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Chairman’s review.

Chairman
Norman Riddell

) Board Changes.

As unnounced lust yeur, Robert Weir stood
down us Chairmun at our May 2014 AGM,
dllowing me the honhour of becoming Fumily
Assurance Friendly Society’s 6th Chairman
since being estublished back in 1975.

Firstly, I'd like to thank Robert for his
stewardship of the business during recent
yedrs. The Society owes Robert u greut deudl.
He wus a member of the Committee of
Munagement for muny years und Chairman
since 2010, during which time the Society has
flourished by dll key meusures. More recently,
he played u crucidl role in recruiting und
then supporting our current Chief Executive
Officer, Simonh Markey, through d strateyic
review of the business.

As purt of these chungyes, lan Buckley has
taken on my previous position us Vice
Chuirmun und is ubly supporting me. Huving
picked up the reins as Chairman, my key fask
hus been to help steer our business through
the various stuges of the proposed meryer
with Engauge Mutudl Assurance, more of
which | discuss below.

| should add that my plunned tenure us
Chuirman is only short term. The intention is
that from April 2015, Christina McComb, the
current Chair of Engage Mutuadl Assurance,
will tuke on the role for the combined
business und | will then become Vice
Chairman of the enlarged business, ensuring
consistency and representation for both sets
of members.

Merger.

In an industry still adupting to life post the
bunking crisis of 2008 und fucing increusingly
greuter regulutory demaunds und ussociuted
costs, sector consolidution remains o fact

of life. We have lony unticiputed such
consolidation und have been working hard
to position our business to tuke advauntage of
such opjportunities, u strategy we signposted
to members lust year.

Having explored severdl such opportunities,
we were pleused to unnounce during late
2014 our infention to merye with fellow
Friendly Society, Enguge Mutuul Assurance.
In December, both firms held their own
Speciul Generdl Meetings und we were
delighted that both sets of members voted
overwhelmingly in favour of a merger.

This cun only be described us un historic
moment for Fumily. Aithough we have
successfully merged with or ucquired
other businesses over the years, the

scule of this particular merger is set to be
transformational in nature.
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As you might imagine, deuls of such u size
are hot eusily constructed and reyuire u
great dedl of Committee of Munaugement
involvement in ferms of plunning, strategy
and heyotiution — key objectives for us
during 2014. If ull goes to plun und the
proposul receives regulutory upproval then
the merger will have completed in

April 2015.

Disposal.

We dlso took the step in 2014 to dispose of
a significant book of business that no longer
hud u strateyic fit with the Society. Buck in
2002, we acyuired Post Office Insurance
Society Ltd (POIS), which we have munuaged
profitubly over the yeurs. However, we have
largely moved uway from administering
‘with profits” policies und so we decided

to dispose of the business, which accounts
for approximately 27,000 policies, to fellow
mutual, Foresters Friendly Society. With the
transfer beiny ugreed by the members

of both organisations in the summer via

a Speciul Generul Meeting, the uffected
members moved across in September
following regulutory approval. We believe
that Foresters Friendly Society are better
eqyuipped than Family to manage the
specidlisms reluting to the POIS business and
given our shured commitment to excellent
customer service, we ure sdtisfied that the
uffected members ure in cupuble hands.

Investment and Prospects.

Whilst it is important to share with members
such important matters reluting to mergers
and disposudls, | am mindful that the typical
member will probubly be more interested in
the way we have managed mohey oh your
behdif in the year. This is close to my heuart,
becuause | um dlso Chuir of the Society’s
Investment Sub-Committee where dll the
muin operational decisions ure mude that
affect members’ investments.

It waus pleusing to hote that in the UK, 2014
experienced u reldtively strong economy,
by most medusures. A sighificant proportion
of the money we munauye on behdlf of
members is invested in internationul markets.
In the wider context, we suw d resurgent
Japan whilst US stock markets hit hew

feuks to help counter the woes of muny

of the Euro economies. As such, our Family
Bulunced International Fund, where most

of our Bond members hold their mohey,
delivered un ubove inflution return, ufter
charges.

Looking forward und considering 2015, the
financidl outlook looks reusonubly positive at
the time of writing, which we would hope will

franslate into positive stock market returns.
However, hothing is straightforward und

the yeur uheud will see un election in this
country with what appeurs to be u yuite
uncertain result, plus the Eurozone is not out
of the woods yet und so we muy heed to
brace ourselves for some choppy frading
conditions.

Thanks.

There is no doubt that we have
accomplished u consideruble amount in
the lust twelve months and this was only
made possible by the dedicution of the
individuauls working here. | should like to
express my thanks to dll staff at Fumily for
their commitment in what are difficult times
for muny due to the uncertuinties created
by the impending meryer.

(e i Attt

Norman Riddell
Chuirman
March 2015
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Chief Executive’s report.

Chief Executive
Simon Markey

Strategic Outlook.

| have previously shared with you o humber
of important themes auround intfroducing
greuter efficiencies und cost control within
the business, whilst building increusing
policy sules, where we cun. Technoloyy
remuins U big enubler, becuuse it ullows

us to create more efficient administration
cupubility whilst delivering un improved
and more modern service to our members.
At the sume time, | have been driving to
increuse the size of our orgunisation through
actively seeking transfers in of business from
appropriate firms.

Our recent unnouncement regarding the
proposed merger with Enguge Mutudl
Assurance is un exciting opportunity to
bring fogether two strony, customer-owned
organisations to creute one of the UK’s
largest mutudl firms, approuching 2.5m
customers. | want fo share with you why, on
so muny levels, the argument for merger is
strony. At outset, the immediate benefit is

that the merged business will provide a more

financiully secure society for the enlurged
membership und u wider rahye of product
offerings. Over fime and us more economies
of scule emerge, we will ultimately reinvest
fprofits buck into the orgunisation, delivering
an even better customer service und
increused vulue for members. Ahother
benefit of cominy together will be our ubility
to do more in the community. The current
Enguyge Foundation will be udopted und

expunded signhificantly, with the hew business

intendiny fo inject £6m over five yeurs info
this uniyue customer benefit fund, ensuriny
that we cun support our customers in their
communities on issues that matter most

to them.

What we have concluded during this
process is that there is u significant
opportunity to creute something quite
ground-breuking in the financial services
sector - whut | term a‘modern mutual’. And
SO we ure setting u course to creute un
orgunisution that, whilst remaining steadfast
in its fraditional values of sharing successes
with members, cun innovate and identify
new ways to meet the needs of millions
more families. This fumily orientation remains
centrdl to us — it’s our hume und herituye,
sitting firmly at the heart of our business.

As such, | wish to share with members the
five fundumental tenets of what modern
mutudlity meuns to me, which will serve as
our guiding principles on this journey —

o The Society will operate with u cleur
strateyy und vision

¢ We will seek to provide our customers und
members with relevant offerings

o We will operate us efficiently us possible,
for the benefit of members

e Our dim is to give buck u proportion of
any profits to the wider society in a way
that engages with our membership

e Success is only uchievable with good
governance und munagement

| make no excuses for how pussiondte

| feel ubout our business, the emerging
benefits from the proposed merger und
the prospects of forging a modern mutudl
business.

Looking beyond the immediute horizon of
the proposed merger, if we dre truly going
to deliver agdinst the five principles | huve
outlined dbove und meet our members’
current and future heeds, we heed to
brouden our product range. This hus to
include expunding beyond the markets we
presently operate in. Therefore, we huve u
pipeline of activity reluting to new product
propositions aund | hope to be in u position
next yeur to be dble to share und comment
on our market entry.

Legislative Changes.

April 2015 brings u series of leyislutive
changes that will have a significunt impact
onh many finunciul services firms. Many of
you will be awuare that the Government hus
announced whuat is arguably the biggest
shuke up of the pension und unnuity
sector in u lifetime. In terms of Fumily, we

still manage a very small book of pensions,
dlthouygh the expected impuct on this
business is expected to be minimal. Indeed,
the chanhyes may credte some opportunity
for us!
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Of greuter concerh, giveh that we remain
the lurgest provider of Child Trust Funds, is
the rule change that will dllow individudls to
move their Child Trust Fund info a Junior ISA
if they so wish. Whilst supporting consumer
choice, we huve consistently argued

that the continuadl tinkering with the Child
Trust Fund regime is unfair on many in the
Friendly Society and Building Society sectors
becuuse muny such firms stepped forward
at outset to embruce a scheme that most
well-known financial and investment firms
chose hot to offer. Thunkfully, as < firm that
dlso provides Junior ISAs, we ure better
prepured thun many to cope with u
movement of policies. In fuct, our expertise
wus recoghised uguain by Monheyfacts, who
awdrded us Best Junior ISA Provider for 2014,

Performance Trends.

Having focused on the fundumentuls of
growing our funds under maunagement
whilst controlling costs, by u humber of

key meusures, this hus been d record year
for the Society. Customer contributions
recovered in 2014 whilst outflows were within
tolerance und henhce the umount of money
we muhuge has reached £5bn for the first
time ever, underlining the upwurd trajectory
of the business. At the sume time, we ure
pleused to report that our operationdl
efficiency hus dlso improved to its best ever
ratio. Our strateyy is cleurly working und the
combination of factors franslates through

to d record operuting profit, which in tfurn
drives continued strony growth in free ussets
as cuh be seen by the net result for the yeur
onh puye 11.The underlyinyg positive trend is
actudlly stronger than is shown by the graph
on puye 10 us the 2014 number hus been
reduced by the fransfer out of the POIS
business. After udjusting for the effects of the
transfer the true incredse in reserves is £3m.

The meryger with Engage Mutuadl Assurance
will have u mdjor positive effect on our
cupital and we are projecting stronyg und
steady growth in free ussets going forward.

Membership humbers have declined this
yedr,in part due to the humber of Bond
policies reuching muturity us well as the
dispposal of the POIS book, which the
Chdairman has commented on. However,
this frend will be reversed in 2015 assuming
the merger with Enguge Mutuul Assurance
successfully completes.

Final Words.

Family has consistently demonstrated

aun ubility to thrive in times of chunge. In
puarticular, the Society hus performed well
in recent years considering the difficult
economic circumstunces, leuding o the
record results reported herein.

The proposed Mmerger will provide a further
huge impetus to the business, dllowiny us to
take u big leup towards our strateyic vision
of credting a modern mutudl and something
genuinely differentiated in the murket. |
believe that us u well-run business with a
cleur vision, we cun take market share in
those areus that we choose to operate in,
whilst maintdining our traditiondl values.

On u findl hote, the Chairmun hus dlready
addressed the 2014 Bourd chunges, but
I'd just like to add my own personal thanks
to Robert Weir, who infroduced me to this
business und has resolutely supported me
through my first two yeurs.

Simon Markey
Chief Executive
March 2015
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Investment review.

Background.

The Group’s total funds under munugement
as ut the end of December 2014 amounted
to over £5.3bn, of which £2.9bn was held in
cush funds, including our Cush ISA product
distributed through our parthership with

the Post Office; whilst the remuaining £2.4bn
wus in mMunaged bulunced funds invested
in a range of usset clusses including UK

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

These balanced funds are structured either
as unit trusts, OEICs or internal unit linked
funds. The Society’s With-Profits fund wus
transferred to Foresters Friendly Society
during 2014.

In munaging these funds the Society
foursues u largely pussive, or index tracking
strategy. A Sub-Committee of the Society’s
Committee of Munagement, the Investment
Sub-Committee is responsible for the
implementution of the Society’s investment
strutegy und currently delegutes the
munugement of the maunaged funds to
State Street Global Advisors Ltd, onhe of the
largest und best resourced munayers of
pussive funds in the world.

Market Review.

There wus plenty for investors to digest
through 2014. In a year that stubbornly
refused to unfold dlony predicted lines,
there were moments that caused muny to
fpuuse und reussess. It proved to be u yeur
that confounded the consensus expectation
from the off und ended with the US
effectively de-coupling from much of the rest
of the world us the economy re-guthered
momentum even us others were sputtering
to u heur-hadlt. The year waus not without its
bumps.

Widely expected to hit the yeur running, the
US insteud faltered us weuther disruptions
cuused Gross Domestic Product (GDP) to
contract by more than 2% in the first quarter
of 2014.The Eurozone recovery uppedred
to stall prematurely while Jupun’s economy
went into reverse ufter a sales tux hike. A
shifting geopoliticul lundscupe becume un
unexpectedly centrul feature, with conflicts
esculating in Ukraine und the Middle East,
while u tumbling oil price creuted u hew
narrative as 2015 approached. The European
Central Bank cut interest rates from 0.25%

to 0.05%. while pushing its deposit rate into
negutive territory at -0.20%. It dlso edyged
closer to full Quuntitutive Eusing (QE) us
deflution cume closer to redlity and the
Eurozone economy strugyled for growth.
Jupun dlso increused its bond purchusing
programme in un effort to re-eneryise
growth prospects. Meunwhile, the US Federdl
Reserve Bunk ended its QE programme in
October, and while the dollar appreciuted
through the yedar, freasury yields actudlly
declined, ulbeit not us much us elsewhere.
Many stock murkets suw advances that
were buoyed by resilient corporate
profitability levels, although a return of
voldtility in the final quarter threatened to
erode those guins. There were significunt
performunce differentiuls by stock, sector
and country in 2014 — investors were
cuutiously selective wherever they operated.
Overdll, most eyuity investors were generally
sitting on hedlthy guins for the 12 months.

The MSCI World Index wus up almost 9.8% in
locdl currency terms (11.5% in British pounds),
dlthough currency murket moves resulted in
significant franslation effects depending on
investors’ currency buse.

The stronhy recovery of US economic und
corporute conditions through the last nine
months of the yeur helped drive the US S&P
500 Index through a series of record highs
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to u guin of 12.4%, while the buoyuncy of
Eurozone equities partidlly deflated aguinst
the buckdrop of u deteriorating economic
outlook und renewed skittishness around
Greece’s future in the euro; Germany’s DAX
rose 2.7%. Spuin’s IBEX was up 3.7%, while
the French CAC fell 0.5%. Emerging markets
as u whole recovered from u poor start to
2014 amid US growth and hopes that the
election of reformers in India and Indonesiu
and the implementution of reforms in Chinu
would provide for a more stuble economic
and investment outlook; the MSCI Emerging
Markets Index rose 5.2% in locul currency
terms, reduced to 3.9% in British pounds amid
relative sterling strength. As noted, returns
were mixed depending on the murket. The
neur-50% slide in oil prices weighed heavily
oh the eneryy sector und those countries
that rely heavily on oil income.

The FTSE All-Share Index recorded u positive
totdl return of 1.5% in the twelve months.
This lugyged a number of its Europeun peers,
although some of this underperformance
cun be aftributed to the UK market’s
sizeuble exposure to the muterials und
eheryy sectors, which have been hurt by
falling commodity prices. The top performers
included the more "defensive’ hedlthcare,
conhsumer staples uand utilities sectors.

The muarket performance wus uguinst the
buckdrop of u robust UK economy that

hus surprised many with its sustainability.
GDP grew by 0.7% in the third quarter

of 2014, which dalthough slower than the
0.9% uchieved in the previous yuurter,
provides further evidence of un economy
in reasonuble hedlth. The labour market

is improving und house prices continue

to rise. Inflution started to creep higher
before fulling buck to 0.6% in December,
comfortubly below the Bunk of Englund'’s
2% target.

In a hedlthy yeur for most fixed income
muarkets, Eurozone sovereign bonds posted
some of the strongest returns, reflecting the
evolving economic und monetary policy
set aguinst the buckdrop of threutening
deflation. By the end of December, 10-year
Germuh sovereigh bonds were frading on
yields of 0.54%, sharply lower than the start-
of-2014 position of 1.93%. Ireland (1.25%)
and Spuin (1.61%) could both borrow
funds for 10 yeurs ut lower rates thun those
that applied to the US (2.17%) und UK
(1.76%) governments. Even with the strony
improvement in the US economy und the
end of QE, those US treasury yields were
lower thun the 3% level at the start of the
yedar.Yields ut the short-end of the US und UK
bond curves edyed higher, something that
was largely countered by rising prices for
longer-dated instruments.

The currency murket wus hotably volatile
through the yeur us economies und
monetury policies diverged, und us the
geopoliticul lundscupe wus changed by
events in Ukraine und the Middle Eust. The US
dollar guined agadinst dll major currencies,
up ubout 13% versus the euro und yen. The
British pound strengthened ubout 7% ugdinst
euro und yen, while lugyinyg the dollar by
about 6%. The Norwegiun krone was d
notuble cusuulty of the weuk oil price, losing
more than 7% aguinst the neighbouring euro.
Russia’s rouble fell more than 40% versus the
dollar, with the falling oil price udding to

the heyutive impuct from sunctions over its
involvement in Ukraine.

Source: SSYA / Bloombery
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Investment review (continued).

Performance of the Society’s Funds.

You will note from Table 1 that generdilly
speuking our maunuged funds had a good
yeur in 2014, with dll but two of our funds,
Chuirities Ethical und Fumily Asset Trust
showiny unhit price increuses.

The Child Trust Fund in which the mdjority

of our CTF plans are invested und which
invests in UK, US, Europeun und Far Eust
Equities, grew by 1.8% in the yeuar, whilst FIBI,
in which many of our Fumily und Junior Bond
policies ure invested und which dlso invests
in emerying market eqyuities, property and
bonds, in uddition to the globdl equities
referred to above, grew by more than 4%.
This follows a good yedar in 2013 in which the
CTF yrew by 18% und FIBI by more than 12%.
Cleurly, us stuted ubove, 2014 hus been u
voldtile year, which is reflected in the lower
growth figures us compured with 2013.

Table 1
Unit price growth. , e
Three Yeur Five Year
Fund Name % %
Family Balunhced International Fund
(FIBI) (Share Class A) 4.4 27.0 33.6
Child Trust Fund 1.8 30.9 36.2
Family Asset Trust ©.n 22.9 28.9
Family Charities Ethical Trust ©.6) 28.6 32.3
Fixed Interest Fund 14.1 16.4 412
FTSE 350 index (ex Investment Trusts) 0.4 36.0 51.1
US index 18.9 61.6 86.8
Euro index 0.0 48.4 34.2
Far Eust index 2.7 24.8 35.2
Jupaun index 24 32.7 37.5
Barclays UK Gilt 1 to 5 TR Value 3.4 3.7 14.1
Barclays UK Gilt 15+ TR Value 19.4 16.7 53.4

More informution on fund performunce cun be found on the Society’s website.
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Table 2 - Sovereign Fund asset allocation as at 31/12/2014.

The Sovereign Fund is the Society’s largest member investment fund.

Emerging
Markets 5%

UK Equities

us 29%
Equities
12%

UK Gilts &
Corporate
Bonds

Far East
Equities

1% 16%

Property
8%

Cash 1%

Top 10 holdings.

as ut 31 December 2014

Security description

Sovereign Fund

% of Fund

SPDR Sterling Corp Bond ETF 9.66
IShares FTSE EPRA/NAREIT 6.31
Aberdeen Emeryging Markets 5.26
SPDR 1-5 Yeur Gilt ETF 3.54
SPDR 15+ Yeur Gilt ETF 2.46
HSBC HDG 1.67
OZ Muster Fund EPRIME/ 107 1.56
CQS diversified fund 1.42
Millehium International 10A 1.22
Royal Dutch Shell A 1.21

Table 3 - Child Trust Fund asset allocation as at 31/12/2014

Cash
3%

Far East

Equities 15%

iti European
- Eg;,mes Equities 15%

US Equities

17%

Top 10 holdings.

us ut 31 December 2014
Security description

Child Trust Fund

% of Fund

HSBC HDG 3.19
Royal Dutch Shell A 2.34
BP 2.06
GlaxoSmithKline 1.85
British Americun Tobucco 1.80
Vodufone Group 1.63
Astruzenecu 1.59
Royal Dutch Shell B 1.51
Diugeo 1.29
Lloyds Baunking Group 1.13
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Group performance highlights.

Members’ funds under Customer contributions
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Group summary financial statement.

Summary of group

financial results.
Results for the year ended 31 December 2014

Members’ funds under management.

Opening balance 4,900,165 4,465,783
Amounts puid in by members 1 1.279.826 698,848
Amounts withdrawn by members 2 (870,301) (5691,959)
Investment income, guins und losses 3 162,979 357,056
Munugement charges puid to the Society (below) 4 (31,309) (29,563)
Transfer of business 11 (67.,467) -
Closing balance 5,363,893 4,900,165
Results for the year.
Operating income
Muanagement charges from members’ funds (ubove) 4 31,309 29,563
Ofther churges levied oh members 5 307 527
Other income 6 10,411 9,684
42,027 39,774
Operating expenses 7 (20,579) (19,989)
Operating profit 21,448 19,785
Investment in systems and hew business 8 (19.803) (14,498)
Chunge in hoh-linked fund reserves 9 (682) (1,125)
Investment income, guins und losses het of taxation 10 2,041 2,569
Net result for the year 3,004 6,731
Reserves at 1 January 52,900 46,169
Transfer of business 11 (9.429) =
Reserves at 31 December 46,475 52,900

Notes:

The contributions puid by members into their policies.

The amounts puid out to members on maturity or surrender of their policies.
The chunge in value of, und income eurned from, members’ investments.

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

o O W N —

Income from uctivities hot puid for by policyholders, including udministration income from 3rd purty
products und the marygin eaurned on cush bused products.

7 The cost of administering members’ policies. This humber differs from those in the Technicul Account
due fo different clussificution of certuin expenses. The Summary Finuncial Statement attempts to
provide more clarity whilst the Technicul Account is driven by regulatory requirements.

8 The cost of meryers, ucyuisitions, und the ussociuted integration costs of these uctivities. Also includes
commission und Mmarketing expenses und the umount spent on developing the business, muinly on
new product lines und improvinyg systems cupubilities.

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

10 The chunge in value of, aund income eurhed from, investments that form part of the Group'’s reserves.
This includes the neyutive effect of the releuse of u Deferred Tux Asset in 2014.

11 The transfer of the Post Office Insurance Society business during 2014,
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Committee of Management.

Non-Executive Directors.

Chairman

Norman Riddell

Mr Riddell, uged 67, joined the Committee in 2006, und hus
chuired the Investment Sub-Committee since 2010. Normaun wus
appointed Chairman in 2014. Having trained und yudlified us
commerciul bunker in Scotlund, he moved info investment
muhagement and held the position of Chief Executive Officer in
three different investment munugement compunies, including
the INVESCO Group, over u period of some 20 yeurs. Normun hus
served in the cupucity of hon-executive director in u humber of
financiul compunies, including Life Assurance Holding
Corporution und is a honh-executive director of Invesco UK
Limited. Norman chuirs the Investment Sub-Committee und is u
member of the Remuneration Sub-Committee und the
Nominutions Sub-Committee.

lan Buckley

Mr Buckley, uged 64, joined the Committee in 2009 und wus
appointed Vice Chuirman in 2014. He is u Speciul Adviser to
Ruthbone Brothers Plc, having previously served us u director of
that compuny for 11 yeurs. Prior to this, he wus Chief Executive
of Smith & Williumson from 1985 to 1995. He wus subsequently
Chief Executive of EFG Private Bunk Limited and in February 2000
set up Tenon Group Plc. He is ulso u hon-executive director of
Miller Insurance Services LLP lan is a member of the Investment
Sub-Committee, the Risk und Audit Sub-Committee und the
Nominutions Sub-Committee.

Peter Box

Mr Box, uged 62, wus uppointed to the Committee in

2009 und wus un audit und business udvisory purther at
PricewuterhouseCoopers, to u broud runyge of compunies from
large internutional businesses to specidlist national firms in his
39-year cureer. In purticular, through his focus on the insurance
industry, he hus developed u deep understunding of the mujor
issues uffecting the sector, both in the UK and around the world,
and hus sighificant experience of regulatory und governunce
mutters. He dlso serves us Vice Chuirmaun und hon-executive
director of Mursh Limited, u honh-executive director of Pool
Reinsurance Compuny Limited und Curdif Pinnacle Insurunce
Holdings Plc. Peter chuirs the Risk und Audit Sub-Committee
and is a member of the Nominations und Renumeration Sub-
Committees.

Veronica Oak

Mrs Ouk, uged 53, wus uppointed to the Committee in 2006. She
hus held positions us Marketing Director for u life ussurance und
unit trust group und d reussurunce compuny. Since 1992 she hus
been un independent business development consultunt working
with a wide range of UK finuncial services orgunisutions. She is ¢
noh-executive director of Chesnuru Plc. She is u pust chairman
of the Investment und Life Assurunce Group (ILAG) und its Non-
Executive Directors’ Forum. Veronicu chuirs the Remunerution
Sub-Committee und is u 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 49, joined Fumily Investments in November
2012 us Chief Executive. He started his cureer ut Lioyds Bunk in
1984 where he remuined for over 20 yeurs und held humerous
positions including Heud of Suvings und Director of Customer
and Sdles. Following Lloyds, Simon becume Munuying Director
of Lifestyle Services Group Limited und CEO of Consumer ut
Muarsh Limited, before joining NBNK Investments PLC in 2011.

Finance Director

John Adams FCCA

Mr Adums, uged 60, is u Certified Accountunt und hus been u
full-fime executive of Fumily Investments since 1986 when he wus
appointed Financiul Controller. He wus promoted to Fihance
Director und uppointed to the Committee in 1993. Mr Adums
previously worked for Americun Express for 7 years in o variety of
finunce roles.

Secretary and Corporate Services Director

Keith Meeres MCSI

Mr Meeres, uged 57, joined Fumily Investments in 1993 us
Compliunce Officer huving previously worked for u large insurer
and u building society. He becume Secretary in 1996, He waus
uppointed to the Committee in 1997. He is the Chuirmun of the
Investment und Life Assurance Group (ILAG), a member of its
Reyulutions Practitioner Group und a member of the Associution
of Fihunciul Mutuuls Regulutions Committee.
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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)
Reguldtions 1994 (‘the Reyulations’). A
Committee of Muhugement comprising the
Chuirmuan, three other independent hon-
executive directors und three executive
directors governs the Society. The Committee
is led by the Chairmun whose role, ulony
with that of the Chief Executive, hus been
set out and upproved by the Committee.
The Committee delegutes munugement of
the business to the executive directors, who
Mmeet s u group dt least monthly.

The Committee is sutisfied that having
cohsidered the buckyground und current
circumstances of euch nonh-executive
director there dre no relutionships or issues
which could uffect the independence of
their judgement in performing their duties.
Directors’ biographies aund detdils of length
of service cun be found on puges 12 to 13.

Committee of Management.

During 2014 the members of the Committee
were us follows:

Non-executives.
Robert Weir (Chdirmun)

(retired on 22/05/2014)
(appointed Chairman on
22/05/2014)

(uppointed Vice Chuirman
on 22/05/2014)

Norman Riddell
lan Buckley

Peter Box
Verohicu Ouk

Executives.
Simon Markey  (Chief Executive)
John Adums (Finance Director)

Keith Meeres (Secretary und Corporute
Services Director)
(Business Development
Director)

(left the Society on 28/02/2014)

Miles Bingham

From 1 April 2015, following the merger with
Enguge Mutudl Assurance and subject to
the approval of members at the 2015 Annudl
Generul Meeting, the hew Bourd of Directors
will be:

Non-executives.

Christinu McComb (Chairmun)
Norman Riddell (Vice Chairman)
Peter Box

lan Buckley

Cuaroline Fawcett

Nigel Masters

Executives.
Simon Murkey
Peter Burrows

(CEO)

(Chief Finuncial Officer
und Deputy CEO)
(Commercial Director)
(Goverhunce und Risk
Director)

(Marketing Director)

John Adums
Keith Meeres

Karl Elliott

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 running of the business fo executive
maunugement.

Progress on operational mutters, governance
and key initiatives is reported through
Committee und Sub-Committee meetings.
All initiatives involving sighificunt expenditure,
strateygic change, governunce policies,
significant perceived risk or muteridl
depurture from ugreed budyet or strateyy
require Committee consideration and
approval,

The division of responsibilities between

the Chairman and the Chief Executive

has been agreed by the Committee und
documented. The Vice Chairman undertakes
the role of Senior Independent Director.

The Friendly Societies Act 1992 (‘the Act”)
reqyuires the Committee to prepure uccounts
for euch finuncidl year which ygive d true
and fair view of the stute of the uffuirs of the
Society und of the Group us ut the end of
the finunciul yeur and of the income and
expenditure of the Society and of the Group
for that period. In preparing those accounts,
the Committee is reyuired to:

e select suituble uccounting policies und
then apply them consistently;

e Mmuke judgements und estimutes that are
reusonuble und prudent;

e stafe whether applicuble accounting
stunduards have been followed, subject
to any materidl depuartures disclosed und
explained in the uccounts; und

® prepure the uccounts on a yoiny concern
busis unless it is iInappropriate to presume
that the Society will continue in business.
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The Committee confirms that it has complied
with the dbove reyuirements in preparing
the auccounts aund believes they provide u
fair, bulunced und understunduble view of
the Society.

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

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

The Committee is responsible for the Society’s
systems of control and ucknowledyes that
such systems cun provide only reasonable
and hot dabsolute assurance against materidl
misstatement or loss.

The Committee conducts, through the

Risk and Audit Sub-Committee, unh on-
ygoiny review of the effectiveness of the
Group’s systems of internal controls and risk
munugement aund is satisfied that there are
no muterial shortcomings (see the Risk und
Audit Sub-Committee report on puge 18).

In accordunce with the Act,the Committee
confirms that dll activities curried out during
the yeur by the Society und its subsidiary
undertukings ure believed to huve been
curried out within their respective powers.

The Committee considers that the skills,
independence und experience of the non-
executive directors provide an uppropriate
bulunce to ensure that the Society is
effectively munaged und controlled.

Strategic objectives and activities.

The Group’s objective is to deliver
compelling finuncial solutions thut sutisfy

the heeds of fumilies ut key life stuyes. We
dim fo provide good value products und
excellent service. We judye our performunce
aguinst these objectives through customer
resedrch aund monitoring the performance
of our products. We dlso believe that our
members expect the Society to thrive und
grow in order to uchieve economies of scule
whilst maintuining prudent control over costs,
muintdining uadeyuute finuncidal resources
and complying with dll relevant legislation
und regulation.

Historically the Society hus focussed on the
children’s savings market and successfully
achieved sighificant market share in the CTF
and Junior ISA markets. We will continue to

service this sector however the Society’s
strateyy will be broudened. Our proposed
merger with Engage Mutuadl Assurance

will create a modern mMutuadl whose key
objectives will be to provide u finuncidlly
stronger business, efficiencies through scule,
increused value for our members und we
expect to launch a wider range of finunciul
services products in the future.

The Society hus un importunt agreement
with Bank of Ireland UK to administer Post
Office ISAs und purtnerships of this nature
dre seen us uh importunt strand of our future
strateyy.

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

As at 31 December 2014 the Society’s
murgins of solvency comfortubly exceeded
the minimum requirements, us prescribed
by the Prudential Regulatory Authority and
Financial Conduct Authority.

Number of members.

As at 31 December 2014, the Society hud
1,721,421 members (2013: 1,840,345).

Financial risk management
objectives.

The Group is exposed to financidl risk
through its financial 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 obligations from
contracts with policyholders.

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

The Group munuges these positions within
an usset liability manugement (ALM)
framework that has been developed to
achieve long-term investment returns in
excess of its obligations under insurance
and investment contracts. The principadl
techniyue of the Group’s ALM is to mutch
ussets to the liabilities arising from insurance
contracts by reference to the type of
benefits payable to confract holders.

For euch distinct cutegory of liabilities, u
sepurute portfolio of ussets is maintained.
For unit-linked contracts, the liabilities to
policyholders ure matched with assets in the
portfolio. The Society therefore is not directly
exposed to the eyuity price, currency, credit
or interest rate risk for these contracts.
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Committee of Management’s
strategy and annual report (continued).

EqQuity price risk.

The Group is exposed to equity price risk

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

The Group’s Most significant income stream
is derived us u fixed percentage of the
market value of the unit-linked funds aund
authorised collective investment schemes.
Exposures to individuul compunies aund to
equity shares in auggregate are monitored
in order to ensure compliunce with the
relevant regulutory limits for solvency
purposes. Investments held are listed und
traded on the UK und other recoyhised
stock exchanges (primarily in Europe, North
Americu und the Far Eust).

The Group hus u defined investment

policy, which sets limits on the Group’s
exposure to eyuities both in aggreyate
terms und by yeoyraphy und counterparty.
This is monitored by the Investment Sub-
Committee (see puye 18).

Interest rate risk.

The Group is exposed to interest rate risk
due to the sensitivity of the vdlue of its
assets und liubilities to changes in current
interest rates. The Group Mmonitors interest
rute risk by culculating the meun duration
of the investment portfolio aund the liabilities
issued. The meun duration is un indicutor of
the sensitivity of the ussets und liubilities to
changes in current interest rates. The meun
duration of the liubilities is determined by
meuns of projecting expected cush flows
from the confracts using best estimates of
mortality aund voluntary terminations. No
future discretionury supplemental benefits
dre ussumed to uccrue. The meun duration
of the ussets is culculated in a consistent
manner.

Any gap between the mean duration of

the ussets unhd the meaun duration of the
ligbilities is mMinimised by means of buying
and selling fixed interest securities of different
durations.

Appointment of auditor.

A resolution to uppoint the auditor to the
Society will be proposed ut the 2015 AGM.

Complaints.

It is the Society’s policy to investigute und
resolve dll compluints promptly and fairly
but in the event that members are hot
sutisfied with the Society’s respohse, the
Financial Ombudsman Service provides u
complaints resolution service. Full detdils can
be obtuined from the Secretary or from the
Society’s website ut www.family.co.uk. In
2014 we resolved 99.3% of complaints within
four weeks.

Health and safety report.

The Society hus developed u heulth und
sufety framework to ensure compliunce
with applicuble laws und regulutions
including u Heulth and Sufety Committee
that comprises senior management und
employee representatives. We are pleused
to report that in 2014 there were ho serious
accidents or injuries.

Corporate governance.

The Society is committed to high standards
of corporute governunce. The UK Corporute
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 and

has endeavoured to comply with the main
principles for many years. The Committee hus
set the vdlues und standurds for the Society
and its employees, tuking account of the
principles of the Code, und reyuires senior
manugement to report to the Committee
oh udherence. The Committee considers
that throughout the period under review

it has applied und complied with most of
the relevant principles and provisions of the
Code, other than us follows:

¢ The Committee hus reviewed the length
of service of the hon-executive directors
and conhsiders that they dll meet the
criteriu of independence. The Code for
Mutudl Insurers recommends that dll
directors should stand for re-election
annudlly. The Committee hus hot followed
this recommendation as it believes that
retirement of one third of the Committee
euch yedr is uppropriate, given that the
Society’s Rules provide other means for
members to muke directors uccountuble
for their actions. The Committee will keep
this practice under review. Additionally, the
Committee will continue to reqguire any
non-executive director who hus exceeded
nine yeurs’ service to, if still considered
independent by the Committee, seek re-
election on an annudl busis rather than
every three yeurs.
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None of the directors had any interests

in the Society or its subsidiary compunies
other thun those interests in respect of fees
or salaries puid to them as directors, those
inferests in respect of the policies which they
hold with the Society and those interests
specifically disclosed ih hote 21 of these
Annuadl Report und Accounts.

Attendance at meetings in 2014.

The following tuble sets out the uttendunce
of directors ut Committee and Sub-
Committee meetings held in 2014.The
number of meetinys that each director
could huve uttended is shown in brackets.

The Chdirmun und hon-executive directors
meet independently of the executive
directors ut leust four times a year, Detuils

of the activities of euch individual Sub-
Committee are summarised below and the
terms of reference for euch Sub-Committee
cun be found in the *Compuny Info” section
of our website www.family.co.uk

Nominations | Risk und Investment | Remunerdtion

Committee of Sub- Audit Sub- Sub- Sub-

Management | Committee | Committee | Committee Committee
Robert Weir 5(5) 1(1) - 2(2) 2(2)
(retired 22/05/2014)
Norman Riddell 13 (14) 1(1) - 5 (5) 5(5)
Peter Box 12 (14) 1(1) 5(5) - 3@3)
lan Buckley 12 (14) 1(1) 5 (5) 4 (5) -
Veronicu Ouk 14 (14) 1(1) 5 (5) - 5(5)
Simon Markey 14 (14) - - 5 (5) -
John Adums 13 (14) - - - -
Keith Meeres 14 (14) = = = =
Miles Bingham 1(1) - - - -
(resigned 28/02/2014)

The Committee operates the
following Sub-Committees:

Nominations Sub-Committee.
Normun Riddell (uppointed Chairman on

22/05/2014)
Peter Box
lan Buckley
Verohicu Ouk
Robert Weir (retired on 22/05/2014)

The Nominutions Sub-Committee comprises
dll hon-executive directors and the
Committee of Muhagement appoints its
Chuirman. It may obtuin such outside legal
or other independent professional udvice us
it deems necessary.

When ussessing the current and future
composition of the Committee of
Management the Nominations Sub-
Committee considers the bulance of skills,
experience, independence, knowledyge,
diversity and effectiveness of the directors. In
line with the Diversity Policy,the Nominations
Sub-Committee recoghises the benefits of
having u diverse sehior management feam
and sees increusing diversity at senior levels
as un essentidl element in muintaining un
effective Bourd. Our policy is to ensure that
there is broud experience und diversity on
the Committee of Muhugement,
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Committee of Management’s
strategy and annual report (continued).

The Nominations Sub-Committee dlso
sutisfies itself that there are uppropriute
succession plans in place for dll directors
and other senior munagement positions,
and that dll directors devote sufficient time
to their duties. It makes recommendutions

to the Committee of Munaugement
regurding membership of the Risk and Audit,
the Remuneration and Investment Sub-
Committees.

In 2014, in readiness for the merger with
Enguye Mutudl Assurance, u Transition
Committee wus estublished to determine
the composition of the hew Bourd following
the meryger. The Transition Committee
comprised the Chuirmen und Chief
Executive Officers of both Family and
Engage. A robust selection process,
supported by un independent consultant,
determined the new Bourd uppointments us
shown on puye 14,

Investment Sub-Committee.
Normun Riddell (Chairman)

lan Buckley

Simon Markey

Greyor Loyun (external adviser)
Robert Weir (retired 22/05/2014)

The Investment Sub-Committee is responhsible
for monitoring the Group’s investment
performunce and for ussessing the
effectiveness of the investment strateyy.

In 2012 Stute Street Globul Advisors Limited
becume the Society’s fund munuger. State
Street Globul Advisors Limited mauhages £1
trillion worldwide. They have responsibility for
the discretionary investment munagement
decisions tuken on behdlf of the Society’s
funds.

Remuneration Sub-Committee.
Veronica Ouk (Chairman)
Norman Riddell

Peter Box (uppointed 22/05/2014)
Robert Weir (retired 22/05/2014)

The Remuneration Sub-Committee

meets ut leust twice euch year to review
remuneration policy und determines the
remuneradtion puckages of the executive
directors und senior management. It

works with the Group’s Human Resources
depurtment, und independent externdl
advisers where uppropriate, to ussess frends
in the competitor and locul employment
markets.

Detdiils of the directors’ remuneration cun be
found in the Remunerution Report oh puges
23 1o 26.

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

lan Buckley

Verohica Ouk

The members of the Risk and Audit Sub-
Committee huve been selected with the
aim of providing u wide range of finuncidl
and commercidl expertise.

The duties und responsibilities of the Sub-
Committee are contuined in its Terms of
Reference which cun be viewed in the
Compuny Info section of our website
www.family.co.uk

The key uctivities of the Sub-Committee
have been focussed on the oversight of the
Society’s governance, risk, intfernal audit

and compliunce functions, the Society’s
internal controls, inteyrity of financial
reporting und the qudlity of external audit.
The Sub-Committee dlso fulfiled the function
of u “"With-Profits Committee” in order to
oversee the Society’s With-Profits business
until its disposul in September 2014. The Sub-
Committee continudlly reviews its uctivities in
the light of change to the Society’s strategy
and changing domestic aund Europedn
regulation.

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

e Oversee the desigh und effective
implementation of the Risk Manugement
Framework including udeyuute systems,
internal control and the identification,
ussessment, monitoring, mitigation und
reporting of risks including stress testing.

Advise the Committee of Munagement on
risk reluted matters including: operational,
strateyic, financial, investment, liquidity,
credit und insurance.

Review und approve the annhudl
compliunce monitoring plun and
monitor the uctivities of the compliunce
depuartment.

Ensure audeyuucy of resource within
the risk, compliunce und internal audit
departments.

Consider und make recommendutions
to the Committee of Management as
regurds the appointment of the externdl
auditor, ferms of engugement und fees.

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

* Review the inteyrity of the annuul finunciul
statements.

e Conduct periodic reviews of the existing
froduct runyge.
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Sub-Committee Meetings.

The Sub-Committee meets at leust four
times a yeur. The Sub-Committee comprises
three independent non-executive directors
numed above und meetings are uttended
dlso, by invitution, by the Chief Executive,
Finance Director, Corporate Services
Director, Chief Risk Officer und Heud of
Internal Audit. Other relevant munugers
from the business uttend meetinys to
provide gredter insight intfo current issues.
The Society’s Actuurial Function Holder und
externul auditors ure dlso invited to euch
meeting.

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 o forward
looking upprouch in the ussessment of the
risks that might arise from the development
of the new strateyy outlined in the Chief
Executive’s report. The work of the
Committee in 2014 reyuired particular
focus on the merger with Engage Mutuadl
Assurance.

Financial Reporting.

The Sub-Committee reviews, with
management uand external auditors, the
appropriateness of the Anhual Financial
Statements including:

o Chunges to regulatory reguirements.

o Whether the Ahnuul Report aund Accounts
tuken us u whole ure fair, bulunced und
understundauble so that members cun
ussess the Society’s performance, business
model und strategy.

e Consideration of material issues in which
sighificant judgement has been applied or
where there hus been discussion with the
externdl auditor.

o Quullity and appropriateness of
accounting policies und pructices.

* Quuility of disclosures und compliance with
the relevant finuncial reporting stundards
and governunce reyuirements.

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

o Significant udjustments resulting from the
audit.

The primary ureus of judgement considered
by the Sub-Committee in relation to the 2014
accounts were us follows:

¢ The meausurement of lony term insurance
technicdl provisions, for which u valuation
report is considered from the Actuaridl
Function Holder aund 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 measurement
of the currying umount of subsidiary
comjpunies.

e The meausurement of the commitment to
the defined benefit pension scheme.

¢ The presentution of the Cupitul position us
at the reporting dute.

* Whether any contingent ussets or liabilities
warrant disclosure.

In an overdll sense, the Sub-Committee is
concerhed that the auccounts as a whole
are fuir, balunced und understunduble
within the constraints of legul requirements
and free from clutter. To further support this,
a Group summuary finuncial stutement is
presented in pldin languaye dlongside 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 operationul manugement und
reviewing the risk management process
and framework. Where significant control
shortcomings or risks ure identified, progress
is monitored until the issue is satisfactorily
resolved.

Risk Mahagement.

The Sub-Committee ussessed the uadeyudacy
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 uhcertuinties
are set out on puyge 15.The Sub-Committee
met privately with the Chief Risk Officer
during the year aund provided input to the
annual performance appraisal.
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Committee of Management’s
annual report (continued).

Compliance.

The Sub-Committee ussessed the
effectiveness of the Compliance
Depurtment throughout the yeur. It
approved the Compliunce Charter which
sets out the authority and 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 Compliunce
plan. The Sub-Committee upproved the
Compliance plan and budget for the
cominy yedur.

Internal Audit.,

The Sub-Committee ussessed the
effectiveness of the Internal Audit
Depurtment throughout the year. It
approved the Internal Audit Charter, setting

out the uuthority and scope of Internal Audit.

The Heud of Internal Audit provided reports
oh the proyress of the audit plan and results
of the audit uctivity. The Sub-Committee
met privately with the Heud of Internal Audit
during the yeur und provided input to the
anhudl performunce uppraisal. The Sub-
Committee approved the audit plan and
Internal Audit budget for the coming yeuar.

External Audit.

The Sub-Committee is responsible

for sufeguarding auditor objectivity,
independence und the effectiveness of the
externul audit. It considers the uppointment
of,und fees for, the externul auditor und
meets regularly with the audit parther und
audit manager. The criteria against which
the externdl uuditor’s performunce 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 yedar.
Discussions with the external auditors
include their assessment of business risks

and confirmation that there hus been no
restriction placed on them by munugement.
Other mutters communicuted by the
external auditor to the Committee included
the inherent risks of mis-dllocuting costs,
management override of controls, revenue
recognition, cupital munugement und
future profitubility, regulations, defined
benefit pension scheme, tuxation, internal
control und reporting misstautements. These
risks are regulurly monitored und ho muteridl
issues have arisen.

The Sub-Committee considers the
reuppointment of the external auditor
including the rotation of the audit partner
and dlso ussesses their independence oh an
onh-ygoing busis.

Muzars LLP were appointed in 2007, following
a full tender process. Their maximum tenure
before the uudit is subject to re-tender is

10 yeurs.

Noh Audit Services.

The Sub-Committee regularly reviews
the nuture and extent of hon-audit work
and related fees. The Committee of
Management has developed u policy
sefting out the terms aund conditions for
enhyguying the Society’s external audit
to supply hon-audit services. The policy
is designed to protect objectivity und
independence.

Financial crime.

The Society continuously reviews its exposure
to finuncidl crime and tukes appropriate
medusures including unti-fraud and anti-
money laundering fraining of its employees
to mitigate these risks. Regular fraud

and monhey laundering risk ussessment
occurs within the Society with this activity
underpinned throuygh the respective
corporute anti-fraud, anti-money luundering,
anti-bribery and whistle-blowing policies.

The Society is a member of the Investment
Management Association Fraud Alert
Scheme whose main objectives ure to
protect member ussets und work with the
industry in reducing financial crime.
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Performance monitoring and
evaluation.

Each year the Committee of Munhuyement
sets key business objectives for the Society for
that year and as part of its rolling three year
plan, which are bused on the objectives
outlined in the strateygic objectives und
activities section on page 15. The Committee
uses U ‘Bulunced Scorecurd’ approuch

to monitor performance ugdinst these
objectives ut regular intervals.

In compliance with the UK Corporate
Governunce Code, the Committee usudlly
conducts u formal evaluution annudlly of
the performunce of the Chuirman und each
director und of the performunce of the Sub-
Committees und Committee as u whole.

In 2014 the evaluation was conducted in the
context of the need to review performance,
skills and knowledye of each director us part
of the selection process for the hew Bourd
(see Nominutions Committee report on
puge 17).

The Committee intends to conduct a
detdiled review externdlly fucilituted every
three yeurs. In addition the Chairman holds
periodic meetinys with each executive
director und formal meetings with the
non-executive directors to evaluute the
performunce uand development heeds of
the individuadl directors.

Member relations.

The Committee is committed o maintaining
good commMmunicutions with members and

is keen to develop its understunding of
members’ views und provide members with
sufficient relevant information to enuble
them to unhderstand the performaunce of the
Society und its products. From fime fo time
the Society conducts independent reseurch
and surveys with its members who provide
valuable feedback to help the Society
meusure, and where hecessary improve,

its services. We hope that members will
continue fo participate in our surveys. Detdils
of the Society’s Member Reldtions Strategy
are uvdiluble oh our website at www.family.
co.uk or from the Society’s Secretary.

Employees.

The Group employed un average of 352
employees during 2014 ut u total cost of
£15.6m.The Committee recoyhises that
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
ledurning und development of employees
is essentidl, in order to ensure effective
munugement of the Society und provision of
appropriate service to members.

The Society communicutes with its
employees on u regulur busis to ensure thut
they ure fully auwure of the Society’s core
vdlues und business strategy and the part
which they play in achieving a successful
outcome. Employees ure consulted, either
directly, or viu the Talking Family Stuff forum,
onh uny decisions that are likely to uffect their
interests.

Equal opportunities and diversity.
It is the Society’s policy to tfreut job
upplicants and employees eqyuailly,
regardless of their sex, race, ethnic origin,
religion, uge, sexudl orientation, marital or
purental status, or disubility. The Society

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

As ut 31 December 2014 the yender mix at
manugement levels is:

O R RN

Committee of Muhagement |

86% | 14%

Senior Munaygers ‘

46% ‘ 54%
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Committee of Management’s
annual report (continued).

Corporate social responsibility.

Our role as an institutional investor.

The UK Stewardship Code was first published
in July 2010, u revision to the Code cume
into effect in October 2012. Its aim is to
enhhance 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
shareholders und effective governunce by
setting out good practice on enhgyugement
with investee compunies. The Society
forovides u range of pussive und uctively
manuged funds investing on behulf of its
members in compdunies on a medium to
longer term busis. Investment management
of our funds hus been outsourced to un
external Investment Munager, 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 Compuny Info section
of our website www.family.co.uk

Our environment.

The Society recognises that its day-to-day
operation will impuct on the environment
in g humber of ways und wishes to minimise
the potentidlly harmful effects of such
activity wherever possible. The Society’s
environmental policy cun be found on the
website under the Compuny Info section at
www.family.co.uk

Our work in the community.

We’ve cohntinued to ussist local and hationadl
charituble projects, by supporting our
employees in their fundruising uctivities with
a staff matching fund scheme.

Within the proposed merger, we plun to
adopt the Enguye Mutudl Foundution
programme and continue the great work
by injecting €5 million over the next 5 yeurs,
making the foundation more accessible to
dll members und significuntly increusing its
positive impuct on people’s lives on a larger
national scale. This is why we delayed our
ownh pluns to launch the Family Foundution,
so that we cun benefit from un established
progrumme.

It is our intention to invest £1 million per
yedr into u combined Founduation with

a first payment being mude during 2015
and subseyuent payments in each of the
next four years, Awards of up to £25,000
are uvdiluble for customers to apply for in
order to muke something better for their
community, und personal grants of up to
£500 exist to muke life simpler or eusier for
them, or those close to them.

No politicul donutions were mude.
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Remuneration report.

This report sets out the Society’s policy in
relution to the remuneration of directors. The
report, which will be submitted to the 2015
AGM for upproval, expluins how the Society
has upplied the UK Corporate Governance
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 puge 18.

Remuneration policy.

The Society’s remunerdtion policy complies
with the requirements of the UK Corporate
Governance Code und the Remuneration
Code (the lutter governed by the Financial
Conduct Authority). The policy is desighed to
atftract, motivate und retdin key executives
(indeed dll employees) with the relevant
skills to help uchieve the Group’s objectives
and to ensure that employees are rewarded
for enhuncing the level of service thut we
provide to our members. It is dlso desighed
to uchieve un effective link between puy
and performunce whilst not encouraging
undue risk taking.

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

be dligned to our members’ inferests

by rewardiny performunce uguinst key
criteria that are important to our members,
for example customer service, product
performunce and financial strength. This
meuns that our bonus schemes reward for
performance that is demonstrably of benefit
to our members.

All employees were uble fo puarticipute

in a bohus scheme und 92% received u
pro-rata bonus, bused on their individuul
performance und the group performunce
in 2014, which averaged 12%, up from 11.3%
in 2013.

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

Service contracts.

It is the Society’s policy thut the notice
period of executive directors’ service
confracts should not exceed onhe yedur und
any compensution for loss of office should
not exceed 12 months’ remuneration. Nohe
of the non-executive directors hus u service
contract. Fees for hon-executive directors
dre reviewed euch yedar.

Remuneration components
comprise:

Base salary.

Buse sularies ure determined by the scope
and responsibilities of each role, individual
performunce und by reference to market
sulary levels obtuined from indejppendent
sources such as Towers Watson. This is the
onhly element of remuneration which is
pensionuble.

Bonus schemes.

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

to brouden the product runhye so us to
enhunce the lony ferm value of the Society
(commonly referred to us Embedded Value).

The Remuneration Sub-Committee hus
redefined the current bonus schemes so ds
to motivate und reward the implementution
and delivery of the hew strategy through
the achievement of short ferm and longer
term objectives. The bonus schemes ure
outlined below. They have been desighed
in consultation with independent expert
cohsultants (E&Y) und the scheme rules
have been defined to ensure compliunce
with the relevant remunerdation codes.

The key principles that underpin each
scheme include:

e rewurd linked to individual und business
performunce (using Bulunced Scorecurd
meausurement auguinst key criteria
including customer service, financial und
operational performance, risk conftrol).
Performaunce reluted elements ure
stretching und desighed to promote the
lonyg term success of the Society for the
benefit of its members.

deployment of appropriate moderators to
discourage excessive risk-taking, including
the requirement for deferral of payment
of u proportion of bonus und provisions to
enuble reduction, claw-buck or forfeiture
of bonus under certuin defined scenurios.

e reward of between 25-50% of maximum
bonus potentidl for uchievement of
budyeted targets and up to 100% for
achievement of stretch targets.

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

a) Short term Incentive Scheme.

The 2013 scheme wus open to four Executive
Directors und two hon-bourd directors; the
2014 scheme wus open to three Executive
Directors und two senior executives.
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Remuneration report (continued).

The key threshold targets are to generate
specified minimum levels of income und
profit. The scheme rules require that 60% of
dll bonus entitlements ure puid followiny
completion of the financial year. The
remuining 40% must be deferred und ure
puydble in equadl parts on the first und
second unniversary of the initiul payment,
The deferred puyment is re-valued at the
end of euch yeur in line with the Society’s
laurgest 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 wus open to
three Executive Directors. The key threshold
targets dre to achieve specific Embedded
Value growth targets. The scheme rules
provide that payment of 50% of any bohus
awaurd shall be mude only upon the third
anniversary of the completion of the

financial year on which the bonus award is
mude. The remuaining 50% must be deferred
and is paydble in eyudl purts on the first und
second unniversary of the initial payment.

A provision hus been made for potential
awards under this scheme.

Pension.

The Society purticiputes in u Stukeholder
pension scheme munhuyed by Leydl

& General, Both the employer and the
employee cun make puyments into this
scheme. All of the executive directors
participate 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 benéefits.

The Society provides other benefits fo the
executive directors including life ussurance
and private medicul insurance.

Committee of Management remuneration.

Sdlary / Fees'! Bonuses ? Other benefits® Sub-total Deferred Total
Bonuses? remunerution
2014 2013 2014 2013 2014 2013 2014 2013 2014 2013 2014 2013
£000 £000 £000 £000 £000 £000 £000 £000 £000 £000 £000 £000
Executives
Simon Murkey 384 300 203 162 37 66 624 528 136 108 760 636
John Adums 202 184 53 51 9 28 264 263 36 31 300 294
Keith Meeres 177 161 46 43 8 26 231 230 29 26 260 256
Miles Bingham? 22 131 - 31 3 5 25 167 - 18 25 185
John Reeve’ - - - 28 - - - 28 - - - 28
Rob Edwuards® - 377 - - - 50 - 427 - - - 427
Non-executives
Robert Weir’ 32 79 - - - - 32 79 - - 32 79
Normun Riddell 67 42 - - - - 67 42 - - 67 42
lan Buckley 41 34 - - - - 41 34 - - 41 34
Peter Box 36 34 - - - - 36 34 - - 36 34
Verohicu Ouk 36 34 - - - - 36 34 - - 36 34
997 1,376 302 315 57 175 1,356 1,866 201 183 1,567 2,049

Note 1 - Excluding hew uppointments, promotions und retirements hoted below, yeur on yeur the Suluries und Fees puid to the
Committee of Munugement have increused by 4% (2013:3%).

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

short term incentive scheme.

Note 3 - The figures include the contributions puid by the Society into the Stakeholder Pehsion Scheme.

Note 4 — Mr Reeve retired on 31st October 2012.

Note 5 — Mr Edwards left the Society on 13th September 2013. All severance puyments were made within the parameters of the

remunerution policy.

Note 6 — Mr Binghum left the Society on 28th February 2014. All severunce puyments were made within the parameters of the

remuneraution policy.
Note 7 — Mr Weir left the Society on 22nd Muy 2014.
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Previous long term incentive scheme.

Amount Movement
added in lieu on accrued
Value at Bonus puid of pension  vdlue durihg Value at

1.1.2014 during 2014 contfributions 2014 31.12.2014
£°000 £°000 £°000 £°000 £°000

Executives
John Reeve! 148 148 - - -
John Adums 23 23 - - -
Keith Meeres 26 - - 2 28
Miles Binghum? 22 22 - - -

219 193 - 2 28

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

Note 2 — Mr Binghum left the Society on 28th Februury 2014. All severunce puyments were mude within the parameters
of the remuneration policy.

Short term incentive scheme.

Deferred
bohus
for 2014
Bonus short term
Movement added incentive

oh accrued during 2014, scheme,
Value at Bonus puid  vdlue during  to be puid to be puid Value at

1.1.2014 during 2014 2014 during 2015  ufter 2015’ 31.12.2014

£°000 £°000 £°000 £°000 £°000 £°000
Executives
Simon Murkey 270 162 6 203 136 453
John Adums 78 47 2 53 36 122
Keith Meeres 64 37 1 44 29 101
Miles Binghum 45 45 - - - -

457 291 9 300 201 676

Notel - The deferred puyments ure re-vulued ut the end of euch year in line with the Society’s lurgest member
investment fund, thus uligning the movement of deferred bonus with the movement in members’ policies.
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Remuneration report (continued).

Pension entitlements.

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

Five executive directors receive benefits under the Society’s defined contribution pension scheme. The
tuble below sets out these benefits:

Totdl
deferred Comparator
DB pehsion Single single
Normal at date of fension fension
Age ut retirement Scheme figure for figure for
31.12.2014 age closure’ 20142 2013
£000 £°000 £°000
Executives
Simon Markey 49 65 - 13 45
John Adums 59 65 58 7 27
Rob Edwards® 59 65 53 - 49
Keith Meeres 57 65 56 6 24
Miles Bingham? 48 65 - 1 4

The muin terms applying to the findl saulary pension of euch executive director dare thut their pension is
puyable from hormal retirement age of 65 aund that d spouse’s pehsion is payable on death at 50% of
that executive director’s pension.

Note 1 -The totul deferred pension is the unnuul pension umount uccrued by the executive director us ut 31st
December 2009, the dute the Scheme closed fo dll future uccrual. Deferred defined benefit pensions receive
stututory revalution up to Normal Retirement Age and influtionary increuses in puyment us specified in the
Scheme rules.

Note 2 —This single figure is equal to the contributions to the Directors’ stukeholder pension scheme puid by the Society
during 2014. Contributions in to the defined benefit scheme were nil.

Note 3 — Mr Edwurds left the Society on 13th September 2013.
Note 4 — Mr Binghum left the Society on 28th Februury 2014,

During the auccounting period, at the Society’s request, the Family Assurance Stuff Pension Scheme (“the
Scheme”) gyranted u discretionary increuse to pensions in payment for former members of the Fumily
Assurance Friendly Society Limited Staff Pension. The Society puaid un additional contribution to the
Scheme in respect of the discretionary increase. Included in this was one former director, who received
a discretionary increuse to his pension in puyment of £218 pu (which will receive further influtionary
increuses in payment us specified in the Scheme Rules.) The estimated value of the additional pension
grunted fo the former director wus £5,600.
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Independent auditor’s report.

To the Members of Fumily Assurance Friendly Society Limited.

Opinion on financial statements.

In our opinion the finunciul statements of
Family Assurance Friendly Society Limited for
the yeur ended 31 December 2014:

e give u frue und fair view, in uccordunce
with UK Genherdlly Accepted Accounting
Practice, of the stute of the Group’s und
Society’s uffuirs us ut 31 December 2014
and of the Group’s und Society’s result for
the yeur then ended; and

e have been properly prepared in
accordunce with the requirements of the
Friendly Societies Act 1992.

We have audited the finuncidal statements
of Fumily Assurance Friendly Society Limited
for the year ended 31 December 2014 which
comprise the Group und Society Income
and Expenditure Account, the Group und
Society Bulunce Sheet and the related
notes. The finunciul reporting framework
that has been applied in their prepuaration
is upplicuble law und United Kingdom
Accounting Standards (United Kingdom
Genherdlly Accepted Accounting Practice).

Our assessment of the risks of
material misstatement.

The ussessed risks of mauterial misstatement
described below ure those that had the
greutest effect on our uudit strateyy, the
dllocution of resources in the audit und
directing the efforts of the engagement
team:

Disposal of the Post Office Insurance Society
(POIS) business;

e The risk: On 26 September 2014, the Society
fransferred to Foresters Friendly Society
its POIS business which it held as d ring-
fenced fund us u fransfer of engugements
(u portfolio fraunsfer of policies) under
the Friendly Societies Act 1992.The
presentation of this transfer in the financial
stautements wus considered for reporting at
31 December 2014,

Our response: We reviewed
maunugement’s culculation of the
impuct of the disposal of the business
and checked that it accorded with the
agreements entered into und the actudl
investments and insurance liabilities
fransferred. We chdllenged management
on the accounting und disclosures
produced to ensure they udeyuutely
reflected, in our view, the underlying
substance of the fransuction. We dlso
enhyuired info whether there wus uny
evidence of mautters coming to light post-
fransfer that might have d financial impact.

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

o The risk: Followiny the POIS disposul, the
Society principdlly manages linked funds,
for which the policyholder beurs the
financidl risks arising from their investments,
and has limited exposure to risk arising
from occurrences of death or illness within
its activities. Significunt judgments usiny
statistical methods ure mude by the
Society und its Actuarial Function Holder to
ussess whether additionul reserves heed to
be held in respect of linked business und
the other elements of long term business
provision. The subjective nature of the
maunuygement judgments and assumiptions
required means there is an inherent risk
that the lidbility will prove to be muteridlly
misstated us the contracts ure sutisfied
over the course of tfime.

Our response: We challenged
maunugement’s ussumptions used to
estublish that ho additiondl reserve wus
reqyuired in respect of linked business
should losses urise from udministering the
policies, und examined u sensitivity analysis
oh their aussumptions, to ensure there were
no indicators of material Misstatement

or munagement bids. We mude use of

our own uppropriately qudlified actuarial
experts employed by our firm to ussist our
evdludtion of the actuurial culculations for
this and the other elements of lony term
business provision und the dppropriateness
of ussumptions used to determine the
fprovisions 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;

e The risk: The Society invests in finuncial
ussets in order to fund its cupitdl
reyuirements und on behdlf of its linked
fund policyholders. Accordingly the
portfolio of investments is a significant
item within the finuncial stutements. The
existence und valuation of the investment
portfolio is a risk that requires particular
audit uttention.

Our response: We obtuined third purty
confirmation of investments held as ut

31 December 2014 directly from the
indefpendent custodian. Controls over the
investment of member monies in to the
underlying collective investment funds
manuyged by the Group were tested.
Investment valuations were agreed
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Independent auditor’s report

(continued).

to un independent source of market
fprices. Vuludtions of properties held by
the Society were ugreed to advice from
independent experts engaged by the
Society. We chudllenged munagements’
judgments reluting to the recoverability of
the umounts invested in hedge 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;

o 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 arising from o compurison
of the vdlue of investments held by the
scheme und its liubility for future pension
payments is properly reflected in the
financial statements. Due to the subjective
nature of the mMunagement judgments
and assumptions made in this ussessment,
there remains un inherent risk that the net
position of the scheme will be muteridlly
misstated.

o Our response: We obtuined the report
commissioned by munugement from their
pension uctuury und with the support
of our owh pehsions uctuury critically
reviewed the judgments made in setting
the valuation ussumptions. We confirmed
the valudtion of investments to the result
of the concurrent audit of the scheme by
our firm and challenged the findings of
their work. We considered the underlying
financial position of the pehsion fund und
challenged munugement’s judgment
that it was appropriate hot to reflect
the amount by which the pension usset
exceeded the pension liubility in the
balunce sheet.

Capital management

o The risk: The Society is required to have
sufficient surplus ussets, or capital, to
enuble it to meet its obligutions having
regard to uncertuin future outcomes us to
the payments required to satisfy insurance
contracts und the performance of
investment murkets desighed to underpin
the liability.

Our response: The Society operates

within o highly regulated industry that

sefts strict minimum cuapital requirements.
The reguldtions require the Society to
produce evidence that it has properly
cohsidered the specific risks it faces us u
product provider und that it has set uside
funds of uppropriute security aund liquidity
accordingly. We examined the Society’s
compliunce with reguldtions in this areu
for evidence of sound und prudent

management. This work is hot indicutive of
uny heightened concern over the dbility of
the Society und its subsidiuries to continue
us a going concern.

The Risk und Audit Sub-Committee’s
consideration of these risks is set out on
puye 16.

The audit procedures relating fo the above
mentioned mutters were desighed in

the context of our audit of the financidl
statements us u whole. Our opinion on the
finuncidl stutements is hot modified with
respect to uny of these risks and we do hot
express an opinion on these individudil risks.

Our assessment and application
of materiality.

We apply the concept of mauteridlity both
in planning uand performing our audit, and
in evuludting the effect of misstatements
on the financidl statements und our audit.
Materidlity is used so we cun plan and
perform our audit to obtauin reusonuble,
rather than ubsolute, ussurance ubout
whether the financial statements are free
from material misstatement. The level of
materidlity we set is based on our ussessment
of the mugnitude of misstutements

that individudlly or in agyreygate, could
reusonubly be expected to have influence
onh the economic decisions the users of the
finunciadl stutements may tuke bused on
the information included in the finuncial
statements.

Bused on our professiondl judgement the
level of overdll muteridlity we set for the
financidl statements is outlined below:

¢ Overall Group materiality: The overdll
muteridlity level we set for the Society’s
financial statements was £2.3m.

e Benchmark applied: This has been
culculuted with reference to the Society’s
fund for future uppropriations (of which it
represents approximately 5%).

» Basis for chosen benchmark: The fund
for future appropriations is a Meusure
of accumulated surplus and we have
determined, in our professiondl judgment,
it fo be one of the principal benchmarks
within the financial statements relevant
to members in ussessing finunciul position
and financidl performance.

We agreed with the Risk und Audit Sub-
Committee that we would report to the Sub-
Committee dll audit differences in excess

of £70,000, us well us differences below

that threshold that, in our view, warranted
reporting on yudlitative grounds. We dlso
report to the Risk und Audit Sub-Committee
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on disclosure mutters that we identified
during the course of ussessing the overdll
presentation of the finuncidl statements.

Scope of the audit of the financial
statements.

An audit involves obtaining evidence ubout
the amounts and disclosures in the financial
statements sufficient to give reusonuble
assurance that the financial statements are
free from material misstatement, whether
cuused by fraud or error. This includes

an ussessment of: whether accounting
policies ure uppropriute to the Group’s

and Society’s circumstunces und have
been consistently applied und udequdutely
disclosed; the reusonableness of sighificant
accounting estimates made by the
Committee of Munagement; and the overdl
presentution of the financial statements. In
addition, we reud dll the finuncial and hon-
financial information in the Committee of
Management Strategy and Annudl Report
to identify material inconsistencies with the
audited finuncial stutements und to identify
any information that is apparently incorrect
bused on, or materidlly inconsistent with, the
knowledyge acyuired by us in the course of
performing the audit. If we become uware
of uny uppurent material Misstautements or
inconsistencies we consider the implicutions
for our report.

There are six legul entities in the Group, ohe
beinhy the Society itself, which togyether
account for 100% of the Group’s revenue,
100% of surplus of technicul income over
technical charges before taxation and 100%
of fotul ussets. All were subject to full scope
audits for the year ended 31 December 2014
undertuken by the Group audit teum usiny
materidlity levels that were applicable to
euch entity und which individudlly were
lower than the muteridlity set for the group
finuncidl stutements us a whole. These entity
muteridlity levels ranged from £1,000 to
£2.3m.

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

In our opinion:

¢ the Committee of Munugement’s Strategy
and Annhudl Report has been prepared in
accordunce with the Friendly Societies Act
1992 und the regulations made under; und

o the information given in the Committee
of Munhugement’s Strategyy und Annudl

Report for the financial yeuar for which
the finuncidl stutements ure prepured is
consistent with the financial statements.

Matters on which we are required
to report by exception.

Under the Interhutional Stundards on
Auditing (ISAs) (UK und Irelund), we ure
required fo report to you if, in our opinion,
information in the annuul report is:

e materidlly inconsistent with the information
in the audited fihunciul stutements; or

e appurently materidlly incorrect based
oh, or materidlly inconsistent with, our
knowledge of the compuny ucquired in
the course of performing our audit; or

¢ is otherwise misleudiny.

In particular we are reyuired to consider
whether we have identified any
inconsistencies between our knowledye
acyuired during the audit und the
directors’ stutement that they consider

the unnudl report is fuir, bulunced and
understundable and whether the annudl
report uppropriutely discloses those mutters
that we communicuted to the audit
committee which we conhsider should have
been disclosed.

We have ho exceptions to report arising from
these responsibilities.

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

e udeyuute uccounting records have not
been kept by the Society:; or

¢ the Society’s finunciul stutements und the
purt of the Directors’ Remuneration Report
to be uudited ure hot in ugreement with
the uccounting records und returns; or

¢ we have not received dll the information
and explunations we require for our audit,

We have ho exceptions to report arising from
these responsibilities.

In uccordunce with our instructions from the
Society we review whether the Corporate
Governance Report reflects the Society’s
compliance with the 9 provisions of the
Annotated UK Corporate Goverhance Code
specified by the Associution of Finuncidl
Mutudals.
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Independent auditor’s report
(continued).

We huve hothing to report having
performed our review.

Respective responsibilities of
directors and auditor.

As explained more fully in the Statement

of responsibilities of the Committee of
Manugement set out on puye 14,the
directors ure responsible for the prepuration
of the financiul statements and for beiny
sutisfied that they give d frue and fair view.

Qur responsibility is to audit and exjpress
an opinion on the finuncial statements in
accordunce with applicable law and ISAs
(UK and Ireland). Those stundards require
us to comply with the Auditing Practices
Board'’s Ethicul Stundards for Auditors.

This report is made solely to the Society’s
members us u body in accordunce with
Section 73 of the Friendly Societies Act
1992. Our audit work has been undertaken
so that we might state to the Society’s
members those mutters we dre required

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

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

Chartered Accountunts and

Statutory Auditor

Tower Bridge House,

St Katharine's Way,
London E1TW 1DD

10 March 2015
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Income and expenditure account.

Techhicul Account — Lony Term Business
for the year ended 31 December 2014

Group Group Society Society
2014 2013 2014 2013
Notes £°000 £°000 £°000 £°000
2 Earned premiums 27,592 29,975 27,592 29,975
3 Investment income 24,515 28,309 24,515 28,309
3 Unredlised guins on investments 28,984 82,180 30,496 87,783
3 Redlised guins on investments 11,751 10,133 11,751 10,133
5 Other technicul income 27.658 24,327 1.232 924
Total Technical Income 120,500 174,924 95,586 157,124
Claims incurred, net of reassurance
Claims puid
Gross umount (78.274) (88.410) (78.274) (88.410)
16 Chunge in provision for claims
Gross und het amount 177 101 177 101
Net claims incurred (78,097) (88.,309) (78,097) (88.,309)
16 Change in technical provisions,
net of reassurance
Lonyg ferm business provision,
net of reussurance
Gross umount 1.847 703 1.847 703
Redssurers’ share ®) = ®) =
1.842 703 1,842 703
Other technicdl provisions, net of reussurance
Technicul provision for linked liubilities (216) (49,382) (216) (49.,382)
Net change in fechhical provisions 1,626 (48.,679) 1,626 (48.,679)
Other expenditure
4 Net operating expenses (14,366) (11,568) (14,366) (11,568)
3 Investment expenses und charges (883) (715) (883) (715)
5 Other technicul charges (22,895) (19.819) = =
(38.144) (32,102) (15.249) (12,283)
Total Technical Charges (114,615) (169,090) (91,720) (149,271)
Surplus of technical income over 5,885 5,834 3,866 7,853
technical charges before taxation
6 Tax attributable to the long term business (1.242) 2,132 777 113
Surplus on technical account
from continuing operations 4,643 7,966 4,643 7,966
23 Guin / (loss) on discontinued operations 374 (925) 374 (925)
Surplus on technical account 5,017 7,041 5,017 7,041
20 Actuarial (loss) / guin on penhsion scheme (3.639) 1.846 (3.639) 1.846
20 Pension adjustment for usset limitation 1,626 (2,156) 1,626 (2.156)
16 Trunsfer to the fund for future uppropriutions (3,004) (6,731) (3,004) (6,731)

Balance on the technical account
- long term business

The Group und Society huve ho recoyghised guins or losses other thun those included in the movements on the
Technicul Account und therefore no sepuarate statement of recoghised guins and losses has been presented.
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Balance sheet.

ASSETS
As at 31 December 2014

Group Group Society Society
2014 2013 2014 2013
Notes £°000 £°000 £°000 £°000
Investments
9 Land und buildings 2,037 1.906 2,037 1,906
10 Investments in group undertakings
Investments in subsidicries - = 19.364 17.751
11 Other finuncial investhents
Shares, variable yield securities 34,871 65,319 34,871 65,319
and unhits in unit trusts
Deposits with credit institutions 10,568 12,549 = 4,000
47,476 79,774 56,272 88,976
12 Assets held to cover linked liabilities 1,036,314 1,068,996 1,036,314 1,068,996
Reassurers’ share of technical provisions
Lonhyg term business fprovision 33 574 &) 574
Other assets
13 Tungible ussets = = = =
14 Other debtors 8,002 10,430 5,282 5,493
Cush at bunk and in hand 10,507 13,062 3,557 6,681
Prepayments and accrued income
Accrued inferest und rent 866 590 = 24
Other prepuyments and 386 317 386 317

accrued income

1,103,584 1,173,743 1,101,844 1,171,061
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Balance sheet.

LIABILITIES
As at 31 December 2014

Group Group Society Society
2014 2013 2014 2013
Notes £°000 £°000 £°000 £°000
16 Reserves

Fund for future appropriations 46,475 52,900 46,475 52,900

16 Technical provisions
Lony term business provision 1,770 35,114 1,770 35,114
Cldims outstanding 510 1,091 510 1,091

16 Technical provision for linked liabilities 1,036,314 1,068,996 1,036,314 1,068,996
15 Creditors
Other creditors, including tuxation 5,117 4,170 7278 6,261

and sociul security

Accruals and deferred income 13,398 11,472 9.497 6,699

1,103,584 1,173,743 1,101,844 1,171,061

Approved by the Committee of Munugement on 10 March 2015, and signed onh its behdlf by:

(i vt

Norman Riddell, Chuirman

Simon Markey, Chief Executive

Keith Meeres, Secretury
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Notes to the accounts.

1 Principal accounting policies.

Basis of accounting.

The Accounts have been prepured in accordunce with The Friendly Societies (Accounts
and Related Provisions) Regulations 1994 (‘Reguldations’) and in auccordunce with applicable
Accounting Standards in the United Kingdom including the guidunce provided by the
Association of British 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 und the Group are uccounted for in the Technical Account - Long Term Business. The
results of subsidiary undertukings ure included from the date of acqyuisition.

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.

Outwuard reussurance 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 gains 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 uccrudls busis.

Redlised guihs and losses on investments are calculated us the difference between het
sdules 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 guins und losses recoyhised in the yedur diso includes the reversul
of unhredlised guins and losses recognised in edrlier accounting periods in respect of
investment disposuls in the current period.

Claims.

Maturity claims und unnuities ure charged against revenue when due for payment.
Surrenders are uccounted for when puid 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 lidbilities. Deuth cluims and dll other cluims are uccounted for on
noftificution.

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

Pensions costs.

The Group operates u defined benefit pension scheme, the Family Assurance Stuff
Pension Scheme (‘the Scheme’).The Scheme’s funds ure administered by frustees und
are independent of the Group’s finances. The Scheme is valued every three years by a
professionally qualified independent uctuary, the rates of contribution puyuble beiny
determined by the actuary. In intervening years the actuury reviews the continuing
appropriateness of the rates.
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The pension liubility recognised in the bulunce sheet is the vulue of the Scheme's ussets less
the present value 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 calculated present value of the benefits eurned by the uctive employees in
euch period. Pust service costs, reluting to employee service in prior periods urising in the
current period us a result of the introduction of, or improvement to, retirement benefits, ure
recognised in the Technicul Account - Long Term Business on u straight line basis 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 du valuation und from updating the latest
actuarial valuation to reflect conditions at the bulunce sheet dute, are included us u
sepurute line in the Technicul Account - Lony Term Business immediately ubove 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 accruuls on 31st December 2009. In its pluce
the Society makes pehsion contributions to G 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 puydble.

Investments.

Investments are stated at market value at the balance sheet dute. Any dppreciation or
impuirment in value during the yeur is accounted for in the Technicul Account - Long Term
Business.

Investments in subsidiary undertukings ure stated ut net usset value (see note 10).

Land und buildings occupied by the Society are valued annudilly by independent
professional udvisers at market value. No depreciation is provided on owher-occupied
properties s it is considered thut their useful economic lives und residudl values ure such
that their depreciation is immaterial, both individudlly and in aggregate. An impairment
review is ulso performed on owner-occupied properties.

Unredlised guins and losses urising on the revaluation of land und buildings are tuken 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 valued
onh u busis consistent with the reluted lidbilities.

Reassurers’ share of technical provisions.

The reussurers’ share of fechnicdl provisions is culculated on u busis consistent with that of
the corresponding liubilities.

Deferred tax.

Deferred tux is culculuted on d full provision busis and consists of the estimuted taxation, or
relief from taxation, which is expected to drise in the foreseeuble future from material fiminy
differences using expected future rates of tux where applicuble. Credit is tuken for relief
from truding losses only to the extent that the Committee of Munugement unfticipates that
frofits will absorb such losses in the foreseeuble future.
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1 Principal accounting policies (continued).

Tangible assets.

Tangible ussets ure valued ut cost less depreciation or amortisation. Depreciation or
amortisation is provided on tungible ussets ut rates culculated to write-off the cost of euch
asset over its expected useful life as follows:

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

Research and development expenditure.

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

Foreign currencies.

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

Fund for future appropriations.

The fund for future appropriations incorporates amounts for which dallocation has hot yet
been determined between the different cutegories 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.

Long term business provision.

The lony term business provision is determined by the Society’s uctuary followiny the unnual
investigation of the lony term business, und is culculuted initiclly on a stututory solvency
busis to comply with the reporting requirements of the Interim Prudential Sourcebook for
Insurers. The culculdtion in respect of ferm ussurance aund annuities in payment uses the
gross premium vuluation method, the calculation for dll other types of business uses the
net premium valuation 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 certain items, including the removal of
certdin contingency and other reserves. This adjusted busis is referred to us the modified
statutory solvency busis.

The lohy ferm business provision includes the life cover und expenses ussociated with the
linked liubilities of the Society.

Segmental reporting.

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

All business is written in the United Kingdom and is direct business relating exclusively to
individuadl policyholders.

Group ahd Society

2014 2013

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

Linked 27,582 29,952

Pension business:

Linked 10 23

Total gross premiums written 27,592 29,975

Regulur premiums 27,682 29,952

Single premiums 10 23

Total gross premiums written 27,592 29,975

b) Gross new life business premiums: 1514 1,717

C

~

In classifying new regular life business premiums the following basis of recognition
is adopted:
e Incrementadl increuses under existing policies ure clussified us hew business premiums.

o Where regular premiums are received other thun unnudlly the regular new business
fpremiums are on un unhudlised basis.

o Products substituted due to the exercise of standurd contract terms dare not included in
the hew business stdtistics.

e Premiums drising onh discontinued operations dre disclosed in hote 23.

Group Group Society Society

2014 2013 2014 2013

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

Regular contributions 107,389 102,930 - -

Single confributions 1,139,629 558,737 - -

1,247,018 661,667 - -

Contributions relate to business conducted by four of the Society’s regulated subsidiaries,
Family Eguity Plan Limited, Family PEP Managers Limited, Family Investment Manugement
Limited und Governor Finunce Limited. The business is defined ds retdil investment business
and uccordingly the contributions received ure not included in “Eurned premiums’ s
disclosed in the Technicul Account — Lony Term Business. The income und expenditure
from this business is included in *Other technicul income’ und *Other technical 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: 2014 2013 2014 2013
Averuge during the yeur 1,935,101 1,957,573 275,859 310,926

As ut 31 December 1,920,903 1,949,299 253,584 298,133




38 Family Investments Annual Report und Accounts 2014

3 Investment return summary.

Investment income:
Income from listed investments
Income from other investments

Unrealised gains on investments

Realised gains on investments

Investment expenses and charges:

Investment munagement expenses,
including interest

Net investment return included in the
Technical Account - Long Term Business

Group Group Society  Society

2014 2013 2014 2013

£°000 £°000 £°000 £°000
10,127 13,742 10,127 13,742
14,388 14,567 14,388 14,567
24,515 28,309 24,515 28,309
28,984 82,180 30,496 87,783
11,751 10,133 11,751 10,133

(883) (715) (883) (715)
64,367 119,907 65,879 125,510
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4 Net operating expenses.

Group Group Society Society
2014 2013 2014 2013
£°000 £°000 £°000 £°000
Acquisition costs incurred in the yeuar:
Commission 82 107 82 107
Other acyuisition expenses 156 256 156 256
238 363 238 363
Resedurch und development costs 10,814 7,490 10,814 7.490
Administration expehnses 3314 3,715 3314 3,715
14,366 11,568 14,366 11,568
Included in net operating expenses and
other technical charges are:
Degrecidation charge for the yedr (see hote 13) - 3 - -
Interest puid und similar charges to 17 39 17 39
customers
Remuneration of the Auditor in respect of 459 209 393 145
audit und reluted services:
Statutory audit - Society 143 134 143 134
Statutory uudit - Subsidiaries 48 47 - -
Auditing of stuff pension scheme 11 11 11 11
Auditing of certdin unit trusts 18 17 - -
Due diligence 192 - 192 -
Other services 47 - 47 -
5 Other technical income and charges.
Group Group Society Society
2014 2013 2014 2013
£°000 £°000 £°000 £°000
Other technical income:
Income relating to subsidicry
companies 27,658 24,327 1,232 924
Other technical charges:
Costs relating to subsidiary compuny products:
Acquisition expenses 3,458 4,480 - -
Resedurch und development costs 3.476 505 - -
Administration expenses 15,961 14,834 - -
22,895 19.819 - -
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6 Taxation.

Group Group Society Society
2014 2013 2014 2013
£°000 £°000 £°000 £°000

UK Corporation tax:
Current yeuar 83 100 83 100
Adjusthents in respect of prior periods (860) 213) (860) 213)
Deferred tux on unredlised tax losses 2,019 2,019 - -
1.242 (2,132) 777) (113)

Tax arising on discontinued operdations is disclosed in hote 23. The Society’s main product,
the Fumily Bond, represents tux-exempt business under Section 460 of the Income und
Corporation Tuxes Act 1988. The Society dlso writes tuxdble business, principally tfemporary
annuities, together with other life und pensions business.

A tuxution liubility of £100k (2013: £100k) reluting to tuxuble business hus been provided
for. Tuxes have been charged at 20% (2013: 20%).

Group Group Society Society
2014 2013 2014 2013
£°000 £°000 £°000 £°000
Deferred tax:
Unit trust deemed disposals 400 334 400 334

Actuaridl reserves

1

1

Deferred tax liability 400 335 400 335
Deferred acyuisition expenses (400) (335) (400) (335)
Unredlised tux losses - 2,019 - -
Deferred tax balance - 2,019 - -

There ure unredlised tax losses in respect of Fumily Eyuity Plan Limited, Governor Finance
Limited, Fumily PEP Munhugers Limited und Family Enterprise Limited. The group has taken
the view thut it is uncertain whether these losses will be recovered over the hext three
yedars aund hus therefore decided not to recognise the benefit of the deferred tax asset,
The amount of unprovided deferred tux usset is £2,506k (2013: £3,210Kk).

There is u potentiul deferred tax usset of £810k (2013: £1,031k), in respect of the mutudl
business carried on by the Society, of which £400k (2013: £335k) hus been set uside

to offset recoynised deferred tux libilities of the mutuul business. The bulunce of
£410k (2013: £696k) represents the het unrecoygnised deferred tux asset. This balance
comprises, inter-dlia, two principal components: excess maunugement expenses und
deferred ucqyuisition expenditure which will both unwind in future periods fo reduce
tuxuble income and guins (us uppropriate) urising from life business. The Society hus
taken the view that there is insufficient evidence that the het deferred tax asset will be
recoverduble, und has therefore decided hot to recognise uny benefit.

Employee information.

The average numbers of employees Group Group Society Society
(including Committee of Management) 2014 2013 2014 2013
during the year were: Number  Number Number  Number
Muarketing 29 24 29 24
Investments 10 11 10 11
Administration 313 365 313 365

352 400 352 400

Group Group Society Society

2014 2013 2014 2013

Staff costs for the above employees were: £°000 £°000 £°000 £°000
Wauyes und sularies 13.686 14,205 13.686 14,205
Pension costs 799 886 799 886
Sociul security costs 1,068 1,161 1,068 1,161
15,5653 16,252 15,653 16,252

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

Group Group Society Society

2014 2013 2014 2013
£°000 £°000 £°000 £°000
Fees und benefits to the Chuirman und
noh-executive directors 212 223 212 223
Sdlaries und benefits fo executive directors 842 1,328 842 1,328
Performunce reluted bonhuses 503 498 503 498
1,557 2,049 1,657 2,049

Chairman.

The uyyregute remunerdation puid, comprising sulury and benefits, to Mr Norman Riddell
umounted to £67k (2013: £42k). The ugyreyute remuneration puid to Mr Robert Weir for
2014 until he left the Society on 22 Muay, compirising salary and benefits umounted to €32k
(2013: £79K).

Highest paid Committee members.
The ugyregute remuneration puid to Mr Simon Murkey umounted to €760k (2013: £636k).

Pension contributions.

Four of the executive directors had contributions puid into the Stukeholder Pension Scheme
duriny the yeur, Two of the executive directors had retirement benefits accruing under u
defined benefit pension scheme during the yeadr. Further detdils of the emoluments of
the Committee of Munugement cun be found in the Remuneration Report.

Short term incentive scheme.

The executive directors had benefits under a short term incentive scheme during the
yedar. The scheme is targeted ut increusing the value of the Munugement Fund and
umounts auccrued, for the benefit of the executive directors, as at 31 December 2014

are £676k (2013: £457k). Benefits ure receivable over the followiny three years ufter the
bonus declaration, 40% of which is revalued in line with movements in the Sovereign fund
unit price. The criteria used for determining executive directors’ bonuses are the sume as
those which apply to the yenerdl bonus scheme upplicuble to dll stuff,

Long term incentive scheme.

Two executive directors hud benefits under un existing lony 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, us ut 31 December 2014 are €28k (2013: £219k). Benefits ure receivable three
yeurs ufter the bonus decluration, contingent on the overdll improvement of the Society’s
embedded value. A provision is ulso held for potential awards under new 2013 und 2014
schemes.

9 Land and buildings.

Group Group Society Society

2014 2013 2014 2013
£°000 £°000 £°000 £°000
Movements during the year:
As ut 1 Junuary 1.906 1.770 1,906 1,770
Revdludtion during the year 131 136 131 136
As ut 31 December 2,037 1.906 2,037 1,906
Types of land and buildings held at
31 December:
Owner-occupied - Short leusehold 2,037 1,906 2,037 1,906
Cost of land and buildings held at
31 December:
Owner-occupied - Short leusehold 1,626 1,628 1,626 1,628

Land und buildings were valued for the purpose of the 2014 and 2013 Annuadl Report and
Accounts ut open murket value. The valuation of the owner-occupied property was made
by Cupita Symonds, a firm of independent Chartered Surveyors, on 2 December 2014.
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10 Investment in group undertakings.

Society Society

2014 2013
Subsidiaries £°000 £°000
Ordinary shares at directors’ valuation:
As at 1 Junuuary 17,751 11,847
Purchase of Share Capitdl! 100 300
Revaluation during the year 1,513 5,604
As ut 31 December 19,364 17,751

The subsidiaries ure included in the consoliduted Group uccounts at their net asset
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 subsidiaries’ future profits.

The Society owns 100% of the ordinury share 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 Munagement Limited Unit frust munager
Family Equity Plan Limited ISA & CTF munager
Family PEP Manugers Limited ISA munager
Governor Finunce Limited ISA & Savihgs munayer
Family Enterprise Limited Administrative services

Family Assurance Stuff Pension Scheme Trustees Limited  Corporate frustee of the Staff
Pehsion Scheme

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

'On 19 March 2013 Governor Finance Limited issued 100,000 £1 shares at par to the
Society for cash.

On 12 August 2013 Governor Finanhce Limited issued 200,000 £1 shares at par to the
Society for cush.

On 25 June 2014 Governor Finunce Limited issued 100,000 £1 shares ut pur fo the
Society for cush.
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11 Other financial investments.

Group Group Society Society
2014 2013 2014 2013
£°000 £°000 £°000 £°000
At cost:
Shares, variable yield securities und
units in unit trusts 32,628 65,298 32,628 65,298
Deposits with credit institutions 10,568 12,549 - 4,000
43,196 77 .847 32,628 69,298
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 34,871 65,319 34,871 65,319

£30m of the shares, variuble yield securities and units in unit frusts shown ubove are held
in Exchanyge Truded Funds, which in turn invest in fixed income securities (2013: £57m).

12 Assets held to cover linked liabilities.

Market value as at 31 December

Cost as at 31 December

Group unhd Society
2014 2013
£°000 £000
1,036,314 1,068,996
836,198 892,278
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13 Tangible assets.

Group Group Group
Group Computer Computer Computer  Group
Equipment  hardware software platform Total

£°000 £000 £°000 £000 £000
At cost:
As at 1 January 2014 639 1.493 3.191 625 5,948
Additions - - - - -
As ut 31 December 2014 639 1.493 3,191 625 5,948
Accumulated depreciation:
As uf 1 Junuary 2014 639 1.493 3.191 625 5,948
Churge for the year - - - - -
As ut 31 December 2014 639 1.493 3.191 625 5,948

Net book value as at
31 December 2014 - - - - -

Net book value as at
31 December 2013 - - - - -

14 Other debtors.

Group Group Society Society
2014 2013 2014 2013
£°000 £°000 £°000 £°000

Amounts falling due within one year:
Due from subsidicary undertakings - - 3,545 3,754
Amounts owed by linked funds 1.436 1,083 1,436 1,083
Louns to members - 170 - 170
Taxation recoveruble 41 2,246 41 227
Interest receivable 4,354 5,239 - -
Sundry debtors 2,171 1,692 260 259
8,002 10,430 5,282 5,493

15 Other creditors.
Group Group Society Society
2014 2013 2014 2013
£°000 £°000 £°000 £°000
Due to subsidiary undertakings - - 2,656 2,496
Taxes puydble 383 369 379 364
Sundry creditors 4,734 3.801 4,343 3.401

5,117 4,170 7.278 6,261
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16 Policyholder liabilities and reserves in respect of the
society and the group.

Lohg
term  Technicdl
business frovision Fund for
technical for linked Claims future
frovision liabilities  outstanding  dpproprictions
£°000 £°000 £°000 £°000
As at 1 January 2014 35,114 1,068,996 1.091 52,900

Changes in technical provisions:

Gross chunyge in technical (1,842) 216 Qa77) -
fprovisions und cluims

outstanding, net of reussurance

(continuiny business)

Movement in funds for future - - - 3,004
appropriations

Reussurers’ share of the ) - - -
chunge in technical provisions
(continuing business)

Transfer from the Technicdl (31,497) (32,898) (404) (9.429)
Account - Lony Term Business

in respect of discontinued

operations (nhote 24)

As at 31 December 2014 1,770 1,036,314 510 46,475

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

Interest rate % Mortdlity rate

2014 2013 2014 2013
Non-linked business - 050  1.50 Nil Nil
Non profit annuities
Unit-linked business - 0.50 1.50 Unisex AMCO00/ Unisex AMCO00/
Non taxable ' ' AFCO0 (104%) AFCOO (104%)

The level of expenses included in the valuation dre bused on the current yeur’s
expenses dllowing for cost inflution of 3.5%.

The principal changes to valuution ussumptions Made since the previous yeur-end were:

e U reduction in the gross valuation rate of interest from 1.50% to 0.50% for business in
the Munugement Fund to reflect decreuses in yilt yields during 2014.

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

e chunges in the expense inflution from 4.00% to 3.50% und u reduction in the unit price
growth rate from 4.50% to 3.40%.

The overdll impuct of the changes described ubove hus been to decreuse the lony
term business provision, net of reussurance, by £0.1 million.

A reduction in interest rates would reduce the impuct of discounting on the lony term
business provision, resulting in an increused provision. If, for example, the valuation
interest rate were to be reduced by 0.50%, the lohy term business provision would
increuse by upproximutely £0.03m. This does hot include the correspondiny effect on
the vdludtion of ussets.
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17 Bonuses and rebates.

Group uhd Society
2014 2013
£°000 £°000
Cost of bonuses declared, as at 31 December:
Reversionury bonuses - 159
18 Capital position statement.
Former POIS
Assurance
Limited
UK UK
Available capital resources hon-profit with-profits Total
£°000 £°000 £°000
As at 31 December 2014
Fund for future appropriations 46,475 - 46,475
Allocution of Group cupitdl (4,050) - (4,050)
Other adjustments (10) - 10)
Total available capital resources 42,415 - 42,415
As at 31 December 2013
Fund for future appropriations 43,359 9.541 52,900
Fund for future appropriations (2,019 - 2,019
Allocution of Group cupitdl (3,794) - (3,794)
Other adjustments @0 - (€[0))
Total available capital resources 37.516 9,541 47,057
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 2013 37.516 9.541 47,057
Opening udjustments (disposal of 2311 (9.541) (7.230)
POIS division)
Effect of investment variations 2,285 - 2,285
Effect of experience variations (1.782) - (1.782)
Effect of chunge in valuation busis 74 - 74)
New business strain (1.,593) - (1.593)
Operuting profit in the subsidiaries 3,328 - 3,328
Other factors 424 - 424

Available capital resources as at

31 December 2014 42,415 - 42,415
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Former POIS
Assurance
Limited

UK hon- UK
Technical provisions profit with-profits Total

£°000 £°000 £°000
As at 31 December 2014
Unit-linked 1,036,314 - 1,036,314
Non-profit liubilities 1,770 - 1,770

1,038,084 - 1,038,084
Cldims outstanding 510 - 510
Reussurance 33) - 33
Technical provisions in the balance sheet 1,038,561 - 1,038,561
As at 31 December 2013
Unit-linked 1,068,996 - 1,068,996
With-profits liabilities - 30,646 30,646
Non-profit liabilities 3,617 851 4,468

1,072,613 31.497 1,104,110
Claims outstundiny 687 404 1.091
Reussurunce (38) (536) 674)
Technical provisions in the balance sheet 1,073,262 31,365 1,104,627

The were no muteridl options or guarantees included within the Technical provisions
at either 31 December 2014 or 31 December 2013.

Management of insurance risk.

Capital management
The Society muintuins sufficient capital, 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 dlso employs u
number of redlistic tests to ullocute cupital and mMunagye risk. Overdll the Society meets
dll of these reyuirements.

In reporting finunciadl strenygth, cupital and solvency is medusured usinyg the regulutions
prescribed by the PRA. These regulatory cupitdl tests are bused upon reyuired levels of
solvency cupital and a 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 managiny its capital are:

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

 To sutisfy the requirements of its policyholders, regulators and rating ugencies;

o To muintuin finuncial strength to support new business growth;

e To retuin finuncial flexibility by maintaining strony liquidity und auccess to u range of
financial murkets;

e To dllocute capitul efficiently to support growth; and

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

Management of insurance risk.
Restrictions on available capital resources

The Society is required to hold sufficient capital to meet the PRA’s capital requirements.
The capitdl reqyuirements for both with-profits und non-profit business dure culculuted on
the stututory busis. Account is also taken of the Individuul Cupitul Assessment which
conhsiders certuin business risks not reflected in the statutory busis.

The Society’s totul uvdiluble caupitul resources aure £43m (2013: £49m) of which nil (2013:
£9.5m) is held in with-profits funds und £43m (2013: £39.5m) is held in the yeneral fund.

The avdiluble capitdl is subject to certain restrictions as to its availability to meet capital
reyuirements. 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
fpurtficular fund.

It remuins the intfention of manugement to ensure that there is udequaute capital to
exceed the Society’s regulatory requirements. At 31 December the Society’s avdilable
cupital wus 1955% of the cupitul requirement of £2.2m (2013: 1324% of £3.7m).

Capital resource sensitivities

The capitdl position is sensitive to changes in market conditions, due to both chanhyes in
the vdlue of the ussets und the effect thut changes in investment conditions may have
onh the value of liabilities. It is also sensitive o assumptions and experience relafing to
expenses und persistency and, to d lesser extent, mortdility.

The most significant sensitivities arise from the following three risks:

o Market risk in relation to the unit-linked business, which would arise if there were
udverse chunges in the value of unit-linked ussets. The Society’s most sighificunt
income streum is derived us d fixed percentuyge of the market value of unit-linked
ussets. A 30% decreuse in the value of the uhit-linked investments held by the Group
would reduce uvdiluble cupitul resources by upproximately £24m (2013: £23.2m),
including the impuact of the stuff pension scheme.

Expense risk in relation to the costs of running the business und administering the
policies held by the Society, which would drise if there wus an increuse in expense
inflation aund / or the cost structure of the Society. An immediute 20% increuse in the
costs of audministration on dll policies would reduce avdiluble cupital resources by
upproximutely £3.9m (2013: £3.9m).

Persistency risk in relation to unit-linked business, which would arise if there was a
significant increuse in surrender rates which would deprive the Society of the future
income thaut business provides. An increuse in surrender rates of 50% would reduce
avdiluble capital resources by approximately £1.4m (2013: 50% to £2.7m).

The timing of uny impuct on capitul would depend on the interaction of pust
experience und ussumjptions aubout future experience. In generdl, if experience

had deterioruted or wus expected to deteriorate and munugement actions were

not expected to reduce the future impuct, then aussumptions relating to future
experience would be changed to reflect it. In the cupitdl position. Exumples of possible
munugement action would be to dlifer the investment dllocation in the unit-linked funds
to reduce unticiputed adverse murket movements und to reduce the discretionary
expenditure of the Society.
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19 Actuarial function holder.

The Actuarial Function Holder of the Society is Mr D Addison of Towers Watson. The
Society haus requested him to furnish it with the particulars required in Section 77 of the
Friendly Societies Act 1992. Mr. Addison hus confirmed that neither he hor his family have
any finunciudl or pecuniary interests in the Society, with the exception of the fees puid to
Towers Watson for professional services, which in 2014 amounted to €802k (2013: £540Kk).

20 Staff pension provision.

The Society operutes u defined benefit pension scheme, the Family Assurance Staff
Pension Scheme (“the Scheme”). The Scheme funds ure uadministered by trustees und
are independent of the Society’s finances. Contributions are puid to the Scheme in
accordunce with the recommendutions of un independent uctuary.

The defined benefit scheme closed to dll further benefit uccrual with effect from 31
December 2009. In its place the Society makes pension contributions o u defined
contribution stukeholder pehsion scheme on behdlf of new stuff when they become
eligible for pension benefits. The stakeholder scheme is administered by Legal &
Generul Assurance Society Limited.

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

An uctuarial valuation wus carried out us at 31 December 2013 und upduted to 31
December 2014 by un independent yudlified actuary in accordunce with FRS17. As
required by FRS17,the defined benefit liabilities have been meusured using the
projected unit method.

The expected rute of return on ussets for the financiul yeur ending 31 December 2014
wus 6.6% pu (2013: 6.1% pw). This rate is derived by taking the weighted average of the
lonyg term expected rate of return on educh of the usset clusses that the Scheme was
invested in at 31 December 2013.

The following table sets out the key FRS17 ussumptions used for the Scheme. The tuble
dlso sets out,us at 31 December 2014,2013 and 2012, the fair value of ussets, u
breukdown of the ussets into the muin usset clusses, the present value of the FRS17
ligbilities and the surplus or deficit of the ussets over the FRS17 licbilities (the gross
pension usset or liubility).
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20 Staff pension provision (continued).

Under FRS17, the pension usset which can be recognised oh the balance sheet is limited
to the extent that it is recoverable by the employer through reduced confributions for
future pensionuble service und uygreed refunds. Given that no refunds have been
agreed und us ho future service contributions ure currently expected, the maximum
usset that may be recoynised is hil. The impuct of this limit on the baulance sheet, profit
and loss, und the uctuarial guins aund losses entries ure shown in the figures below.

Assumptions: 2014 2013 2012
Retdiil Prices Index Inflation 3.3% 3.6% 3.2%
Consumer Prices Index Inflation 2.3% 2.6% 2.5%
Revaluation in deferment 2.3% 2.6% 2.5%
Pension increuses:

pre April 1997 pension 0.0% 0.0% 0.0%

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

post April 2005 pehsion 1.9%* 2.0%" 2.0%*
Salary growth n/a n/a n/a
Discount rute 3.7% 4.6% 4.5%

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

Investment returns:**

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

Life expectuncy:
mule uged 65 ut the bulunce sheet dute 23.2 yeurs 23.0 yeurs 22.7 yeurs

mule uged 65 in 2039 (25 yeurs from
bulunce sheet dute) 26.0 yeurs 25.8 yeurs 24.9 yeurs

** FRS 17 is beiny repluced by u new set of stundurds. Under these new stundurds the expected return on ussets is being

repluced by inferest on the ussets.

2014 2013 2012
Fair value of assets £°000 £°000 £°000
Equities 24,996 22,551 19,651
Gilts 7.303 6,864 6,064
Corporute bonds 2,276 779 -
Diversified growth / absolute return funds 4,957 4,696 4,257
Cush (48) 9 18
Other net ussets 307 299 292
Total fair value of assets 39.791 35,198 30,282
Present value of liubilities (37.929) (32,604) (31,984)
Pension (deficit) / surplus 1.862 2,594 (1,702)
Adjustment for asset limit (1,862) (2,594) -
Gross pension liability - - (1,702)

Over the yeur to 31 December 2014, the Society mude contributions amounting to
£2,013k to the Scheme (2013: £2,012k). As part of u stuged programme of additional
contributions designed to remove the deficit by 31 Muy 2015, the Society will pay £833k
intfo the Scheme in 2015. However, if the deficit is not eliminated by 31 May 2015 the
Scheme’s Rules reyuire that deficit contributions continue to be puid at least at the
rate of £166,667 per month until the Scheme Actuary certifies that the deficit hus been
cledred. The Society will ulso pay contributions intfo the Scheme to meet the Pension
Protection Fund levies due, where these ure met from the Scheme ussets.
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The post retirement deficit under FRS17 moved as follows:
2014 2013
£°000 £°000
Post retirement deficit as at 1 January - (1,702)

Contributions (employee and employer) 2,013 2,012

Other net finance income:

Pust service cost - 13)
Pust service cost extinguished due to unrecognised surplus - 13
Expected return on pension scheme ussets 2,379 1,866
Interest on post retirement lidbilities (1.485) (1,415)
Restriction on expected return due to unrecognised surplus (894) 4517)

Actuarial (loss) / profit

Actudl return less expected return on pension scheme ussets 835 2,125
Experience yuin drising onh pension scheme lidbilities 382 47
Loss due to chuhyes in ussumptions underlying the present

vdlue of scheme liabilities (4,856) (326)
Actuaridal (loss) / guin recognised in the fund for future

dppropriations (3,639 1,846
Guin / (loss) due to movement in the bulunce sheet limitution 1.626 (2,156)

Post retirement deficit as at 31 December - -

2014 2013 2012 2011
History of experience gains and losses £°000 £000 £°000 £°000
Actudl return less expected return on
pension scheme ussets 835 2,125 834 (2,153)
As u percentage of pension scheme
licbilities at end of year -2% -6% -3% 8%
Experience yuin / (loss) drising on
pension scheme liabilities 382 47 18) 13)
As u percentage of pension scheme
liabilities at end of yeur -1% 0% 0% 0%
Actuaridl (loss) / guin recognised in the
fund for future appropriations (3.639) 1,846 (1.246) (3.079)
As U percentuge of pension scheme
liabilities at end of yeur 10% -6% 4% 11%
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21 Related party transactions.

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

No members of the Committee of Munagement of Fumily Assurance Friendly Society
Limited or its key management had materidl fransactions with any of the Group’s
reluted puarties.

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

Group Group Society Society

2014 2013 2014 2013

£°000 £°000 £°000 £°000

Family Asset Trust 37.376 65,781 37.376 65,781

Family Churities Ethical Trust —

Accumulution Units 9,389 9.460 9,389 9.460
Family Balunced Internationul Fund —

Share Cluss A 826,388 839.478 826,388 839.478
Family Balanced Infernational Fund -

Share Cluss C 321 87 321 87

873,474 914,806 873,474 914,806

During 2014, the Society und Group mude the following hew investments of policyholders’
funds. All purchases of uhits were made ut arms lehyth bused oh the buying price:

Group Group Society Society

2014 2014 2014 2014

£°000 uhits £°000 units

Family Asset Trust 447 168,000 447 168,000
Family Baulunced Internationul Fund —

Shure Cluss A 6,169 1,857,125 6,169 1,857,125
Family Balunced International Fund —

Shure Cluss C 226 185,954 226 185,954

6,842 6,842

22 Other financial commitments.

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

Land & Buildings Other
2014 2013 2014 2013
£°000 £°000 £°000 £°000

Less than a year - - - -
Between 2 and 5 years - - 62 62
More than 5 yeuars - - - -
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23 Discontinued operations.

During the yeudr, the Group entered into d transfer ugreement in order to sell its POIS
business to Foresters Friendly Society. The disposal was effected us part of the overdl
Family Investments business strateyy, driven by a gradudl chunge in core products.

The disposul wus completed on 26 September 2014 by way of an insurance business
fransfer scheme under Part VIl of the Finuncial Services und Markets Act 2000. The
results und cush flows of the discontinued operdtions, which have been included in the

cohsoliduted techhicul account are us follows:

Edarned premiums

Outwuard reussurance premiums
Edarned premiums, het of reassurance
Investment income

Unredlised guins on investments
Redlised guins on investments

Total technical income

Claims incurred, net of reassurance
Claims puid

Gross umount

Reussurers’ share

Chunge in provision for cluims
Gross and net umount
Net claims incurred

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

Gross umount
Reussurers’ share

Other technicul provision, het of reussurance

Technicul provision for linked lidbilities
Net change in fechnicdl provisions

Other expenditure
Investment expenses und charges
Unredlised losses oh investments

Technical charges

Deficit of technical income over
technical charges before taxation

Tux uttributuble to the lony term business
Guin on disposul (hote 24)
Gain / (loss) on discontinued operations

Group ahd Society
2014 2013
£°000 £°000
5216 7.295

- 89

5216 7,206
1,286 1.453

- 2,692

3,673 397
10,175 11,748
(10,935)  (13.236)
- 30
(10,935)  (13,206)
[©) 96
(10,9471) (13,110)
4,858 6,374

- (28)

4,858 6,346
963 (4,582)
5,821 1,764
(968) 1,327)
4,121) -
(5,089) 1,327)
(10,209)  (12,673)
34) (925)
78) -

486 -

374 (925)
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24 Disposal of business.

As referred to in note 23, on 26 September 2014 the Group disposed of its POIS business
to Foresters Friendly Society.

The net ussets ut the dute of disposul und ut 31 December 2013 were Us follows:

Group ahd Society
2014 2013
£°000 £°000
ASSETS
Investments

Other financial investments

Shures, variuble yield securities und
units in unit frusts 34,380 39,182

Assets held to cover linked liabilities 31,935 32,898

Reassurers’ share of technical provisions
Long fterm business provision 536 536

Other assests
Other debtors 914 709
Cush ut bunk und in hand 596 1,192

Prepayments and accrued income
Accrued interest und rent 53 72
Other prepuyments und uccrued income 1 6

68,415 74,595

LIABILITIES
Reserves
Fund for future appropriations 9.429 9.541

Technical provisions

Lony term business provision 26,639 31,497

Claims outstanding 410 404
Technical provision for linked liabilities 31,935 32,898
Creditors

Other creditors, including taxation and

socidl security - 253
Accruals and deferred income 2 2

68,415 74,595

Guin on disposul, het of selling costs 486
Add buck: selling costs 414)
Add buck: value of future with profits reserves puid (500)
Totdl considerution 1,400

Purchase consideration received in cash and cush
eyuivdlents, het of selling costs puid 900

Less: cush und cush eyuivalents disposed of (596)
Net cush outflow arising on disposdl 304
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