puid by members into their policies.

The umounts puid out to members on muturity or surrender of their policies.

The chunye in vulue of, und income eurned from, members’ investments.

The munugement fees churged by the Group und puid out of members’ funds.
Other churyes include churyes for life cover und eurly surrender.

o O W N —

Income from uctivities hot puid for by policyholders, including administration income from 3rd purty
products.

7 The cost of udministering members’ policies. This number differs from those in the Technicul Account
due to different clussificution of certuin expenses. The Summary Finunciul Stutements uttempts to
provide more clarity whilst the Technical Account is driven by regulatory requirements.

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

9 The chunye in the vulue of the ussets, less the chanyge in the value of the liubilities, of the Society’s
noh-linked investment funds.

10 The chunye in value of, und income eurned from, investments that form part of the Group’s reserves.
This includes the positive effect of setting up u Deferred Tux Asset in 2013, reflecting the recogynition of
the value of tux losses in Fumily Equity Plun Limited.
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Committee of Management.

Non-Executive Directors.

Chairman

Robert Weir FCA

Mr Weir, uged 65, hus been u member of the Committee since
1997,Vice Chuirmun und Senior Independent Director from
2007 und wus uppointed Chairmun in 2010. He wus previously a
director of the Household Mortguge Corporation and hus wide
experience in finunciul und geheral munugement. Robert is u
member of the Investment Sub-Committee, the Remunerution
Sub-Committee und the Nominations Sub-Committee. Mr Weir
will retire from the Committee immediutely following the 2014
AGM und he will be succeeded us Chuirmun by Mr Riddell.

Vice Chairman

Norman Riddell

Mr Riddell, uged 66, joined the Committee in 2006 und wus
uppointed Vice Chuirmun in 2010. Huving truined und yudlified us
a commercial banker in Scotlund, he moved into investment
munhagement und held the position of Chief Executive Officer in
three different investment munugement compunies, including the
INVESCO Group, over u period of some 20 yeurs. He hus served in
the cupucity of hon-executive director in u humber of financial
compunies, including Life Assurance Holding Corporution and is u
non-executive director of Invesco UK Limited. Norman chuirs the
Investment Sub-Committee and is u member of the Remuneration
Sub-Committee und the Nominutions Sub-Committee. Mr Riddell
will become Chuirman of the Committee immediutely followiny
the 2014 AGM. At this point Mr Buckley will tuke over us Vice
Chuirmun und Senior Independent Director.

Peter Box

Mr Box, uged 61, wus uppointed to the Committee in

2009 und wus un audit und business udvisory purther at
PricewuterhouseCoopers, to u broud range of compunies from
large internutional businesses to specidlist national firms in his
39-yeur cureer. In particular, through his focus on the insurance
industry, he hus developed u deep understunding of the mujor
issues uffecting the sector, both in the UK und uround the world,
and hus significant experience of regulutory and governance
mutters. He dlso serves us Vice Chuirmun und hon-executive
director of Marsh Limited, u hon-executive director of Pool
Reinsurance Compuny Limited und Curdif Pinnucle Insurance
Holdingys Plc. Peter chuirs the Risk und Audit Sub-Committee und
is u member of the Nominutions Sub-Committee.

lan Buckley

Mr Buckley, uged 63, joined the Committee in 2009. He is u
member of the Group Executive Committee of Ruthbone
Brothers Plc, huving previously served us u director of thut
compuny for 11 years. Prior to this, he wus 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. He is ulso u hon-executive director of
Miller Insurance Services LLRlan is a member of the Investment
Sub-Committee, the Risk und Audit Sub-Committee und the
Nominutions Sub-Committee. When Mr Riddell becomes
Chadirmun immediutely following the 2014 AGM Mr Buckley will
become Vice Chuirmun und Senior Indefpendent Director.

Veronica France

Ms Frunce, uged 52, wus uppointed to the Committee in 2006.
She hus held positions us Murketing Director for u life ussurance
and unit frust group und u reussurance compuny. Since 1992
she hus been un independent business development consultunt
working with a wide range of UK finunciul services orgunisutions.
She is u honh-executive director of Chesnurd Plc. She is u pust
chdirman of the Investment und Life Assurance Group (ILAG)
and its Non-Executive Directors’ Forum. Veronicu chuirs the
Remunerution Sub-Committee und is a member of the Risk und
Audit Sub-Committee und the Nominutions Sub-Committee.
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Executive Directors.

Chief Executive

Simon Markey

Mr Muarkey, uged 48, joined the Society in 2012 us Chief
Executive. He sturted his cureer ut Lioyds Bunk in 1984 where

he remained for over 20 yeurs und held humerous positions
includiny Heud of Suvinys und Director of Customer und Sules.
Followiny Lloyds, Simon becume Munuying Director of Lifestyle
Services Group Limited und CEO of Consumer ut Marsh Limited,
before joining NBNK Investments Plc in 2011,

Finance Director

John Adams FCCA

Mr Adums, uged 59, is u Certified Accountunt und hus been

u full-time executive of the Society since 1986 when he wus
appointed Finunciul Controller. He wus promoted to Finance
Director und uppointed to the Committee in 1993. Mr Adums
previously worked for Americun Express for 7 yedars in a variety of
finance roles.

Secretary and Corporate Services Director

Keith Meeres MCSI

Mr Meeres, uged 56, 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
appointed to the Committee in 1997 and he is responsible for
overseeiny the Society’s Reyulutory Compliunce, Risk, Internal
Audit und Legul functions. He is the Deputy Chuirman of the
Investment und Life Assurunce Group (ILAG), a member of its
Reguldtions Practitioner Group und u member of the Associution
of Finunciul Mutuuls Reygulations Committee.

Business Development Director

Miles Bingham

Mr Binghum, uged 47, joined the Society in 2001 us Heud of
Muarketing following 11 yeurs in various murketing und product
development roles ut both HSBC und Abbey (how Suntander).
In 2008, he wus promoted to Business Development Director with
key responsibility for finding hew distribution purtners ulonyside
munuyging u humber of existiny relutionships und expunding
the overdll range of products offered by the Society. He leff the
Society on 28 February 2014,
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Committee of Management’s
strategy and annual report.

The Annuul Report und Accounts und
strateyic report have been prepared in
accordunce with The Friendly Societies
(Accounts und Reluted Provisions)
Regulations 1994 (‘the Reygulations’). A
Committee of Muhagement comprising,
as ut Murch 2014, the Chairman, four other
indejpendent non-executive directors

and three executive directors governs

the Society. The Committee is led by the
Chuirmun whose role, dlony with that

of the Chief Executive, hus been set out
and approved by the Committee. The
Committee deleyutes munugement of the
business to the executive directors, who
meet us u group uf least monthly.

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

Committee of Management.

During 2013 the members of the Committee
were us follows:

Non-executives.

Robert Weir (Chuirmun)
Normun Riddell (Vice Chairman)
Peter Box

lan Buckley

Verohicu France

Executives.
Simon Muarkey (Chief Executive)
Rob Edwuards  (Chief Operuting Officer)
left the Society on 13/09/2013
(Finance Director)
(Secretary und Corporute
Services Director)
Miles Bihngham (Business Development
Director)
left the Society on 28/02/2014

John Adums
Keith Meeres

Statement of responsibilities of the
Committee of Management.

The Committee is primarily responsible for the
strateyic direction und governance of the
Society. It delegutes responsibility for the day-
to-day runniny of the business fo executive
manuygement. Progress on operutiondl
mutters, yovernunce und key initiutives

is reported through Committee and Sub-
Committee meetinys. All initiatives involving
significunt expenditure, strategic chunyge,
governance policies, significunt perceived
risk or materiul depuarture from uyreed
budget or strateyy require Committee
conhsideration und upproval,

The division of responsibilities between
Robert Weir, Chairman and Simon Markey,
Chief Executive hus been ugreed by the
Committee und documented. Norman
Riddell, Vice Chuirmun, undertukes the role
of Senior Independent Director. Robert Weir
will retire from the Committee immediutely
followiny the 2014 Annuadl Generdl Meeting
and will be succeeded as Chairman by
Normaun Riddell. lun Buckley will ussume the
role of Senior Independent Director.

The Friendly Societies Act 1992 (‘the Act’)
requires the Committee to prepdure uccounts
for euch financial yeur which give d true
and fair view of the state of the uffuirs of the
Society und of the Group us ut the end of
the financial year and of the income und
expenditure of the Society und of the Group
for that period. In preparing those uccounts,
the Committee is required fo:

e select suituble uccounting policies und
then apply them consistently;

e muke judyements und estimates that are
reusonuble und prudent;

o stute whether upplicuble accounting
stundurds have been followed, subject
to uny material depurtures disclosed und
expluined in the uccounts; und

e prepure the uccounts on u goiny concern
busis unless it is inuppropriute to presume
that the Society will continue in business.

The Committee confirms that it hus complied
with the ubove reyuirements in preparing
the uccounts und believes they provide u
fair, bulunced und understunduble view of
the Society.

The Committee is responsible for keeping
proper uccounting records which disclose
with reasonuble uccuracy ut any time the
finunciul position of the Society und ensuring
that the uccounts comply with the Act.

It is also responsible for sufeguurding the
ussets of the Society und hence for taking
reusonuble steps for the prevention und
detection of fruud and other irregularities.

The Committee is responsible for the Society’s
systems of control and ucknowledyes that
such systems cun provide only reusonuble
and hot dubsolute aussurance aguinst material
misstatement or loss.

The Committee conducts, through the Risk
and Audit Sub-Committee, an ohgoinyg
review of the effectiveness of the Group’s
systems of internul controls aund risk
munugement and is satisfied that there are
no muteridl shortcomings (see the Risk und
Audit Sub-Committee report on puge 18).
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In accordunce with the Act, the Committee
confirms that dll activities curried out duriny
the yedr by the Society and its subsidicry
undertukings are believed to have been
curried out within their respective powers.

The Committee considers that the skills,
independence und experience of the non-
executive directors provide un uppropriute
bulunce to enhsure thut the Society is
effectively munaged und controlled.

Strategic objectives and activities.

The Group’s objective is to deliver
comypelling financidl solutions that sutisfy

the heeds of fumilies ut key life stuyes. We
aim to provide yood value products und
excellent service. We judye our performunce
aguinst these objectives through customer
resedrch und monitoring the performunce
of our products. We dlso believe that our
members expect the Society to thrive und
grow in order to achieve economies of scule

whilst maintaining prudent control over costs,

muaintuining adeyuute financial resources
and complying with dll relevant leyislution
and reguldtion.

Historicully the Society hus focussed on the
children’s savings market und successfully
achieved sighificant market share in the CTF
and Junior ISA markets. We will continue to
service this sector however we recoygnise
that the Society’s strategy should be
broudened und, us purt of the 2013 struteyic
review, we expect o launch o wider range
of finuncidl services products in the future.

The Society hus un important ugreement
with Bank of Ireland UK to udminister Post
Office ISAs und purtherships of this hature
are seen us un important stfrand of our future
strateyy.

More detdiils of the strateyic review cun be
found in the Chairmun’s Review und Chief
Executive’s Report.

As ut 31 December 2013 the Society’s
maryins of solvency comfortubly exceeded
the minimum requirements, us prescribed
by the Prudential Reyulutory Authority und
Financial Conduct Authority.

Number of members.

As af 31 December 2013, the Society had
1,840,345 members (2012: 1,806,686).

Financial risk management
objectives.

The Group is exposed to financidl risk
through its finuncial ussets, financial liabilities,
reinsurance ussets und policyholder lidbilities.
In particular, the key financial risk is that

the proceeds from financial ussets ure

not sufficient to fund the obligutions from
contructs with policyholders.

The most important components of this
finuncial risk are eyuity price risk und interest
rute risk. These risks urise from open positions
in equity products and interest rate, all of
which dare exposed to yenerul und specific
market movements.

The Group munuges these positions within
an usset lidbility maunugement (ALM)
framework that hus been developed to
achieve lonyg-term investment returns in
excess of its obligutions under insurance
and investment contracts. The principdl
techniyue of the Group’s ALM is to mutch
ussets to the liubilities urising from insurance
contracts by reference to the type of
benefits payable to confract holders.

For euch distinct cutegory of liubilities, u
sepurute portfolio of ussets is mauintained.
For unit-linked contracts, the liabilities to
policyholders ure mutched with ussets in the
portfolio. The Society therefore is not directly
exposed to the eyuity price, currency, credit
or interest rate risk for these contracts.

Equity price risk.

The Group is exposed to equity price risk

as u result of holdings in equity investments
held by both the Society’s unit-linked funds
and by the authorised collective investment
schemes that it munuyes.

The Group’s most significunt income stream
is derived us u fixed percentuyge of the
market value of the unit-linked funds und
authorised collective investment schemes.
Exposures to individual compuanies und to
eyuity shures in ugyregyute ure monitored
in order to ensure compliunce with the
relevant regulatory limits for solvency
purposes. Investments held are listed uand
tfraded on the UK und other recoynised
stock exchanges (primarily in Europe, North
America und the Far Eust).

The Group hus u defined investment

fpolicy, which sets limits on the Group's
exposure to eyuities both in agyreyute
terms und by yeoyruphy und counterpurty.
This is monitored by the Investment Sub-
Committee (see puyge 18).
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Committee of Management’s
strategy and annual report (continued).

Interest rate risk.

The Group is exposed to interest rate risk
due to the sensitivity of the value of its
assets and liabilities to changes in current
interest rates. The Group Monitors interest
rate risk by culculating the meun duration
of the investment portfolio und the liubilities
issued. The meun durdation is an indicator of
the sensitivity of the ussets und liubilities to
changes in current interest rates. The mean
durdation of the liubilities is determined by
meuns of projecting expected cush flows
from the contracts using best estimutes of
mortaulity und voluntury terminations. No
future discretionury supplementaul benefits
are ussumed fo uccrue. The mean duration
of the ussets is culculuted in u consistent
munner.

Any gup between the meaun durution of

the ussets und the meun durution of the
liabilities is Minimised by Meuns of buyiny
and selling fixed interest securities of different
durations.

Reappointment of auditor.

A resolufion to reappoint Mazars LLP as
auditor to the Society will be proposed ut
the forthcoming AGM on 22 Muy 2014.

Complaints.

It is the Society’s policy to investiyute und
resolve dull compluints promptly and fuirly
but in the event that members are hot
sutisfied with the Society’s response, the
Financial Ombudsman Service provides a
compluints resolution service. Full detdils can
be obtuined from the Secretary or from the
Society’s website ut www.family.co.uk. In
2013 we resolved 97.0% of complaints within
four weeks.

Health and safety report.

The Society hus developed u heulth und
sufety framework to ensure compliance
with applicable laws aund regulations
including u Heulth und Safety Committee
that comprises senior management und
employee representutives. We dare pleused
to report that in 2013 there were ho serious
accidents or injuries.

Corporate governance.

The Society is committed to high stundards
of corporate governance. The UK Corporate
Governunce Code (us Annotuted for
Mutudl Insurers (the "Code”)) upplies to
these Report und Accounts. The Society
considers the Code to be closely uligned

to the standurds that it hus set itself und

has endeuvoured to comply with the main
principles for muny years. The Committee hus
set the vdlues und stundards for the Society
and its employees, tuking account of the
principles of the Code, und requires senior

munuygement to report to the Committee
oh udherence. The Committee considers
that throughout the period under review

it hus upplied und complied with most of
the relevant principles und provisions of the
Code, other thun us follows:

e The Code requires u mayjority of non-
executive directors, however the Society
umended its Rules, in 2009, fo preserve
the voting mdjority of the hon-executives,
thus ensuring that the Society complied
with the intention of the Code. Unfil
September 2013, the Committee
comprised five executive directors und
five hon-executive directors including the
Chdirman. In September the number of
executives reduced to four, which ensures
the balaunce of the Committee meets the
Code requirement.

The Committee hus reviewed the length
of service of the hon-executive directors
und conhsiders that they dll meet the
criteriu of independence. The Code for
Mutudl Insurers recommends that dll
directors should stand for re-election
unhudlly. The Committee hus not followed
this recommenduation s it believes that
retirement of one third of the Committee
euch yedar is appropriate, given that the
Society’s Rules provide other means for
members to mMuke directors uccountuble
for their actions. The Committee will keep
this practice under review. Additionally, the
Committee will continue to require uny
non-executive director who hus exceeded
nine yeurs’ service to, if still considered
indejpendent by the Committee, seek
re-election on un unnudl busis rather than
every three yeurs.

None of the directors hud uny interests

in the Society or its subsidiury compunies
other thun those interests in respect of fees
or sdularies puid to them as directors, those
interests in respect of the policies which they
hold with the Society und those interests
specificully disclosed in note 21 of these
Annudl Report und Accounts.

Attendance at meetings in 2013.

The following tuble sets out the uttendunce
of directors ut Committee und Sub-
Committee meetings held in 2013.The
number of meetinys that each director
could huve uttended is shown in brackets.

The Chudirmun und non-executive directors
meet independently of the executive
directors ut least four times u year. Detuils

of the uctivities of euch individual Sub-
Committee ure summuarised below und the
terms of reference for euch Sub-Committee
cun be found in the *Member Informution”
section of our website www.family.co.uk
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Nominations |  Risk and Investment | Remuneration
Committee of Sub- Audit Sub- Sub- Sub-
Management | Committee | Committee | Committee Committee
Robert Weir 10 (10) 1(1) - 5 (5) 5 (5)
Norman Riddell’ 9 (10) 1(1) - 5 (5) 5 (5)
Peter Box® 9 (10) 1) 4(4) - -
lun Buckley? 9 (10) 1(1) 4(4) 5 (5) -
Veronicu 9 (10) 1(1) 4.(4) - 5 (5)
France®
Simon Markey 10 (10) - - 5 (5) =
Rob Edwuards? 8 (8) - - - -
John Adums 10 (10) - - - -
Keith Meeres 10 (10) - - - -
Miles Binghum 10 (10) - - - -
Notes:

1 - Due to u lute chunye in meeting dute, Mr Riddell wus unuble to attend the April CoM meeting.
2 - Mr Buckley wus unuble to uttend the September CoM meeting.
3 - Ms Frunce und Mr Box were uhuble to uttend the October CoM meetiny.

4 - Mr Edwuirds left the Society on 13 September 2013.

The Committee operates the
following Sub-Committees:

Nominations Sub-Committee.
Robert Weir (Chairman)

Peter Box

lan Buckley

Verohicu France

Norman Riddell

The Nominations Sub-Committee comprises
dll hon-executive directors und the
Committee of Munugement uppoints its
Chdirman. It may obtdin such outside legal
or other independent professional advice ds
it deems necessary.

When assessing the current and future
composition of the Committee of
Muhagement the Nominations Sub-
Committee considers the bualance of skills,
experience, independence, khowledye,
diversity und effectiveness of the directors. In
line with the Diversity Policy, the Nominutions
Sub-Committee recoynises the benefits of
having u diverse senior munugement feam
and sees increasing diversity at senior levels
as un essentidl element in muintaining un
effective Boaurd. Our policy is fo ensure that
there is broud experience und diversity on
the Committee of Munugement,

The Nominations Sub-Committee dlso
sutisfies itself that there ure uppropriate
succession plans in place for dll directors
and other senior munugement positions,
and that dll directors devote sufficient time
to their duties. It mukes recommendutions

to the Committee of Munagement
regyurding membership of the Risk und Audit,
the Remuneration and Investment Sub-
Committees.

Followinhy the resignation of Mr Edwards

in September 2013, it wus agreed that his
position oh the Committee of Munugement
would hot be immediutely repluced but
would be reviewed in the light of the
development of the Society’s hew struteyy
in 2014,

Mr Weir hus decided to retire from the
Committee of Muhagement immediately
following the 2014 AGM. At this point Mr
Riddell will succeed Mr Weir us Chairmun
and Mr Buckley will succeed Mr Riddell us
Vice Chdirman and Senior Independent
Director.
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Committee of Management’s
strategy and annual report (continued).

Investment Sub-Committee.
Normun Riddell (Chairman)

lan Buckley

Robert Weir

Simon Muarkey

Gregor Logun (externual adviser)

The Investment Sub-Committee is responsible
for monitoring the Group’s investment
performaunce and for ussessing the
effectiveness of the investment strutegy.

In 2012 Stute Street Globul Advisors Limited
becume the Society’s fund munugyer. Stute
Street Globul Advisors Limited muhuges £1
trillion worldwide, und is idedlly placed to
deliver the Society’s long term investment
strateyy for its members. They have
responsibility for the discretionary investment
munugement decisions tuken on behdlf of
the Society’s funds.

Remuneration Sub-Committee.
Veronicu France (Chairman)
Robert Weir

Normun Riddell

The Remunerution Sub-Committee meets ut
leust twice euch yeur to review remuneration
policy und determines the remuneration
puckages of the executive directors and
senior munaygement. It works with the
Group’s Human Resources department,

und independent external udvisers

where uppropriate, o ussess trends in the
comjpetitor und locul employment markets.

Detdiils of the directors’ remuneration cun be
found in the Remunerution Report on puyes
23 to 27.

Risk and Audit Sub-Committee.
Peter Box (Chuirman)

lan Buckley

Verohicu France

The members of the Risk und Audit Sub-
Committee have been selected with the
dim of providing u wide runge of finuncial
and commerciul expertise.

The duties and responsibilities of the Sub-
Committee ure contdined in its Terms of
Reference which cun be viewed in the
Member Information section of the Society’s
website (www.family.co.uk).

The key uctivities of the Sub-Committee
huve been focussed on the oversight of the
Society’s governance, risk, infernal audit and
compliunce functions, the Society’s internal
conftrols, integrity of financidl reporting

and the qudlity of external audit. The Sub-
Committee dlso fulfils the function of G
“With-Profits Committee” in order to oversee
the Society’s With-Profits business. The Sub-
Committee continudlly reviews its activities in
the light of chunye to the Society’s strategy
and chanyging domestic and Europedun
regulation.

The key duties und responsibilities of the Sub-
Committee ure:

e Oversee the design und effective
implementation of the Risk Munagement
Framework including udeyuute systems,
intfernul control und the identificution,
ussessment, monitoring, mitigation und
reporting of risks including stress testing.

e Advise the Committee of Munugement on
risk related mutters including: operational,
strateyic, financidl, investment, liquidity,
credit und insurance.

e Review und upprove the unnudl
compliunce monitoring plan and
monitor the uctivities of the compliunce
depurtment.

e Ensure udeyuucy of resource within
the risk, compliunce und internal audit
depurtments.

e Consider und make recommenduations
to the Committee of Munugement us
reyurds the uppointment of the externdl
auditor, ferms of engugement und fees.

o Monitor und review the effectiveness of the
internul audit function including the unnudl
intfernul uudit plan and consider the major
findinys of the internal audit work.

¢ Review the infeyrity of the unnudl finuncial
statements.

o Act us a With-Profits Committee in
providing oversight of the Society’s With-
Profits business.

Sub-Committee Meetings.

The Sub-Committee meets ut leust four
fimes u year. The Sub-Committee comprises
three independent hon-executive directors
numed aubove und meetings ure uttended
dlso, by invitution, by the Chief Executive,
Finance Director, Corporute Services
Director, Chief Risk Officer und Head of
Infernal Audit. Other relevant managers
from the business uttend meetings to
provide greuter insight intfo current issues.
The Society’s Actuariul Function Holder und
externul auditors ure dlso invited to euch
meeting.



19 Family Investments Annuul Report und Accounts 2013

Main activities of the Sub-Committee
during the year.

A key focus of euch meeting involves
assessment of the outputs from the work

of the risk, compliance und internal audit
functions und udditionadlly taking a forward
lookihy upprouch in the ussessment of the
risks that might arise from the development
of the new strateyy outlined in the Chief
Executive’s report.

Financial Reporting.

The Sub-Committee reviews, with
manugement und external auditors, the
appropriateness of the Anhual Financiadl
Statements including:

o Chunges to regulutory requirements.

e Whether the Annuul Report und Accounts
tuken us u whole ure fair, bulunced und
understunduble so that members cun
ussess the Society’s performance, business
model und strategyy.

e Consideration of material issues in which
significant judgement hus been upplied or
where there hus been discussion with the
external auditor.

e Quuility and appropriateness of
accounting policies und pructices.

e Quulity of disclosures und compliunce with
the relevant finunciul reporting stundards
und yovernunce reyuirements.

o Mujor judyemental ureus und the “yoihy
conhcern” assumjption.

o Significant udjusttments resulting from the
audit.

The primary areus of judyement considered
by the Sub-Committee in reldtion to the 2013
accounts were us follows:

e The meusurement of lony ferm insurance
technicdl provisions, for which u valuation
report is considered from the Actuaridl
Function Holder und d review commentary
from the external auditors.

e The extent of disclosure of risks associuted
with the portfolio of investments und, in
the Society’s accounts, the medusurement
of the currying umount of subsidiary
comjpunies.

e The meusurement of the commitment fo
the defined benefit pension scheme.

e The presentution of the Cupitul position
us ut the reporting dute, including the
position of the ring-fenced fund.

e Whether uny contingent ussets or liubilities
wuarrunt disclosure.

In an overdll sense, the Sub-Committee is
conhcerhed thut the auccounts us u whole
dre cleur und understunduble within the
constraints of legul requirements and free

from clutter. To further support this, o Group
summuary finuncial stutement is presented
in pldin lunguuyge dlonyside the audited
accounts.

Internal Control.

The Sub-Committee reviewed the Group’s
systems und conftrols by meauns of receiving
audit, risk, compliunce und maunugement
reports, holding discussions with executive
and operautionul maunugement und
reviewing the risk munagement process
and framework. Where sighificant control
shortcomings or risks ure identified, proyress
is monitored until the issue is sutisfactorily
resolved.

Risk Manhagement.

The Sub-Committee ussessed the udequaucy
of the risk framework und monitored its
implementation. It reviewed the key risks that
arose in the business und monitored whether
the Society’s uctivities remuined within its risk
appetite. The principdl risks aund uncertuinties
are set out on puge 15.The Sub-Committee
met privately with the Chief Risk Officer
during the yeur und provided input to the
annudl performance appraisal.

Compliance.

The Sub-Committee ussessed the
effectiveness of the Compliunce
Depurtment throughout the year. It
upproved the Compliunce Churter which
sets out the uuthority und scope of the
depurtment us regurds its role in securing
adherence to financidl services regulation.
The Sub-Committee received reports on
the progress und results of the Compliance
plan. The Sub-Committee upproved the
Compliunce plan und budyet for the
cominyg yeur.

Internal Audit.

The Sub-Committee ussessed the
effectiveness of the Infernul Audit
Depurtment throughout the yedar. It
approved the Internal Audit Charter, setting
out the uuthority und scope of Internul Audit.
The Heud of Internal Audit provided reports
onh the proyress of the audit plun und results
of the audit uctivity. The Sub-Committee
met privately with the Heud of Internal Audit
during the yeur und provided input to the
unnhudl performunce uppruisal. The Sub-
Committee upproved the audit plun und
Internal Audit budyet for the coming yedar.
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Committee of Management’s
annual report (continued).

External Audiit.

The Sub-Committee is responsible

for sufeguaurding auditor objectivity,
independence und the effectiveness of the
external audit. It considers the uppointment
of,und fees for, the external auditor und
meets regularly with the audit partner

and dudit munager. The criteria ugainst
which the external auditor’s performance is
assessed includes independence, expertise,
resource, timeliness and uccuracy of
reporting, und fee levels.

The Sub-Committee held u private meeting
with the externul auditor during the year.
Discussions with the external auditors
include their ussessment of business risks

and confirmution that there has been no
restriction pluced on them by munugement.
Other mutters communicuted by the
external auditor to the Committee included
the inherent risks of mis-allocating costs,
manuygement override of controls, revenue
recoynition, cupitul munugement und
future profitubility, regulutions, defined
benefit pension scheme, tuxation, internal
control und reporting misstautements. These
risks ure regularly monitored und ho muterial
issues huve urisen.

The Sub-Committee considers the
reuppointment of the external auditor
including the rotation of the audit parther
and dlso ussesses their independence on dun
oh-going busis.

Mazars LLP were uppointed in 2007, following
a full tender process. Their tenure is 10 yeurs.

Noh Audit Services.

The Sub-Committee regulurly reviews
the nature und extent of hon-audit work
und related fees. The Committee of
Maunagement hus developed u policy
setting out the terms aund conditions for
enhyguyinyg the Society’s external audit
to supply non-audit services. The policy
is designed to protect objectivity und
independence.

Financial crime.

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

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

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

Performance monitoring and
evaluation.

Each yeur the Committee of Munuyement
sets key business objectives for the Society
for thut yeur und us purt of ifs rolling three
yedr plun bused oh the objectives outlined
in the strateyic objectives und uctivities
section onh puge 15.The Committee uses u
‘Bulunced Scorecurd’ upprouch to monitor
performunce uguinst these objectives ut
regular intervals.

In compliunce with the UK Corporate
Governance Code, the Committee
cohducts u formul evaluution annudlly of
the performunce of the Chuirman und euch
director und of the performunce of the Sub-
Committees und Committee us u whole.

In 2013 the evaluation was conducted

by yuestionnuires und interviews by the
Chuirmun, who reported to the Committee
of Muhugement. The muin action point
arising from the review wus that us the
Society’s struteyic plauns are further
developed the Committee must ensure that
it appoints directors with appropriate skills
and experience to oversee hew uspects of
the strateyy.

The Committee intends to conduct u
detuiled review externdlly facilituted every
three yedars. In uddition the Chuirmaun holds
periodic meetinygs with each executive
director und formal meetings with the
non-executive directors to evaluute the
performunce und development heeds of
the individuul directors.
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Member relations.

The Committee is committed to maintaining
good communicutions with members und
is keen to develop its understunding of
members’ views und provide members with
sufficient relevant information to enuble
them to understand the performunce of
the Society und its products. From fime to
time the Society conducts independent
resedrch und surveys with its members who
provide vuluuble feedbuck to help the
Society meusure, und where hecessury
improve, its services. We hope that members
will continue to pdarticipute in our surveys.
Detuiils of the Society’s Member Relutions
Strateyy ure avdiluble on our website at
www.family.co.uk or from the Society’s
Secretary.

Employees.

The Group employed un uveruye of 400
employees during 2013 at u total cost of
£16.3m. The Committee recognises thut
the Society’s most valuuble resource is

its employees und that they ure key 1o its
success in implementing its strategy. The
Committee believes that the continued
leurning und development of employees
is essentiul, in order to ensure effective
manugement of the Society und provision of
appropriute service to members.

The Society communicutes with its
employees on u reyulur busis to ensure thut
they ure fully aware of the Society’s core
values und business strateyy und the part
which they play in achieving u successful
ouftcome. Employees ure consulted, either
directly, or viu the Talking Family Stuff forum,
onh uny decisions that are likely to uffect their
inferests.

Equal opportunities and diversity.
It is the Society’s policy to freut job
dpplicants and employees eyudlly,
reyurdless of their sex, ruce, ethnic origin,
religion, age, sexudl orientation, marital or
purental stutus, or disubility. The Society

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

As ut 31 December 2013 the gender mix ut
munagement levels is:

Corporate social responsibility.

Our role as an institutional investor.

The UK Stewardship Code wus first published
in July 2010, a revision to the Code cume
into effect in October 2012. Its aim is to
enhunce the yudlity of engugement
between institutiondl investors and the
compunies in which they invest. The purpose
of this is fo help improve lony term returns to
shureholders und effective governaunce by
setfting out good practice on enguyement
with investee compunies. The Society
forovides u runge of pussive und uctively
munuyged funds investing on behdlf of its
members in compunies on u Medium to
longer term busis. Investment management
of our funds hus been outsourced to un
externdl Investment Manager, who takes
seriously und supports the responsibilities of
institutionul shareholders outlined within the
Stewdardship Code, and you cun find out
more ubout this in the Member Information
section of our website: www.family.co.uk

O R RN

Committee of Munagement | 89% | 1%
59% ‘ 2%

Senior Munuyers ‘
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Committee of Management’s
annual report (continued).

Our environment.

The Society recognises thut its day-to-day
operution will impuct on the environment
in a number of wauys und wishes to minimise
the potentidlly harmful effects of such
activity wherever possible. The Society’s
environmentaul policy cun be found on the
website under the Member Information
section ut www.family.co.uk

Our work in the community.

Our uwaurd-winnhing locul Community
Programme hus been running for more
than 20 yeurs, und over that time we have
encouruyged our employees to yet uctively
involved in our Brighton community.

Educution wus u muijor purt of the 2013
programme including u runge of uctivities
from running a muths club at a Brighton
primary school, through to work orientation
and interview skills duys for sixth formers. At
the sume time, our employees are greut
fundraisers und, with the support of our
charity mutching scheme, have ruised over
£20,000 for 30 locul und nutional churities in
2013.

From local to national.

Lookiny forwurd, we have umbitious pluns
to build on our locul success by creuting a
programme with significunt funding and a
nutionul footprint — the Fumily Foundation.
The Fumily Foundution will provide us u
genuine opportunity to pluy u bigyer role in
building u better society while, ut the sume
time, ullowing employees und customers to
take un uctive role in their locul community.

We will publish more informaution on the
Family Foundution, including how members
und customers cun get involved, in the
summer of 2014,

No politicul donutions were mude.
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Remuneration report.

This report setfs out the Society’s policy in
relution to the remuneration of directors. The
report, which will be submitted to the 2014
AGM for upproval, expluins how the Society
has upplied the UK Corporute Governunce
Code requirements and the changes

that have been made fo directors’ bonus
schemes.

Remuneration Sub-Committee.

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

Remuneration policy.

The Society’s remunerdation policy complies
with the requirements of the UK Corporute
Governunce Code und the Remuneration
Code (the lutter yoverned by the Financial
Conduct Authority). The policy is designed to
aftract, motivate und retuin key executives
(indeed ull employees) with the relevunt
skills to help uchieve the Group’s objectives
and to ensure thut employees dre rewaurded
for enhuncing the level of service that we
provide to our members. It is ulso designed
to achieve un effective link between pay
und performaunce whilst not encouruyging
undue risk taking.

The Society believes it is importunt that its
mutuadl status is reflected in its remuneration
policy. Bonus schemes ure desighed to

be dlighed to our members’ interests

by rewurding performunce uyuinst key
criteria that are important fo our members,
for exumple customer service, product
performunce und finuncial strength. This
Mmeuns that our bonus schemes reward for
performunce that is demonstrably of benefit
to our members.

On puge 11 you will see thut the Society
performed exceptionully well in 2013
including u record yeuar for profitability that
will dllow it to invest for the future benefit
of members. All employees were uble

to purticipute in U bonus scheme and
approximately 90% received a pro-rata
bonus, on their individudl performunce
and the group performaunce in 2013, thut
averuyged upproximutely 60% higher
than 2012,

No director is involved in the determination
of, or votes on, uny mutter relating to their
owh remuneration.

Service contracts.

It is the Society’s policy thut the notice
period of executive directors’ service
contracts should not exceed one yeur und
any compensution for loss of office should
not exceed 12 months’ remuneration. Nohe
of the hon-executive directors has u service
contruct. Fees for non-executive directors
dre reviewed euch yeur.

Remuneration components
comprise:

Base salary.

Buse sularies ure determined by the scope
and responsibilities of euch role, individuadl
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.

Bonus schemes.

In 2013 the Society redefined its strutegy to
further improve, for the benefit of members,
the Society’s efficiency, its services und

to brouden the product runye so us to
enhance the lony term vulue of the Society
(commonly referred to us Embedded Vdlue).

The Remunerution Sub-Committee hus
redefined the current bonus schemes so us
to motivate und reward the implementution
and delivery of the new strategy through the
achievement of short term und lonyer term
objectives.

The new bonus schemes ure outlined below.
They have been designed in consultation
with independent expert consultunts (E&Y)
and the scheme rules have been defined
to ehsure compliunce with the relevant
remunerdtion codes. The key principles that
underpin euch scheme include:

e reward linked to individudl and business
performunce (using Bulunced Scorecurd
medusurement against key criteria
including customer service, financial and
operutionul performaunce, risk control).
Performunce reluted elements ure
stretching and designed to promote the
lony term success of the Society for the
benefit of its members;

e deployment of uppropriute mModerators to
discouruge excessive risk-tuking, including
the requirement for deferral of payment
of u proportion of bonus und provisions to
enhuble reduction, cluw-buck or forfeiture
of bonhus under certuin defined scenuarios;

e rewurd of between 25-50% of buse sulary
for uchievement of budyeted turgets und
up to 100% for achievement of stretch
targets.

Ultimately, any payment under the
bonus schemes is ut the discretion of the
Remuneration Sub-Committee.
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Remuneration report (continued).

a) Short term Incentive Scheme.
The 2013 scheme wus open to four executive
directors und ohe hon-bourd director. The
2014 scheme is open to three executive
directors und two hon-bourd directors.

The key threshold targets ure to generute
specified minimum levels of income und
profit. The scheme rules require that 60%

of dll bonhus entitlements will be puid
following completion of the financial yeuar.
The remuining 40% must be deferred und
puydble in equal purts on the first and
second anniversary of the initial payment.
The deferred puyment is re-valued ut the
end of euch yeur in line with the Society’s
largest member investment fund, thus
dlighing the movement of deferred bonus
with the movement in members’ policies.

b) Long term Incentive Scheme.

The 2013 scheme was open to four executive
directors und the 2014 scheme is open to
three executive directors. The key threshold
targets ure to uchieve specific Embedded
Value growth targets. The scheme rules
provide that payment of 50% of uny bonus
awuard shall be made only upon the third
anniversary of the completion of the
finunciul yeur on which the bonus award is
made. The remaining 50% Mmust be deferred
and payable in equal parts on the first and
second unniversary of the initiul puyment,
The deferred puyment is re-valued df the
end of each yeuar in line with the Society’s
largest member investment fund, thus
dligniny the movement of deferred bonus
with the movement in members’ policies.

A provision hus been mude in the 2013
accounts for potential awards under this
scheme.

Pension.

The Society purticiputes in u Stakeholder
pension scheme manayed by Legal &
Generdl. Both the employer und the
employee cun muke puyments into this
scheme. All of the executive directors
purticipute in the scheme. The Society
previously operuted u defined benefits
pension scheme which wus closed to future
accrudl of benefit from 31st December 2009.

Other benefits.

The Society provides other benefits o the
executive directors including life ussurunce
and private medicul insurance.
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Committee of Management remuneration.
Sdlary / Fees'! Bonuses ? Other benefits® Sub-total Deferred Total
Bohuses? remunerdtion
2013 2012 2013 2012 2013 2012 2013 2012 2013 2012 2013 2012
£000 £°000 £000 £°000 £000 £000 £000 £000 £000 £000 £000 £000

Executives

Simon Murkey® 300 50 162 - 66 8 528 58 108 - 636 58
John Reeve’ - 221 28 33 - 35 28 289 - - 28 289
Rob Edwards® 377 189 - 26 50 29 427 244 - - 427 244
John Adums 184 179 51 24 28 28 263 231 31 - 294 231
Keith Meeres 161 157 43 22 26 24 230 203 26 - 256 203
Miles Binghum 131 127 31 18 5 19 167 164 18 - 185 164

Non-executives

Robert Weir 79 75 B - - - 79 75 - - 79 75
Normun Riddell 42 39 - - - - 42 39 - - 42 39
lun Buckley 34 33 - - - - 34 33 - - 34 33
Peter Box 34 33 - B - = 34 33 - - 34 33
Verohicu Frunce 34 33 - - - - 34 33 - - 34 33

1,376 1,136 315 123 175 143 1,866 1,402 183 - 2,049 1,402

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 3% (2012:4%).

Note 2 — Bonuses include uamounts udded to, und movement in, the value of the previous lony term incentive scheme aund the 2013
short term incentive scheme.

Note 3 - The figures include the contributions puid by the Society into the Stukeholder Pension Scheme.

Note 4 — Mr Reeve retired onh 31 October 2012.1n 2012 £33k wus invested into the lony term incentive scheme us un dlternutive to u
foension contribution for Mr Reeve.

Note 5 — Mr Murkey wus uppointed Chief Executive on 1 November 2012.

Note 6 — Mr Edwurds left the Society on 13 September 2013. All payments were made within the purameters of the remuneration
policy.
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Remuneration report (continued).

Previous long term incentive scheme.

Movement
Bonus oh uccrued
Value at withdrawn  vdlue during Vulue at
1.1.2013 during 2013 2013 31.12.2013
£000 £000 £000 £000
Executives
John Reeve! 120 - 28 148
Rob Edwards? 26 26 - -
John Adums 19 - 4 23
Keith Meeres 21 - 5 26
Miles Bingham 18 - 4 22
204 26 41 219

Note 1 - Mr Reeve retired on 31 October 2012. He will withdraw his benefits uccrued under the lony term incentive
scheme during 2014,

Note 2 — Mr Edwurds left the Society on 13 September 2013. All puyments were mude within the purameters of the
remuneration policy.

Short term incentive scheme.

Deferred
bonus
for 2013
Bonus short term
Movement added incentive
Bonus oh uccrued during 2013, scheme,
Value at withdrawn  vdlue during  to be puid to be puid Value at
1.1.2013 during 2013 2013 during 2014 dfter 2014’ 31.12.2013
£°000 £000 £000 £000 £000 £°000
Executives
Simon Markey - - - 162 108 270
John Adums - - - 47 31 78
Keith Meeres - - - 38 26 64
Miles Binghum - - - 27 18 45
- - - 274 183 457

Note1 - The deferred puyment is re-vulued ut the end of euch yeur in line with the Society’s lurgest member
investment fund, thus dlighing the movement of deferred bonus with the movement in members’ policies.
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Pension entitlements.

Three executive directors have retirement benefits accruing under the Society’s defined benefit (DB)
pension scheme. This scheme closed to future uccrual of benefits from 31 December 2009.

Five executive directors receive benefits under the Society’s defined conftribution pension scheme.

The tuble below sets out these benefits:

Totdl
deferred Comparator
DB pension Single sihgle
Normaul at dute of fension fension
Age ut retirement Scheme figure for figure for
31.12.2013 age closure? 2013 2012
£°000 £°000 £°000
Executives
Simon Markey! 48 65 - 45 8
John Adums 59 65 58 27 27
Rob Edwards! 58 65 53 49 28
Keith Meeres 56 65 56 24 23
Miles Binghum 47 65 - 4 4

The muin terms applying to the final salary pension of euch executive director are thut their pension is
puyable from hormal retirement age of 65 und that d spouse’s pehnsion is payable on deuth at 50% of
that executive director’s pension.

Note 1 - Mr Edwurds left the Society on 13 September 2013. All puyments were mude within the purameters of the
remuneration policy. Mr Markey wus uppointed on 1 November 2012,

Note 2 —The totul deferred pension is the unnuul pension umount uccrued by the executive director us ut 31
December 2009, the dute the Scheme closed fo dll future uccruul. Deferred defined benefit pensions
receive stututory revaluation up to Normal Retirement Age und influtionary increuses in puyment us specified
in the Scheme rules.

Note 3 - This single figure is equal to the contributions to the Directors’ stukeholder pension scheme puid by the Society
during 2013. Contributions into the defined benefit scheme were nil.
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Independent auditor’s report.

To the Members of Fumily Assurance Friendly Society Limited.

Opinion on financial statements.

We have audited the financial statements
of Fumily Assurance Friendly Society Limited
for the yeur ended 31 December 2013 which
comprise the Group und Society Income
und Expenditure Account, the Group und
Society Bulunce Sheet und the reluted
notes. The finunciul reporting framework
that has been applied in their preparation
is upplicuble luw und United Kingdom
Accounting Stundaurds (United Kingdom
Generdlly Accepted Accounting Practice).

In our opinion the finunciul statements of
Family Assurance Friendly Society Limited for
the yeur ended 31 December 2013:

e yive u frue und fuir view, in uccordunce
with UK Generdlly Accepted Accounting
Practice, of the stute of the Group’s und
Society’s uffairs us ut 31 December 2013
und of the Group’s und Society’s result for
the yeur then ended; und

e huve been properly prepured in
uccordunce with the requirements of the
Friendly Societies Act 1992.

Assessment of the risks of material
misstatement.

In arriving at our audit opinion, the risks of
material misstutement that had the greutest
effect on our audit strategy, the dllocation
of resources in the uudit und directing the
efforts of the engugement teum, were us
follows:

Measurement of the long term business
provisions and the appropriateness of
methods and assumptions used in the
measurement;

o The risk: The Society is liuble for future
puyments due under the terms of its lonyg
term insurance contracts in pauyments
on muturity ut the end of the contract,
eurly encushments on surrender und
occurrences of deuth or illness. Sighificant
judgements ure made by the Society and
its Actuarial Function Holder to ussess the
size of this liubility using statisticul methods.
The subjective hature of the management
judgements und ussumptions required
Mmeuns there is an inherent risk that the
liability will prove to be materially misstuted
us the contracts ure sutisfied over the
course of time.

Our response: We chullenyed
munuygement’s ussumptions used in the
vuludtion of lony term business technicul
forovisions, and examined d sensitivity
anulysis on their ussumptions, to ensure
there were no indicutors of muteridl
misstatement or munagement bius. We

mude use of uppropriately yuulified
actuaridl experts employed by our firm to
assist in evaluating actuarial calculations
und the uppropriuteness of ussumptions
used to determine the provisions und
ussociuted disclosures.

Valuation of investments and the
appropriateness of the methods and
assumptions made in valuation and the risk
arising from the type of investments held
within certain funds;

The risk: The Society invests in finuncial
ussets in order to fund ifs lony term
business liability and capital requirements.
Accordingly the portfolio of investments

is u significunt item within the finuncial
stutements. The existence und valuation
of the investment portfolio is u risk thut
requires pdrticular audit uttention.

Our response: We obtained third party
confirmation of investments held as ut

31 December 2013 directly from the
independent custodiun. Controls over the
investment of member monies in to the
underlying collective investment funds
muhuyed by the Group were tested.
Investment valuations were agreed to

dun indefpendent source of murket prices.
Valuutions of properties held by the Society
were uyreed to udvice from indejpendent
experts enguyged by the Society. We
chadllenged munugement’s judgements
reluting to the recoverability of the
umounts invested in hedyge funds by the
Group’s collective investments.

Measurement of the pension fund liability
and the appropriateness of methods and
assumptions used in the measurement and
valuation of the investments held;

The risk: The Society operutes u defined
benefit pension scheme which is closed to
new members und to future uccruaul. The
Society must ensure that the net position
of the scheme drising from u comjpurison
of the vdlue of investments held by the
scheme und its liubility for future pension
puyments is properly reflected in the
finunciul stutements. Due to the subjective
nuture of the Munuyement judyements
and ussumiptions mude in this ussessment,
there remains un inherent risk thut the net
position of the scheme will be muteridlly
misstuted.

Our response: We obtuined the report
commissioned by munuyement from
their pension actuary and engaged our
ownh pensions uctuary to criticully review
the judyements mude in setting the
vdludtion ussumptions. We confirmed the
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valuation of investments to the result of the
conhcurrent uudit of the scheme by our firm
and chdllenyged the findings of their work.

Capital management;

e The risk: The Society is reyuired to have
sufficient surplus ussets, or cupital, to
enuble it to meet ifs obligutions having
reyurd to uhcertuin future outcomes us to
the puyments required to sutisfy insurance
contracts und the performance of
investment markets desighed to underpin
the liubility.

Our response: The Society operutes

within u highly regulated industry that

sefts strict minimum cupital reguirements.
The regulations reqyuire the Society to
produce evidence thut it hus properly
cohsidered the specific risks it faces us u
product provider und that it has set aside
funds of appropriate security and liquidity
accordingly. We exuamined the Society’s
compliunce with reguldtions in this areu
for evidence of sound und prudent
management. This work is hot indicutive of
any heightened concern over the ubility of
the Society und its subsidiaries fo continue
us U going concern.

The audit procedures reluting to the ubove
mentioned matters were desighed in

the context of our audit of the finuncial
stutements us a whole. Our opinion on the
financial statements is not Modified with
respect to uny of these risks und we do hot
express un opinion on these individudl risks.

Our assessment and application
of materiality.

We apply the concept of muteridlity both
in plunning und performing our uudit, und
in evuludting the effect of misstatements
on the finuncidl stutements und our audit.
Muateridlity is used so we cun plun und
perform our uudit to obtuin reusonuble,
rather thun ubsolute, ussurance ubout
whether the finunciul stutements are free
from muteridl misstatement.

The level of materidlity we set is bused

oh our ussessment of the maygnitude

of misstatements that individudilly or in
ugyreygute, could reusonubly be expected
to have influence on the economic
decisions of the users of the finauncial
statements. The overdll muteridlity level we
set for the Society’s finuncidl stutements
wus £2.65m. This hus been culculuted with
reference to the Society’s fund for future
appropriations (of which it represents
approximutely 5%). The fund for future

dppropriations is a meusure of accumulated
surplus und we huve determined, in our
professiondl judgement, it to be one of the
principul benchmarks within the finuncial
stutements relevant to members in ussessing
finunciul position und finunciul performunce.
We ugreed with the Risk und Audit
Sub-Committee that we would report o it dll
audit differences in excess of £79,000, us well
as differences below that threshold that, in
our view, warranted reporting on gudlitative
grounds.

Scope of the audit of the financial
statements.

An audit involves obtuining evidence ubout
the umounts und disclosures in the finunciul
statements sufficient to give reusonuble
assurance that the financial statements are
free from muterial misstutement, whether
cuused by fraud or error. This includes

an ussessment of: whether accounting
policies ure uppropriute to the Society’s
circumstunces und have been consistently
upplied und audeyuately disclosed; the
reusonubleness of signhificunt accounting
estimates made by the Committee of
Manugement; und the overdll presentation
of the finuncidl statements. In uddition,

we reud dll the finuncidl und non-

finuncial information in the Committee of
Manugement Strategy und Annuul Report
in order to identify muterial inconsistencies
with the uudited financial statements and
to identify uny information that is materidlly
incorrect bused on, or muteriully inconsistent
with, the knowledyge acqyuired by us in

the course of performing the audit. If we
become uwure of uny uppurent muterial
misstatements or inconsistencies we consider
the implicutions for our report.

There ure six legul entities in the Group,

ohe beiny the Society itself, which togyether
account for 100% of the Group’s revenue,
100% of surplus of fechnicul income over
technicul charges before taxution and 100%
of totul ussets. All were subject to full scope
audits for the year ended 31 December 2013
undertuken by the Group audit team.

Opinion on other matters
prescribed by the Friendly Societies
Act 1992,

In our opinion the Committee of
Manugement’s Strategy and Annual
Report has been prepured in auccordunce
with the Friendly Societies Act 1992 aund
the regulutions made under it und the
information given therein is consistent with
the finunciul statements for the finunciul
yedar,



30 Family Investments Annuul Report und Accounts 2013

Independent auditor’s report

(continued).

Matters on which we are required
fo report by exception.

We huve no exceptions o report urising from
the followiny responsibilities:

Under the Friendly Societies Act 1992, we ure
required to report to you if,in our opinion:

e proper uccounting records huve hot been
kept; or

o the finunciul stutements ure not in
agreement with the accounting records;
or

e we have hot received ull the information
und explunations und uccess to
documents that we require for our uudit.

In accordunce with our instructions from the
Society we review whether the Corporute
Governunce Report reflects the Society’s
compliance with the nine provisions of the
Annotuted UK Corporute Governunce Code
specified by the Associution of Financiadl
Mutudls.

Under the International Standards on
Auditing (ISAs) (UK und Irelund), we are
reqyuired to report to you if, in our opinion,
information in the annudl report is:

o muteridlly inconsistent with the information
in the audited finunciul statements; or

o uppurently muteridlly incorrect bused
on, or muteridlly inconsistent with, our
knowledyge of the compuny acqyuired in
the course of performing our uudit; or

e otherwise misleuding.

In particulur we ure reyuired to consider
whether we have identified any
inconsistencies between our knowledyge
acyuired during the audit und the
directors’ stutement thut they consider

the unnudl report is fuir, bulunced und
understunduble und whether the unnudl
report uppropriutely discloses those mutters
that we communicated to the audit
committee which we consider should huve
been disclosed.

Respective responsibilities of
Directors and Auditor.

As expluined more fully in the Committee of
Manugement’s Responsibilities Stutement
set out on puye 14,the Committee

of Muhugement is responsible for the
prepuration of the finunciul statements und
for beiny sdtisfied that they give d frue and
fair view.

Our responsibility is to audit und express
an opinion on the finuncial stutements in
accordunce with upplicuble law und ISAs
(UK und Irelund). Those stundurds require
us fo comply with the Auditing Practices
Bourd'’s Ethicul Stundurds for Auditors.

This report is made solely to the Society’s
members us u body in uccordunce with
Section 73 of the Friendly Societies Act
1992, Our audit work has been undertuken
so thut we might state to the Society’s
members those matters we dre required

to stute to them in an auditor’s report and
for no other purpose. To the fullest extent
permitted by law, we do hot uccept or
ussume responsibility to aunyone other than
the Society und the Society’s members us u
body for our audit work, for this report, or for
the opinions we have formed.

Raymond Tidbury (Senior Statutory Auditor)
for and on behulf of Mazars LLP

Churtered Accountunts und

Statutory Auditor

Tower Bridge House,

St Katharine's Way,
London ETW 1DD

12 Murch 2014
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Income and expenditure account.

Techhicul Account — Lony Term Business
for the year ended 31 December 2013

Group Group Society Society
2013 2012 2013 2012
Notes £000 £000 £000 £000
2 Edurned premiums 37.270 41,921 37.270 41,921
Outward reussurance premiums 89) 92) 89) 92)
Earned premiums, het of reussurance 37,181 41,829 37.181 41,829
3 Investment income 29,762 27,073 29,762 27,073
3 Unreulised guins on investments 84,872 52,011 90,475 50,835
3 Redlised yuins on investments 10,530 8.208 10,530 8,208
5 Other technicul income 24,327 20,000 924 713
Total Technical Income 186,672 149,121 168,872 128,658

Claims incurred, net of reassurance

Claims puid

Gross umount (101,646) (107,530) (101,646) (107,530)
Reussurers’ share 30 4 30 4

(101,616) (107,526) (101,616) (107 ,526)

16 Change in provision for claims
Gross und het amount 197 360 197 360
Net cluims incurred (101,419) (107,166) (101,419) (107,166)

16 Change in technical provisions,
net of reassurance

Lony ferm business provision,
het of reussurance

Gross umount 7.077 7.057 7,077 7,057
Reussurers’ share (28) 41 (28) 41
7,049 7,098 7,049 7,098
Other technicdl provision, het of redussurance
Technicul provision for linked liubilities (63.964) (14,919 (63.964) (14,919
Net change in fechhnicdl provisions (46,915) (7.821) (46,915) (7.821)
Other expenditure
Net operating expenses (11,568) (8.908) (11,568) (8.908)
Investment expenses und charges (2,042) .717) (2,042) .717)
Other technicul charges (19.819) (20,463) = =
(33.429) (31,088) (13,610) (10,625)
Total Technical Charges (181,763) (146,075) (161,944) (125,612)
Surplus of technical income over 4,909 3,046 6,928 3,046
technical charges before taxation
6 Tux attributable to the lony term business 2,132 202 113 202
Surplus on technical account
- long term business 7,041 3,248 7,041 3,248
20 Actuarial gdin / (loss) on pension scheme 1.846 (1,246) 1.846 (1,246)
20 Pension udjustment for usset limitation (2,156) - (2,156) -
16 Trunsfer to the fund for future uppropriations (6,731) (2,002) (6,731) (2,002)

Balance on the technical account
- long term business

The Group und Society have no recoyhised yuins or losses other than those included in the movements on the
Technicul Account und therefore no sepurute stutement of recoynised yuins und losses hus been presented.
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Balance sheet.

ASSETS
As at 31 December 2013

Group Group Society Society
2013 2012 2013 2012
Notes £000 £000 £000 £000
Investments
9 Land und buildings 1,906 1,770 1,906 1,770
10 Investments in group undertakings
Investments in subsidicries - = 17.751 11,847
11 Other financidl investments
Shares, variuble yield securities 65,319 68.870 65,319 68,870
and units in unit trusts
Deposits with credit institutions 12,549 12,129 4,000 7.613
79.774 82,769 88,976 90,100
12 Assets held to cover linked liabilities 1,068,996 1,015,032 1,068,996 1,015,032
Reassurers’ share of technical provisions
Lonhyg term business fprovision 574 602 574 602
Other assets
13 Tungible ussets = 3 = =
14 Other debtors 10,430 4,796 2,997 2,660
Cuash ut bunk and in hand 13,062 10,477 6,681 4,633
Prepayments and accrued income
Accrued inferest und rent 590 423 24 92
Other prepuyments and 317 534 317 534

accrued income

1,173,743 1,114,636 1,168,565 1,113,653
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Balance sheet.

LIABILITIES
As at 31 December 2013

Group Group Society Society
2013 2012 2013 2012
Notes £°000 £°000 £°000 £°000
16 Reserves

Fund for future appropriations 52,900 46,169 52,900 46,169

16 Technical provisions
Lony term business provision 35,114 42,191 35,114 42,191
Claims outstunding 1,091 1.288 1,091 1,288

16 Technical provision for linked liabilities 1,068,996 1,015,032 1,068,996 1,015,032

15 Creditors
Other creditors, including tuxation 4,170 4,767 3,765 4,310
and sociul security

Accruals and deferred income 11,472 3,487 6,699 2,961

20 Pension liability - 1,702 - 1,702

1,173,743 1,114,636 1,168,565 1,113,653

Approved by the Committee of Munugement on 12 March 2014, and signed on its behdlf by:

Robert Weir, Chairman

Simon Markey, Chief Executive

Keith Meeres, Secretary
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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
and Related Provisions) Regulations 1994 (‘Reguldations’) and in uccordunce with applicable
Accounting Standards in the United Kingdom including the guidunce provided by the
Association of Brifish Insurers in their Statement of Recommended Practice ('ABI SORP?)
duted December 2005 und us umended December 2006.

Basis of consolidation.

The Group Accounts comprise the ussets, liubilities and income and expenditure uccount
transactions of the Society together with its subsidiary undertakings. The activities of the
Society and the Group are accounted for in the Technicul Account — Long Term Business.
The results of subsidiury undertakings ure included from the date of ucquisition.

Premiums.

Premiums for non-linked business ure uccounted for on u receivuble busis. Premiums for unit-
linked business ure uccounted for whenh the policy liubility is estublished.

Outwurd reussurunce premiums ure uccounted for in uccordunce with the contract terms
when due, reflecting the period in which risk is tfransferred.

Investment return.

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

Dividends ure included us investment income on the dute thut the shares become yuoted
ex-dividend. Interest, rents und expenses ure included on un uccruuls busis.

Redlised guins and losses on investments are culculated us the difference between het
sules proceeds und original cost. Unredlised guins und losses on investments represent the
difference between the valuation at the bulunce sheet dute und their purchuse price, or
if they have been previously valued, their valuation at the lust balance sheet dute. The
movement in unredlised yuins und losses recoyhised in the yeur dlso includes the reversul
of unhredlised guins and losses recognised in edarlier accounting periods in respect of
investment disposuls in the current period.

Claims.

Muaturity clauims und unnuities ure charged uguinst revenue when due for payment.
Surrenders ure uccounted for when pdid or, if edrlier,on the dute the policy ceuses to be
included within the culculution of the lony term business provision and/or the technicul
frovision for linked liubilities. Deuth cluims und dll other cluims ure uccounted for on
noftificution.

Cluims puyable include dll related internal und external cluims handling costs. Reussurance
recoveries dre uccounted for in the sume period us the related claim.

Pensions costs.

The Group operates u defined benefit pension scheme, the Fumily Assurance Stuff
Pension Scheme (‘the Scheme’). The Scheme’s funds ure administered by trustees und
are independent of the Group’s finances. The Scheme is valued every three years by u
professionally yuulified independent auctuary, the rates of contribution puyuble beiny
determined by the uctuary. In intervening years the actuury reviews the continuing
appropriateness of the rutes.
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The pension liubility recoynised in the bulunce sheet is the vulue of the Scheme'’s ussets less
the present vulue of the Scheme’s liubilities.

The pension cost for the Scheme is undlysed between current service cost, pust service cost
(until closed to uccruadl) und net return on pension scheme ussets. Current service cost is
the uctuaridlly culculuted present vulue 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 a result of the infroduction of, or improvement to, retirement benefits, ure
recoghised in the Technicul Account - Long Term Business on « straight line busis over the
period in which the increuse in benefits vest.

Net expected returh on the pension liubility comprises the expected return on the pension
scheme ussefts less inferest on pension scheme liubilities.

The uctuaridl guins und losses, which arise from u valuation und from updating the latest
actuarial valuation to reflect conditions at the bulunce sheet dute, ure included us u
sepurute line in the Technicul Account — Long Term Business immediutely 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 uccruadls on 31 December 2009. In its pluce
the Society makes pehnsion contributions to a defined contribution stakeholder pension
scheme on behulf of stuff when they become eligible for pension benefits. Contributions
are reflected in the Technicul Account — Lony Term Business in the period the contributions
become puyuble.

Investments.

Investments ure stated ut market value ut the bulunce sheet dute. Any appreciution or
impuirment in value during the yeur is accounted for in the Technicul Account — Long Term
Business.

Investments in subsidiury undertukings ure stuted ut net usset value (see note 10).

Land und buildings occupied by the Society are valued annudilly by independent
professionul udvisers ut market value. No depreciation is provided on owher-occupied
properties s it is considered thut their useful economic lives und residuul values ure such
that their depreciation is immuterial, both individudlly und in uggregute. An impuirment
review is ulso performed on owner-occupied properties.

Unreulised guins und losses arising on the revaluation of laund and buildings are taken to the
Technicul Account — Lony Term Business.

Assets held to cover linked liabilities.

Assets held to cover linked liubilities reflect the terms of the reluted policies und ure vaulued
onh u busis consistent with the reluted lidbilities.

Reassurers’ share of technical provisions.

The reussurers’ share of fechnical provisions is calculuted onh G busis consistent with that of
the corresponding liubilities.

Deferred tax.

Deferred tux is culculuted on u full provision busis und consists of the estimuted taxation, or
relief from ftaxation, which is expected to arise in the foreseeduble future from material timing
differences using expected future rates of tux where upplicuble. Credit is tuken for relief
from trading losses only to the extent that the Committee of Munugement unticipates that
profits will absorb such losses in the foreseeuble future.
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1 Principal accounting policies (continued).

Tangible assets.

Tunyible ussets ure valued ut cost less depreciation or amortisation. Depreciation or
amortisation is provided on tungible ussets ut rutes culculuted to write-off the cost of euch
asset over its expected useful life us follows:

Furniture, fixtures and fittings und office equipment 2 yedars
Computer hardware 4 yedrs
Computer soffware In full in yeur of purchuse
Computer platform 5 yeuars

Research and development expenditure.

Reseurch und development expenditure represents product und reluted systems
development costs incurred und written off during the yedar.

Foreign currencies.

Assets und liubilities denominuted in foreign currencies ure trunslated into sterling ut rates
of exchange ruling at the bulance sheet dute. Foreigh exchange differences, which arise
principdlly on the investment portfolio, are included in investment yuins und losses in the
Techhicul Account — Lony Term Business.

Fund for future appropriations.

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

This fund includes surpluses arising on the former POIS Assurance Limited closed fund which is
ring fenced uccording to the transfer of engagements agreement.

Long term business provision.

The lony term business provision is determined by the Society’s uctuary followiny the unnual
investigution of the lony term business, und is culculuted initivlly on u stututory solvency
busis to comply with the reporting requirements of the Interim Prudential Sourcebook for
Insurers. The calculation in respect of term ussurance und annuities in puyment uses the
gross premium vuluation method, the culculation for dll other types of business uses the
net premium vauluation method und us such, includes explicit provision for vested bonuses
(including those vesting following the current valuation). Implicit provision is mude for future
reversionury bonuses, but hot terminal bonuses, by meuns of u reduction in the valuation
rate of interest. The valuation is then adjusted for certuin items, including the removal of
certdin contingency and other reserves. This adjusted busis is referred to us the modified
stututory solvency busis.

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

Segmental reporting.

In the opinion of the Committee of Munugement, the Group operates in one business
segment beiny that of lony ferm insurance und 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 relating exclusively to
individuadl policyholders.

Group ahd Society

2013 2012

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

Linked 35,592 38.474

Non-linked 1,655 1919

Pension business:

Linked 23 1,528

Total gross premiums written 37.270 41,921

Regular premiums 37.247 40,393

Single premiums 23 1,628

Total gross premiums written 37,270 41,921

b) Gross new life business premiums: 1,717 1,819

C

~

In classifying new regular life business premiums the following basis of recognition

is adopted:

e Incrementul increuses under existing policies ure clussified us new business premiums.

o Where regulur premiums ure received other thun unnudlly the regular new business
foremiums dre on un unnudlised busis.

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

Group Group Society Society

2013 2012 2013 2012

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

Regular contributions 102,930 96,880 - -

Single confributions 568,737 1,062,171 - -

661,667 1,159,051 - -

Contributions relate to business conducted by four of the Society’s regulated subsidiaries,
Family Equity Plan Limited, Family PEP Managers Limited, Family Investment Maunugement
Limited und Governor Finunce Limited. The business is defined as retdil investment business
and uccordingly the contributions received ure not included in ‘Eurned premiums’ us
disclosed in the Technicul Account — Lony Term Business. The income und expenditure
from this business is included in *Other technicul income’ und *Other technicul charges’ us
disclosed in the Technical Account — Long Term Business (see hote 5).

Number of policies Number of policies
Group Group Society Society

d) Policies on file: 2013 2012 2013 2012

Averuge during the yeur 1,957,673 1,933,493 310,926 338,785

As ut 31 December 1,949,299 1,960,029 298,133 324,407
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3 Investment return summary.

Group Group Society  Society

2013 2012 2013 2012
£°000 £°000 £°000 £°000
Investment income:
Income from listed investments 14,816 12,756 14,816 12,756
Income from other investments 14,946 14,137 14,946 14,137
Net refurn on penhsion scheme (see note 20) - 180 - 180

29,762 27,073 29,762 27,073
Unrealised gains on investments 84,872 52,011 90,475 50,835
Realised gains on investments 10,630 8,208 10,530 8,208

Investment expenses and charges:
Investment munagement expenses, (2,042) Qa,717) (2,042) a.,717)
including interest

Net investment return included in the

Technical Account - Long Term Business 123,122 85,575 128,725 84,399
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4 Net operating expenses.

Group Group Society Society
2013 2012 2013 2012
£°000 £°000 £°000 £°000
Acquisition costs incurred in the yeur:
Commission 107 132 107 132
Other acyuisition expenses 256 241 256 241
363 373 363 373
Resedurch und development costs 7,490 4,695 7,490 4,695
Administration expenses 3,715 3,840 3,715 3,840
11,568 8,908 11,568 8,908
Included in net operating expenses and
other technical charges are:
Degprecidation charge for the yedr (see note 13) 3 115 - -
Impuirment charge for the year - 430 - -
Interest puid und similur charyes to 39 37 39 37
customers
Remuneration of the Auditor in respect of 209 198 145 143
audit und related services:
Statutory audit - Society 134 132 134 132
Statutory audit - Subsidiaries 47 43 - -
Auditing of staff pension scheme 11 1 11 11
Auditing of certdin unit trusts 17 12 - -
5 Other technical income and charges.
Group Group Society Society
2013 2012 2013 2012
£°000 £°000 £°000 £°000
Other technical income:
Income reluting to subsidicry
compunies 24,327 20,000 924 713
Other technical charges:
Costs relating to subsidiary compuny products:
Acquisition expenses 4,480 4,892 - -
Reseurch und development costs 505 931 - -
Administration expenses 14,834 14,640 - -
19.819 20,463 - -
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6 Taxation.

Group Group Society Society

2013 2012 2013 2012
£°000 £°000 £°000 £°000
UK Corporation tax:
Current yeur 100 200 100 200
Tux repuyuble on unreulised yuins on - 22) - (22)
unit-linked ussets
Adjustments in respect of prior periods 213) (380) 213) (380)
Deferred tax on unredlised tax losses 2,019 - - -
(2,132) (202) 113) (202)

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 dlso writes tuxuble business,
frincipully femporary annuities, together with other life and pensions business.

A taxation liubility of £100k (2012: £178Kk) reluting to tuxuble business hus been provided
for. Tuxes have been charged ut 20% (2012: 20%).

Group Group Society Society

2013 2012 2013 2012

£°000 £°000 £°000 £°000
Deferred tax:
Unit trust deemed disposails 334 - 334 -
Actuuridl reserves 1 4 1 4
Deferred tax liability 335 4 335 4
Deferred acyuisition expenses (335) (@] (335) 4
Unredlised tux losses 2,019 - - -
Deferred tax balance (2,019 - - -

There ure unreulised tux losses in respect of Fumily Equity Plun Limited. The group hus
tuken the view that it is likely these losses will be recovered over the next three yeurs and
has therefore decided to recognise the benefit of the deferred tux asset.

There is a potentiul deferred tux usset of £1,031k (2012: £811k), in respect of the mutuul
business curried on by the Society, of which £335k (2012: £4k) has been set uside to offset
recoyghised deferred ftux liabilities of the mutudl business. The balance of €696k (2012:
£807k) represents the net unrecoynised deferred tux usset. This bulance comprises, inter-
dlig, two principul components: excess munugement expenses und deferred ucqyuisition
expenditure which will both unwind in future periods to reduce tuxuble income und
yuins (us uppropriate) arising from life business. The Society hus tuken the view that
there is insufficient evidence that the net deferred tux asset will be recoverauble, and has
therefore decided not to recognise uny benefit.

7 Employee information.

The average numbers of employees Group Group Society Society
(including Committee of Management) 2013 2012 2013 2012
during the year were: Number  Number Number  Number
Murketing 24 22 24 22
Investments 11 10 11 10
Administration 365 383 365 383

400 415 400 415

Group Group Society Society

2013 2012 2013 2012

Staff costs for the above employees were: £°000 £°000 £°000 £°000
Waugyes und suluries 14,205 12,594 14,205 12,594
Pension costs 886 809 886 809
Sociul security costs 1,161 1,265 1,161 1,265
16,252 14,668 16,252 14,668

All employees ure employed und remunerated directly by the Society.
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8 Committee of management emoluments.

Group Group Society Society

2013 2012 2013 2012
£°000 £°000 £°000 £°000
Fees und benefits o the Chuirman und
non-executive directors 223 213 223 213
Sdlaries und benefits to executive directors 1,328 1,066 1,328 1,066
Performunce reluted bonhuses 493 123 493 123
2,044 1,402 2,044 1,402

Chairman.

The uyyregute remuneration puid, comprising sulury and benefits, fo Mr Robert Weir
umounted to €79k (2012: £75k).

Highest paid Committee members.

The uyyregute remuneration puid to Mr Simon Murkey umounted to £636k.
The uyyreygute remuneration puid to Mr Simon Murkey for the period 1 November to 31
December 2012 umounted to £58k.

Pension contributions.

Five of the executive directors had contributions puid into the Stukeholder Pension
Scheme during the yeur. Three of the executive directors had retirement benefits
accruing under u defined benefit pension scheme during the year.

Further detdils of the emoluments of the Committee of Muhugyement cun be found in
the Remunerdtion Report.

Short term incentive scheme.

The executive directors had benefits under u short ferm incentive scheme during the
yedr. The scheme is turgeted ut increusing the value of the Munugement Fund und
umounts uccrued, for the benefit of the executive directors, as at 31 December 2013
are €457k (2012: nil). Benefits are receivable over the followiny two yedrs after the bonus
declurdation, 40% of which is revalued in line with movements in the Sovereign fund unit
price. The criteriu used for determining executive directors’ bonhuses ure the sume us
those which apply fo the generdl bonus scheme upplicuble to dll stuff,

Long term incentive scheme.

The executive directors had benefits under un existing long term incentive scheme
duriny the yeur, which hus how been closed. The scheme wus turgeted at increusing the
embedded value of the Society und amounts accrued, for the benefit of the executive
directors, as ut 31 December 2013 are £214k (2012: £204k). Benefits are receivable three
yeurs ufter the bonus declaration, contingent on the overdll improvement of the
Society’s embedded value. A provision hus dlso been mude for potentiul awards under u
new 2013 scheme.

Land and buildings.

Group Group Society Society

2013 2012 2013 2012
£°000 £°000 £°000 £°000
Movements during the year:
As ut 1 Junuary 1.770 2,004 1.770 2,004
Revuluution during the yeur 136 (234) 136 (234)
As ut 31 December 1.906 1,770 1.906 1,770
Types of land and buildings held at
31 December:
Owner-occupied - Short leusehold 1,906 1,770 1,906 1,770
Cost of land and buildings held at
31 December:
Owhner-occupied - Short leusehold 1,628 1,626 1,628 1,626

Land und buildings were valued for the purpose of the 2013 and 2012 Annuadl Report and
Accounts ut open murket value. The valuation of the owner-occupied property wus mude
by Cupita Symonds, a firm of independent Chartered Surveyors, on 3 December 2013.
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10 Investment in group undertakings.

Society Society

2013 2012

Subsidiaries £°000 £°000
Ordinary shares at directors’ valuation:

As at 1 Junuury 11,847 11,273

Purchase of Share Capitdl! 300 1,750

Revaluation during the year 5,604 (1.176)

As ut 31 December 17,751 11,847

The subsidiuries ure included in the consoliduted Group uccounts at their net usset
vulue, however the directors ure of the opinion that the net redlisuble value of the
subsidiuries is significantly greuter than the cupital invested therein but have elected
to use the het usset value us their valuution due to the uncertuinty inherent in precisely
quuntifying the valudtion of the subsidiuries’ future profits.

The Society owns 100% of the ordinury shure cupitul of dil its subsidiaries, ull of which are
reyistered in England und Wales, are included in the Group uccounts and dre listed below:

Names of subsidiaries Nature of business
Family Investment Munugement Limited Unit trust munager
Family Equity Plan Limited ISA & CTF munuger
Family PEP Munugers Limited ISA munagyer
Governor Finunhce Limited ISA & Savings munauyer
Family Enterprise Limited Administrative services

Family Assuruance Stuff Pension Scheme Trustees Limited  Corporate frustee of the Stuff
Pehsion Scheme

Governor Finance Nominees Limited Dormant
Post Office Insurunce Society Trustees Limited Dormunt
Family.co.uk Limited Dormunt
Family Nominees Limited Dormant

'On 19 March 2012 Governor Finance Limited issued 1,000,000 £1 shares af par to the
Society for cush.

On 11 December 2012 Governor Finunce Limited issued 250,000 £1 shares ut pur to the
Society for cush.

On 20 September 2012 Governor Finance Limited issued 500,000 £1 shares uf pur fo
the Society for cush.

On 19 March 2013 Goverhor Finance Limited issued 100,000 €1 shares at par to the
Society for cush.

On 12 August 2013 Goverhor Finunce Limited issued 200,000 £1 shares ot par to the
Society for cush.
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11 Other financial investments.

Group Group Society Society
2013 2012 2013 2012
£°000 £°000 £°000 £°000
At cost:
Shares, variable yield securities und
units in unit trusts 65,298 67.381 65,298 67.381
Deposits with credit institutions 12,549 12,129 4,000 7,613
77,847 79,510 69,298 74,994
Included in other financial investments are investments, listed
on a recognised investment exchange, with market values of:
Shares, variable yield securities
and units in unit frusts 65,319 68,870 65,319 68,870

£57m of the shures, vuriuble yield securities und units in unit trusts shown above ure held
in Exchanyge Truded Funds, which in turn invest in fixed income securities (2012: £62m).

12 Assets held to cover linked liabilities.

Market value as at 31 December

Cost as at 31 December

Group unhd Society
2013 2012
£°000 £°000
1,068,996 1,015,032
892,278 924,478
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13 Tangible assets.

At cost:

As ut 1 Junuury 2013
Additions

As ut 31 December 2013

Accumulated depreciation:
As at 1 January 2013
Charyge for the year

As at 31 December 2013

Net book value as at
31 December 2013

Net book value as at
31 December 2012

14 Other debtors.

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

Louns to members
Taxation recoveruble
Interest receivable
Sundry debtors

15 Other creditors.

Taxes paydable
Sundry creditors

Group Group Group

Group Computer Computer Computer  Group
Eqguipment  hardwdre software platform Totdl
£°000 £°000 £°000 £000 £°000
639 1.493 3,191 625 5,948
639 1.493 3,191 625 5,948
639 1.490 3.191 625 5,945

- 3 - - 3

639 1,493 3,191 625 5,948

- 3 - - 3
Group Group Society Society

2013 2012 2013 2012

£°000 £°000 £°000 £°000

- - 1,258 358

1,083 162 1,083 162

170 183 170 183

2,246 1,684 227 1,684

5,239 1.346 - -

1,692 1.421 259 273

10,430 4,796 2,997 2,660
Group Group Society Society

2013 2012 2013 2012
£°000 £°000 £°000 £°000

369 876 364 862

3,801 3,891 3,401 3,448

4,170 4,767 3,765 4,310
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16 Policyholder liabilities and reserves in respect of the
society and the group.

Lohyg
term  Technicdl
business frovision Fund for
technical for linked Claims future
frovision liabilities  outstanding  dppropriations
£°000 £°000 £°000 £°000
As at 1 January 2013 42,191 1,015,032 1.288 46,169
Changes in technical provisions:
Gross chunyge in fechnicul (7,049 53,964 ao7n 6,731
forovisions, net of reussurance
Reussurers’ share of the (28) - - -
change in technicul provisions
As at 31 December 2013 35,114 1,068,996 1,091 52,900

Principal assumptions:
The vdluation of the business hus been curried out using u het premium valuation
method using the followinyg principal assumptions:

Interest rate % Mortdlity rate

2013 2012 2013 2012
Non-linked business in POIS fund
With-Profit, Tuxable 0.15 0.00 AMB80/AF80 (100%) AMB80/AF80 (100%)
With-Profit, Non-tuxable 0.30 0.00 AMB80/AF80 (100%) AMB80/AF80 (100%)
Non-Profit, Taxuble 0.65 0.40 AMBO/AF80 (150%) AMB80/AF80 (150%)
Non-Profit, Non-Tuxable 0.80 0.50 AMB0O/AF80 (150%) AMB80/AF80 (150%)
Non-linked business in OLTB fund
Annuity — Non-Profit 1.50 1.00 Nil Nil
Protection — Non-Profit, Tuxuble 0.80 0.50  AMBO/AF80 (150%) AMB8O/AF80 (150%)

Unisex AMCO00/ Unisex AMCO00/

Unit-linked business - Non-Taxable 1.50 1.00 AFCO0 (104%) AFCO0 (104%)

Unisex AMCO00/ Unisex AMCO0/

Unit-linked business - Taxable 1.20 0.80 AFCO0 (104%) AFCO0 (104%)

The level of expenses included in the valuation ure bused on the current yeur’s
expenses dllowing for cost inflation of 4.00%.

The principul chaunges to valuution ussumptions mude since the previous yeur-end were:

e un increuse in the gross valudtion rate of inferest from 1.00% to 1.50% for business in
the Munugement Fund to reflect increuses in dilt yields during 2013, in addition to un
increuse in the gross valuation rate of interest for with-profits business in the POIS Fund
from 0.00% to 0.30%, und an increuse in the gross valuation rate of interest for non-
profits business in the POIS Fund from 0.50% to 0.80%.

e chunges in the ussumed level of voldtility of ussets backing policies with guarantees,
reflecting current economic experience.

e changes in the expense inflation from 3.75% to 4.00% und dh incredse in the unit price
growth rate from 4.25% to 4.50%.

The overdll impuct of the chanyges described ubove hus been to decreuse the lony
term business provision, net of reussuraunce, by £0.5 million.

A reduction in interest rates would reduce the impact of discounting on the lony tferm
business provision, resulting in un increused provision. If, for example, the valuation
interest rute were to be reduced by 0.5%, the lony term business provision would
increuse by upproximutely £0.5m. This does hot include the corresponding effect on the
vuluution of ussets.
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17 Bonuses and rebates.

Group unhd Society
2013 2012
£°000 £°000
Cost of bonuses declared, as at 31 December:
Reversionury bonuses 159 193
18 Capital position statement.
former POIS
Assurance
Limited
UK UK
Available capital resources hon-profit with-profits Totul
£°000 £°000 £°000
As at 31 December 2013
Fund for future appropriations 43,359 9,541 52,900
Adjustments to ussets 2,019 - 2,019
Allocution of Group cupitdl (3.794) - (3.794)
Other udjustments [€0)) - (30)
Total available capital resources 37,516 9.541 47,057
As at 31 December 2012
Fund for future appropriations 35,703 10,466 46,169
Allocution of Group cupitul (3,575) - (3,575)
Other udjustments 157) - 157)
Total available capital resources 31,971 10,466 42,437
former POIS
Assurahce
Limited
Movement in available UK UK
capital resources non-profit with-profits Total
£°000 £000 £000
Available capital resources as at
31 December 2012 31.971 10,466 42,437
Effect of investment variations 62 M 61
Effect of experience variations 1,837 574 2,411
Effect of chaunyge in valuution busis 1,907 318 2,225
New business struin (1.899) - (1.899)
Cost of bonuses - (1.816) (1.816)
Operuting profit in the subsidiuries 3,524 - 3,524
Ofther fuctors 114 - 114

Available capital resources as at

31 December 2013 37,516 9,541 47,057
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former POIS
Assuranhce
Limited

UK hon- UK
Technical provisions profit with-profits Total

£°000 £°000 £°000
As at 31 December 2013
Unit-linked 1,068,996 - 1,068,996
With-profits liubilities - 30,646 30,646
Non-profit liubilities 3,617 851 4,468

1,072,613 31,497 1,104,110
Claims outstundiny 687 404 1,091
Reussurance 38 (536) (574)
Technical provisions in the balance sheet 1,073,262 31,365 1,104,627
As at 31 December 2012
Unit-linked 1,015,032 - 1,015,032
With-profits liubilities - 36,963 36,963
Non-profit liubilities 4,320 908 5,228

1,019,352 37.871 1,057,223
Claims outstundiny 788 500 1,288
Reussurunce (38) (564) (602)
Technical provisions in the balance sheet 1,020,102 37.807 1,057,909

The were ho muteriul options or yuaruntees included within the Technical provisions
at either 31 December 2013 or 31 December 2012.

Management of insurance risk.

Capital management
The Society muintuins sufficient cupitul, consistent with the Group’s risk profile und the
regulutory und market requirements of its business.

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

In reporting finuncidl strenyth, cupital und solvency is meusured using the regulations
prescribed by the PRA. These regulutory cupitul tests ure bused upon reyuired levels of
solvency cupital and d series of prudent assumptions in respect of the type of business
written by the Society.

Capital management policies and objectives.

The Society’s objectives in maunauginy its capital are:

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

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

e To muintuin finunciul strength to support new business growth;

e To retuin finunciul flexibility by muintaining strony liquidity and access to u range of
finuncial murkets;

e To dllocute capitul efficiently to support growth; and

e To Munuye exposures o movements in interest und exchange rates.
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18 Capital position statement (continued).

Restrictions on available capital resources

The Society is required to hold sufficient capitul to meet the PRA’s cupitul requirements.
The cupital requirements for both with-profits and hon-profit business are culculated on
the statutory busis. Account is ulso tuken of the Individual Capital Assessment which
considers certuin business risks not reflected in the statutory busis.

The Society’s totul uvdiluble cupital resources ure £49m (2012: £42.4m) of which £9.5m
(2012: £10.4m) is held in with-profits funds und £39.5m (2012: £32m) is held in the generdl
fund.

The uwvdiluble cupitdl is subject to certdin restrictions us to its uvdilubility to meet capitdl
requirements. The avdiluble surplus held in the with-profit fund cun only be upplied to
meet the requirements of the fund itself or to be distributed to policyholders of that
purticular fund.

The avdiluble surplus held outside of the with-profit fund is generdlly avdiluble to meet
any requirements. It remuins the intention of munuygement to ensure thut there is
adequate capital fo exceed the Society’s regulatory requirements. At 31 December
the Society’s avdiluble cupitul wus 1324% of the cupital requirement of £3.7m (2012:
1087% of £3.9m).

Capital resource sensitivities

The cuapitdl position is sensitive to changes in market conditions, due to both chunhyes in
the vdlue of the ussets und the effect thut changes in investment conditions muy have
on the value of lidbilities. It is dlso sensitive to ussumptions and experience reluting 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 significaunt
income streum is derived us u fixed percentuge 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 avdiluble capitdl resources by upproximutely £23.2m (2012: £18.8m),
including the impuct of the stuff pension scheme.

Expense risk in relution to the costs of running the business and administering the
policies held by the Society, which would urise 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 £3.9m (2012: £2.2m).

Persistency risk in relation to unit-linked business, which would carise if there was a
significant increuse in surrender rutes which would deprive the Society of the future
income thut business provides. An increuse in surrender rates of 50% would reduce
avdiluble cupitdl resources by approximately £2.7m (2012: 80% to £1.5m).

The fiming of uny impact on cupitul would dejpend on the inferaction of past
experience und ussumptions ubout future experience. In generdl, if experience had
deterioruted or wus expected to deteriorate und munagement uctions were not
expected to reduce the future impact, then assumptions relating to future experience
would be changed to reflect it. In this way, liabilities would be increused to anficipute
the future impuct of the worse experience with immediute impauct on the cupitul
position. Examples of possible munagement uction would be to dlter the investment
dllocution in the unit-linked funds to reduce unticiputed udverse market movements
and to reduce the discretionury expenditure of the Society.
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19 Actuarial function holder.

The Actuarial Funhction Holder of the Society is Mr D Addison of Towers Watson. The
Society has requested him to furhish it with the particulars required in Section 77 of the
Friendly Societies Act 1992. Mr. Addison hus confirmed that neither he hor his fumily have
uny finuncidl or pecuniury interests in the Society, with the exception of the fees puid to
Towers Watson for professional services, which in 2013 umounted fo €540k (2012: £525k).

20 Staff pension provision.

The Society operutes u defined benefit pehsion scheme, the Family Assurance 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 recommenddations of un independent actuary.

The defined benefit scheme closed to dll further benefit accrual with effect from 31
December 2009. In its place the Society makes pehnsion contributions fo a defined
contribution stukeholder pension scheme on behdlf of new stuff when they become
eligible for pension benefits. The stukeholder scheme is udministered by Legul &
Generul Assuraunce Society Limited.

Detdiils in respect of the Scheme ure provided below in uccordunce with FRS17.

An actuarial valuation wus carried out us ut 31 December 2013 by un independent
quulified uctuary in uccordunce with FRS17. As reyuired by FRS17,the defined benefit
liabilties huve been meusured using the projected unit method.

The expected rute of return on ussets for the finunciul yeur ending 31 December 2013
wus 6.1% pu (2012: 5.8% pw). This rute is derived by tuking the weighted uverage of the
lony term expected rate of return on euch of the usset clusses that the Scheme wus
invested in ut 31 December 2012.

The followiny tuble sets out the key FRS17 ussumptions used for the Scheme. The table
dlso sets out, us ut 31 December 2013,2012 und 2011, the fair value of ussets, u
breukdown of the ussets info the mauin usset clusses, the present vulue of the FRS17
liubilities und the surplus or deficit of the ussets over the FRS17 liubilities (the yross
pension usset or liubility).
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20 Staff pension provision (continued).

Assumptions: 2013 2012 2011
Retdiil Prices Index Inflution 3.6% 3.2% 3.3%
Consumer Prices Index Inflution 2.6% 2.5% 2.3%
Revuluution in deferment 2.6% 2.5% 2.3%
Pension increuses:

pre April 1997 pension 0.0% 0.0% 0.0%

post April 1997 pension 3.4%/2.6%* 3.1%/2.5%* 3.2%/2.3%*

post April 2005 pehnsion 2.0%* 2.0%* 1.9%*
Sdlary growth n/u n/u n/a
Discount rute 4.6% 4.5% 4.8%

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

Investment returns:

Equities 7.6% 7.0% 7.0%
Gilts 3.6% 3.0% 3.0%
Corporute bonds 4.6% n/a n/a
Diversified growth / absolute return funds 6.9% 6.3% 6.3%
Cush 1.3% 0.5% 0.6%
Other ussets 4.6% 4.5% 4.8%

Life expectuncy:
male uyed 65 ut the bulunce sheet dute 23.0 yeurs 22.7 yeurs 22.3 yeurs
male aged 65 in 2038 (25 yeurs from

bdlance sheet date) 25.8 years 24.9 yedars 24.0 yeurs
2013 2012 2011

Fair value of assets £°000 £°000 £°000
Equities 22,551 19.651 16,197
Gilts 6,864 6,064 5,567
Corporute bonds 779 - -
Diversified growth / ubsolute return funds 4,696 4,257 3,371
Cush 9 18 974
Other net ussets 299 292 290
Total fair value of assets 35,198 30,282 26,399
Present value of liubilities (32,604) (31,984) (29,035)
Pension surplus / (deficit) 2,594 (1,702) (2,636)
Adjustment for asset limit (2,594) - -
Gross pension liability - (1,702) (2,636)

Over the yeur to 31 December 2013, the Society mude contributions umounting to
£2.012m to the Scheme (2012: £2m). As purt of u stuged programme of udditional
confributions desighed to remove the deficit, the Society is committed to pay £1.67m
into the Scheme by 31 October 2014, plus the Pension Protection Fund levies due, where
these dare met from the Scheme ussets. The Society will continue to muke udditional
conftributions ufter 31 October 2014, to remove any remuining deficit, up to £2m for
2014. Additionailly, the Society hus agreed to make a conftribution of €13k in 2014, in
respect of discretionury pension increuses.
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The post retirement deficit under FRS17 moved as follows:

2013 2012
£°000 £°000
Post retirement deficit as at 1 January (1,702) (2,636)
Contributions (employer) 2,012 2,000
Other net finance income:
Past service cost a3) a2
Pust service cost extinguished due to unrecoynised surplus 13 -
Expected return on pension scheme ussets 1,866 1,673
Interest on post retirement liabilities (1,415) (1,381
Restriction on expected return due to unrecoghnised surplus 451) -
Net return credited fo finance income - 180
Actuarial (loss) / profit
Actudl return less expected return on pension scheme ussets 2,125 834
Exjperience guin / (loss) urising on pension scheme lidbilities 47 18)
Loss due to chunhges in ussumptions underlying the present
value of scheme liubilities (326) (2,062)
Actuarial guin / (loss) recognised in the fund for future
dppropriations 1,846 (1,246)
Loss due to movement in the balance sheet limitation (2,156) -
Post retirement deficit as at 31 December - (1,702)
2013 2012 2011 2010
History of experience gains and losses £°000 £°000 £°000 £°000
Actudl return less expected return on
pension scheme ussets 2,125 834 (2,153) 1,335
As u percentuge of pension scheme
liabilities at end of yeur -6% -3% 8% -5%
Experience guin / (loss) drising on
pension scheme lidbilities 47 8) 13) 1276
As U percentuge of pension scheme
liabilities ut end of yeur 0% 0% 0% -5%
Actuarial guin / (loss) recoynised in the
fund for future appropriations 1,846 (1,246) (3,079 4,469
As U percentuge of pension scheme
liubilities ut end of yeur -6% 4% 11% -16%
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21 Related party transactions.

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

The Society und Group had the following investments in Collective Investment Schemes
manuged by d subsidiary, Family Investment Munugement Limited, us at 31 December:

Group Group Society Society

2013 2012 2013 2012

£°000 £°000 £°000 £°000

Family Asset Trust 65,781 59.118 65,781 59.118

Family Chairities Ethical Trust —

Accumulation Units 9.460 8,060 9.460 8,060
Family Balunced Internationul Fund —

Share Cluss A 839.478 788,360 839.478 788,360
Family Bulunced Internationul Fund —

Share Cluss C 87 - 87 -

914,806 855,538 914,806 855,538

During 2013, the Society und Group made the following hew investments of policyholders’
funds. All purchuses of units were mude ut aurms length bused on the buying price:

Group Group Society Society
2013 2013 2013 2013
£°000 uhits £°000 uhits
Family Asset Trust 1.249 514,500 1,249 514,500
Family Charities Ethical Trust —
Accumulation Units 157 24,000 157 24,000
Family Balanced International Fund -
Shure Cluss A 5,103 1,584,624 5,103 1,684,624
Family Bulunhced Internationul Fund —
Shure Cluss C 85 72,678 85 72,678
6,594 6,594

22 Other financial commitments.

The Society und Group have the following commitients under non cancellable
operdting leuses:

Lund & Buildings Other
2013 2012 2013 2012
£°000 £°000 £°000 £°000

Less than a year - - - -
Between 2 and 5 years - - 62 -
More than 5 yeurs - - - -
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