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Our Highlights

EST 1902

Over £87m 
in assets

24,528 members 
in 2017

263% 
Solvency II 

Capital Coverage 

Ratio

20% 
Increase in 

membership

96.7% 
Claims paid in 

last 12 years

Final Bonus 
paid in 2017

17.5%

Trading Profit 

£3.7m

£

The Society was founded in 1902 to provide 

sickness benefits for commercial travellers 

and their families. 

We are located in Bedford, with members 

throughout the UK and are one of the larger 

UK Friendly Societies with just over £87m in 

assets. The principal activity of the Society 

is to provide sickness cover for its members 

in times of illness or accident. After paying 

sick pay and expenses any surplus is invested 

for the benefit of the members and the BFS 

investment policy is determined by the Board 

of the Society with input from the Investment 

Committee and our Chief Actuary.

As a mutual we exist solely for the benefit of 

our members and have no shareholders to 

whom we need to pay dividends. Until 2011 

the Income Protection insurance offered by 

the Society was mainly of a ‘Holloway’ type 

with a capital element building up over time 

through the allocation of interest and other 

apportionments (effectively distributing 

annual surpluses to members). This business 

had been in decline for a number of years and 

in 2011 a pure Income Protection product, 

BFS Protect, was launched. This is sold via 

intermediaries and is now the core business 

product of the Society. In recent years we have 

also introduced Breathing Space, a policy 

which does not require financial underwriting 

and is designed for the self-employed market.

Our History
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Chairman’s Welcome Statement

CHRIS RADFORD

CHAIRMAN, BRITISH FRIENDLY

Introduction 
In my welcome statement last year, I outlined the two 

key elements of our strategy; membership growth and 

the creation of member value as measured by our capital 

position. I added that to achieve these goals we need 

to underpin this strategy with excellent service and by 

protecting our members’ interests.

I also outlined, in addition to our overall strategic goals 

to grow the Society whilst creating member value, that 

during 2017 we would develop and diversify our product 

range, introduce our unique Mutual Benefits programme 

and also start a key project to move to a new state of the 

art computer system.

This was going to be challenging as the UK economy 

continued to slow following the Brexit vote. The 

economy is expected to have grown by only 1.5%, down 

from 1.8% in 2016, and this downward trend is expected 

to continue in 2018 which estimates only 1.4% growth. 

Whilst this is a better position than some predicted, who 

expected a recession, it does potentially have a negative 

impact on our Society. 

In addition, last year we saw a change of Chief Executive 

which can often involve a period of settling in for the 

new incumbent. However, as you will see, with a clear 

strategy and a high calibre team we maintained our 

momentum and delivered another strong performance 

against our strategic objectives. The Chief Executive’s 

report details a number of key initiatives undertaken in 

2017 in order to ensure we continue to deliver on our 

purpose to be a trusted and relevant provider of financial 

support in times of need.

Strategic Goals
Starting with membership growth, following the 

excellent result in 2016 when our membership grew 20%, 

I am delighted to report that we have again achieved 

growth of 20%, to 24,528 members. 

I am delighted to report that the society had another 

profitable year posting a trading surplus of £3.7m. 

I am also pleased to confirm that during this period 

of profitable growth we were able to strengthen our 

technical insurance provisions whilst keeping our 

Solvency Capital Ratio in line with our forecast. This has 

allowed us to further protect our members.

Member Engagement
Having regular and qualitative engagement with our 

members is central to our strategy so that we are able to 

determine the direction our members want the Board to 

take the Society. Historically, as with most small mutuals, 

achieving regular member engagement can prove 

challenging and so we have significantly increased our 

focus in this area over recent years.

Last year I outlined a comprehensive programme 

of activities that we held in 2016 that substantially 

increased our levels of engagement. We continued with 

this same level of focus during 2017 including regular 

e-mail communications and surveys, inviting members 

to volunteer to represent our brand, member case 

studies, social media competitions and welcome e-mails 

when new members join the Society. Two significant 

initiatives were the launch of our innovative Mutual 

Benefits programme and holding our Annual General 

Meeting (AGM) in London rather than at our Head Office 

in Bedford.

As a result of all our member engagement activity during 

2017 we saw a significant increase in attendance at our 

AGM, over 13% of members now take advantage of the 

Mutual Benefits programme and substantial increases in 

our following on social media with Facebook up 115%, 

LinkedIn up 78% and Twitter up 52%.

Board Changes and Governance Matters
2017 was an important year for the Society with regard 

to strengthening the Board.  In July Robin Willison joined 

us, bringing excellent business and sector experience 

and at the beginning of this year Michael Bartholomeusz 

was appointed as Chair of our Audit and Compliance 

Committee. 
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Chairman’s Welcome Statement

In 2017 we said goodbye to Jeff Hayes who has 

served the Society with great professionalism since 

joining the Board in 2010 and who stepped down on 

31st December. He made a significant contribution to 

the Society, especially to our investment strategy, 

and we wish him all the best for the future. In 

2018, Barbara Merry resigned due to other work 

commitments, stepping down from the Board in 

March 2018, and we thank her for her contribution 

and wish her well for the future.

Last year we also completed a detailed review of 

our Board and Sub-Committee structure which 

has resulted in a more streamlined and effective 

approach to overseeing the business. We have 

completely separated the Remuneration and 

Nominations Committee, often run as one committee, 

with different chairs. We increasingly see these two 

areas as distinctly separate issues requiring different 

focus. Also our Senior Independent Director now 

chairs the Nominations Committee bringing us in to 

line with larger firms.

We also incorporated the Investment Committee 

into our Risk Committee as we outsource our fund 

management to LGT Vestra and so increasingly see 

the Investment Committee’s role as the oversight 

of our Board agreed investment strategy. This also 

means that this key area now comes under the 

chairmanship of a Senior Manager Regime approved 

person.

Overall in 2017 I believe we have made an important 

investment in strengthening our Board and 

oversight structure which will allow us to run the 

business even more effectively in future.

2018 will almost certainly bring further challenges 

with Brexit moving ever closer and a likely further shift 

away from globalism in many parts of the world. As in 

2017 we believe we are well prepared to manage this 

uncertainty with a clearly defined strategy, a strong 

Board and Executive team, a robust capital position 

and a continued commitment to putting our members 

at the heart of everything we do.

I would like to once again thank our members for 

their continued support and our team in Bedford who 

continue to stay true to our ideals of doing the right 

thing and being easy to do business with.

Summary

CHRIS RADFORD
Chairman
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Board of Directors

Chris was elected Chairman in May 2016. He joined the 
Board in June 2010 and has over 35 years of experience 
in the financial services sector most recently as CEO of 
Lambeth Building Society, Legal & General’s unit trust 
business and specialist investment firm TIS Group. He 
has worked in a wide variety of business environments 
including major global and small local, plc and mutual and 
across all areas of financial services including insurance, 
investments, savings, banking and lending. Chris has 
considerable experience of helping organisations to 
develop new strategies and achieve wide scale changes.  
The skills and experience Chris brings to the Board 
include strategy development and implementation, 
change management, business planning and organisation, 
executive development, operational efficiency and 
understanding the responsibilities to members of a 
mutual organisation.

After serving as Chairman, Nick was elected Senior 
Independent Director in May 2016. He joined the Board 10 
years ago in January 2008.  With 26 years of sales and 
marketing experience in the financial services and banking 
sectors, Nick has held a number of roles from Independent 
Financial Adviser (IFA) to National Sales Manager of a 
large bank.  He has worked for Barclays and The Woolwich, 
where he managed teams of up to 150 IFAs and set up the 
UK’s first IFA Training Academy.  The skills and experience 
Nick brings to the Board include a deep understanding of 
the IFA and wealth management community, with a bias 
towards sales and marketing.

Committee Membership

Member of the Remuneration and Nomination Committee

External Appointments

Nick is currently the Deputy Head of Business at St James 
Place Wealth Management in the City Office which is 
responsible for funds under management of over £7 Billion 
spread between 160 small and medium size businesses.  

Robin joined the Board in June 2017. He has over 35 
years experience in financial services including a series 
of senior leadership positions in Lloyds Bank and LV=. He 
has sat on a number of industry committees at the ABI, 
APACS, ILAG and as a Director of LINK Interchange. In 
recent years he has worked as an independent consultant 
across the financial mutual sector and a coach to senior 
executives across a range of industries. 

Committee Membership

Member of the Remuneration Committee
Member of the Nomination Committee
External Appointments

Robin is Chairman of the UK Board of an international 
leadership development charity. 

Audrey was appointed as a Non-Executive Director in 
April 2016. She has been in financial services for 33 years 
primarily in the City of London working for a number of 
banks and latterly for Europe’s largest independent asset 
manager where she was Global Head of Business Risk. In 
that role she was responsible for the implementation of 
the group’s risk management framework and system, the 
production of the Internal Capital Adequacy Assessment 
Report (ICAAP) and directly accountable to the PLC board 
for the Operational Risk and IT risk teams. Audrey brings 
to the Board significant experience in risk management 
and governance together with a deep understanding of 
the changing regulatory landscape.
Committee Membership
Chair of Risk Committee 
Member of Investment Committee
Member of the Audit and Compliance Committee
External Appointments

Audrey is a Non-Executive Director for the Earl Shilton 
Building Society based in Leicestershire and a Non-
Executive Director of Jupiter Emerging & Frontier Income 
Investment Trust PLC and chairs its Audit Committee.

ROBIN WILLISON (58) NON-EXECUTIVE DIRECTORCHRIS RADFORD (59) CHAIRMAN

NICK BAYLEY (57) SENIOR INDEPENDENT DIRECTOR AUDREY MCNAIR(57) NON-EXECUTIVE DIRECTOR
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Board of Directors

Barbara joined the Board in April 2016. She is a chartered 
accountant and has over 30 years experience in the 
insurance industry. Until early 2014, she was the CEO 
of Hardy Underwriting Group (listed on the London 
Stock Exchange until 2012) which manages syndicate 
382 at Lloyd’s, underwriting a broad mix of business 
including marine, aviation, energy, property, specialty 
and catastrophe reinsurance. Barbara brings to the 
Board a deep understanding of the financial performance 
metrics associated with an insurance business, including 
detailed knowledge of Solvency II, together with a strong 
sense of strategic direction and a keen interest in people 
management.
Committee Membership
Chair of the Audit and Compliance Committee
Chair of the Remuneration and Nomination Committee
Member of the Risk Committee 
External Appointments 
A trustee of the eye research charity Fight for Sight, 
a Non-executive Director for Domestic and General 
Insurance Limited, Argos Group Holdings Ltd and is Chair 
of Age UK Ltd.

Jeff joined the Board of British Friendly in April 2010 
following a 40 year career in the UK fund management 
industry. During his period in the City Jeff was a dealer 
on the London Stock Exchange, managed fixed income 
portfolios and took responsibility internationally. For 
three years prior to his retirement, Jeff was one of our 
investment managers which gave him a clear insight 
into British Friendly’s operations. Jeff brings extensive 
investment and financial experience to the British Friendly 
Society.  
Committee Membership
Up to December 2017 Chair of the Investment Committee
Member of Risk Committee
Member of Audit and Compliance Committee
Member of Remuneration Nomination Committee
External Appointments
Jeff is Chairman at the Trust for London (Large London 
based Foundation), Chairman King’s Ely Independent 
School, Special Advisor to the Board of Carer’s UK  and a 
Co-opted Trustee for St John’s Hospital in Bath.   

Iain was appointed Chief Executive Officer in December 
2016. Iain brings over 28 years of experience in the 
insurance and protection industry to British Friendly 
and initially joined the Society as the Distribution and 
Marketing Director in September 2015 from his previous 
role of Managing Director of Protection at LV=. He was 
appointed to the Society’s Board in April 2016. Iain’s 
primary focus for 2017 was to review, lead and further 
enhance the Society’s existing product and distribution 
programme whilst reviewing and developing the Society’s 
medium to long term strategy plan.

Lee was appointed Finance Director and joined the Board 
in July 2010 and is a Chartered Accountant. He brings 
more than 18 years’ of strategic planning and executive 
experience to the Society and currently has executive 
responsibility for Finance, IT and Projects within the 
Society. Prior to joining the Society, Lee was with an 
engineering services firm for 10 years where he was 
instrumental in growing it from a small UK based business 
to one listed on AIM with operations in seven countries. 

External Appointments
Lee is a Non-Executive Director for Metropolitan Police 
Friendly Society Limited.

Michael joined the Board in April 2018. He has 35 years 
experience in financial services across general and life 
insurance sectors and retail banking with Flood Re, AIG 
UK, Prudential UK, and Abbey National Group,
Michael is a qualified chartered accountant and a member 
of two other professional bodies for risk management 
and corporate treasury. 
Committee Membership (2018)
Chair of the Audit and Compliance Committee
Member of the Remuneration Committee
Member of the Risk and Investment Committee
External Appointments
Michael is Non-Executive Deputy Chair of ORIC 
International and Expert Advisory Panel member at 
Ambiental Risk Analytics. 

BARBARA MERRY (61) NON-EXECUTIVE DIRECTOR IAIN CLARK (50) CHIEF EXECUTIVE OFFICER

LEE SCHOPP (47) FINANCE DIRECTOR

JEFF HAYES (64) NON-EXECUTIVE DIRECTOR

MICHAEL BARTHOLOMEUSZ (60) APPOINTED IN 2018
NON-EXECUTIVE DIRECTOR
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Our Management Team

Georgina joined the Society in 2017 having previously 
worked in a number of regulatory compliance roles in 
the financial services sector. She is the Society’s Risk 
and Compliance Director and is responsible for ensuring 
the Society operates within the confines of law and 
regulation. She is also responsible for advising the Board 
on governance, legal and regulatory matters.

Andy joined the Society as a freelance IT consultant in 
October 2009 to manage the implementation of the 
Protect range of products and their distribution through 
the Independent Financial Adviser (IFA) market. Andy 
joined the Society on a permanent basis in October 2013 
to oversee the delivery of all of the Society’s projects. 

Lorraine joined the Society in June 1983. During her 
career with the Society Lorraine has held a number 
of roles which has allowed her to gain an extensive 
knowledge of the business and the membership. With 
this wealth of experience Lorraine became Head of 
Operations in 2011.  

GEORGINA ROSE RISK AND COMPLIANCE DIRECTOR 
AND COMPANY SECRETARY

ANDY BARRETT HEAD OF IT

LORRAINE DONALD  HEAD OF OPERATIONS
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Our Management Team

Nick joined British Friendly in 2016 as our Product and 
Marketing Director. He is a big advocate of mutuality and 
has over 35 years’ experience in the financial services 
industry working in a number of roles including sales, 
marketing, product research and development. This 
experience has given Nick a comprehensive knowledge 
of the protection market and a real passion for protection, 
particularly Income Protection.

Andy has extensive underwriting and claims experience 
both in the UK and overseas. He has worked in the life and 
disability market for over 35 years and has knowledge 
and skills across protection products including the 
implementation of underwriting and claims, philosophies, 
processes, systems, quality and training frameworks, 
and rules engines.

Julie is a highly skilled and influential leader with 
over 20 years’ experience in financial services, across 
intermediated and tied distribution. Julie joined British 
Friendly as Distribution Director in 2017 from Vitality 
where she built the single-tie distribution channel.
With a strong track record of delivery, her career 
spans key distribution roles within protection, wealth 
management and platforms across Legal & General, 

Aegon and Standard Life. 

JULIE GREENWOOD DISTRIBUTION DIRECTORNICK TELFER PRODUCT AND MARKETING DIRECTOR

ANDY PARKER CLAIMS AND UNDERWRITING
DIRECTOR
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Strategic Report

This is my first report as Chief Executive having taken 

over from Mark Myers in January 2017. It was both a 

pleasure and a privilege to work alongside Mark who 

helped to stabilise and strengthen the Society during 

his tenure. I look forward to building on the solid 

foundations he has laid and delivering the best possible 

results for our employees, intermediaries and Members.  

I am delighted that for the second year in a row we have 

seen 20% growth in membership to the Society and have 

achieved a trading surplus. 

Our strong capital position has allowed us to continue 

to pay and enhance bonuses to Holloway and Century 

members, introduce our Mutual Benefits programme, 

develop new product enhancements  and upgrade our 

systems and service to remain relevant and in line as one 

of the best in the market. 

We have been able to increase our Final Bonus to 17.5% 

and our interest rate to Holloway and Century members 

has also increased to 1.75%. Overall we paid interest and 

bonuses in 2017 of £3.7m and over the last five years a 

total of £17.5m.

With this growth, our expenses rose in 2017 but this was 

an inevitable consequence of managing higher levels of 

new business and of the significant investments we have 

made in recruiting high calibre people and in updating 

our technology platform.

Most importantly, this year we have taken the opportunity 

to strengthen our reserves to ensure that the Society’s 

growth path is supported by a robust balance sheet.

Giving members products and services they 
value.

Mutual Benefits
Central to our strategy is the creation and distribution of 

value to our members and we have continued to increase 

our efforts to retain our existing members by offering 

demonstrably superior value. In recent years, the principal 

way in which the Society has been returning value to 

its Holloway and Century members has been by paying 

apportionment (profit share on trading surpluses) at 

stable rates, paying a competitive rate of annual interest 

on member balances and reintroducing and increasing 

final bonuses year on year over a six year period.

In 2017, we launched Mutual Benefits which is our annual 

discretionary programme of everyday practical lifestyle 

benefits designed exclusively for our members. 

It launched with the following objectives:

 � to be a tangible expression of our value of 

membership for British Friendly

 � to increase the opportunities for engagement 

between you, our members, and British Friendly 

 � to bring meaningful and relevant offers/services 

specifically for British Friendly members  

 � to provide a mechanism to return value to you, our 

members

Most insurance policies only come to life when something 

bad happens. With Income Protection, this means when 

you are sick or injured and cannot work. With Mutual 

Benefits, however, we wanted to design a programme 

where you could receive a range of additional benefits 

that you can use anytime. The programme gives access 

to great deals and discounts, free healthcare services, tips 

to help you live a healthier lifestyle and bespoke offers 

from our partners. We also offer you practical support 

services for when the going gets tough and you need that 

extra helping hand on your route to recovery.  

We have been delighted with the programme to date 

with over 13% of our members registered and using the 

benefits in 2017. Further enhancements and inclusions to 

this programme are envisaged for 2018 and beyond. 

IAIN CLARK

CHIEF EXECUTIVE OFFICER, BRITISH FRIENDLY

CEO REVIEW
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Strategic Report

There is little point in having Income 
Protection if it does not pay out when 
you need it which is why we focus as a 
Society on paying as many claims for 
our members as possible. We pride 
ourselves on our consistently high claims 
payment track record. Over the last 12 
years we have paid an average of 96.7% 
of all claims including 92.4% in 2017. We 
believe this is a true reflection on how we 
serve our members.

HIGHLIGHTS

38%
of claimants 
were female

62%
of claimants were 

male

top reason for claim 
in 2017

orthopaedics
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Strategic Report

Recognition

We always aim to deliver high standards of 

service and product development to our 

members and this was evidenced in 2017 when 

we were nominated for a number of prestigious 

industry awards. We were delighted to receive 

Best Income Protection Provider of the year 

from the top intermediary company LifeSearch 

and pleased to be Highly Commended for 

Best Income Protection Provider and Best 

New Product at the Cover Excellence Awards. 

Additionally, for the 2nd year in a row we were 

awarded a 5 star Defaqto rating.
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Strategic Report

Business Performance Indicators
2017 saw a continuation of our strong performance 
which is reflected in a solid set of business results.

The key highlights being:

Target Achieved

Membership 23,250 24,528

Solvency 270% 263%

These key metrics were achieved whilst keeping costs 
strictly under control, maintaining a high claims paid 
ratio and also strengthening reserves.

Investment Returns 
We invest our assets in order to provide a stable return 
to our members whilst putting capital preservation at 
the heart of any investment decisions made. Investment 
returns for 2017 again exceeded our budget and 
expectations and despite the continuing backdrop of 
uncertainty of world events and a somewhat chaotic 
UK election results economies have continued to 
improve and we have seen steady growth.

We are delighted to be able to increase our Annual 
Bonus rate from 1.5% to 1.75% for the year. 

We have also been able to increase our Final Bonus 
from 15% to 17.5% reflecting the longer term value 
being created in the Society. 

We hope to be able to continue to raise the Final Bonus 
rate in future years to reflect the loyalty of our long 
standing Holloway and Century members.

People, Culture and Operational 
Fitness 
I am really proud of our employees, as ultimately it is 
them who make us different. Even though we have 
grown rapidly over the past 2 years, their engagement 
and enthusiasm to deliver to our principles remains 
core to our success. 

The formulation of our strategy has been built upon 
a deep alignment with British Friendly’s principles, 
culture, values and beliefs. We developed these 
principles by engaging with our members, advisers 
and employees and asking for their feedback.  

We have invested heavily in 2017 in a new training 
and competency scheme which has, and will, help 
the business deliver its objectives and develop future 
leaders. We are in a dynamic and evolving environment 
however, where members expectations continue to 
rise. It is our challenge therefore to continually adapt 
to these demands in order that we remain “a trusted 
and relevant provider of financial products in times of 

need”. 

Outlook
I am delighted that in my first year as CEO we have 
seen a continuation in the growth of membership but 
also in the strengthening of our financial position. 
This vindicates the strategic plan the Society set out 
to deliver in 2015.  With the continued investment in 
people and systems and unrelenting support from 
the Board, I am confident that the Society will remain 
relevant and supportive to its members in the future. 

24,528 
members in 2017

IAIN CLARK
Chief Executive Officer
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Strategic Report
Risk Management

Strategic
Description Mitigation

The nature of the Society’s business model and its vulnerability to 
competitor and technological innovation remains a significant risk.

The Society continues to invest in efforts to diversify the 
approach away from being a mono product provider and 
extend our distribution channels. Significant progress has 
been made this year in diversifying our distribution base.  
In addition plans are in place to update our technological 
infrastructure over the coming year.  

A failure to develop the Society’s product proposition in line with 
changing market dynamics and expectations could erode and 
significantly impact the achievement of our strategic objectives.

The Society continues to develop its product and member 
propositions and the introduction of the Mutual Benefits 
programme is an example of this.

The economic and political environment is currently uncertain with 
several factors apparent which might affect the Society’s ability to 
fulfil its strategic objectives.

The Board monitors this and the potentially adverse 
impact of the political and economic environment on the 
Society’s strategy is kept constantly under review.

Insurance
Description Mitigation

The Society is required to make assumptions as to the likelihood of 
an insured event occurring.

The Society’s solvency and operational ability will be adversely 
affected if these , particularly claims and lapses are inaccurate.

The Society continues to define its controls against KPIs 
and KRIs which are regularly reported to the Board to 
identify adverse trends and are accommodated within our 
agreed risk appetite. The Society uses actuarial models to 
determine the pricing of our products. This is carried out by 
the Actuarial Function Holder. The Society complies with 
specified risk models under Solvency II Regulations which 
are designed to facilitate oversight and understanding of 
the risks facing the Society and to ensure adequate capital 
reserves to meet liabilities.

Operational
Description Mitigation

The limited resource available to an organisation of our size increases 
the level of challenge to remain both competitive and compliant.

The Society has actively recruited to key posts during the 
year which will facilitate scalability and support future 
developments as well as compliance controls.  

The Society aims to ensure that it has personnel with the appropriate 
competencies and behaviours.

A formal Training, Competency and Development 
Programme was initiated in 2017 and is being continually 
developed to demonstrate appropriate and consistent 
behaviours.

The Government’s Universal Credit programme presents a challenge 
for the Society. If implemented in the current form it could have an 
impact on the attraction of new business.

The Society, along with the wider Income Protection sector 
is monitoring early feedback from the Universal Credit 
rollout, seeking to understand the impact on our business. 
We continue to review our products to ensure that there is 
real value to members in our products. 

A significant breach of our Information Security arrangements leading 
to loss of member and the Society’s data could impact our ability to 
operate and achieve our strategic objectives.

The Society constantly reviews its information security 
arrangements including internal audit of our outsourced IT 
partner. 

A comprehensive review of the Society’s Information 
Security controls was commissioned in 2017, in which the 
Society demonstrated that strong systems and controls are 
in place.

A number of critical functions are outsourced to third parties. Due diligence is carried out on potential suppliers and there 
is robust  monitoring of all critical and important outsourced 
functions.

The Board is responsible for the delivery of risk management and controls. Detailed below is the Board’s existing risk 
management framework.
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Strategic Report
Risk Management

Operational
Description Mitigation

The Society is subject to a number of regulatory and legislative 
obligations. A failure to anticipate regulatory change or respond 
effectively to such changes could impact on our ability to operate 
and achieve our strategic objectives and damage our relationships 
with members.

The Society manages its regulatory risks through strong 
processes and procedures. The Society seeks to identify 
and meet its regulatory obligations and to respond to 
emerging risks. 

Operational controls, training and reporting processes are 
in place to ensure compliance with the requirements of the 
regulators. Objective oversight is affected by means of a 
risk based monitoring programme approved by the Audit 
and Compliance Committee of the Board. 

Additional compliance support and oversight is provided 
by an external consultancy.

The Society has commissioned a major IT upgrade programme that 
carries embedded operational risks as well as the opportunity to 
modernise and streamline its operational capability.

A robust supplier selection process has been carried 
out   to ensure supplier competency and ability to deliver 
to specification. This is supported by strong contractual 
protections and real time management and oversight by 
an internal project team reporting to Senior Management 
and the Board.

The Society needs to keep up with current technology practices in 
order to deliver its products in a relevant way to its customers and 
members.

Significant efforts go into ensuring our systems meet 
the needs of our customers and members.  Any major 
IT change goes through a thorough risk analysis process 
before it is implemented.

Credit

Description Mitigation

This is the risk that the Society suffers financial loss as a result of 
another party’s failure to meet their financial obligations in a timely 
manner.

The Society seeks to minimise credit risk by ensuring 
that all counterparties have strong credit ratings, hold 
investments in segregated client funds and maintains a 
diversified portfolio of investments, thereby reducing the 
potential impact of any one credit event.  

Market
Description Mitigation

The limitations of the Society’s capital base remain and our exposure 
to investment shocks is a vulnerability of the current strategy.

Market risk for investments is managed by use of 
detailed investment guidelines which cover risk/reward 
relationships, limits on exposure by markets and asset 
classes and maturity profiles.

The Society’s investment objectives are to achieve medium 
term stability in bonus rates and to ensure that members’ 
capital is not put at risk.

The Society does not match its assets and liabilities 
precisely. Average duration benchmarks are set instead, 
which approximate the maturity profile of the liabilities 
but with a degree of mismatch to allow the Society some 
flexibility to enhance returns.



16 BRITISH FRIENDLY ANNUAL REPORT  2017

Corporate Governance

Board Governance
Governance is about how the Board carries out its 
duties and responsibilities.  The Board is committed 
to delivering high standards of Corporate 
Governance and the Directors consider that the 
Society has complied with The UK Corporate 
Governance Code – An Annotated Version for 
Mutual Insurers (“The Code”),  throughout the year 
subject to comments in this report. The Society 
adheres to the policy of ‘Comply or Explain’. 

Matters Reserved for the Board

 � Setting the strategic direction of the Society
 � Approval of changes to the Society’s corporate 

and capital structure
 � Maintaining the Society’s accounting records
 � Monitoring performance of the business and 

the executives
 � Establishing a framework of systems and 

controls
 � Monitoring risk via the framework of systems 

and controls
 � Agreeing the appointment and remuneration 

levels of executive members of the Board of 
Directors

Highlights for 2017
During the year, we:  

 � Refreshed our approach to strategic planning 
with the approval of a new five year strategy 
and   plan

 � Developed the Society’s systems and controls 
surrounding information security

 � Conducted a review of the current corporate 
governance structure and recommended 
changes to support the growing business

 � Met all of the applicable requirements of the 
UK Corporate Governance Code (as annotated 
for mutual insurers)

 � Further developed our leadership succession 
planning process

 � Conducted an externally facilitated Board 
Effectiveness Review

 � Introduced the Bereavement Benefit and 
Mutual Benefits to all members of the Society 

MARCH
 � Approved the Society’s Financial Statements and 

report
 � Reviewed and approved the Society’s Annual PRA 

Insurance Returns
 � Reviewed the proposal for Bereavement Benefit
 � Review of the Society’s Solvency and Financial 

Conditions Report 

 � Reviewed and signed off the Society’s annual 
actuarial valuation

 � Reviewed the Society’s key risks
 � Reviewed the Society’s information security 

systems and controls

FEBRUARY

MAY

JULY

SEPTEMBER

OCTOBER

DECEMBER

 � Reviewed the Society’s key risks 

 � Reviewed the Business Continuity Report 

 � Reviewed the Information Security Report

 � Acceptance of the new systems software

 � Reviewed output from the Board strategy day held 
in June

 � Agreed the framework for the Society’s 2017 ORSA 
process

 � Received and update on Care Assistance Benefit
 � Reviewed the financial half year forecast
 � Reviewed the Society’s outsourced arrangements
 � Appointed new auditors

 � Approved the Society’s ORSA 2017
 � Reviewed the Board Risk Appetite Statement
 � Reviewed the Corporate Governance structure
 � Approved the Terminal Illness Benefit
 � Approved the Recovery Support Benefit
 � Reviewed the Society’s Risk Management 

Framework

 � Reviewed the budget and business plan

 � Reviewed Information Technology Systems

 � Approved the apportionment and interest rates for 

2017/2018

 � Approved the budget and business plan

 � Reviewed the FCA/PRA Threshold Conditions 

compliance

 � Reviewed the regulatory compliance programme
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Board Committees
The Board’s role is set out in the Memorandum and Rules of the Society.  The Board has four main sub-committees 
being:

Audit and Compliance
Risk
Investment
Remuneration and Nomination

During 2017 the Board of Directors met on seven occasions. There is a clear division of responsibilities between 
the roles of Chairman and Chief Executive and they are held by different individuals.  Each has a specific role and 
responsibilities which are set out in written statements of responsibilities. The Chairman is primarily responsible 
for the effective running of the Board and for ensuring full and constructive participation of all Board members in 
discussions and the decision making processes within the remit of the Board. The Chief Executive is responsible 
for the executive management of the Society within specific guidelines established by the Board. The Board of 
Directors comprises the Chairman, who is an independent non-executive, five other independent non-executives 
and two executive members, being the Chief Executive and Finance Director.  In the September Board meeting a 
new Corporate Governance structure was approved allowing for the Investment Committee to be incorporated 
into the Risk Committee in order to best discuss the risks surrounding investments.  It was also agreed to separate 
the Remuneration and Nomination Committees to allow greater accountability. These changes will come into 

effect in 2018.

The attendance record at meetings during 2017 was as follows:

2017 Chris 
Radford

Nick 
Bayley

*Jeff 
Hayes

Audrey 
McNair

***Barbara 
Merry

** Robin 
Willison

Lee 
Schopp

Iain 
Clark

Board 7/7 7/7 7/7 7/7 7/7 3/7 7/7 7/7

Remuneration 
and Nomination

0/0 2/2 1/2 0/0 2/2 1/2 0/0 2/2

Audit and 
Compliance

0/0 0/0 2/2 2/2 2/2 0/0 2/2 2/2

Risk
0/0 0/0 2/2 2/2 2/2 0/0 2/2 2/2

Investment
0/0 0/0 2/2 2/2 0/0 0/0 1/2 2/2

* Jeff Hayes left the Board in December 2017
** Robin Willison was appointed to the Board in June 2017
*** Barbara Merry left the Board in March 2018
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Effectiveness
The Board and its committees should have the 
appropriate balance of skills, experience, independence 
and knowledge of the company to enable them to 
discharge their respective duties and responsibilities.  
There should be a formal, rigorous and transparent 
procedure for the appointment of new directors to the 

Board.

Board’s Response
The Board is satisfied that it has the appropriate range 
of skills, experience, independence and knowledge 
to provide strategic leadership to the Society. Board 
members come from diverse and varied professional 
backgrounds and bring with them a wealth of commercial 
experience. During the year the Board conducted an 
external Board Effectiveness Review, which provided the 
Board with a number of minor recommendations which 
will be implemented in 2018. The Code sets out certain 
requirements in determining whether a non-executive 
member of the Board is independent. Having regard to 
this the Board is of the opinion that all non-executive 
members of the Board were independent in character, 
judgement and relationships throughout the year.  
Members of the Board do not have any outside financial 
interest in the Society and there were no conflicts of 
interest disclosed during any Board discussions. All 
members of the Board submit themselves for re-election 

annually.

Accountability
The Board should present a fair, balanced and 
understandable assessment of the company’s position 
and prospects.  The Board is responsible for determining 
the nature and extent of the significant risks it is willing 
to take in achieving its strategic objectives. The Board 
should maintain sound risk management and internal 
control systems.

Board’s Response
The Board is satisfied that it has appropriate systems 
of controls in place to manage the risks the Society 
faces.  Ultimate responsibility for risk management rests 
with the Board, with risk management responsibilities 
delegated to relevant committees who provide regular 
updates to the Board on those areas that fall within 
their remit. The Board has defined its appetite for risk 
in key areas of the business and receives updates from 
executives on day to day risk management activities.  
The Board, under guidance of its committees, regularly 
review the Society’s risk management strategic policies 
and procedures.  The Board through its committees 
approves the audit strategy for the internal audit 
function, allowing it to obtain assurance that there is 
a robust system of internal controls that safeguard 
members’ interest and the Society’s assets.

Remuneration
Executive Director’s remuneration should be designed 
to promote the long-term success of the company.  
Performance related elements should be transparent, 

stretching and rigorously applied.

Board’s Response
The Board is satisfied that the remuneration arrangement 
for executives are aligned to the long-term success of 
the Society.  Further details can be found in the Board’s 

Remuneration Report on page 23-25.

Relations with members
There should be a dialogue with members based on the 

mutual understanding of objectives.

Board’s Response
The Board is committed to ensuring that there is a 
dialogue with all members of the Society. The Board 
communicates with members via letters, website, e-mail, 
text messages, telephone, various questionnaires, 
annual apportionment statements, newsletters, AGM 
notices and the Annual Report and Summary Financial 
Statements. A full copy of the Annual Report and 
Financial Statements is available online or by request 
to the Society. An invitation to attend the Society’s 
AGM is issued to every member who is aged 18 or over, 
together with a proxy voting form for members unable 
to attend the AGM.  Members are encouraged to vote 
on all resolutions either in person or by appointing a 
proxy. Feedback received from members has helped 
shape the Society’s strategy and approach to returning 
value to members. An example being the introduction 
of the Bereavement Benefit and the Mutual Benefits 
programme. The Society will continue to seek out 
opportunities to engage with members further in 2018.

Compliance with the Annotated 
Corporate Governance Code for Mutual 
Insurers
The Board considers that, throughout 2017, it applied 
the relevant principles and complied with the relevant 
provisions of the Code.

The following are exceptions to our compliance with the 
Code for the stated reasons:

Q.  Does the Chairman maintain contact, in relation to 
remuneration, with any forums (such as member forums 
or panels and/or delegate systems) and/or members 
with significant membership rights that may be in place 
for facilitating member dialogue?

A. In answer to the above question, there were no 
substantive changes to the executive remuneration 
scheme during 2017 and the Board’s remuneration report 
was approved by 97% of members at the 2017 Annual 
General Meeting. There are no members with significant 
membership rights in the Society as every member has 

an equal vote on Society resolutions.
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Statutory, Regulatory and Other 
Information 
Responsibilities of the Board
Under the Friendly Societies Act 1992, the Board is 
required to prepare Financial Statements for each 
financial year which give a true and fair view of the state of 
affairs of the Society and of the income and expenditure  
of  the  Society  for  that  period.  In  preparing  those  
Financial  Statements,  the  Board  is required to:

 � Select suitable accounting policies and then apply 
them consistently. 

 � Make judgements and estimates that are reasonable 
and prudent.

 � State whether applicable accounting standards have 
been followed, subject to any material departures 
disclosed and explained in the Financial Statements.

 � Prepare the Financial Statements on the going 
concern basis unless it is inappropriate to presume 
that the Society will continue in business.

 � Directors are responsible for keeping proper 
accounting records  which  disclose  with  reasonable 
accuracy at any time the financial position of the 
Society and to enable them to ensure that the 
Financial Statements comply with the Friendly 
Societies Act 1992. They are responsible for 
safeguarding the assets of the Society and hence 
for taking reasonable steps for the prevention and 
protection of fraud and other irregularities.

The following individuals served as Directors of the 
Society during 2017:

Chris Radford (Chairman)

Nick Bayley (Senior Independent Director)

Jeff Hayes (Until December 2017)

Audrey McNair

Barbara Merry

Robin Willison (from June 2017)

Mark Myers (until February 2017)

Iain Clark

Lee Schopp

Principal Acitivities
The principal activity of the Society continued to be the 
provision of Income Protection insurance cover for its 
members in times of illness or accident and for those 
members with a Century, Holloway or a BA In Work Plan, 
a capital sum on retirement.

The provision of loan facilities to members also continued, 
with loans being provided through the subsidiary 
company, BFS Member Services Limited which is a 
firm regulated by the Financial Conduct Authority for 
consumer credit activities.

The Board is of the opinion that all activities performed 

during the year by the Society and its subsidiary have 

been carried out within their respective powers.

Subsidiary Company
The results of the subsidiary company are disclosed 
in Note 10 to these Financial Statements. As at 31 
December 2017 the Directors were Chris Radford, Iain 
Clark and Lee Schopp.

The Company has no employees and no remuneration 
was paid to the Directors.

Bonus and Apportionment
The Board announced the 2017 bonus rates as follows:

 � Interest rate at 1 .75% 
 � Apportionment rates at £1.20 for non-commuted 

members 
 � £1.80 for commuted members

 � Final Bonus was set at 17.5%

Statement of Disclosure to Auditors
The Directors of the Society have taken reasonable 
steps to ensure that they are aware of any relevant 
audit information and that such information has been 
disclosed to the Society’s auditors.

Charitable Donations
In 2017 the Society partnered with Christopher’s Smile 

and made a donation of £1,000 to the charity.

Solvency
The Society has actively reviewed and maintained 
the required margin of solvency throughout 2017 in 
accordance with the Prudential Regulation Authority 
(PRA) regulations.

Viability Statement
The Board has carried out a robust assessment of the 
principal risks facing the Society, including those that 
would threaten its business model, future performance, 
solvency and liquidity. The Society’s principal risks are 
summarised in section three of this report.
Taking into account the Society’s current position, the 
Board‘s expectation is that the Society will be able to 
continue in operation and meet its liabilities as they fall 
due over the five year strategy period.

17.5%

Final Bonus paid in 2017
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Going Concern Statement
The Society’s business activities, together with principal 
risks and uncertainties are set out in the Strategic Report 
on pages 14 to 15. In addition, Notes to the Financial 
Statements include the Society’s objectives, policies 
and processes for managing its capital; its financial 
risk management objectives; details of its financial 
instruments; and its exposures to credit and liquidity 
risks. The Board of the Society believes that the Society 
is well placed to achieve its strategic objectives. As a 
consequence, the Board believe that the Society is well 
placed to manage its business risks successfully despite 
the current uncertain economic outlook.
The Board have a reasonable expectation that the Society 
has adequate resources to continue in operational 
existence for the foreseeable future. 

Conduct Risk
The Society is committed to maintaining high standards 
of integrity and fairness in its dealings with members 
and ensures that all documentation and literature is 
clear, fair and not misleading.

Systems and documented procedures are in place to 
ensure that, if any member is dissatisfied, such problems 
will be handled with due care and sensitivity and will be 
thoroughly and impartially investigated. A member who 
feels dissatisfied with the result of such investigation 
has the right to  refer the complaint to the Financial 
Ombudsman Service.

As with most financial services firms, the Society 
continues to review its understanding of conduct 
risk to ensure that its products and services do not 
unintentionally result in poor outcomes for members  
and customers.

Significant Events Since the End of the 
Financial Year
The Board will publish the Solvency and Financial 

Condition Report in May 2018. This is a key public 

disclosure document under the Solvency II regulations 
and is available on the  website.

Auditors
Moore Stephens stepped down in 2017 and BDO were 

appointed the Society’s new auditors.

On behalf on the Board of Directors

CHRIS RADFORD
Chairman
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I’m eternally grateful that I had 

access to a company that is highly 

experienced and specialised in this 

type of service. Square Health did in 

3 or 4 days what would have taken 

me weeks of research.

Steve, British Friendly member

I used the will writing service. It made 

doing this task much easier and 

straightforward. I would recommend 

using the Mutual Benefits programme, 

it’s free and easy to use.

Deborah, British Friendly 

member

“ “

The Society is always improving ways 

to help its members. I have received a 

lot of assistance over the years.

Richard, British Friendly member

“ “

““
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Thank you very much for your 

prompt attention and thank you 

for all the years I have been a 

member.

Dorothy, British Friendly 

member

Staff are very helpful, always happy with 

the time taken to complete transactions 

and I’m always treated excellently.

Douglas, British Friendly member

“ “

“ “

““ No words can explain how 

thankful my family and I are for 

how British Friendly have stood 

by us during this journey.

Gavin, British Friendly member
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Remuneration and Nomination Committee Report
The Committee is chaired by an independent non-executive director and includes two further independent non-
executive directors.

The Chief Executive is a member of the Committee but attends in relation to nomination matters only. The members 
who served on the Committee during 2017 were:

 � Barbara Merry (Chair)

 � Jeff Hayes

 � Nick Bayley

 � Iain Clark (Nomination only)

 � Robin Willison

Committee Responsibilities
The Committee has a broad sphere of interest on remuneration and nomination matters. Key elements of its terms of 
reference include responsibilities to:

 � Review the ongoing appropriateness and relevance of the Society’s remuneration policy

 � Approve the design of, and determine targets for, any performance related pay schemes operated by the Society and 
approve the total annual payments made under such schemes

 � Identify the mix of skills and level of overall competence of the Board annually

 � Ensure the continuing relevant personal development of Board members in conformity with the strategic aims of the 
Society

 � Appoint executives and new non-executive  director

Committee Deliberations in 2017
The Committee met on two occasions in 2017. Key items considered in 2017:

September 

Review of Succession Plan

Approval of executive and staff pay and bonus awards

Review of Committee Terms of Reference 

A discussion on non-executive directors fees

Agreement of NED recruitment process

December

Review of Board Composition and future needs

Agreement of 2018 pay and bonus awards

Review of management structure and succession planning

Non-executive directors appraisal review 
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Outline of Remuneration Policy
The remuneration of the Chairman and the Executive Directors is determined by the Remuneration Committee while 
that of the Non-Executive Directors is assessed by the Chairman and Executive Directors. The Chairman and Non-
Executive Directors received fees and a reimbursement of appropriate travel expenses. They received no other 
benefits. The Executive Directors (the Chief Executive  and Finance Director) received a salary and a package of other 
benefits including pension, car and healthcare allowance. In addition, they are eligible for the executive bonus scheme.

The executive bonus scheme is designed to reflect both executive performance and benefits to members. It is based 
on the three year targets which ensure:

 � Improving solvency levels

 � Growing the membership base

 � Ensuring the long-term profitability of the Society

The executive bonus scheme for 2018 has been re-designed to support the long-term strategic plans of the Society. 
The annual award has increased to 50% of basic salary with 50% being deferred for two years. The deferred element 
can be withheld in the event of poor results subsequently arising from performance over the incentive year that could 
have been reasonably foreseen by Executives and Senior Management.

The bonus scheme is monitored via a balanced scorecard of financial and non-financial measures that focus on delivery 
of the Society’s strategy over the medium-long term. The maximum opportunity is based on exceptional performance, 
and measures can be re-based each year in-line with revised business plans and budgets.

The scheme is aligned with the Corporate Governance Code and FCA guidance on remuneration and incentives. 

To ensure fairness and transparency, the remuneration paid to both executive and non-executive directors is externally 
validated using benchmarking surveys which assess national and local pay and specifically refer to the mutual sector 

peer group salary levels. Relevant information regarding the financial services sector more broadly is also used.

Executive Directors‘ Remuneration
The Chief Executive and Finance Director’s terms of engagement allow for termination by either party at six 
months’ written notice, with the exception of a Transfer of Engagements (outwards) when the notice is increased 
to twelve months from the Society.
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2017 2016

Name Fee/Salary 
2017

Bonus 2017 Benefits 2017 Total Total

(£000’s) (£000’s) (£000’s) (£000’s) (£000’s)

Chris Radford 
(Chairman)

25 25 24

Nick Bayley (Senior 
Independent 

Director)
22 22 24

Jeff Hayes 20 20 20

Audrey McNair 20 20 15

Barbara Merry 20 20 17

Robin Willison
(appointed June 

2017)
12 12 0

Iain Clark (CEO) 173* 22** 13 208 125

Mark Myers (CEO 
resigned February 

2017)
17* 3 1 21 181

Lee  Schopp***  
(Finance Director)

100 15** 25 140 137

Total 392 37 37 466 555

*Payment includes allowance in lieu of pension contributions.

**The maximum payable under the executive bonus scheme in 2017 was 15% of salary. All targets were 
achieved and the full 15% was paid in January 2018. 

*** Lee Schopp also received remuneration of £16,100 (2016: £4,830) as a Non-Executive Director of the 
Metropolitan Police Friendly Society. 
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Board of Directors Report
Audit and Compliance Committee Report
The members who served on the Committee during the year were:

 � Barbara Merry (Chair)

 � Audrey McNair

 � Jeff Hayes

The Chief Executive, Risk and Compliance Director and Finance Director also attend all meetings.

The role of the Audit and Compliance Committee is to assist the Board on matters of financial reporting and internal 
controls including regulatory compliance. The Committee members have been selected with the aim of providing a wide 
range of financial and commercial expertise necessary to fulfil the Committee’s duties.

Barbara Merry, the Committee’s Chair, is a chartered accountant and brings with her a wealth of experience of accounting 

and audit matters.

Committee Responsibilities
The Committee has a broad sphere of interest on audit and compliance matters. Key elements of its terms of reference 
include responsibilities for:

 � Monitoring the performance and effectiveness of the internal and external audit functions

 � Reviewing the annual accounts and recommending to the Board whether or not to approve them

 � Ensuring effective governance of the Society’s systems of internal controls

 � Providing oversight and guidance to the Society on matters of compliance

Committee Deliberations in 2017
The Committee met on three occasions in 2017. Key items considered in 2017: 

January

Internal audit tendering process

March

Reviewing the external audit summary

Reviewing the Internal Audit Plan

Reviewing the Solvency and Financial Conditions Report

Receiving and reviewing the Audit Summary Report

Approving the Report and Financial Statements 2017

Receiving and reviewing the compliance monitoring reports 

November

Reviewing the audit planning letter

Receiving and reviewing the compliance reports

Receiving and reviewing the internal audit reports 

Review of the Financial Regulations

Review of internal auditor performance 

Review of the experience analysis and methods and assumptions
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The key areas of internal systems and controls considered during the year and how they were addressed were as 
follows:

MEMBER SYSTEMS

The membership systems control collection 
of premiums, payment of claims and hold all 
the relevant personal data of members. Both 
internal and external audit functions tested the 
controls in place during the year to ensure they 
are robust and also that the balances reconcile 
to the numbers reported in the Financial 
Statements.

RISK OF  MANAGEMENT OVERRIDE

There is an inherent risk in any organisation but 
more so in firms with fewer staff like the Society, 
of management override perpetrating fraud. 
Both internal and external audit reviewed and 
tested the internal controls in place to ensure 

they are robust and working.

INVESTMENTS

The ownership and valuation of the Society’s 
investment portfolio is a  key  risk due to the 
size of the investments it holds. The Committee 
sought independent confirmation of both 
ownership and valuation from the external 
auditors during the year through the audit 
process.

REGULATORY MATTERS AND  
SOLVENCY

The Society operates in a regulated industry 
and must comply with the regulations issued by 
the PRA and FCA. It also has minimum solvency 
criteria it must meet. The Committee reviewed 
all correspondence with the regulators along 
with a review of both the current and projected 

solvency positions in the future.

REVENUE RECOGNITION

The risk of misstatement of revenue by 
recording income which relates to future 
periods was tested during the year and also at 
year end. Monthly and annual reconciliations 
of revenue in the membership and accounting 
systems were carried out and tested during  
audit.

The Committee is satisfied that the work carried out by the compliance audits, internal and external audits was sufficient 
to address these key areas of risk and no significant issues were identified.  The Committee is further satisfied that the 
materiality levels used in the external audit were adequate to ensure that the accounts give a true and fair view of the 
position of the Society at the year end.

The Committee remains satisfied that the external auditor’s BDO remain independent.  
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Risk Committee Report
The members who served on the Committee during the year were:

 � Audrey McNair (Chair)

 � Jeff Hayes

 � Barbara Merry

Also in attendance at meetings were the Chief Executive, Risk and Compliance Director and Finance Director.

Committee Responsibilities
 � Recommending to the Board the strategy and policy for risk management and monitoring its ongoing 

implementation throughout the Society

 � Recommending annually that the Board approves the Society’s stated risk appetite and risk limits / budgets / 
tolerances across the full range of risks to which the Society is exposed

 � Reviewing the processes and procedures for ensuring that all risks are properly identified, assessed, mitigated, 
monitored and reported in a timely, consistent and effective manner

 � Reviewing the procedures for risk evaluation in relation to existing and future business and the related capital 
requirements

The Society undertook a number of comprehensive reviews of its information security arrangements in 2017 recognising 
the importance of this. These included internal management reviews, a deep dive for consideration by the Board and 
the hiring of an information security consultancy firm to provide specific expertise in this area. The Society continues 

to assess all recommendations and will strengthen controls as appropriate.

Committee Deliberations in 2017
During 2017 the Committee met on three occasions. Key items considered in 2017:

January

Review of the Risk Appetite Statement

Receive and review the Underwriting Audit Report

Receive and review the Risk Register and Conduct Risk Report

Consideration of emerging risks

Review of information security systems and controls

April

Approval of the conduct risk framework

Review of the Regulatory Supervisory Report

Update on deep dives undertaken

Review of the Terms of Reference

September

Review of the risk appetite statement

Consideration of emerging risks

Review of the ORSA 2017
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Investment Committee Report
The role of the Investment Committee is to support the Board and its other Committees in reviewing, monitoring and 
recommending the investment strategy of the Society.

The members who served on the Committee during the year were:

 � Jeff Hayes (Chair)

 � Audrey McNair

 � Iain Clark

 � Lee Schopp

 Also in attendance at meetings was the Risk and Compliance Director.

Committee Responsibilities
 � Appointing investment managers and undertaking a formal review every three years

 � Reviewing and recommending to the Board appropriate asset allocation of investments, having taken advice from 
the actuary

 � Determining whether to authorise investment managers to deviate from strategic asset allocation ranges set by 

the Board, should investment managers request such deviation

Committee Deliberations in 2017
During 2017 the Committee met on two occasions. Key items considered in 2017:

March

Review of property strategy and investment opportunities

Review of Terms of Reference

November

Approval of investment strategy

Agreement of investment returns budget planning

Review of investment manager performance

Structure of Committee moving forward 
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The Principles Behind the Smile

Purpose
To be a trusted and relevant provider of financial support in times of need

When it comes to putting a protection plan in place that safeguards against serious financial 
loss, everyone wants to know that they’re dealing with a trusted provider who pays out when 
they say they will. At British Friendly, our purpose is to ensure that everyone who deals with us 
feels confident that they are getting reliable cover that’s right for them and serves their financial 
needs.

Aim
Easy to deal with us

We are different from most insurance providers because we are a mutual society which means 
we have no shareholders to pay and we exist to serve our members. Our mutual status means we 
welcome everyone, including individuals other providers may consider to be too risky to insure. 
We are also different from other mutuals because we offer Mutual Benefits, a discretionary 
loyalty programme of practical lifestyle benefits for all our members giving them valuable use of 
their membership on an everyday basis. We pride ourselves on our friendly personal approach 
and strive to keep everyone smiling when dealing with us. 

Promise
To do the right thing

We believe there’s little point in having insurance if it doesn’t pay out which is why we aim to 
provide the best possible cover that does what it says on the tin. We also empower our people so 
they can make decisions themselves and provide answers quickly. At British Friendly, everyone 
works together for the greater good ensuring we consistently do the right thing. 

Commitment
To put members at the heart of all we do

Being a true mutual means existing purely for the benefit of our members and we measure 
everything we do against this pledge. That’s why we consistently pay as many claims as possible 
as well as providing products and services that add more value to our members’ policies to serve 
their best interest.
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Independent Auditor’s Report to the Members of 
British Friendly Society Limited
OPINIONS

We have audited the Financial Statements of the British Friendly Society Limited (the “Society”) for the year ended 
31 December 2017 which comprise the Statement of Comprehensive Income, the Statement of Financial Position, 
and Notes to the Financial Statements, including a summary of significant accounting policies. 

The financial reporting framework that has been applied in the preparation of the Society’s Financial Statements is 
applicable law and United Kingdom Accounting Standards, including Financial Reporting Standard 102, The Financial 
Reporting Standard in the United Kingdom and Financial Reporting Standard 103 Insurance Contracts – consolidated 
accounting and reporting requirements for entities in the UK and Republic of Ireland issuing insurance contracts 
(United Kingdom Generally Accepted Accounting Practice).

 In our opinion the Financial Statements:

 � give a true and fair view of the state of the Society’s affairs as at 31 December 2017 and of the Society’s deficit 
for the year then ended;

 � have been properly prepared in accordance with United Kingdom Generally Accepted Accounting Practice; and

 � have been prepared in accordance with the requirements of the Friendly Societies Act 1992.

BASIS FOR OPINION

We conducted our audit in accordance with International Standards on Auditing (UK) (ISAs (UK)) and applicable 
law. Our responsibilities under those standards are further described in the Auditor’s responsibilities for the Audit 
of the Financial Statements section of our report. We are independent of the Society in accordance with the ethical 
requirements that are relevant to our audit of the Financial Statements in the UK, including the FRC’s Ethical Standard 
as applied to public interest entities, and we have fulfilled our other ethical responsibilities in accordance with these 
requirements. We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis 

for our opinion.

USE OF OUR OPINION

This report is made solely to the Society’s members, as a body in accordance 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 
matters we are required to state to them in an auditor’s report and for no other purpose.  To the fullest extent 
permitted by law, we do not accept or assume responsibility to anyone other than the Society and the Society’s 
members as a body, for our audit work, for this report, or for the opinions we have formed.

CONCLUSIONS RELATING TO PRINCIPAL RISKS, GOING CONCERN AND VIABILITY 
STATEMENT

As a result of the directors’ voluntary reporting on how they have applied the UK Corporate Governance Code (the 
“Code”), we are required to report to you whether we have anything material to add or draw attention to:

 � the disclosures in the Annual Report  set out on page 14-15 that describe the principal risks and explain how they 
are being managed or mitigated;

 � the directors’ confirmation set out on page 19 in the Annual Report that they have carried out a robust assessment 
of the principal risks facing the Society, including those that would threaten its business model, future performance, 
solvency or liquidity;

 � the directors’ statement set out on page 20 in the Financial Statements about whether the directors considered 
it appropriate to adopt the going concern basis of accounting in preparing the Financial Statements and the 
directors’ identification of any material uncertainties to the Society and the parent company’s ability to continue 
to do so over a period of at least twelve months from the date of approval of the Financial Statements; or

 � the directors’ explanation set out on page 19 in the Annual Report as to how they have assessed the prospects of 
the Society, over what period they have done so and why they consider that period to be appropriate, and their 
statement as to whether they have a reasonable expectation that the Society will be able to continue in operation 
and meet its liabilities as they fall due over the period of their assessment, including any related disclosures 
drawing attention to any necessary qualifications or assumptions.
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KEY AUDIT MATTERS
Key audit matters are those matters that, in our professional judgment, were of most significance in our audit of the 
Financial Statements of the current period and include the most significant assessed risks of material misstatement 
(whether or not due to fraud) that we identified. These matters included those which had the greatest effect on: the 
overall audit strategy, the allocation of resources in the audit; and directing the efforts of the engagement team. These 
matters were addressed in the context of our audit of the Financial Statements as a whole, and in forming our opinion 
thereon, and we do not provide a separate opinion on these matters. Whilst current period and comparative financial 
information is given, where relevant, to provide context for each key audit matter, the key audit matter description 
and response relate only solely to the audit of the Financial Statements of the current period.

Determination of actuarial assumptions for valuation of insurance liabilities - £49,855k (2016: 
£50,317k)

THE RISK IDENTIFIED HOW OUR AUDIT RESPONDED TO THE RISK

Refer to the accounting policy in note 1.8 and further 
information given in notes 16 and 22. 

There is an inherent risk that provisions for claims 
can be misstated due to the fact that estimates are 
necessarily involved and, as such, there is an element of 
subjectivity in any such provision.  

The calculation of the Society’s life insurance technical 
provisions requires management to make significant 
judgements about a variety of factors including (but not 
limited to) mortality assumptions, investment yields, 
discount rates and the current expectation of future 
expenses.

In respect of actuarial assumptions:

 � We have reviewed the actuarial methodology 
and assumptions paper prepared by the Society’s 
Actuarial Function Holder. We assessed the key 
changes in the assumptions against regulatory and 
reporting requirements and industry standards.

 � We have obtained audit evidence in respect of 
the key controls over the key actuarial models, 
data collection and analysis and the assumptions 
setting processes used by management, evaluating 
their design and implementation and testing their 
operating effectiveness. 

In respect of methodologies use in the valuation of 
insurance contract liabilities:
 
We have reviewed and challenged management’s 
methodology, focusing on changes to methodology 
in the year, by applying our industry knowledge and 
experience to compare whether the methodology and/ 
or changes are in compliance with recognised actuarial 
practices and regulatory and reporting requirements.

 � We have reviewed the actuarial valuation report 
prepared by the Actuarial Function Holder.

 � We have reperformed the reserve calculation for a 
sample of policies.

 � Based on our audit work, the assumptions used in 
the models are appropriate, and the methodologies 
applied are in line with financial reporting 
requirements and industry accepted practice 
and reflect the nature of the Society’s insurance 
contracts.
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Investment Property Valuation - £6,629k (2016: £7,474k)
Owner occupied property valuation (disclosed in in tangible fixed assets) - £445k (2016: 
£nil)

THE RISK IDENTIFIED HOW OUR AUDIT RESPONDED TO THE RISK

Refer to the accounting policy in note 1.12 and further 
information given in notes 10 and 13.

Estimating the fair value of investment property is 
complex as it requires the selection of assumptions, such 
as future rental income to determine expected yields. 

Management engage independent property experts to 
assist in reviewing and selecting these assumptions.

Our audit work in respect of the valuation of 
investment property included: 

 � Reviewing the reports and data packs prepared by 
managements property experts.  

 � Evaluating the assumptions used by management 
and their property experts for a sample of 
investment property. This has included the 
comparison of a sample of the assumptions, 
such as property yields, used by management’s 
property experts against published market 
benchmarks in order to identify any assumptions 
or valuations which fell outside our expected range 

We determined that the assumptions used and the 
resultant valuations investment property were within 
ranges that we consider to be acceptable.

OUR APPLICATION OF MATERIALITY
Materiality is defined as the size or nature of a misstatement that, in the light of surrounding circumstances, makes it 
probable that the judgement of a reasonable user of the Financial Statements would have been changed or influenced 
as a result of the misstatement. Materiality is an important judgement we make as part of establishing our overall audit 
strategy and is used throughout the audit process, including in the evaluation of our audit work and when forming our 

audit opinion. Based on our professional judgement, materiality was determined as follows:

This is our first period of appointment. The previous auditor used a materiality figure of £170,000 for items impacting 
the Statement of Comprehensive Income, which was approximately 1.5% of income. They determined a materiality 
of £1,300,000 for items which required reclassification on the Statement of Financial Position which equated to 
approximately 1.4% of gross assets.

OVERALL FINANCIAL STATEMENTS 
MATERIALITY

£186,266

Basis of materiality

1.5% of total technical income was selected on the basis 
of this entity being a ‘not-for-profit’ entity, and as such, 

total technical income premiums is the most appropriate 
reflection of the level of activity and performance of the 

entity during the period.

Performance materiality
£139,700, being 75% of overall Financial Statement 

materiality

Threshold for reporting misstatements to the Audit 
Committee

£3,700, although misstatements below this threshold 
are also reported where the nature of the misstatement 

warrants reporting, such as where items are clearly 
wrong or they are indicative of fraud.
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AN OVERVIEW OF THE SCOPE OF OUR 
AUDIT
The Society is principally involved in providing Income 
Protection insurance policies in the UK. The scope of 
the audit was the entire entity. Our approach to the 
audit is risk based, with our audit work being tailored to 
ensure that sufficient assurance was gained for us to be 
able to give an opinion on the Financial Statements as 
a whole. Specific audit procedures were carried out on 
all risk areas identified, including the key audit matters 
detailed above, and on all material balances and 
classes of transactions. The audit team performed all 
aspects of the audit, with the use of appointed experts 
in assessing insurance liabilities.

OTHER INFORMATION
The directors are responsible for the other information. 
The other information comprises the information 
included in the Annual Report, other than the Financial 
Statements and our Auditor’s Report thereon. Our 
opinion on the Financial Statements does not cover the 
other information and, except to the extent otherwise 
explicitly stated in our report, we do not express any 
form of assurance conclusion thereon.
In connection with our audit of the Financial Statements, 
our responsibility is to read the other information and, 
in doing so, consider whether the other information is 
materially inconsistent with the Financial Statements 
or our knowledge obtained in the audit or otherwise 
appears to be materially misstated. If we identify 
such material inconsistencies or apparent material 
misstatements, we are required to determine whether 
there is a material misstatement in the Financial 
Statements or a material misstatement of the other 
information. If, based on the work we have performed, 
we conclude that there is a material misstatement of 
this other information; we are required to report that 
fact. We have nothing to report in this regard.
In this context, as a result of the directors’ voluntary 
reporting on how they have applied the UK Corporate 
Governance Code (An Annotated Version for Mutual 
Insurers) (the “Code”), we have a responsibility to 
specifically address the following items in the other 
information and to report as uncorrected material 
misstatements of the other information where 
we conclude that those items meet the following 
conditions:
 � Fair, balanced and understandable set out on page 

19 – the statement given by the directors that 
they consider the Annual Report and Financial 
Statements taken as a whole is fair, balanced and 
understandable and provides the information 
necessary for shareholders to assess the group’s 
performance, business model and strategy, is 
materially inconsistent with our knowledge obtained 
in the audit; or

 � Audit Committee reporting set out on page 26-

27 – the section describing the work of the Audit 
Committee does not appropriately address matters 
communicated by us to the Audit Committee.

OPINIONS ON OTHER MATTERS 
PRESCRIBED BY THE FRIENDLY 
SOCIETIES ACT 1992
In our opinion the Board of Directors Report has been 
prepared in accordance with the Friendly Societies 
Act 1992 and the regulations made under it, and the 
information given therein is consistent with the Financial 
Statements for the financial year.

OPINION ON CORPORATE GOVERNANCE 
STATEMENTS
In accordance with our instructions from the Society we 
review whether the Corporate Governance Statement 
reflects the Society’s compliance with the provisions 
of the Annotated UK Corporate Governance Code 
specified by the Association of Financial Mutuals. We 
have nothing to report in respect of this review.

MATTERS ON WHICH WE ARE REQUIRED 
TO REPORT BY EXCEPTION
In the light of the knowledge and understanding of the 
Society and its environment obtained in the course of 
the audit, we have not identified material misstatements 
in the strategic report or the directors’ report.
In particular, we are required to consider whether 
we have identified any inconsistencies between our 
knowledge acquired during the audit and the Board of 
Directors Report that they consider the Annual Report 
is fair, balanced and understandable and whether the 
Annual Report appropriately discloses those matters 
that we communicated to the Audit Committee which 
we consider should have been disclosed.
Under the Friendly Societies Act 1992, we are required 
to report to you if, in our opinion:
 � proper accounting records have not been kept; or
 � the Financial Statements are not in agreement with 

the accounting records; or
 � satisfactory systems of control of the business and 

records of the Society and inspection and report 
have not been maintained; or

 � we have not received all the information and 
explanations and access to documents that we 
require for our audit.

RESPONSIBILITIES OF DIRECTORS
As explained more fully in the directors’ responsibilities 
statement set out on page 19, the directors are responsible 
for the preparation of the Financial Statements and for 
being satisfied that they give a true and fair view, and 
for such internal control as the directors determine 
is necessary to enable the preparation of Financial 
Statements that are free from material misstatement, 
whether due to fraud or error.
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In preparing the Financial Statements, the directors 
are responsible for assessing the Society’s ability to 
continue as a going concern, disclosing, as applicable, 
matters related to going concern and using the going 
concern basis of accounting unless the directors either 
intend to liquidate the Society or to cease operations, or 
have no realistic alternative but to do so.

AUDITOR’S RESPONSIBILITIES FOR THE 
AUDIT OF THE FINANCIAL STATEMENTS
Our objectives are to obtain reasonable assurance 
about whether the Financial Statements as a whole 
are free from material misstatement, whether due to 
fraud or error, and to issue an auditor’s report that 
includes our opinion. Reasonable assurance is a high 
level of assurance, but is not a guarantee that an audit 
conducted in accordance with ISAs (UK) will always 
detect a material misstatement when it exists.
Misstatements can arise from fraud or error and are 
considered material if, individually or in the aggregate, 
they could reasonably be expected to influence the 
economic decisions of users taken on the basis of these 
Financial Statements.
 A further description of our responsibilities for the 
audit of the Financial Statements is located on the 
Financial Reporting Council’s website at: www.frc.org.
uk/auditorsresponsibilities. This description forms part 
of our Auditor’s Report.

OTHER MATTERS WHICH WE ARE 
REQUIRED TO ADDRESS
Following the recommendation of the Audit Committee, 
we were appointed by the Board to audit the Financial 
Statements for the year ending 31 December 2017 and 
subsequent financial periods. This is the first period of 
our appointment.
The non-audit services prohibited by the FRC’s Ethical 
Standard were not provided to the Society and we 
remain independent of the Society in conducting our 
audit.
Our audit opinion is consistent with the additional report 
to the Audit Committee.

JOHN PERRY (SENIOR STATUTORY AUDITOR)

For and on behalf of BDO LLP, Statutory Auditor

London, United Kingdom

BDO LLP is a limited liability partnership registered in 
England and Wales (with registered number OC305127).
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TECHNICAL ACCOUNT - LONG TERM 
BUSINESS

NOTE TOTAL 
2017

£’000

TOTAL 
2016

£’000
Net earned premium income 5 7,783 6,344

Investment income 6 2,584 2,665

Unrealised gains on investments 7 2,423 2,402

Other technical income 27 44

Total technical income 12,817 11,456

Claims incurred, net of reinsurance

(Sickness benefits to members)

(2,319) (1,516)

Change in Long-Term Business Provision 16 462 4,731

Net operating expenses 8 (6,692) (5,831)

Investment expense and charges (135) (87)

Unrealised losses on investments 7 (400) -

Trading surplus for the year 3,733 8,752

Member withdrawals 16 (5,558) (5,262)

Net (deficit) / surplus for the year (1,825) 3,490

Transfer from / (to) Fund for Future Appropriations 15 1,825 (3,490)

Balance on Technical Account - Long-Term Business - -

STATEMENT OF COMPREHENSIVE INCOME

The above results relate wholly to continuing activities. The Society had no recognised gains or losses other than 
those included in the movements on the Technical Account.
The Society is a mutual organisation and therefore has no equity shareholders.  No statement if changes in equity 
has been presented as there are no balances to disclose. All surpluses for the year are transferred to the Fund for 
Future Appropriations.
As described in note 1.2, the above represents the Statement of Comprehensive Income of both the consolidated 
British Friendly Society group and the standalone British Friendly Society entity.

for the year ended 31 December 2017
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ASSETS NOTE TOTAL 
2017

£’000

TOTAL 
2016

£’000
Investments 10

Investment in subsidiary undertaking - -

Land and buildings (investment property) 6,629 7,474

Other financial investments 73,637 77,350

80,266 84,824

Debtors 11 60 52

Other assets

Intangible fixed assets 12 1,597 725

Tangible fixed assets 13 538 84

Cash at bank and in hand 309 274

Prepayments and accrued income

Accrued investment income 499 514

Deferred acquisition costs 14 3,751 2,695

Other prepayments 228 195

Total assets 87,248 89,363

LIABILITIES NOTE TOTAL 
2017

£’000

TOTAL 
2016

£’000
Fund for Future Appropriations 15 35,650 37,475

Technical Provisions
16 49,855 50,317

Creditors 17 1,743 1,571

87,248 89,363

As described in note 1.2, the above respresents the Statement of Comprehensive Income of both the consolidated 
British Friendly Society group and the standalone British Friendly Society entity.

These Financial Statements were approved by the Board at their meeting held on 26/04/2018 and were signed 
on their behalf by:

STATEMENT OF FINANCIAL POSITION
as at 31 December 2017

Chairman Chief Executive Officer
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1. SIGNIFICANT ACCOUNTING POLICIES
The principal accounting policies applied in the 
preparation of these Financial Statements are set out 
below. These policies have been applied consistently to 
all the years presented, unless otherwise stated.

1.1  Basis of preparation
The Financial Statements have been prepared in 
accordance with Financial Reporting Standard 102 
and Financial Reporting Standard 103 as issued by the 
Financial Reporting Council and the Friendly Societies 
(Accounts and Related Provisions) Regulations 1994 
(‘the Regulations’).

In accordance with FRS 103 on Insurance Contracts, the 
Society has applied existing accounting practices for 
insurance contracts, modified as appropriate to comply 
with applicable standards.

The Financial Statements have been prepared on the 
historical cost basis, except for the revaluation of certain 
properties and financial instruments.

Significant Events since the End of the Financial Year

In 2017 the directors have considered the manner in 
which one of its investment properties is disclosed in 
the Financial Statements. This property is occupied 
by the business and has historically been disclosed as 
part of “Land and buildings (Investment property) in 
the Statement of Financial Position. The Director’s have 
decided that, in accordance with FRS 102, this property is 
better presented as Property Plant and Equipment given 
it is owner occupied. As this change is presentational 
it has no impact on either the total asset or net asset 
positon disclosed in the Statement of Financial Position.  
The Directors do not consider such a change to be 
material and do not believe  it is misleading to a user to 
treat this as a transfer out of Land and Buildings (Note 
10(b) and a transfer into Tangible Fixed Assets (Note 
13).

After making enquiries, the directors have a reasonable 
expectation that the Society has adequate resources to 
continue in operational existence for the foreseeable 
future. The Society therefore continues to adopt the 
going concern basis in preparing its Financial Statements.  
In making this assessment the Directors have considered 
the Society’s solvency margin compared to its SCR 
together with managements growth projections.

The Board will publish the Solvency and Financial 
Condition Report in May 2018. This is a key public 
disclosure document under the Solvency II regulations 
and is available on the  website.

1.2  Basis of Consolidation
The consolidated Financial Statements incorporate the 
assets, liabilities and results of British Friendly Society 
Limited and its subsidiary undertaking drawn up to 
31 December each year. All intra-group transactions, 
balances, income and expenses are eliminated on 
consolidation.

The Statement of Comprehensive Income and 
Statement of Financial Position are the same for both 
the consolidated BFS Group and the Society itself and 
as such no separate consolidated or Society statements 
are presented. Further details of the subsidiary are given 
in Note 10(a).

1.3  Accounting for net earned premiums
Regular premiums on long-term insurance and 
participating investment contracts are recognised as 
income when due for payment. For single premium 
business, recognition occurs on the date from which the 
policy is effective. Reinsurance premiums payable are 
accounted for when due for payment.

1.4  Accounting for investment income
Investment income includes dividends, interest from 
investments at fair value and rents. Dividends are 
included on an ex-dividend basis. Other investment 
income is included on an accruals basis.

1.5 Accounting for net gains/(losses) on 
investments
Realised gains and losses on investments are calculated 
as the difference between net sales proceeds and their 
valuation at the last Statement of Financial Position date 
or, where purchased during the year, the purchase price.

Unrealised gains and losses on investments represent 
the difference between the valuation of fair value assets 
at the Statement of Financial Position date and their 
valuation at the last Statement of Financial Position date 
or, where purchased during the year, the purchase price.

1.6  Accounting for other income
Other income primarily relates to forfeitures where 
members have withdrawn money or cancelled contracts 
before their maturity date.  It is recognised as charged 
to members on withdrawal of funds.

NOTES TO THE FINANCIAL STATEMENTS
for the year ended 31 December 2017
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1.7  Accounting for claims and benefits
Maturity claims and regular annuity payments are 
accounted for when due for payment. Surrenders are 
accounted for on the earlier of the date when paid or 
when the policy ceases to be included within the long-
term insurance contract liability.

Death claims and claims for sickness are accounted 
for when the Society is notified. The value of claims on 
participating contracts includes bonuses paid or payable. 
Claims values include related internal and external claims 
handling costs. Reinsurance recoveries are accounted 
for in the same period as the related claim.

The estimated cost of claims includes expenses to 
be incurred in settling claims and a deduction for the 
expected value of recoveries. However, it is likely that 
the final outcome will prove to be different from the 
original liability established.

Provisions are adjusted at the Statement of Financial 
Position date to represent an estimate of the expected 
outcome.

1.8   Accounting for long-term insurance 
liabilities
The long-term business provision is determined by 
the Board on the advice of the Chief Actuary as part 
of the annual actuarial valuation of the Society’s long-
term business. The provision is initially determined in 
accordance with the Solvency II rules as specified by 
the European Insurance and Occupational Pensions 
Authority. In accordance with normal insurance practice, 
certain reserves required for the statutory valuation 
returns are not required to be included in these accounts 
which are designed to present a true and fair view. This 
adjusted basis is referred to as the modified statutory 
solvency basis. This makes sufficient provision for 
future expenses of fulfilling the long-term contracts and 
includes a provision for existing reversionary bonuses 
and current reversionary bonuses declared as a result 
of the valuation. Future bonuses are allowed for within 
the valuation assuming future rates of allocation bonus 
and final bonuses continue at current rates and annual 
bonuses continue to be paid in line with prevailing risk 
free investment returns. These liabilities are calculated 
using historic Society experience and include reserves 
for claims which have occurred but not reported, a 
reserve for unexpired risks and a reserve for claims 
already in payment.

1.9   Accounting for mutual bonuses and 
interest
Bonuses to policyholders in the form of interest and 
bonuses are recognised in the Technical Account Long-
Term Business when declared and Terminal Bonuses 
when paid.

1.10   Accounting for property, plant and 
equipment (assumes no revaluations)
Property, plant and equipment are stated at cost 
less accumulated depreciation and any recognised 
impairment loss.

Subsequent costs are included in the asset’s carrying 
amount or recognised as a separate asset, as appropriate, 
only when it is probable that future economic benefits 
associated with the item will flow to the Society and the 
cost of the item can be measured reliably. The carrying 
amount of the replaced part is derecognised. All other 
repairs and maintenance are charged to the income 
statement during the financial period in which they are 
incurred.

The residual values and useful lives of tangible fixed 
assets are reviewed, and adjusted if appropriate, at 
the end of each reporting period if there are indicators 
of change. The carrying amount of an asset is written 
down immediately to its recoverable amount if the 
asset’s carrying amount is assessed as greater than its 
estimated recoverable amount.

For owner occupied land and buildings, no depreciation 
is provided on the basis that such assets are held at 
fair value (given the Society’s policy of revaluing its 
properties, any charges for depreciation would be 
immaterial in relation to the Financial Statements).   
Depreciation is charged on other assets so as to write 
off the cost or valuation of assets, over their estimated 
useful lives, less estimated residual value, using the 
straight-line method on the following bases:

Fixtures, Fittings and 
Furniture

10%

Computer Equipment 33.3%
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1.11 Accounting for Intangible Assets
Intangible assets are stated at cost less accumulated 
amortisation and any accumulated impairment losses. 
Amortisation is calculated, using the straight line method, 
to allocate the depreciable amount of the assets to their 
residual values over their estimated useful lives on the 
following basis:

The assets are reviewed for impairment if any factors 
come to light that indicate that the carrying value may 
be impaired. 

1.12  Accounting for investment property
Investment property, which is property held to earn 
rentals and/or for capital appreciation, is stated at its 
fair value at the reporting date. Gains or losses arising 
from changes in the fair value of investment property 
are included in profit or loss for the period in which they 
arise.

An external independent valuer, having appropriate 
recognised professional qualifications and current 
experience of the location and type of property being 
valued, values the Society’s investment property 
triennially. Fair values are based on market values. 
Market values are the estimated amount for which 
a property could be exchanged on the date of the 
valuation between a willing buyer and a willing seller in 
an arm’s length transaction after proper marketing.

In the years between formal valuations the directors seek 
desktop reports from the Society’s property managers 
and base their valuations on those reports.

Where current prices cannot be established by 
reference to an active market, valuations are prepared 
by considering the aggregate of the estimated net cash 
flows to be received from renting the property. A yield 
that recognises the specific risks inherent in the net cash 
flows is then applied to the net annual rental cash flows 
to determine the value.

1.13 Accounting for impairments of non 
financial assets
Financial assets (including trade and other debtors)

A financial asset not carried at fair value through profit 
or loss is assessed at each reporting date to determine 
whether there is objective evidence that it is impaired. A 
financial asset is impaired if objective evidence indicates 
that a loss event has occurred after the initial recognition 
of the asset, and that the loss event had a negative effect 

on the estimated future cash flows of that asset that can 
be estimated reliably.

An impairment loss in respect of a financial asset 
measured at amortised cost is calculated as the 
difference between its carrying amount and the present 
value of the estimated future cash flows discounted at 
the asset’s original effective interest rate. For financial 
instruments measured at cost less impairment, an 
impairment is calculated as the difference between its 
carrying amount and the best estimate of the amount 
that the Society would receive for the asset if it were to 
be sold at the reporting date. Interest on the impaired 
asset continues to be recognised through the unwinding 
of the discount. Impairment losses are recognised in 
profit or loss. When a subsequent event causes the 
amount of impairment loss to decrease, the decrease in 
impairment loss is reversed through profit or loss.

Non-financial assets

The carrying amounts of the Society’s non-financial 
assets, other than investment property, are reviewed at 
each reporting date to determine whether there is any 
indication of impairment. If any such indication exists, 
then the asset’s recoverable amount is estimated. The 
recoverable amount of an asset or cash-generating unit 
is the greater of its value in use and its fair value less 
costs to sell. In assessing value in use, the estimated 
future cash flows are discounted to their present value 
using a pre-tax discount rate that reflects current market 
assessments of the time value of money and the risks 
specific to the asset. For the purpose of impairment 
testing, assets that cannot be tested individually are 
grouped together into the smallest group of assets that 
generates cash inflows from continuing use that are 
largely independent of the cash inflows of other assets 
or groups of assets (the “cash-generating unit” (CGU)).

An impairment loss is recognised if the carrying amount 
of an asset or its CGU exceeds its estimated recoverable 
amount. Impairment losses are recognised in profit or 
loss. Impairment losses recognised in respect of CGUs 
are allocated first to reduce the carrying amount of any 
goodwill allocated to the units, and then to reduce the 
carrying amounts of the other assets in the unit (group 
of units) on a pro rata basis.

An impairment loss is reversed if and only if the reasons 
for the impairment have ceased to apply.

Impairment losses recognised in prior periods are 
assessed at each reporting date for any indications that 
the loss has decreased or no longer exists. An impairment 
loss is reversed only to the extent that the asset’s 
carrying amount does not exceed the carrying amount 
that would have been determined, net of depreciation or 
amortisation, if no impairment loss had been recognised.

Software in use 33%

Software under development 
(not yet in use)

0%
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1.14  Accounting for cash and cash 
equivalents
Cash and cash equivalents consist of cash on hand and 
balances with banks, and investments in money market 
instruments which are readily convertible, being those 
with original maturities of three months or less.

Cash and cash equivalents are measured at fair value, 
based on the relevant exchange rates at the reporting 
date.

1.15  Accounting for leases
Rentals payable under operating leases are charged 
to income on a straight-line basis over the term of the 
relevant lease.

Assets held under finance leases are recognised as 
assets of the Society at the lower of the assets fair value 
at the date of acquisition and the present value of the 
minimum lease payments. The related liability to the 
lessor is included in the statement of financial position as 
a finance lease obligation. Finance costs, which represent 
the difference between the total leasing commitment 
and the fair value of the assets acquired, are charged 
to the income statement over the term of the relevant 
lease so as to produce a constant periodic rate of charge 
on the remaining balance of the obligations for each 
accounting period.

1.16  Accounting for retirement benefits
The Society operates a defined contribution pension plan 
under which the Society pays fixed contributions into a 
separate entity. The Society has no legal or constructive 
obligations to pay further contributions if the fund 
does not hold sufficient assets to pay all employees the 
benefits relating to employee service in the current and 
prior periods. 

Payments to defined contribution retirement benefit 
plans are charged as an expense as they fall due. 
Payments made to state-managed retirement benefit 
schemes are dealt with as payments to defined 
contribution plans where the Society’s obligations under 
the schemes are equivalent to those arising in a defined 
contribution retirement benefit plan.

1.17  Accounting for deferred acquisition 
costs
In respect of insurance contracts, acquisition costs 
comprise all direct and indirect costs incurred in writing 
new contracts. The Society defers only the commission 
paid to agents and expenses this over 36 months which 
is the clawback period within agency contracts. All other 
direct and indirect acquisition costs are expensed in the 
period in which they are incurred.

1.18 Accounting for foreign currencies
Investment assets and liabilities denominated in foreign 
currencies are translated to sterling at rates of exchange 
ruling at the end of the year. Purchases and sales of 
investments denominated in foreign currencies are 
translated at the rates prevailing at the dates of the 
transactions. Exchange gains and losses are dealt with 
in that part of the Statement of Comprehensive Income 
in which the underlying transaction is reported.

1.19 Accounting for the Fund for Future 
Appropriations
The Fund for Future Appropriations represents the 
excess of assets over and above the long-term insurance 
contract liabilities and other liabilities. It represents 
amounts that have yet to be formally declared as 
bonuses for the participating contract policyholders 
together with the free assets of the Society. Any profit 
or loss for the year arising through the Statement of 
Comprehensive Income is transferred to or from the 
unallocated divisible surplus.
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2. CRITICAL ACCOUNTING 
JUDGEMENTS AND ESTIMATES
In preparing the Financial Statements, management 
is required to make estimates and assumptions which 
affect reported income, expenses, assets, liabilities and 
disclosure of contingent assets and liabilities. Use of 
available information and application of judgement are 
inherent in the formation of estimates, together with 
past experience and expectations of future events that 
are believed to be reasonable under the circumstances. 
Actual results in the future could differ from such 
estimates.

The more critical areas, where accounting estimates and 
judgements are made, are set out below.

Fair value of financial assets - investment property

Advice is obtained from property experts to determine 
the fair value of investment property. Judgement is 

therefore required to make this assessment of fair value.

Long-term business provision

The valuation of liabilities is calculated as the expected 
present value of expected future cashflows plus a risk 
margin. The risk margin allows for the cost to a third 
party of holding capital until all the contracts are settled.

The assumptions used for mortality, morbidity and 
longevity are based on standard industry or reinsurers’ 
tables, adjusted where appropriate to reflect the Society’s 
own experience. The assumptions used for investment 
returns, expenses, lapse and surrender rates are based 
on current market yields, product characteristics, and 
relevant claims experience.

The assumptions used for investment returns and 
discount rates are based on current market risk free 
rates and are prescribed by EIOPA. Due to the long-term 
nature of these obligations, the estimates are subject to 
significant uncertainty.

One key assumption underlying these techniques is the 
actuarial assessment of claims payment patterns and 
whether assumptions regarding the prior years payment 
patterns continue to apply.

Allowance for one-off occurrences or changes in 
legislation, policy conditions or portfolio mix are also 
made in arriving at the estimated ultimate cost of claims 
in order that it represents the most likely outcome, taking 
account of all the uncertainties involved. To the extent 
that the ultimate cost is different from the estimate, 
where experience is better or worse than that assumed, 
the surplus or deficit will be credited or charged to 
gross benefits and claims within the Statement of 
Comprehensive Income in future years.

CAPITAL AND RISK MANAGEMENT
This section details the capital and risk management 
approach of the Society. The Society seeks to create 
value for its members by investing in the development 
of the business while maintaining an appropriate level of 
capital available.

The risk appetite for each type of principal risk is set 
based on the amount necessary to meet the PRA’s 
capital requirements.

3. CAPITAL MANAGEMENT
Policies and objectives
The Society’s key capital management objectives are 
to:

 � ensure the Society’s strategy can be implemented 
and is sustainable;

 � ensure the Society’s financial strength and to 
support the risks it takes on as part of its business;

 � give confidence to policyholders and other 
stakeholders who have relationships with the 
Society; and

 � comply with capital requirements imposed by its 
UK regulator, the PRA.

These objectives are reviewed at least annually, and 
benchmarks are set by which to judge the adequacy of 
the Society’s capital. The capital position is monitored 
against those benchmarks to ensure that sufficient 
capital is available to the Society.

The assessment depends on various actuarial and 
other assumptions about potential changes in market 
prices, future operating experience and the actions 
management would take in the event of particular 
adverse changes in market conditions.

The Solvency Capital requirement is the additional 
capital required when a prescribed range of stress 
tests are applied. As a minimum the Society must hold 
sufficient capital to meet the PRA’s Minimum Capital 
Requirement.

Management intends to maintain surplus capital in 
excess of its solvency capital requirement and to 
maintain an appropriate additional margin over this to 
absorb changes in both capital and capital requirements.

The Society complied with all externally imposed capital 
requirements to which it was subject throughout the 
reporting period.
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Capital Statement

Life Business UK non-participating

Measurement and monitoring of capital

The capital position of the Society is monitored on a 
regular basis and reviewed formally on a monthly basis 
by the Board of Management. These objectives are 
reviewed and benchmarks are set by which to judge 
the adequacy of the Society’s capital and ensure that 
sufficient capital is available.

The Society’s capital requirements are forecast on a 
regular basis and compared against the available capital 
and the Society’s minimum internal rate of return. 
The internal rate of return forecast to be achieved on 
potential investments is also measured against minimum 
required benchmarks taking into account the risks 
associated with the investment.

In the event that sufficient capital is not available, actions 
would be taken either to reduce the level of profit 
allocation and bonus paid to members, raise additional 
capital or to reduce the amount of risk accepted thereby 
reducing the capital requirement through, for example, 
reinsurance, reducing business volumes or a change in 
investment strategy.

Available capital – Long-term insurance 
contracts

All contracts written by the Society are long-term 
insurance contracts. They can be further analysed into 
those policies which have a contractual entitlement to 
participate in profit sharing (these are Holloway and 
Century policies) and those which do not, called Protect 
policies.

The liabilities in respect of the Society’s participating 
(with-profits)and non-participating business are 
determined in accordance with the regulations of the 
PRA.

An allowance is made for actions that management 
would take in adverse conditions, such as reducing 
bonus rates. The assets are taken at market value, 
estimated where required, with an allowance for the 
future surplus expected to arise on the non-participating 

business written in the participating fund. The whole of 
the available capital resources within each participating 
fund is available to meet the regulatory and other 
solvency requirements of the fund.

Sensitivity of long-term insurance 
contract liabilities

The value of the long-term insurance contract liabilities 
is sensitive to changes in market conditions and in the 
demographic assumptions used in the calculation, such 
as mortality and persistency rates.

Market conditions – assumptions are made about future 
investment returns and interest rates when valuing the 
liabilities, based on current market conditions. These 
also have an effect on the value placed on the assets 
held to support the liabilities. An adverse change in 
market conditions may therefore reduce the level of the 
available capital resources.

Demographic assumptions – changes in the mortality, 
morbidity, expense or persistency experienced by 
the business may result in the need to change the 
assumptions used to value the liabilities. This may 
increase or reduce the value placed on the liabilities. The 
sensitivity of the liabilities to changes in the assumptions 
varies according to the type of business. For example, 
a change in mortality rates has a different impact for 
annuity liabilities than for term assurance liabilities.

4. RISK MANAGEMENT AND CONTROL
Risk Management

Risk Management has a regular place on agendas for the 
Committee and Senior Management Team meetings.

Details of the Society’s risk management framework and 
methods use to mitigate risks are shown on pages 14 to 
15 of the Strategic report.

The Society uses its Own Risk and Solvency Assessment 
(ORSA), Risk Appetite Statement and Risk Register to 
monitor current and potential risks that could affect its 
solvency adversely.

An overall risk tolerance is established which is expressed 
as a minimum level of solvency above the PRA minimum 
threshold.

Individual risk appetites are then established for each 
of the primary risks the Society faces.  If these appetite 
limits are breached then management actions would 
have to be taken which may include:

 � Reducing annual bonuses and/or final bonuses
 � Reducing annual interest rate
 � Reducing costs

 � Raising premiums

No breach of our risk tolerance or risk appetite has 
occurred in the year ended 31 December 2017.

2017
£000s

2016 
£000s

Total capital 
resources before 
deductions

36,729 37,475

Adjustments to 
assets

(2,700) (746)

Total available 
capital resources

34,029 36,729
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A summary of the primary risks the Society faces along with sensitivity analysis to show impact on capital are as 

follows:

Strategic Risks

Strategic risks are those which affect the business model of the Society.  They can come through competitive pressures, 
failure to develop our own proposition and product in line with the market or economic and political changes.

In our modelling we see strategic risks manifesting themselves in the following ways:

The table presented below demonstrates the sensitivity of available capital to movements in assumptions on strategic 
risks:

When lapse rates change, future per policy expenses are likely to change. This has not been reflected in the value of 
change above.  The sensitivity to changing per policy expenses which would occur if projected business volumes were 
not met are shown within operational risks below.

Insurance risk

This is the risk associated with writing contracts of insurance. Each contract has an inherent risk that the claims 
experience will be higher than estimated. The contracts the Society writes are long term insurance contracts which 
means once entered into the Society does not have the right to cancel them. This increases the risk in this area. The 
Society only provides Income Protection insurance and no other classes.  All insured members reside in the UK.

Risks arise form morbidity, persistency (lapses) and expense variances. Systems are in place to monitor and mitigate 
exposure to all of these risks.

Details of the Society’s insurance technical provisions are included in notes 16 and 22.

The table presented below demonstrates the sensitivity of available capital to movements in assumptions on insurance 
risks:

Variable Change in 
Variable

Change in Available 
Capital £000s

Change in lapse assumptions +10% (3,765)

Variable Change in Variable Change in Available 
Capital £000s

Change in morbidity (%CMIR12) inceptions/recoveries +10% (3,756)

Change in morbidity (%CMIR12) inceptions/recoveries -10% 3,476

Lower growth volumes The Society establishes allocates resources based on growth assumptions.  If 
these are not met then the income may not support the cost base of the Society.

Higher lapses Future profits on contracts assume a contracts contract longevity.  If lapses 
increase then that profit may be reduced.
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Credit Risk

This is the risk that the Society suffers financial loss as a result of another party’s failure to meet its financial obligations 
in a timely manner.

The table below shows the assets of the Society that are subject to credit risk along with their respective credit ratings:

2017

2016

The Society has managed concentration risk through holding a diversifed portfolio, apart from UK Gilts, no more than 
5% of the investment portfolio is held with any one counterparty.

No separate sensitivity analysis is carried out for credit risk as this is included within the technical provisions calculation 
in Note 17.

AAAm AAA AA A BBB BB CCC Unrated Total

£’000 £’000 £’000 £’000 £’000 £’000 £’000 £’000 £’000

Government Securities 10,310 10,310

Corporate Bonds 1,775 1,608 2,053 18,756 1,793 543 26,528

Bank Deposits 2,018 2,018

Cash and Cash Equivalents 13,015 309 103 13,427

Unit Trusts/ OEICs 3,419 3,419

Equities / Property Funds 18,129 18,129

Secured Mortgages 119 119

Loan to Subsidiary 495 495

Total Assets 74,445

AAAm AAA AA A BBB BB CCC Unrated Total

£’000 £’000 £’000 £’000 £’000 £’000 £’000 £’000 £’000

Government Securities 11,602 11,602

Corporate Bonds 2,561 2,400 4,054 17,436 2,179 567 29,197

Bank Deposits 2,027 2,027

Cash and Cash 
Equivalents

14,366 274 290 14,929

Unit Trusts/ OEICs 3,331 3,331

Equities / Property Funds 16,393 16,393

Secured Mortgages 72 72

Loan to Subsidiary 587 587

Total Assets 78,138
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Variable Change in 
Variable

Change in Available 
Capital 
£000s

Change in interest rates used to discount cashflows +1% 1,242

Change in interest rates used to discount cashflows -1% (3,729)

Interest Rate Up Stress as defined by EIOPA SolvencyII Standard 

Formula
(2,475)

Fall in equity values -10% (2,066)

Fall in property values -10% (707)

Market Risk

As the Society holds significant levels of investments it has exposure to:

 � Investment shocks

 � Movements in interest rates

 � Currency exposure

The table presented below demonstrates the sensitivity of available capital to movements in assumptions on market 
risks:

When interest rates change, any movement in the available capital is partially offset by an opposite change in the value 
of assets, this is known as matching. The Society actively manages it investments to ensure liabilities are matched as 
closely as possible. This has not been reflected in the value of change above.

The table below shows the split of denomination of currencies where investment assets may be subject to currency 
exposure:

A 1% fluctuation in exchange rates would change the value of the above assets by £59k (2016: £56k).

The Society does not consider itself exposed to liquidity risk as it has no contractual obligation to repay any principal 

in its contracts of insurance. Claims are accounted for and paid as received.

Assets denominated in:
2017

£’000
2016

£’000

Sterling 65,812 70,613

US Dollars 5,142 5,060

Euro 779 518

Other 1,904 1,159

Total 73,637 77,350
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FRS 102, under paragraphs 11.41(a) and 11.41(d) requires financial instruments held at fair value to be disclosed according 

to the following fair value measurement hierarchy:

The value of Level 1 assets held by the Society is:

All other assets and liabilities are level 2.  The Society holds no level 3 financial instruments.

Operational Risk

Operational risks can occur in many ways and are generally modelled as having an impact on the running costs/
expenses of the business. 

The table presented below demonstrates the sensitivity of available capital to movements in assumptions in market 
risks:

Level 1 Quoted prices (observable market prices for identical assets and liabilities)

Level 2 Inputs other than quoted prices that are observable for the asset or liability, i.e. 

non-quoted prices or values derived from prices

Level 3 Values that are not based on observable market data

2017
£’000

2016
£’000

Level 1 (including cash based investments held at fair value) 73,831 77,478

Variable Change in Variable Change in Available 
Capital £000s

Expense allowances +10% (1,685)

Expense allowances -10% 1,685

5. PREMIUM INCOME  2017
£’000

2016
£’000

Income Protection business - regular premiums 7,784 6,345

Reinsurance premiums (1) (1)

Net earned premium income 7,783 6,344
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6. INVESTMENT INCOME  2017
£’000

2016
£’000

Income from land and buildings 523 491

Income from investments at fair value through income:

Income from loans with subsidiary 37 38

Income from listed investments 1,883 2,008

Income from other investments 68 114

Gains on the realisation of investment assets 73 14

2,584 2,665

7. a) UNREALISED GAIN ON INVESTMENTS  2017
£’000

2016
£’000

Investments at fair value through income:

Debt securities 489 815

Equity securities 1,934 1,588

Net gain/(loss) on investments 2,423 2,402

7. b) UNREALISED LOSS ON 
INVESTMENTS

 2017
£’000

2016
£’000

Revaluation of Investment Properties (400) -



50 BRITISH FRIENDLY ANNUAL REPORT  2017

Financial Statements

8. OPERATING COSTS  2017
£’000

2016
£’000

a) Acquisition costs:

Staff costs 1,490 1,286

System development 26 95

Marketing and promotions 426 298

Underwriting and medical reports 196 130

Commissions 1,829 1,239

3,967 3,049

b) Administration costs:

Staff costs 868 893

Board fees and expenses 211 195

Actuarial Function Holder’s fees 116 132

Legal and professional fees 60 81

Depreciation of fixed assets 311 418

Maintenance of software and equipment 723 621

Other administration costs 436 442

2,725 2,782

Net operating costs 6,692 5,831

Net operating expenses include the following:

Is stated after charging:

Depreciation and amortisation charge for the year 311 418

Auditors remuneration (inclusive of VAT):

Audit 45 31

In respect of costs of Reviewing Actuary (engaged by 

Auditor)
21 21

In respect of other services provided - 2

Actuaries remuneration (inclusive of VAT)

Actuarial Function Holder and With Profits Actuary 106 106

Other fees 10 27

Amortisation of Deferred Acquisition Costs 1,709 1,117
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9. EMPLOYEE BENEFITS EXPENSE  2017
£’000

2016
£’000

The average monthly number of persons employed by 
the Society in the year was as follows:

Non executive Board members 5 5

Staff - Administration 17 12

Staff - Acquisition 22 17

44 34

The aggregate staff payroll costs were as follows:

Wages and salaries 1,876 1,777

Social security costs 240 169

Other pension costs 161 103

2,277 2,049

The aggregate remuneration of key management personnel, being those persons having authority and 

responsibility for planning, directing and controlling the activities of the entity, were as follows:

2017

£'000

2016

£'000

Wages and salaries 404 447

Social Security costs 52 57

Other pension costs 20 25

476 529

Full details of directors’ emoluments are contained in the Directors Remuneration report on pages 24 and 25.

10. INVESTMENTS  2017
£’000

2016
£’000

a) Subsidiary undertaking

Shares at a cost 100 100

The subsidiary undertaking, British Friendly Member Services Limited, issues loans to members with captial balances 
secured on those capital balances.

The other component of its balance sheet is intercompany, therefore loans to subsidiary at the British Friendly 
Society level are merely reclassified as loans at the consolidated level, there are no other changes to the British 
Friendly Society’s statement of financial positon on consolidation.

The Financial Statements of that company show a profit of £nil for the year to 31 December 2017 (2016 - profit of 
£nil). The net liabilities of the subsidiary amounted to £nil at the year end (2016 - £nil).

The subsidiary incurs only a small amount of expenditure and has little profit or loss activity, all costs are recharged 
to the British Friendly Society and therefore the Statement of Comprehensive income for the British Friendly Society 
is the same as that for the consolidated Group.



52 BRITISH FRIENDLY ANNUAL REPORT  2017

Financial Statements

Investment 
Property

£’000

Office 
Property

£’000

Total 
2017

£’000

Total 
2016

£’000

b) Freehold Land and Buildings

Valuation

At 1 January 2017 7,029 445 7,474 7,275

Additions - - - 429

Disposals - - - (230)

Revaluation (400) - (400) -

Reclassified to tangible assets - (445) (445) -

At 31 December 2017 6,629 - 6,629 7,474

The Society’s land and buildings were valued at 31 October 2015 by Mr D J Tillison FRICS, MCI.Arb of Kirkby & 
Diamond, Chartered Surveyors, Bedford. Other investment assets are stated at market value.

In line with FRS 102, the property which the Society uses as its primary office has been reclassisifed from investments 
to fixed assets.

Total 
2017

£’000

Total 
2016

£’000

c) Other financial investments

Dated

Government Securities 10,261 11,555

Corporate Bonds 26,096 28,756

Bank Deposits 2,000 2,000

Undated

Unit Trusts/ OEICs 3,419 3,331

Equities / Property Funds 18,129 16,393

Secured Mortgages 119 72

Loan to Subsidiary 495 587

Cash and Cash Equivalents 13,118 14,656

73,637 77,350

Total of listed investments included above 57,905 60,035

The Loan to subsidiary disclosed above equates to loans issued by the subsidiary. At the consolidated level, loan 
to subsidiary would be replaced by loans to members of an equivalent amount. The total amount of other financial 
investments would remain unchanged. Loans amounting to £299,685 fall due after more than 1 year.
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11. DEBTORS ARISING OUT OF DIRECT INSURANCE 
OPERATIONS

2017
£’000

2016
£’000

Members 52 37

Other debtors 8 14

Additions 60 52

12. INTANGIBLE ASSETS Computer 
Software

£’000

Software under 
development

£’000

Total 
2017

£’000

Cost:

At 1 January 2017 3,575 182 3,757

Additions 60 1,101 1,161

At 31 December 2017 3,635 1,283 4,918

Depreciation

At 1 January 2017 3,031 - 3,031

Charge for the year 290 - 290

At 31 December 2017 3,321 - 3,321

Net book value:

At 31 December 2017 314 1,283 1,597

At 31 December 2016 543 182 725
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13. TANGIBLE ASSETS Office 
Property

£’000

Fixtures and 
Fittings
£’000

Computer 
Equipment

£’000

2017
Total 

£’000

Cost:

At 1 January 2017 - 85 35 120

Additions - 13 16 29

Reclassified from investment properties 445 - - 445

At 31 December 2017 445 98 51 594

Depreciation

At 1 January 2017 - 22 14 36

Charge for the year - 9 11 20

At 31 December 2017 - 31 25 56

Net book value:

At 31 December 2017 445 67 26 538

At 31 December 2016 - 63 21 84

The owner occupied office property is carried at fair value.

14. DEFERRED ACQUISITION COSTS 2017
£’000s

2016
£’000

At 1 January 2017 2,695 1,498

Acquisition costs deferred 2,777 2,424

Amortisation (1,709) (1,117)

Increase in provision for non-recoverable costs (12) (110)

At 31 December 2017 3,751 2,695

Deferred acquisition costs relate to commission paid to agents on the sale of Income Protection insurance contracts. 
At 31 December 2017 the amount of acquisition costs due in more than one year was £1,927,815 (2016: 1,439,438)

15. FUND FOR FUTURE APPROPRIATIONS 2017
£’000s

2016
£’000

Balance at 1 January 37,475 33,985

Transfer to / (from) technical account

Long-term business (1,825) 3,490

Balance at 31 December 35,650 37,475
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16. TECHNICAL PROVISIONS 2017
£’000s

2016
£’000

Balance at 1 January 2016 50,317 55,048

Expected cashflows over the year (1,894) 3,483

Unwind of discount rate 223 305

Model changes (1,292) (668)

Assumption changes 8,085 3,900

Actual data movements 3,506 (5,516)

New business written over 2017 (8,630) (5,871)

Other adjustments - (316)

Change in risk margin (1,516) (1,245)

Change in deferred acquisition costs 1,056 1,197

Balance at 31 December 2017 49,855 50,317

As part of the changes to adopt Solvency II regulations, members funds are now included within technical provisions 
above using a discount factor to reflect the expected future cash flows.

The analysis below shows the movement to members balances and their undiscounted value as at 31 December 2017. 
This information is presented for memorandum purposes only.

Bonuses and rebates 2017 £’000s 2016 £’000

Interest on members’ balances 963 854

Apportionment 1,961 2,072

Interest and apportionment paid to withdrawn members 734 442

3,658 3,368

Withdrawals during the year

Death 1,168 805

Retirements 1,471 1,345

Resignations and lapses 2,024 2,526

Other withdrawals 868 542

Apportionments forfeited - taken to income 27 44

5,558 5,262

Net decrease in member funds during the year (1,900) (1,894)

Balance at 1 January 2017 59,841 61,736

Balance at 31 December 2017 57,941 59,841



56 BRITISH FRIENDLY ANNUAL REPORT  2017

Financial Statements

17. CREDITORS AND ACCRUALS 2017
£’000s

2016
£’000

Creditors arising out of direct insurance operation 713 459

Unearned premiums 9 11

Unwind of discount rate other creditors including taxation and social security 356 219

Accruals and deferred income 665 882

1,743 1,571

18. PENSION COSTS 

The Society operates a staff pension scheme based on defined contributions whereby the Society contributes 15% 
of the basic salary of qualifying members.

19. CAPITAL COMMITMENTS

At 31 December 2017 the Society had no capital commitments (2016 - nil).

20. BOARD MEMBERS’ LOANS AND TRANSACTIONS

There were no amounts outstanding at either 31 December 2017 or 31 December 2016 in relation to loans to members 
of the Board and related parties.

The register of loans to members of the Board is available for inspection at the registered office of the Society.

21. WITH-PROFITS ACTUARY
Statement in accordance with Rule 9.36 of the Accounts and Statements Rules
The Society has made a request to the With-Profits Actuary to furnish it with the particulars specified in Rule 9.36 
of the Accounts and Statements Rules and the particulars furnished pursuant to the request are identified below:

1. The With-Profits Actuary of the Society for the period 1 January 2017 to 31 December 2017 was C Critchlow FIA, 
an employee of OAC PLC.

He was not a member of the Society or the subsidiary of the Society at any time during the year.

2. He had no pecuniary interest in any transactions with the Society subsisting at any time during the period.

3. The only remuneration was the fees for professional services paid to OAC PLC for the services provided by the 
firm, and the sum payable in this respect amounted to £96,632 (2016 - £122,974) exclusive of Value Added Tax.

4. The With-Profits Actuary did not receive, nor will receive, any other pecuniary benefit.



57BRITISH FRIENDLY ANNUAL REPORT  2017

Financial Statements

22. LONG TERM INSURANCE LIABILITY VALUATION ASSUMPTIONS

The following sets out the assumptions underlying the valuation of the Society’s long-term insurance liabilities. The 
section also details the analysis of change in the Society’s capital resources over the year.  This may be used for the 
relevant section of the Notes to the Report and Accounts.

A gross premium method of valuation is used for calculating the Society’s liabilities.

The principal assumptions used to calculate the Society’s insurance liabilities are set out below:

Discount rate of interest

Discount rates are set having regard to risk free rates of return (without volatility adjustment) as specified by EIOPA 
as at 31 December 2017. The same approach was used at the end of 2016.

Expenses

Maintenance expenses have been allowed for in the valuation of the Society’s liabilities allowing for new business 
in accordance with the Society’s business plans for the period 2018-2020. Thereafter expenses are assumed to 
increase in line with an expense inflation assumption of 3.40%pa (2016: 3.8%).

Morbidity

For sickness products, an inception and recovery approach is used based on CMIR12 rates. The rates assumed for 
inceptions and recoveries were as set out in the following tables. 

Table of inceptions rates by reference to CMIR12 DP1 rates

Table of recoveries rates by reference to CMIR12 DP1 rates

Contract type and 
date

Holloway
31-Dec

Protect 
31-Dec

Age Range 2017 2016 2017 2016

Up to 20 10% 10%

35% 35%

20-24 20% 20%

25-29 30% 30%

30-34 40% 40%

35-39 50% 50%

40-44 65% 65%

45-49 65% 65%

50-54 65% 65%

55-59 65% 65%

Female load 30% 30% Nil Nil

Contract type and 
date

Holloway
31-Dec

Protect 
31-Dec

Week of sickness 2017 2016 2017 2016

0-4 80% 80% 35% 35%

4-8 90% 90% 65% 65%

8-13 125% 125% 65% 65%

13+ 190% 190% 165% 165%



58 BRITISH FRIENDLY ANNUAL REPORT  2017

Financial Statements

Persistency
Based on the results of the experience investigation performed lapses are assumed at 5.0% per annum for the Society’s 
non-commuted Holloway members, 6.0% per annum for the Society’s commuted Holloway members. Protect and 
Breathing Space lapse rates are assumed to be 15% per annum in policy years 1-5, 12.5% per annum thereafter. The 
2016 year end valuation assumed the same rates of lapse on the Society’s Holloway business. Protect and Breathing 
Space lapse rates were assumed to be 15% per annum in policy years 1-3, 12.5% per annum in policy years 4-5 and 10% 
per annum thereafter.

Mortality
Mortality rates are set by reference to standard actuarial tables.  At the end of 2017 mortality in line with 45% of AMC00 
Ultimate was assumed (2016 - 45% of AMC00 Ultimate) for non-commuted Holloway, Protect and Breathing Space 
contracts, and at a rate of 60% of AMC00 Ultimate (2016 – 60% of AMC Ultimate) for commuted Holloway contracts.

Options and guarantees

The Society has no options or guarantees and accordingly holds no reserves for them.

Analysis of change

There has been an decrease in the Society’s available capital resources from 31 December 2016 to 31 December 2017.  

This is predominantly because of the change to the lapse assumption.  An analysis of the change is set out below:

Change in available 
capital £’000s

Available capital
£’000

2016 available capital 36,729

New business 5,722

Investment gains 4,249

Trading surplus (1,789)

Model and assumption changes (7,004)

Other (3,878)

2017 available capital 34,029
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Society Information

As at 31 December 2017

BRITISH FRIENDLY SOCIETY LIMITED

Registered Office: 45 Bromham Road, Bedford MK40 2AA

Telephone: 01234 358344

Fax: 01234 327879

E-mail: enquiries@britishfriendly.com

Website: www.britishfriendly.com

Facebook: British-Friendly

Independent Advisers and Consultants 2017

Chief Actuary

Christopher Critchlow, OAC Actuaries & Consultants, 141-142 Fenchurch Street, London EC3M 6BL

Auditors – External

BDO 55 Baker Street, London W1U 7EU

Auditors – Internal

KPMG, 15 Canada Square, Canary Wharf, London E14 5GL

Bankers

Nat West Bank PLC, 81 High Street, Bedford MK40 1YN

Compliance Consultants

Haven Risk Management, PO Box 1, Chipping Camden GL55 6YX

Investment Managers

LGT Vestra, 14 Cornhill, London EC3V 3NR

Chief Medical Officer

Capita, The Grange, Bishops Cleeve, Cheltenham GL52 8XX

Solicitors

Taylor Walton Solicitors, 28-44 Alma Street, Luton, Bedfordshire LU1 2PL

Paris Smith LLP, Number 1 London Road, Southampton, Hampshire SO15 2AE

Friendly Society Law Consultants

John Gilbert, M&G Advisory Services, 3 Northolme Road, London N5 2UZ

Authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority 
and the Prudential Regulation Authority.

Registered No. 110013.

Incorporated under the Friendly Societies Act 1992.  Registered No. 392F.

Member of the Association of Financial Mutuals.
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