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Nick Bayley
Nick joined the Board 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 – responsible for generating £30m in annual revenue. 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. Nick is now working as a Senior Business Development Consultant with St James Place
Wealth Management in the City, working with over 20 small and medium size businesses to develop their
strategic and marketing plans and business generation. He is married with two children and his hobbies include
mountaineering, skiing, running and golf.

Tony Dormer BA ACMA CGMA
Born in 1948, Tony joined the Board in January 2006. After studying economics at Newcastle University, he
joined British Airways as a management trainee after which he held a number of senior positions in the finance
and commercial departments. He left BA in 2004 to become Chief Executive of Airways Sports & Leisure Ltd.
Tony is married, with two grown-up children and his interests include football, steam railways and real ale.

Fiona Gregory BA Law
Born in 1958, Fiona joined the Society in 1995 and was elected to the Board in 2001, having previously acted
as Solicitor to the Society for many years. Fiona was elected Vice Chairman of the Society in May 2008 and
Chairman in May 2009. She qualified as a Solicitor in 1982 and as a Notary Public in 1995. Fiona is now a
Business Development Consultant and, having left private practice in 2004, she is Vice Chairman of a housing
association. She is married to Andrew and is child-free. Her interests include collecting late Victorian and early
20th century watercolours, gardening, theatre and managing a small portfolio of investment properties.

Michael Harding
Born in 1950, Michael joined the staff of the Society in 1970 as an Accounts Clerk. He progressed through
various departments, becoming involved with matters at Board level in 1976. He was appointed as Assistant
to the General Secretary in the 1980s and, subsequently, General Secretary. In 1997, Michael was appointed
as the Society’s Compliance Officer. He was appointed Chief Executive in 1999 and continued until 2010 when
he stepped down from that role. He is now Company Secretary and also has responsibility for Governance and
Compliance. He is married to Yvette, has three grown-up children and his interests include cricket, football and
music.

Your Board of Directors

Report and Financial Statements 2012 5



Report and Financial Statements 2012 6

Jeff Hayes
Born in 1953, Jeff joined the Board in April 2010. Jeff retired from the City of London in January 2010, having
worked in the Fund Management industry for over 40 years. During his period in the City he was a dealer on
the London Stock Exchange, managed Fixed Income portfolios for a range of institutional clients, including
Pension Funds, Friendly Societies and Charities, and took responsibility for delivering client service to clients
in both the UK and internationally. For three years prior to his retirement, Jeff was one of our Investment
Managers, which gave him an insight into British Friendly, and he now has a limited number of non-executive
roles, including Chairman of a UK Defined Benefit Pension Scheme and as a Trustee for three UK based
Charities. Jeff has been married to Rene for 40 years and has two children. He enjoys running, golf and
photography.

Mark Myers
Mark was appointed Chief Executive in July 2010, when he joined the Board. He has 30 years’ experience in
Financial Services, the first 22 being in Sales and Marketing roles with Lloyds TSB, latterly as Sales Director
for the Retail Bank. His time at Lloyds also included attachments to the DTI and the FSA, providing valuable
governmental and regulatory experience. His most recent previous position was with Britain’s largest Friendly
Society – Liverpool Victoria – initially as Distribution Director and then Partnership Director. Mark is married with
a daughter of 25 and a son of 22 and his interests include National Hunt racing, bird watching, theatre and
music.

Chris Radford
Chris joined the Board in June 2010 and has over 35 years of experience in the financial services sector and
currently owns a property lettings and management business. Prior to this he was Group Chief Executive of
the TIS Group and the Lambeth Building Society and Managing Director of Legal & General’s unit trust
business. He has worked in a wide variety of business environments – major global and small local, plc and
mutual, banking and insurance, retail and telesales. Chris has considerable experience in helping organisations
to develop new strategies and achieve widescale changes. He is married, has twin boys aged 22, and is an
experienced alpine skier, a keen sailor, enjoys golf, and plays in a blues band.

Lee Schopp BSc ACA
Lee was appointed Finance Director and joined the Board in July 2010. Lee is a Chartered Accountant who
has operated at Board level for both AIM listed and private companies. He brings more than 17 years’ strategic
planning and execution experience to 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. Lee lives in Toddington with his wife, Eilish and two boys Ben and
Oscar. Lee is currently spending all his free time managing the building of a new house for himself and his family
which is due to be finished this year.



Chairman’s Report for 2012
I am delighted to report that the Society has had another successful year – notwithstanding the continuing challenging economic
climate, with low interest rates, volatility in the stock market and depressed growth which may continue for the next four or five
years. The Chief Executive’s Report outlines the financial performance of the Society and the increased benefits to all members
from our growth in membership and premium income, and we are well placed to continue this growth into the future.

We are delighted to be able to maintain Apportionment rates at current levels and, whilst the annual bonus (interest) rates will be
more conservative than in the past (reflecting the low interest rates and challenging investment markets), we are now reintroducing
a terminal bonus and plan to increase the rates for this over the next few years.

As a Board we have focussed more on Strategy during the last year and have taken steps to ensure the solvency of the Society,
should there be another catastrophic financial shock, by protecting the capital as far as we can without being too risk averse that
we do nothing! Indeed risk management has been given greater emphasis in 2012 by the Board and Executives, brought about
in particular by the sterling work of our Risk and Audit Committees, ensuring that risk awareness and risk management are
embedded in the Society’s culture, are understood by all staff and that it is not just a “tick box” exercise.

The regulatory environment becomes evermore demanding, notwithstanding the further delay in the implementation of Solvency
II requirements (which relates to accounting procedures and the requirement of adequate reserves to protect the solvency of the
business and the members’ capital within the Society). We have already been able to implement various aspects of the new
proposed regulations, which benefit the Society, in advance of the new implementation date. The same applies to the FSA
consultation papers and policies (Chrysalis and With Profits) relating to member rights and interests and the Gender Directive,
which may play to our advantage as we do not have different rates for males and females for our new policies and therefore should
obtain more business where we are more competitive than other Income Protection providers.

As Chairman, I have a number of responsibilities in respect of the governance of the Board and the Society. The term “corporate
governance” refers to the structures and processes by which companies are controlled. Some of my responsibilities relate to the
voluntary compliance with the UK Corporate Governance Code, as amended so that it relates to Financial Mutuals, and this is
known as the Annotated Code. This effectively sets out “best practice” for the corporate governance of businesses such as ours.
Again, this is not a “tick box” exercise as we wish to demonstrate high standards of corporate governance with a transparent
approach. We intend to engender the trust of our members and stakeholders by a full disclosure and open dialogue. The Code-
based “comply or explain” approach means that where we do not comply with the Annotated Code we will give meaningful
explanations specific to our position, and not generic responses. We will set the context and historical background of any
deviation, provide a convincing rationale for the action that we are taking, describing any mitigating action to address any additional
risk, and to maintain conformity with the relevant principle in the Code. Additionally, we will indicate whether the deviation from
the Code’s provisions is time limited and, if so, when we intend to return to conformity with the Code. We provide a report on
Compliance each year through a Corporate Governance Questionnaire submitted to the Association of Financial Mutuals who,
in turn, reports to the FSA regarding overall compliance throughout the mutual sector. A copy of this report for 2012 can be
found on our website and, on page 17, identifies the six areas (out of 185 provisions) where we do not comply and provides an
explanation. We welcome any queries from members in respect of our replies to the Questionnaire.

Whilst the Annotated Code provides principles of best practice, obviously “one size does not fit all” and some deviations from
the Code may be as a result of the nature of the business and therefore compliance must be proportionate. However, even in
such cases we should still look to see whether the spirit of the provision could be applied in a manner with less onerous resource
implications.

As Chairman, some of my responsibilities relate to ensuring the effectiveness of the Board, the independence of Board members
and the performance of the Board, its committees and individual directors. The Annotated Code provides, “The Chairman is
responsible for leadership of the Board, ensuring its effectiveness on all aspects of its role and setting its agenda. The Chairman
is also responsible for ensuring that the directors receive accurate, timely, and clear information. The Chairman should ensure
effective communication with the (members). The Chairman should also facilitate the effective contribution of non-executive
directors in particular and ensure constructive relations between executive and non-executive.”
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I can confirm compliance with all of the above and can also confirm completion of a review of the induction procedures for new
non-executive directors. We have a retirement schedule in place to ensure the regular refreshment of the Board, so that Board
members remain independent and bring a fresh outlook and new skills to the Board (depending on our needs), to the Society
and its strategy for the future. We undertake annual performance reviews of the Board as a whole and of the individual Board
members to ensure they are demonstrating a continuing and effective commitment to the success and appropriate control of the
Society.

The appointment last year of a Senior Independent Director (SID), namely Christopher Radford, and the creation of the Members’
Panel, reflect the greater commitment of the Society to member engagement and the facilitating of member dialogue to ensure
the Board has a better understanding of members’ views on the Society and various aspects of the business, including the
remuneration of the Board Members. The SID is developing a programme of member engagement activities for 2013 to endeavour
to obtain members’ views wherever possible, as this is at the core of mutuality.

To conclude, whilst we are in an on-going tough environment, the Society is well placed to continue to grow and create a strong
and safe future for its members. As always, and especially for their considerable dedication, commitment and hard work in 2012,
I wish to express my sincere thanks to the staff of British Friendly Society Limited, for helping to bring about such changes in the
fortunes of our Society.

Fiona Gregory
Chairman

15 March 2013
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Chief Executive's Report for 2012
In my report to you last year I commented on the good start we had made in implementing our strategy of returning the Society
to growth but it is only now, in 2012, that we have seen the full benefit of this coming through.

In my last report I identified two tangible targets for the year in premium growth and new members and I am pleased to say that
we have delivered on both of these.

Financial Performance
2012 saw a 10% increase in Premium Income, with income from the new Protect product now representing 15% of the total.
We anticipate that by the end of 2013 this will have risen to closer to 25%.

As we anticipated last year, 2012 saw the full benefits of the Protect product and, as a result, we achieved our goal of raising
membership to 15,108. At our current rate of growth we expect to be close to 16,000 members by the end of this year.

Costs were managed in line with the budgets for the year, with staff costs well controlled. This was offset by additional I.T. costs
relating to the securing and improvement of our historic legacy systems and putting these on a sustainable platform for the future.
We also incurred one-off costs in creating and then testing a formal business continuity plan to ensure we were able to cope with
unexpected disasters.

Our claims experience has also continued in line with our budgets, although there was a marginally higher figure than budgeted
for Protect claims, and you will see in the following Strategy section that we have plans to address these issues before they
worsen.

Turning to our Investment Income, this has been something of a mixed picture in 2012. A good recovery in the equity markets
has been accompanied by a continuation of the low interest rates in the Government bond market, which has kept capital values
high. This has enabled us to make significant capital gains in both equities and bonds. However, this has been largely offset by
some losses incurred on our long term property portfolios. This year we completed our triennial property valuation and, while the
income from these properties continues to be robust and we have very good tenants, the long term prospects for a number of
these properties – including Wyvern House – have deteriorated since the last valuation. Despite being let to HM Government and
attracting a very good yield, our property advisers have suggested that we significantly write down this and our other property
assets by nearly £2m.

In summary, therefore, our investments have performed in line with our budget, albeit the individual assets have been more volatile
than in recent years. This has led us to reappraise our investment policy and its importance in delivering the benefits that our
members have every right to expect.

The contribution to our trading surplus now being made by Protect is having a very positive impact on our policy to maintain
Apportionment for members. Our Actuary has been quite clear that without this contribution and the growth in membership that
accompanies it, we would now be facing some difficult decisions and, in all likelihood, he would have been recommending a
reduction in the Apportionment rate to both Commuted and non-Commuted Members. Instead of which he is confident in
maintaining the current rates for this year and expects to be able to do so for future years.

With regard to Interest rates for annual bonuses, our Actuary is more exercised.

The Chairman has referred to the prevailing economic environment where we see a far longer than anticipated period of low
growth and low interest rates, with some commentators anticipating no increase in the base rate from its historic low of 0.5%
until 2017.

There is also considerable speculation that the unprecedented low interest rates on Government securities will also change in the
next period and revert to closer to their historic levels of 4%-5% for 10 year bonds, compared with the current figures of around
2% [and much lower in 2012].

All of this means that if we are to continue to give proper priority to the safety of our members’ capital accounts with us, we need
to reassess the level of risk that we are prepared to accept to achieve a suitable return. We are therefore anticipating continuing
to take a very conservative approach and, against that background, we do not believe the current rate of 2.25% is sustainable.
In line with our Actuary’s recommendations we are therefore reducing it to 2% for this year. This is very much in line with our other
friendly society peers and remains highly competitive in the High Street, particularly when we take into account that this is paid
without deduction of tax.



However, as a counter-balance to this, and as I have indicated in previous reports, the Board has been keen to return as soon
as possible to a position where maturing members are eligible for a terminal bonus on withdrawals from the Society. The last time
we had a terminal bonus in place was in 2002. We have debated long and hard when we could do this and at what level, and in
concluding our discussions have been mindful of balancing the need for delivering benefits to members but for this to be on a
sustainable basis.

We are therefore, for this year, reintroducing a terminal bonus at the modest rate of 3.5% to enable those members who wish to
withdraw to receive some benefit for their long term membership. We will also apply the same rate to any members below the
age of 60 whose membership ceases on death.

We are conscious that this is a low figure and we hope that as the benefits from the Protect investment continue to accumulate
in line with our expectations and the communication earlier this year to Holloway and Century members, that we will be in a
position to increase this to a higher level.

Strategy
During the year we have continued to develop and evolve our strategy and this has been re-stated as follows: ‘To maintain and
enhance member benefits through growing membership in order to drive down overhead costs per member by truly
becoming income protection specialists at a pace consistent with our capital constraints and risk appetite’.

This is intended to ensure that members’ benefits are our driving force and that, having settled the important questions that we
put to the membership at the last AGM, we can move forward both in confidence and with clarity of direction. To support this we
have four key priorities:

1.Market and Product Development
Since our launch we have developed an increasing breadth of relationships and, during 2012, over 420 individual advisers were
confident enough to recommend and put in force a policy with us for their clients [250 in 2011].

Particular focus for us has been on reducing our reliance on key partners and, as at the end of the year, no individual firm
represented more than 20% of our total applications.

Our focus for 2013 is to continue to develop our existing market and to develop additional elements to our proposition to enable
us to access new markets which our current offer doesn’t appeal to.

However, we have become clearer that we will remain as ‘Income Protection specialists’ rather than diversifying into other areas
where we lack expertise.

2.Risk and Quality Management
We have developed a clearer understanding of our tolerance for risk and set ourselves minimum capital thresholds above the level
of capital that the regulators require us to hold. This is to ensure that we monitor accurately the total level of risk that we are
accepting, whether that be in markets or insurance, and we manage our appetite for increasing this in certain areas within our
overall tolerance.

The tolerance will ensure we put boundaries on our strategy and force us to take mitigating action, if required, at an early stage.

At the micro level we have sufficient data to analyse the quality of the business we are writing, both by customer type and by
partner. This will enable us to work with our partners to tackle any issues early and to identify areas where we wish to reduce or
eliminate risk by changing our proposition.

3.Operational Efficiency
Over the last two years we have gone through a formal tender process for a number of our professional advisers and changed
these. In particular this year we have changed our investment managers from Cazenove Capital to Vestra Wealth following a
detailed review. I would like to stress that we were not dissatisfied with the service or performance we had received, but we were
not prepared to settle for good enough and wanted to test whether we had the best available for this important aspect of our
business. We have also changed suppliers in other areas such as website management and printing. During 2013 we intend to
do more work with our key suppliers both from a quality and ‘value for money’ perspective and ensure we are enforcing robust
service level agreements and negotiating improvements in pricing and quality.
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4.Capital and Inorganic Development
I have already referred to our risk tolerance and our decision to set additional minimum capital levels and this is having an important
influence on the development and speed of our business strategy. During 2013 we will continue to investigate in more detail long
term options for enhancing our capital position including reinsurance and additional asset and liability matching.

We are also increasing our profile in the sector, both through the Friendly Society Collective and by participating fully in the
Association of Financial Mutuals [of which I am a Board member].

This is having an additional benefit by involving us in potential merger opportunities, which we are approaching with an open mind.

We are very clear that we have no pressing burning need for a merger, but if such an opportunity presents itself which will allow
us to improve our overall capital position, enhance security for our members and enable us to accelerate our strategy, then we
will pursue that vigorously.

Outlook for 2013
2013 has started well and we anticipate the growth in membership and Premium Income to continue in line with 2012 which will,
in turn, enable us to enhance and maintain member benefits by reducing the cost per member.

We are working on plans to enhance our product proposition because our competitors have responded to our success and, if
we stand still, we will find ourselves going backwards in terms of market share. Our profile within the IFA community and within
the mutual sector as a whole will continue to increase following the award nominations and successes that we have had in 2012
and are already seeing in 2013 and I am confident that we are well placed to handle the on-going challenging economic and
political environment.

Mark Myers
Chief Executive

15 March 2013
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REPORT OF THE BOARD OF DIRECTORS
for the year ended 31 December 2012

Principal Activity
The principal activity of the Society continued to be the provision of sickness 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 Society launched a pure
income protection product (BFS Protect) in April 2011 with sales being made via financial advisers.

The Society did not offer new mortgages to members during the year and the portfolio is therefore reducing due to existing
mortgages being redeemed. The provision of loan facilities to members continued, with loans being provided through the
subsidiary company, BFS Member Services Limited.

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 6 to the full Financial Statements. As at 31 December 2012 the
directors were Fiona Gregory, Mike Harding and Lee Schopp. The Company has no employees and no remuneration was paid
to the directors.

Solvency
The Society has maintained the required margin of solvency throughout 2012 in accordance with FSA regulations.

Treating Customers Fairly
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.

In 2012 we received eight complaints of which one member took his complaint to the Financial Ombudsman Service (FOS), who
found in our favour. We received 74 unsolicited letters of praise.

Responsibilities of the Board of Directors
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.

The members of the Board of 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.



Report and Financial Statements 2012 13

The following charts are the main Key Performance Indicators (KPIs) used to manage the business.

Membership: New Members:

Premiums £’000’s: Claims Paid £’000’s:
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Name Fee/Salary Bonus Benefits 2012 2011
£000’s £000’s £000’s Total £000’s Total £000’s

Nick Bayley 13 13 13
(Vice Chairman until 15 June 2012)

Tony Dormer 12 12 12

Richard English 3 3 12
(Senior Director, retired 15 June 2012)

Fiona Gregory (Chairman) 17 17 17

Michael Harding (Company Secretary) 48 5 16 69 72

Jeff Hayes 12 12 12

Mark Myers (Chief Executive) 133* 30 12 175 136*

Chris Radford 13 13 12
(Senior Independent Director, from 15 June 2012)

Lee Schopp (Finance Director) 86 15 22 123 101

Total 337 50 50 437 387

BOARD OF DIRECTORS’ REMUNERATION REPORT
for the year ended 31 December 2012

Introduction
The Society has a Remuneration and Nomination Committee. It has not formed two separate committees as the Board does not
believe the Society is of a size which would justify this.

Committee Membership
The Committee consists of three non-executive directors and, only when sitting as the Nomination Committee, the Chief Executive.
The members who served on the Committee during 2012 were:

Jeff Hayes (Chairman)
Tony Dormer
Chris Radford

Remuneration Policy
The Society has a documented remuneration policy. The Committee recommends remuneration packages to the Board for all
directors. It does so by reference to what levels of remuneration are necessary to attract the right calibre of individual in the
context of the financial services marketplace. None of the executive directors hold non-executive director positions elsewhere.

A process of annual appraisal is in place for the Board of Directors with a view to maintaining a high standard of individual and
collective performance. This takes the form of peer appraisal whereby all directors appraise each other and the Chairman then
collates and summarises their views and undertakes individual interviews with the members of the Board. The Senior Independent
Director undertakes the interview and appraisal of the Chairman. The non-executive directors do not receive bonus payments or
have service contracts. Their remuneration consists of payment for attending meetings, seminars and training sessions, and for
other work related to the Society. Details of the remuneration are shown below:

*Payment includes allowance in lieu of pension contributions.

In line with the guidance contained in the UK Corporate Governance Code a bonus scheme was put in place for the
Executives in respect of 2012. This is based upon the success of the Society as a whole and the individual’s performance. The
criteria used were growing membership; premium income; free asset ratio; overall surplus; apportionment and interest paid to
members; level of complaints; relationship with the FSA.

A new bonus scheme for 2013 and onwards has been agreed by the Board which requires performance over a longer term.
Factors will be decided annually by the Remuneration and Nomination Committee.
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CORPORATE GOVERNANCE REPORT
Tthe main principlies in the annotated Corporate Governance Code are:

1. LEADERSHIP

The Board of Directors seeks to comply with best practice in corporate governance and aims to adhere to the principles and
provisions of the UK Corporate Governance Code annotated by the Association of Financial Mutuals to cover mutual insurers (the
Code).

It is our policy to fully comply with all the requirements of the Code apart from where, on an exceptional basis, it would not be
appropriate for an organisation of our size and nature to comply.

During 2012 the Board of Directors met eight times. Its main responsibilities and decision taking areas are:

• Setting the strategic direction
• Monitoring performance of the business and the Executive
• Establishing the 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

Direction of the day-to-day management of the Society is delegated to the Executive, who operate within defined authority limits.
The names of the individuals who served on the Board of Directors in 2012 are listed on page 4. Short CVs are shown on pages
5 and 6. The Board of Directors comprises the Chairman, who is a non-executive, four other non-executives and three executive
members, being the Chief Executive, Finance Director and Company Secretary.

2. EFFECTIVENESS

Sub-Committees of the Committee of Management
There are four sub-committees and each has specific terms of reference, which are reviewed periodically and are published on
the Society’s website.

Audit and Compliance Committee
The members who served on the Committee during the year were:
Nick Bayley (Chairman until 15 June)
Tony Dormer (Chairman from 15 June)
Chris Radford

Also in attendance at meetings were the Chief Executive, Finance Director and Company Secretary.

During 2012 the Committee met on two occasions and considered the internal and external audit plans, the financial statements
of the Society, effectiveness of internal controls, regulatory matters and the performance, qualifications and independence of the
internal and external auditors.

Risk Committee
The members who served on the Committee during the year were:
Nick Bayley (Chairman)
Jeff Hayes
Chris Radford

Also in attendance at meetings were the Chief Executive, Finance Director and Company Secretary.

During 2012 the Committee met on two occasions and considered the effectiveness of the risk management process and
reporting to the Board of Directors on the systems governing the management of key risks.
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Investment Committee
The members who served on the Committee during the year were:
Jeff Hayes (Chairman from 15 June)
Fiona Gregory, (Chairman until 15 June)
Nick Bayley (from 15 June)
Tony Dormer (from 15 June)
Richard English (until 15 June)
Mark Myers
Lee Schopp

During 2012 the Committee met on four occasions and considered the Society’s investment approach, monitoring the suitability
and performance of the investment managers, ensuring that investment managers comply with the appropriate asset allocations
and making recommendations regarding the continued effectiveness of the investment managers.

As the Society had been with Cazenove Capital for four years, a tender exercise took place which resulted in new investment
managers being appointed in September – Vestra Wealth LLP. This is referred to in the Chief Executive’s report on page 10.

Remuneration and Nomination Committee
The members who served on the Committee during the year were:
Chris Radford (Chairman)
Tony Dormer
Jeff Hayes

The Chief Executive only attended the meetings that related to Nomination matters.
During the year the Committee met on one occasion and reviewed its Terms of Reference, considered succession planning, skills
of the non-executives and adopted a policy for executive remuneration.

The Society has adopted a transparent and independently managed process when making appointments to the Board of
Directors. The process to appoint non-executive directors contains the following elements:

• An open market search involving professional search agents and/or national newspaper advertising.

• Initial interview by independent search agent.

• Final interview by Remuneration and Nomination Committee.

Chairman and Chief Executive
There is a clear division of responsibilities between the roles of Chairman and Chief Executive and they are conducted by different
individuals. Each has a specific role and responsibilities which are set out in job descriptions which have been agreed by the Board.
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.

Independence of Members of the Board of Directors
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 with the exception of Fiona Gregory who is not deemed independent, due only to her
length of service on the Board which exceeds nine years. The Board considers that in view of her knowledge and active
contribution to the success of the Society, Fiona continues to be a valued member of the Board.

All members of the Board submit themselves for re-election annually.

3. ACCOUNTABILITY

The Board presents a balanced and understandable assessment of the Society’s position in its reports to regulators and to
members of the Society. The responsibilities of the Board of Directors are reported in this report on page 12.

The Board is, through independent Internal Auditors, able to confirm that it has in place a sound system of internal controls that
safeguard members’ interests and the Society’s assets.
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4.REMUNERATION

This section is covered in full under the Board’s Remuneration Report on page 14.

5.RELATIONS WITH MEMBERS

The Board is committed to the fair treatment of all members of the Society. The Society communicates with its members by
letters, website, telephone, various questionnaires, annual apportionment statements, annual renewal notices, newsletters, AGM
notices, and the Annual Report and Summary Financial Statements. A full copy of the Annual Report & 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 and, for 2013, electronic voting will
be available.

Areas of Non-Compliance with the UK Corporate Governance Code

The areas where we complied with the Code part way through 2012 were:

Although we had a Senior Director, he was not deemed ‘independent’ in accordance with the Code.
A Senior Independent Director was appointed in June 2012.

The sub-committees’ Terms of Reference and a breakdown of AGM voting were not displayed on the Society’s website. This was
rectified during 2012.

A Gender Policy was put in place during 2012.

The areas where we did not comply with the Code during 2012, together with reasons, were:

1. Biographical notes of all the directors standing for re-election were provided in the AGM pack issued to members. Reasons
were not given as to why they should be re-elected but this has been corrected for this year’s AGM.

2. Confirmation was not given at the 2012 AGM that, following the Board’s formal performance evaluation the individual’s
performance remained effective and demonstrated commitment to the role. Confirmation of this will be given at this year’s
AGM.

3. The Chairman does not maintain contact with the Members’ Panel in respect of Board remuneration. Specific contact is not
made with any group of members regarding remuneration but benchmarking is in place for the annual re-election of Board
Members and all members of the Society have the opportunity to vote on the remuneration report at the AGM.

4. The Society does not have a forum where the Chairman discusses the governance and strategy or where non-executive
directors attend scheduled meetings with such a forum. A Members’ Panel has been set up to seek their opinions on various
matters but no actual meetings take place. The Members of the Panel are contacted by email for their opinions and the Board
considers this to be the most practical means of obtaining the views of members.

5. As per the previous point, meetings of the Members Panel have not taken place with the Senior Independent Director (SID) for
the same reason. Feedback from the Panel is passed on to the SID to keep him aware of any issues and concerns of members.

6. The Annual Report for 2011 (issued in May 2012) did not state the steps the Board had taken to ensure that non-executive
directors developed an understanding of the views of the members regarding the Society. As stated in the paragraph above,
the SID is made aware of any issues and concerns of the members and these in turn are passed onto the Board, thereby
providing non-executive directors with an understanding of members’ views.
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Attendance at scheduled meetings during 2012

Name AGM Board of Audit and Risk Investment Remuneration
Directors Compliance and Nomination

Nick Bayley 1/1 7/8 2/2 1/2 1/1
(Vice Chairman until 15 June)

Tony Dormer 1/1 8/8 2/2 1/1 1/1

Richard English 1/1 5/5 2/3
(Senior Director until 15 June 2012)

Fiona Gregory (Chairman) 1/1 7/8 1/1 3/3

Michael Harding (Company Secretary) 1/1 8/8 2/2 1/1

Jeff Hayes 1/1 7/8 2/2 4/4 1/1

Mark Myers (Chief Executive) 1/1 8/8 2/2 2/2 3/4 1/1

Chris Radford
(Senior Independent Director 1/1 8/8 2/2 2/2 1/1
from 15 June)

Lee Schopp (Finance Director) 1/1 7/8 2/2 1/2 4/4



RISK MANAGEMENT
The Board of Directors is responsible for ensuring the key risks facing the Society are identified and managed. A strong internal
control environment supported by sound risk management practices is fundamental to the success of the Society.

The executive team has responsibility for the day to day management of risks. The oversight responsibility is delegated to the Risk
Committee which provides regular reports to the Board of Directors on the risk matters within their remit.

The risk identification and management process ensures all key risks are centrally collated within the risk register. The register
identifies the risk owners with the status of the risks being reviewed on a comprehensive and regular basis. A reporting process
is in place to communicate key risk indicators and other relevant information to the Risk Committee and the Board of Directors.

The key areas of risk facing the Society include insurance, credit, liquidity, market and operational risks.

Insurance Risk
The primary aim of the Society is to provide sickness benefit and income protection to its members. Actuarial models are used
to determine the pricing of our products. This is carried out by the Actuarial Function Holder.

The Society has an underwriting policy in place and this is used in the day-to-day decisions of applications for membership.

Our claims rates continue to be in line with expectations and we could withstand any reasonable foreseeable insurance risk
without compromising the solvency of the Society. In using the Annual Valuation prepared by the Actuarial Function Holder we
take a very prudent view of future sickness rates, mortality and investment performance before declaring apportionment rates,
interest rates and a terminal bonus rate.

Credit Risk
Credit Risk is the risk of loss if another party fails to meet its financial obligations in a timely manner.
The Society’s exposure to Credit Risk results from financial transactions with investment counterparties.

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

Liquidity Risk
This is the risk that the Society, although solvent, has insufficient liquid assets to meet payments as they fall due.

The Society’s cash flows are generally predictable with the primary source of cash inflows being premium income from members.
The outflows are to members in the form of benefit claims and capital account withdrawals. As the Society holds a minimum of
25% of its assets in cash, liquidity is not considered a significant area of risk.

Market Risk
This includes the risks that arise from fluctuations in the values of, or income from, assets or interest rates. 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 investment objectives are to achieve medium term stability in bonus rates and to not put the members’ capital 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.

Operational Risk
This refers to the risk of loss resulting from weak internal processes, people and systems or from external events. It also includes
such areas as product development, information technology, legal and regulatory risks.

The Society has embedded robust control systems, processes and management actions which significantly mitigates the risks.
These cover the risks of data protection, financial crime, money laundering, whistleblowing and disaster recovery.

Fiona Gregory
Chairman

15 March 2013
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INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS
OF BRITISH FRIENDLY SOCIETY LIMITED
We have audited the financial statements of British Friendly Society Limited for the year ended 31 December 2012 which comprise
the Income and Expenditure Account, Balance Sheet and the related notes 1 – 17. The financial reporting framework that has
been applied in their preparation is applicable law and United Kingdom Accounting Standards (United Kingdom Generally
Accepted Accounting Practice), having regard to the statutory requirement to maintain equalisation provisions. The nature of
equalisation provisions, the amounts set aside at 31 December 2012, and the effect of the movement in those provisions during
the year on the fund for future appropriations, the balance on the general business technical account and on excess of income
over expenditure before tax are disclosed in notes 9-11.

Respective responsibilities of the Board of Directors and auditor
As explained more fully in the Board of Directors’ Responsibilities Statement set out on page 12, the Board of Directors is
responsible for preparing financial statements which give a true and fair view. Our responsibility is to audit and express an opinion
on the financial statements in accordance with applicable law and International Standards on Auditing (UK and Ireland). Those
standards require us to comply with the Auditing Practices Boards (APB’s) Ethical Standards for Auditors.

Scope of the audit of the financial statements
An audit involves obtaining evidence about the amounts and disclosures in the financial statements sufficient to give reasonable
assurance that the financial statements are free from material misstatement, whether caused by fraud or error. This includes an
assessment of: whether the accounting policies are appropriate to the company’s circumstances and have been consistently
applied and adequately disclosed; the reasonableness of significant accounting estimates made by the Board of Directors; and
the overall presentation of the financial statements. In addition, we read all the financial and non-financial information in the Report
of the Board of Directors to identify material inconsistencies with the audited financial statements. If we become aware of any
apparent material misstatements or inconsistencies we consider the implications for our report.

Opinion on financial statements
In our opinion the financial statements:
• give a true and fair view, in accordance with UK Generally Accepted Accounting Practice, of the state of the society’s affairs

as at 31 December 2012 and of the income and expenditure of the society and the group for the year then ended; and
• have been properly prepared in accordance with the Friendly Societies Act 1992.

Opinion on other matters prescribed by the Friendly Societies Act 1992
In our opinion the Report of the Board of Directors 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.

Matters on which we are required to report by exception
We have nothing to report in respect of the following matters where the Friendly Societies Act
1992 requires us 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
• we have not received all the information and explanations and access to documents that we require for our audit.

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 Combined Code specified by the Association of Financial Mutuals.

M P Burnett
Senior Statutory Auditor
For and on behalf of Moore Stephens
Chartered Accountants & Statutory Auditor

25 March 2013



INCOME AND EXPENDITURE ACCOUNT
for the year ended 31 December 2012

Note Total Total
2012 2011
£’000 £’000

TECHNICAL ACCOUNT - LONG-TERM BUSINESS

Earned premiums, net of reinsurance:
Gross premiums written 4,543 4,076

Investment income: 1 2,746 2,539

Gains on investments:
Realised gains/(losses) on investments 1,212 8
Unrealised gains/(losses) on investments (1,282) 1,114

Other technical income - forfeitures 98 95
Exchange gains 2 7

Total technical income 7,319 7,839

Claims incurred, net of reinsurance
Sickness benefits to members (774) (678)

Change in Long-term Business Provision 968 (1,846)

Bonuses and rebates (3,671) (3,948)

Net operating expenses 2
Acquisition (2,014) (1,263)
Administration (1,159) (1,142)
Investment Management (88) (55)

Net (loss)/surplus for the year 581 (1,093)

Transfer from/(to) Fund for Future Appropriations (581) 1,093

Balance on Technical Account - Long-term Business - -

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 and
therefore no separate statement of recognised gains and losses has been presented.
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BALANCE SHEET
at 31 December 2012

Note Total Total
2012 2011
£’000 £’000

ASSETS

Investments 6
Investment in subsidiary undertaking - -
Land and buildings 7,265 8,389
Other financial investments 81,556 83,096

88,821 91,485
Other assets

Tangible fixed assets 7 1,702 2,042
Debtors 8 67 87
Deferred Acquisition costs 1,231 571
Cash at bank and in hand 131 126

Prepayments and accrued income
Accrued investment income 576 284
Other prepayments 178 99

Total assets 92,706 94,694

LIABILITIES

Fund for Future Appropriations 9 12,650 12.070

Members' Funds 10 65,262 66,671

Technical Provisions 11 13,748 14,716

Creditors 12 1,046 1,237

92,706 94,694

These financial statements were approved by the Board of Directors at their meeting held on 15 March 2013 and were signed
on their behalf by:

Fiona Gregory Mark Myers
Chairman Chief Executive

15 March 2013 15 March 2013

The accompanying accounting policies and notes form an integral part of these financial statements.



Principal Accounting Policies
The financial statements have been prepared in accordance with The Friendly Societies (Accounts and Related Provisions)
Regulations 1994 ('the Regulations') made under the Friendly Societies Act 1992 and with applicable accounting standards in
the United Kingdom and with all material provisions of the Statement of Recommended Practice (SORP) on 'Accounting for
Insurance Business' issued by the Association of British Insurers in 2003. A summary of the more important accounting policies,
which have remained unchanged from the previous year, is set out below:

Basis of accounting
The accounts have been prepared under the historical cost convention, modified by the revaluation of certain assets
as required by the Regulations.

The Society has taken advantage of the exemption not to produce consolidated financial statements on the grounds that its
subsidiary, BFS Member Services Limited, is not material.

Premiums
Premiums are accounted for on a receivable basis and originate wholly within the United Kingdom. New business premiums are
recognised when the policy liability is set up and the premium is due for payment.

Investment income
Income from investments is included, together with the related tax credit, in the Technical Account - Long Term Business. Account
is taken of dividend income when the related investment goes "ex dividend", other investment income is included on an accruals
basis.

Claims and benefits
Claims payable on maturity are recognised when the claim becomes due for payment and on death are accounted for on
notification. Surrenders are accounted for at the earlier of the payment date or when the policy ceases to be included within the
long-term business provision. Where claims are payable and the contract remains in force, the claim or instalment is accounted
for when due for payment.

Realised and unrealised gains and losses
Realised gains and losses, being the difference between the net sale proceeds and the valuation at the previous Balance Sheet
date or cost of acquisition if later, are included within Gains or Losses on investments in the Technical Account - Long Term
Business. Unrealised gains and losses are reported in the Technical Account - Long Term Business.

Acquisition costs
Agents commissions are expensed over the first 36 months following a policy sale in line with the period in which the commision
can be clawed back in the event of cancellation. All other direct and indirect acquisition costs are expensed in the period in which
they are incurred.

Bonuses
Reversionary bonuses are recognised in the Technical Account - Long-term Business when declared.

Pension scheme arrangements
The Society operates a defined contribution scheme, the assets of which are held separately from those of the Society in an
independently administered fund.

Taxation
The Society is not subject to Corporation Tax on the business it transacts.
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Investments
Investments are stated in the accounts as follows:

Investment property - at the latest independent valuation. Valuations are carried out triennially by an independent surveyor.
Office premises occupied by the Society and included in investments are valued assuming vacant possession. In
accordance with SSAP 19 'Accounting for investment properties' no depreciation is charged on freehold investment
properties.

Quoted fixed interest and equity investments - closing year-end mid-market values.

Tangible Fixed Assets
Tangible fixed assets are stated at cost less depreciation. Depreciation is provided on all tangible fixed assets at rates calculated
to write off the cost, less estimated residual value, of each asset on a straight line basis over its estimated useful life. The rates
in force are as follows:-

Computer software 5 years
Computer hardware 5 years
Office equipment 3 - 10 years
Motor vehicles 4 years

Fund for Future Appropriations
The Fund for Future Appropriations represents amounts which have yet to be allocated to policyholders. Transfers to and from
the Fund reflect the excess or deficiency of revenues (including premiums and investment gains and losses) over expenses
(including claims) in each accounting period.

Long-term Business Provision
The Long-term Business Provision is computed by the Society's Actuary, having due regard to the actuarial principles laid down
in the Life Framework Directive (Council Directive 92/96/EC).

Cashflow statement
Under Financial Reporting Standard 1 the Society is exempt from the requirements to prepare a cashflow statement on the
grounds that all major cash flows arise from long-term insurance business and are for the benefit of the long-term fund.



Notes forming part of the Financial Statements as at
31 December 2012

1. INVESTMENT INCOME 2012 2011
£’000 £’000

Income from loans with subsidiary 63 65
Income from land and buildings 639 541
Income from listed investments 1,831 1,686
Income from other investments 213 247

2,746 2,539

2. OPERATING COSTS 2012 2011
a) Acquisition costs: £’000 £’000

Staff costs 515 422
System development 228 202
Software depreciation 429 312
Marketing and Promotions 201 149
Underwriting and Medical reports 135 68
Commissions 410 69
IT support 96 41

2,014 1,263

2012 2011
b) Administration costs: £’000 £’000

Staff costs 545 472
Board fees and expenses 85 98
Actuarial Function Holder's fees 108 111
Legal and professional fees 30 120
Depreciation of fixed assets 74 68
Maintenance of software and equipment 97 68
Other administration costs 220 206

1,159 1,143

c) Investment Management: 88 55

Net operating costs 3,261 2,459

3. NET SURPLUS FOR THE FINANCIAL YEAR 2012 2011
£’000 £’000

Is stated after charging:
Depreciation charge for the year 74 68
Auditors remuneration (inclusive of VAT):

Audit 25 25
In respect of costs of Reviewing Actuary 7 7
In respect of other services provided 3 1

Actuaries remuneration (inclusive of VAT)
Actuarial Function Holder & With Profits actuary 75 70
Other fees 32 34
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4. STAFF NUMBERS AND COSTS

The average monthly number of persons employed 2012 2011
by the Society in the year was as follows:

Board 6 6
Staff - Administration 9 9
Staff - Acquisition 10 8

25 23

2012 2012
The aggregate payroll costs were as follows: £'000 £'000

Wages and salaries 854 702
Social Security costs 93 81
Other pension costs 75 59

1,022 842

5. BOARD EMOLUMENTS
2012 2011
£’000 £’000

Total emoluments 437 387

The emoluments of the Chairman were £17,000 (2011 - £17,000), and the highest paid member of the Board received
£175,304 (2011 - £135,656). The emoluments of the other members of the Board fell into the following bands:

£0 - £5,000 1 -
£10,001 - £15,000 4 5
£65,001 - £70,000 1 -
£70,001 - £75,000 - 1
£100,001 - £105,000 - 1
£120,001 - £125,000 1 -

The Chief Executive, Finance Director and Company Secretary are members of the Board, as such their remuneration is
included above as well as in Note 4.

6. INVESTMENTS

a) Subsidiary undertaking

The Society owns 100% of the ordinary share capital of BFS Member Services Limited, a company registered in England
and Wales, which are stated at a cost of £100.

The financial statements of that company shows a profit of £14,569 for the year to 31 December 2012 (2011 - loss of
£2,250). The net liabilities of the subsidiary amounted to £nil at the year end (2011 - £(14,569)).

In the opinion of the Board the aggregate value of the investment in the subsidiary is not less than the amount at which the
investment is stated in the Society's Balance Sheet.

b) Freehold Land and Buildings

Investment Office Total Total
Property Property 2012 2011
£’000 £’000 £’000 £’000

Valuation
At 1 January 2012 8,099 290 8,389 7,156
Additions 746 - 746 1,659
Unrealised (loss) / gain (1,830) (40) (1,870) 25
At 31 December 2011 7,015 250 7,265 8,389

The Society's land and buildings were valued at 31 October 2012 by Mr D J Tillison FRICS, MCI.Arb of Kirkby &
Diamond, Chartered Surveyors, Bedford. Other investment assets are stated at market value.

The Society occupies property valued at £250,000 as at 31 October 2012.



c) Other Financial investments 2012 2011
£’000 £’000

Dated
Government Securities 12,599 19,724
Corporate Bonds 25,311 -
Bank deposits 4,000 1,000

Undated
Money Market Fund Deposits 17,000 23,500
Unit Trusts/ OEICs 3,135 14,893
Equities 12,094 19,375
Secured mortgages 373 491
Loan to Subsidiary 985 1,077
Cash awaiting reinvestment 6,059 3,036

81,556 83,096

Total of listed investments included above 53,140 53,993

7. TANGIBLE ASSETS

Fixtures Computer Motor 2012
and Equipment Cars Total

Fittings and £’000
Software

Cost:
At 1 January 2012 132 3,074 26 3,232
Additions - 164 - 164
Disposals (12) (102) - (114)
At 31 December 2012 120 3,136 26 3,282
Depreciation
At 1 January 2012 87 1,077 26 1,190
Charge for the year 7 496 - 503
Disposals (12) (101) - (113)
At 31 December 2012 82 1,472 26 1,580

Net book value:

At 31 December 2012 38 1,664 - 1,702

At 31 December 2011 45 1,998 - 2,042

8. DEBTORS ARISING OUT OF DIRECT INSURANCE OPERATIONS

2012 2011
£’000 £’000

Members 13 19
Amounts owed by subsidiary undertaking - 13
Other debtors 54 55

67 87

9. FUND FOR FUTURE APPROPRIATIONS

2012 2011
£’000 £’000

Balance at 1 January 2012 12,069 13,163
Transfer (to) / from technical account
Long term business 581 (1,093)
Balance at 31 December 2012 12,650 12,070
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10.MEMBERS’ FUNDS

2012 2011
£’000 £’000

Bonuses and rebates

Interest on members' balances 1,235 1,414
Apportionment 2,327 2,406
Interest and apportionment paid to withdrawn members 109 128

3,671 3,948
Withdrawals during the year

Death 1,041 969
Retirements 373 497
Resignations and lapses 2,653 2,610
Other withdrawals 916 1,032
Apportionments forfeited - taken to income 97 95

5,080 5,203

Net decrease in member funds during the year (1,409) (1,255)

Balance at 1 January 2012 66,671 67,926

Balance at 31 December 2012 65,262 66,671

11.LONG TERM BUSINESS PROVISIONS

2012 2011
£’000 £’000

Balance at 1 January 2012 14,716 12,870

Transfer from/(to) technical account - long term business (968) 1,846
Balance at 31 December 2012 13,748 14,716

12.CREDITORS AND ACCRUALS
2012 2011
£’000 £’000

Creditors arising out of direct insurance operation 490 380
Unearned premiums 15 24
Other creditors including taxation and social security 170 489
Accruals and deferred income 371 344

1,046 1,237

13.PENSION COSTS

The Society operates a staff pension scheme based on defined contributions whereby the Society contributes between 7.5%
and 15% of the basic salary of qualifying members.

14.CAPITAL COMMITMENTS

At 31 December 2012 the Society had no capital commitments (2011 - nil).



15.BOARD MEMBERS' LOANS AND TRANSACTIONS

There were no amounts outstanding at either 31 December 2012 or 31 December 2011 in relation to loans to members of
the Board of Directors and related parties.

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

16.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:

a) The With-Profits Actuary of the Society for the period 1 January 2012 to 31 December 2012 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.

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

c) 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 £89,632 (2011 - £87,343) exclusive of Value Added Tax.

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

17.CAPITAL STATEMENT

The following summarises the capital resources and requirements of the British Friendly Society as determined for UK regulatory
purposes:

The Society does not write with-profits business to the scale required to calculate a realistic balance sheet. Therefore the
capital statement below covers all their life assurance business. There are no specific constraints on the capital of the Society.

As the Society has no shareholders, all capital belongs to its members.

Life Business UK non-participating 2012 2011
£’000 £’000

Total capital resources before deductions 12,650 12,069
Adjustments to assets (2,136) (1,861)
Total available capital resources 10,514 10,208

Risk Management
Risk Management has a regular place on agendas for the Board and Senior Management Team meetings. Additionally, the
Society uses its Financial Condition Report and Individual Capital Assessment to monitor current and potential risks that could
affect its solvency adversely.

Capital Management
The Society’s Free Asset position is regularly reviewed to ensure it maintains an acceptable level of solvency.

As the capital belongs to its members, if the Society sees a large change in its available capital due to the morbidity experience
of the members, it will amend the level of profit allocation and bonus payable to its members accordingly.
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Basis for setting technical provisions
A gross premium method of valuation is used for calculating the Society’s liabilities, aside from the capital accounts which are
valued at face value. No allowance has been made to treat any individual policy as an asset.

2012 2011
Interest Rate 2.00% 2.25%
Mortality Rates 60% AMF92 60%AMF92

The valuation of the Society's sickness benefits were made assuming the sickness inceptions are at a variable percentage of
CMIR12 (0 week deferred period) rates and terminations at a rate of 70% of CMIR12 rates for 0-4 weeks sickness duration
and 100% of CMIR12 rates thereafter. Females have been valued assuming 30% higher rates of sickness.

Table of inception rates by age

Age %CMIR12 Age %CMIR12
15-19 20% 40-44 45%
20-24 25% 45-49 50%
25-29 30% 50-54 55%
30-34 35% 55-59 60%
35-39 40% 60+ 60%

Lapses are assumed at 3.0% per annum within the valuation.

The Society's expenses were analysed between acquisition and maintenance expenses, and the valuation expense assumed
includes a prudent allowance for future years' expenses.

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

Analysis of change
There has been an increase in the available capital resources from 31 December 2011 to 31 December 2012.

Change in Available
Available Capital Capital

£’000 £’000

2011 available capital 12,069
Investment gains 1,738 13,807
Trading surplus 3,092 16,900
Change in methodology and basis including new business strain (688) 16,211
Cost of bonus (3,670) 12,541
Change in asset admissibility (274) 12,267
Other 383 12,649
2012 available capital 12,649

Sensitivity analysis
The table presented below demonstrates the sensitivity of available capital to movements in assumptions.

Change in Change in
Variable Available Capital

Variable £’000

Morbidity +10% (775)
Morbidity -10% 472
Expenses +10% (1,609)
Expenses -10% 1,575
Interest +1% per annum 1,621
Interest -1% per annum (2,101)
Fixed interest yields +20% (717)
Equities -10% (1,209)
Property -20% (2,080)

In a situation where morbidity increased by the levels in the table above, the Society would review its allocation of profits
accordingly.

When interest rates change, any movement in the available capital is partially offset by an opposite change in the value of
assets. This has not been reflected in the value of change above.



Past Chairmen of the Society
1902/3 R.A. Matthews; 1904 E. Parry Jones; 1905 Geo. R. Mason; 1906 W.T. Banks; 1907 J. Colton Hall; 1908 C.E. Watson; 1909 E.S.
Summer; 1910 B. Pearcy; 1911 C.E. Shroeder; 1912 F. Harrison; 1913 T. McIlwrick; 1914 R.H. Ellis; 1915 A.H.Walton; 1916 A.W. Green;
1917W.F. Brooks; 1918 T. Hammersley; 1919 J.J. Hanson; 1920 E. Penny; 1921 C.E. Dazell; 1922W.H. Tomlin; 1923 E.J. Towler; 1924
FredW. Chalker; 1925 J. Pollitt; 1926 A.E. Allin; 1927 H.W. Harrie; 1928 J.G. Sinton; 1929 H.E. Crocker; 1930 B.O. Jones; 1931 H.E. Penny;
1932 A. Booer; 1933 H.M. Johnson; 1934 R.C. Ashworth; 1935 A. Gooderidge; 1936 J. McIntyre; 1937 F. Clarke; 1938 F. J. Tilley; 1939
Chas. Ashton; 1940 B. Bevington; 1941 J.H.Richards; 1942 A. Lamb; 1943 F. Powell; 1944 J. Stephens; 1945 T. Taylor; 1946 T.H. Shearer;
1947 A.F. Reuter; 1948 R.I. Davies; 1949 J.I. Eadie; 1950 F.C. Stone; 1951 Frank Taylor; 1952 G. Stanley Atkinson; 1953 Percy Jones;
1954 C.H. R.Williamson; 1955 L. Tracey; 1956 T.E. Sargent; 1957 A.A. Griffiths; 1958 W.H Weston; 1959 H. Young; 1960 C.Irvine; 1961
H. Berry; 1962 S.E. Moore; 1963 R.Murray; 1964 F. Leslie Ellis.

YEAR NAME BRANCH ELECTED AT
1965 H. Haworth Nottingham Jersey
1966 P. Notman Bristol Buxton
1967 L. Norman Wilson Dudley & District Blackpool
1968 G. Robinson Blackpool Gt Yarmouth
1969 D.A.V. Willis Weston-super-Mare Jersey
1970 W.J.L. Twomey Bromley Bournemouth
1971 A.G. Marsh Enfield & Barnet Harrogate
1972 R. Parker Jersey Brighton
1973 R. Chambers Cardiff Jersey
1974 C.H. Lister Maidstone Blackpool
1975 A.D. Alden Norwich Plymouth
1976 F.C. Bradley York Scarborough
1977 W. Mallinson Leeds Nottingham
1978 Derick C. Smith Basingstoke Brighton
1979 J.B. Luccock Bradford Bournemouth
1980 S.T. Paskins Birmingham Jersey
1981 P.F. Ward Hull Blackpool
1982 N.F. Hanson Eccles Buxton
1983 S.J. Marks Metropolitan Furniture London
1984 A.L. Atack Wakefield Bristol
1985 D.A. Snoad Harrow Blackpool
1986 R.J. English Norwich Solihull
1987 Miss P. Kirkwood Belfast Coventry
1988 R. Luke Leicester Dunblane
1989 R. Luke Leicester Plymouth
1990 Llewellyn Garner Warrington Solihull
1991 D.A. Cullington Colchester Dunblane
1992 J.W. Shea Bromley Solihull
1993 T. Creighton Belfast East Plymouth
1994 T. Creighton Belfast East Solihull
1995 T. Creighton Belfast East Llandrindod Wells
1996 A. L. Atack Wakefield Portsmouth
1997 A. L. Atack Wakefield Solihull
1998 A. L. Atack Wakefield Plymouth
1999 A. L. Atack Wakefield Solihull
2000 A. L. Atack Wakefield Daventry
2001 R. J. English Norwich Solihull
2002 R. J. English Norwich Daventry
2003 R. J. English Hinckley
2004 - 2008 R. J. English Bedford
2009 - 2012 Fiona Gregory Bedford
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Past Presidents of the British Commercial Travellers Sick
Benefit and Thrift Society
1922 H.G. Bouch; 1923 S.L. Jordan; 1924 F.S. Ingham; 1925 A. Leon Forseter; 1926/27Wm, E Tickle; 1928 Thos. Young; 1929
A.E. Hodgson; 1930 W.H. Mursell; 1931 M.R. Wilson; 1932 J.S. Taylor; 1933 G.C. Hamilin; 1934 S.L. Jordan; 1935 J.F. Pyrah;
1936/37 H.G Bouch; 1938 F.J. Seward; 1939/43 J.S. Taylor; 1944 Wm. Tickle; 1945 H.W. Jaggard; 1946 F.C. Reynolds; 1947 G.
Parker; 1948 F.E. Constant; 1949 G. Jones; 1950 H.H. Thomas; 1951 R.T. Griffiths; 1952 P.L. Browning; 1953 H.A. Pippett; 1954
H.E. Clark; 1955 W. Bycroft; 1956 G.E. Corney; 1957 F.W. Mills; 1958 F.E. Constant; 1959 D.A. Weaver; 1960 P.M. Bennett; 1961
W.E. Tickle; 1962 E.B. Scott; 1963 W. Cleland; 1964/65 H.E. Brown; 1966 E. Emens; 1967/68 J.W. Walkinshaw; 1969 F.W. Mills.
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