APPENDIX | ACCOUNTANT’S REPORT

The following is the text of a report received from the Company’s reporting accountant,
PricewaterhouseCoopers, Certified Public Accountants, Hong Kong, for the purpose of incorporation
in this prospectus. It is prepared and addressed to the directors of the Company and to the Joint
Sponsors pursuant to the requirements of Auditing Guideline 3.340 “Prospectuses and the Reporting
Accountant” issued by the Hong Kong Institute of Certified Public Accountants.

PRICEAVATERHOUSE(QOPERS

EE-E:-IESZRE%‘EHPH $ﬁ%ﬁﬁ' PricewaterhouseCoopers
22/F, Prince's Building

Central, Hong Kong

18 October 2010

The Directors
AlA Group Limited

Citigroup Global Market Asia Limited
Deutsche Bank AG, Hong Kong Branch
Goldman Sachs (Asia) L.L.C.

Morgan Stanley Asia Limited

Dear Sirs,

We report on the financial information (the “Financial Information”) of AIA Group Limited (the
“Company”) and its subsidiaries (together, the “Group”) which comprises the consolidated statements
of financial position as at 30 November 2007, 2008 and 2009 and 31 May 2010, the statements of
financial position of the Company as at 30 November 2009 and 31 May 2010, and the consolidated
income statements, the consolidated statements of comprehensive income, the consolidated
statements of changes in equity and the consolidated cash flow statements for each of the years
ended 30 November 2007, 2008 and 2009 and the six months ended 31 May 2010 (the “Relevant
Periods”), and a summary of significant accounting policies and other explanatory notes. This
financial information has been prepared by the directors of the Company and is set out in Sections |
to IV below for inclusion in Appendix | to the prospectus of the Company dated 18 October 2010 (the
“Prospectus”) in connection with the initial listing of shares of the Company on the Main Board of The
Stock Exchange of Hong Kong Limited.

The Company was incorporated in Hong Kong on 24 August 2009 as a limited liability company.
Pursuant to a group reorganisation as described in Note 1 of Section Il headed “Corporate
information and group reorganisation” below, which was completed on 30 November 2009, the
Company became the holding company of the subsidiaries now comprising the Group (the
“Reorganisation”).

As at the date of this report, the Company has direct and indirect interests in the principal
subsidiaries, joint ventures and associated companies as set out in Notes 15 and 43 of Section I
below. All of these companies are not listed.

The directors of the Company have prepared consolidated financial statements of the Company
for the Relevant Periods, in accordance with International Financial Reporting Standards (“IFRSs”)
issued by the International Accounting Standards Board and Hong Kong Financial Reporting
Standards (“HKFRSs”) issued by the Hong Kong Institute of Certified Public Accountants (the
“HKICPA”) (the “Underlying Financial Statements”). We have audited the Underlying Financial
Statements in accordance with Hong Kong Standards on Auditing (the “HKSA”) issued by the
HKICPA pursuant to separate terms of engagement with the Company.
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The financial information has been prepared based on the Underlying Financial Statements with
no adjustment made thereon.

Directors’ responsibility for the financial information

The directors of the Company are responsible for the preparation and the true and fair
presentation of the financial information in accordance with IFRSs and HKFRSs. This responsibility
includes designing, implementing and maintaining internal control relevant to the preparation and the
true and fair presentation of the financial information that are free from material misstatement,
whether due to fraud or error; selecting and applying appropriate accounting policies; and making
accounting estimates that are reasonable in the circumstances.

Reporting accountant’s responsibility

Our responsibility is to express an opinion on the financial information and to report our opinion
to you. We carried out our procedures in accordance with the Auditing Guideline 3.340 “Prospectuses
and the Reporting Accountant” issued by the HKICPA.

Opinion

In our opinion, the financial information gives, for the purposes of the Prospectus, a true and fair
view of the state of affairs of the Company as at 30 November 2009 and 31 May 2010 and of the state
of affairs of the Group as at 30 November 2007, 2008 and 2009 and 31 May 2010 and of the Group’s
results and cash flows for each of the Relevant Periods then ended.

Review of stub period comparative financial information

We have reviewed the stub period comparative financial information set out in Sections | to llI
below included in Appendix | to the Prospectus which comprises the consolidated income
statements, the consolidated statements of comprehensive income, the consolidated statements of
changes in equity and the consolidated cash flow statements for the six months ended 31 May 2009
and a summary of significant accounting policies and other explanatory notes (the “Stub Period
Comparative Financial Information”).

The directors are responsible for the preparation and presentation of the Stub Period
Comparative Financial Information in accordance with the accounting policies set out in Note 2 of
Section Il below which are in conformity with IFRSs and HKFRSs.

Our responsibility is to express a conclusion on the Stub Period Comparative Financial
Information based on our review. We conducted our review in accordance with Hong Kong Standard
on Review Engagements 2410, “Review of Interim Financial Information Performed by the
Independent Auditor of the Entity” issued by the HKICPA. A review consists of making inquiries,
primarily of persons responsible for financial and accounting matters, and applying analytical and
other review procedures. A review is substantially less in scope that an audit conducted in
accordance with HKSA and consequently does not enable us to obtain assurance that we would
become aware of all significant matters that might be identified in an audit. Accordingly, we do not
express an audit opinion.

Based on our review, nothing has come to our attention that causes us to believe that the Stub
Period Comparative Financial Information, for the purpose of the Prospectus, has not been prepared,
in all material respects, in accordance with the accounting policies set out in Note 2 of Section I
below which are in conformity with IFRSs and HKFRSs.
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l.  FINANCIAL INFORMATION

1. Consolidated Income Statement

Six months Six months

Year ended Yearended Year ended ended ended
30 November 30 November 30 November 31 May 31 May
2007 2008 2009 2009 2010
Notes unaudited
US$m
Revenue
Turnover
Premiums and feeincome ............ 9,573 10,674 10,433 4,879 5,339
Premiums ceded to reinsurers ......... (833) (392) (331) (143) (226)
Net premiums and fee income ......... 8,740 10,282 10,102 4,736 5,113
Investmentreturn ........... ... . .... 8 6,409 (6,998) 8,843 4,414 2,053
Other operating revenue .............. 8 77 526 71 26 37
Totalrevenue ...................... 15,226 3,810 19,016 9,176 7,203
Expenses
Insurance and investment contract
benefits .......... ... ... ... 11,016 1,457 13,814 6,582 4,677
Insurance and investment contract
benefitsceded .................... (653) (248) (251) (115) (163)
Net insurance and investment contract
benefits ........... ... ... .. ..., 10,363 1,209 13,563 6,467 4,514
Commission and other acquisition
EXPENSES .« vt e it 947 1,563 1,648 731 660
Operatingexpenses .. ................ 962 1,089 981 467 525
Restructuring and separation costs . . ... - 10 89 25 18
Investment management expenses .. ... 92 103 89 41 48
Financecosts ....................... 203 159 50 32 4
Change in third party interests in
consolidated investment funds ....... 80 (819) 164 132 (12)
Totalexpenses ..................... 9 12,647 3,814 16,584 7,895 5,757
Profit/(loss) before share of loss from
associates ....................... 2,579 4) 2,432 1,281 1,446
Share of loss from associates . ......... — (28) (21) (13) (8)
Profit/(loss) beforetax............... 2,579 (32) 2,411 1,268 1,438
Income tax (expense)/credit attributable
to policyholders’ returns . ........... (70) 90 (137) (46) (70)
Profit/(loss) before tax attributable to
shareholders’ profits .............. 2,509 58 2,274 1,222 1,368
Tax (expense)/credit ................. 10 (651) 445 (654) (305) (376)
Less: tax attributable to policyholders’
returns ... .. 70 (90) 137 46 70
Tax (expense)/credit attributable to
shareholders’ profits ............... (581) 355 (517) (259) (306)
Netprofit .......................... 1,928 413 1,757 963 1,062
Net profit attributable to:
Shareholders of AIA Group
Limited ...................... 1,914 408 1,754 966 1,057
Non-controlling interests .......... 14 5 3 (3) 5
Earnings per share (US$)
Basicand diluted .................... 12 0.16 0.03 0.15 0.08 0.09
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2. Consolidated Statement of Comprehensive Income

Netprofit .......................

Fair value gains/(losses) on available
for sale financial assets (net of tax
of: for the year ended 30 November
2007: US$181m; for the year
ended 30 November 2008:
US$(22)m; for the year ended
30 November 2009: US$(139)m; six
month period ended 31 May 2009
(unaudited): US$(98)m; six month
period ended 31 May 2010:
US$@R10m) ......ooeieient

Fair value (gains)/losses on available
for sale financial assets transferred
to income on disposal and
impairment (net of tax of: for the
year ended 30 November 2007:
US$nil; for the year ended
30 November 2008: US$10m; for
the year ended 30 November 2009:
US$6m; six month period ended
31 May 2009 (unaudited): US$1m;
six month period ended 31 May
2010: US$nil) ...t

Foreign currency translation
adjustments ...................

Other comprehensive income .. ... ..
Total comprehensive income .....

Total comprehensive income
attributable to:
Shareholders of AIA Group
Limited ....................
Non-controlling interests .......

Six months  Six months

Year ended Year ended Year ended ended ended
30 November 30 November 30 November 31 May 31 May
2007 2008 2009 2009 2010
unaudited
US$m
1,928 413 1,757 963 1,062
(1,233) (4,801) 2,915 1,090 619
(1) 222 223 43 (53)
344 (796) 764 424 18
(890) (5,375) 3,902 1,557 584
1,038 (4,962) 5,659 2,520 1,646
1,021 (4,922) 5,611 2,487 1,640
17 (40) 48 33 6
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3. Consolidated Statement of Financial Position

Notes
Assets
Intangible assets .......... ... ... . o 14
Investments in associates .................... 15
Property, plant and equipment .. .............. 16
Investment property ........ ... L. 17,18
Reinsuranceassets .............. ... ... .. ... 19
Deferred acquisition and origination costs ...... 20
Financialinvestments: ..................... 21,23
Loans and receivables ...................
Available for sale
Debt securities .....................
Equity securities—shares in AIG . ... ...
At fair value through profit or loss
Debt securities ........... ... ... ...,
Equity securities ............. ... ...
Derivative financial instruments .. .... .. 22
Otherassets ...........ccoiiiiiiiiiiinnnn. 24
Cash and cash equivalents .. ................. 25
Assets of disposal groups held forsale . ........ 11
Totalassets . .......... ... ... ... ... ... .. ...
Liabilities
Insurance contract liabilities .................. 26
Investment contract liabilities . ................ 27
Borrowings . ....... . 29
Obligations under securities lending and
repurchase agreements .. .................. 30
Derivative financial instruments ............... 22
Provisions . ..........c i 32
Deferred tax liabilities . ...................... 10
Current tax liabilities ........................
Other liabilities ............. ... ... ... ... 33
Liabilities of disposal groups held forsale . . ... .. 11
Total liabilities . .. ..........................
Equity
Issued share capital and shares yet to be
ISSUEd ..ot e 34
Sharepremium ........ ... i 34
Otherreserves ...........c i,
Retained earnings ............ ... ... ...
Fair valuereserve .......................
Foreign currency translation reserve .......
Amounts reflected in other comprehensive
INCOME ... i e et
Total equity attributable to:
Shareholders of AIA Group Limited ......
Non-controlling interests  ................ 35

Totalequity ........... ... ... ... ... ... .. ...
Total liabilitiesand equity . .. ................

30 November 30 November 30 November 31 May

2007 2008 2009 2010
US$m
200 232 233 242
63 47 53 63
352 332 326 303
190 217 244 247
2,668 147 284 458
10,044 10,047 10,976 11,227
5,665 4,002 4,648 4,564
30,955 29,934 37,722 40,853
2,520 87 62 77
13,449 12,389 14,479 14,981
17,619 8,660 16,116 17,317
422 252 453 521
70,630 55,324 73,480 78,313
1,462 1,499 1,600 1,663
2,583 4,164 3,405 3,222
88,192 72,009 90,659 95,738
57,161 52,158 63,255 65,781
6,505 4,898 7,780 8,012
1,461 661 688 682
5,395 2,718 284 670
47 138 71 40
142 166 280 188
1,427 547 1,087 1,373
269 218 185 302
2,294 1,587 2,012 2,083
_ _ 58 _
74,701 63,091 75,700 79,131
12,000 12,000 12,044 12,044
1,914 1,914 1,914 1,914
(13,215) (12,480) (12,110) (12,111)
9,431 9,494 11,223 12,280
2,969 (1,565) 1,528 2,092
341 (455) 309 328
3,310 (2,020) 1,837 2,420
13,440 8,908 14,908 16,547
51 10 51 60
13,491 8,918 14,959 16,607
88,192 72,009 90,659 95,738
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4. Consolidated Statement of Changes in Equity

Notes

Balance at 1 December

2006 ...................
Netprofit..................
Fair value losses on available

for sale financial assets . ...
Fair value gains on available

for sale financial assets

transferred to income on

disposal and impairment . . .
Foreign currency translation

adjustments .............
Capital contributions ........
Dividends ................. 13
Acquisition of non-controlling

interest .................
Share based compensation . .

Balance at 30 November
2007 ...

Netprofit..................
Fair value losses on available
for sale financial assets . ...
Fair value losses on available
for sale financial assets
transferred to income on
disposal and impairment . . .
Foreign currency translation
adjustments .............
Capital contributions ........
Dividends ................. 13
Share based compensation ..

Balance at 30 November
2008 ...................

Netprofit..................
Fair value gains on available
for sale financial assets .. ..
Fair value losses on available
for sale financial assets
transferred to income on
disposal and impairment . . .
Foreign currency translation
adjustments .............
Capital contributions ........
Dividends ................. 13
Acquisition of subsidiary . . ...
Disposal of subsidiary .......
Share based compensation . .

Balance at 30 November
2009 ...................

Issued share

capital,
shares yet to Foreign
be issued currency
and share Other Retained Fair value translation Non-controlling Total
premium reserves earnings reserve reserve interests Equity
US$m
13,914 (13,376) 7,810 4,194 - 77 12,619
— — 1,914 — — 14 1,928
— — — (1,236) — 3 (1,233)
- - - (1) - - )
— — — — 344 — 344
— 164 — — — — 164
— — (259) — — (2] (261)
— — (34) 12 (3) 41) (66)
- @ _ - - - - @)
13,914 (13,215) 9,431 2,969 341 51 13,491
- - 408 - - 5 413
— — - (4,756) - (45) (4,801)
— — — 222 — — 222
- - - - (796) - (796)
— 731 — — — — 731
— — (345) — — 1 (346)
— 4 — — — — 4
13,914 (12,480) 9,494 (1,565) (455) E 8,918
— — 1,754 — - 3 1,757
- - — 2870 - 45 2,915
— — — 223 — — 223
— — — — 764 — 764
44 364 — — - — 408
- - (25) - - - (25)
— — — — — 44 44
— — — — - (51) (51)
- 6 - - - = 6
13,958 (12,110) 11,223 1,528 309 51 14,959
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4. Consolidated Statement of Changes in Equity (Continued)

Issued share

capital,
shares yet to Foreign
be issued currency
and share Other Retained Fair value translation Non-controlling Total
premium reserves earnings reserve reserve interests Equity
Notes US$m
Six months ended 31 May
2009 (unaudited)
Balance at 1 December
2008 ... 13,914 (12,480) 9,494 (1,565) (455) 10 8,918
Net profit ................. — — 966 - - 3) 963
Fair value gains on available
for sale financial assets ... — — — 1,054 — 36 1,090
Fair value losses on available
for sale financial assets
transferred to income on
disposal and impairment .. — — — 43 — — 43
Foreign currency translation
adjustments ............. — — — — 424 - 424
Capital contributions ....... — 49 — — - - 49
Dividends ................. 13 — — — — — — —
Acquisition of subsidiary . ... - - — — — 3 3
Share based
compensation ........... — 5 — — - - 5
Balance at 31 May 2009 .. .. 13,914 (12,426) 10,460 (468) (31) 46 11,495
Balance at 1 December
2009 ... 13,958 (12,110) 11,223 1,528 309 51 14,959
Net profit ................. — — 1,057 - - 5 1,062
Fair value gains on available
for sale financial assets ... — — — 617 — 2 619
Fair value losses on available
for sale financial assets
transferred to income on
disposal and impairment .. — — — (53) - — (53)
Foreign currency translation
adjustments ............. — — - - 19 (1) 18
Dividends ................. 13 — — — — — —
Acquisition of subsidiary . ... — — — — - 3 3
Share based
compensation ........... — (1) - - - (1)
Balance at 31 May 2010 . . .. 13,958 (12,111) 12,280 2,092 328 60 16,607
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5. Consolidated Statement of Cash Flows

Cash flows presented in this statement cover all the Group’s activities and include flows from
both investment-linked contracts and participating funds, and shareholder activities.

Six months Six months

Year ended Yearended Year ended ended ended
30 November 30 November 30 November 31 May 31 May
2007 2008 2009 2009 2010
Notes unaudited
US$m
Cash flows from operating activities
Profit/(loss) beforetax ............... 2,579 (32) 2,411 1,268 1,438
Gain on reinsurance recapture . ......... - (447) — — —
Financial instruments ................. 21 (11,934) 10,054 (11,044) (5,286) (4,072)
Insurance and investment contract
liabilities ...... ... .. i 26 9,572 (2,974) 10,132 4,772 2,522
Obligations under securities lending and
repurchase agreements ............. 30 1,609 (3,162) (2,505) (324) 382
Other non-cash operating items,
including investment income ......... (2,190) (3,709) (2,619) (1,128) (1,807)
Operating cash items:
Interest received ................. 2,462 2,933 2,798 1,351 1,489
Dividends received ............... 185 201 147 70 114
Interestpaid ..................... (203) (159) (50) 4) 4)
Taxpaid ... (446) (418) 871) (173) 177)
Net cash provided by/(used in)
operating activities ................ 1,634 2,287 (1,101) 546 (115)
Cash flows from investing activities
Payments for investments in associates .. 15 8) (48) (24) 17) (14)
Disposals of investments in associates .. 15 217 17 1 — —
Acquisitions of subsidiaries, net of cash
acquired ........ .. 4 (207) - (28) — (15)
Disposal of a subsidiary, net of cash
disposed ... — — (2 — —
Payments for investment property and
property, plant and equipment . ....... 16, 17 (61) (114) 39 (34) (20)
Proceeds from sale of investment
property and property, plant and
equipment ... 9 15 8 5 —
Payments for intangible assets ......... 14 (22) (38) (36) 5) 9)
Proceeds from sale of intangible
assets ... — — 22 19 -
Net cash used in investing activities . . . (72) (168) (98) (32) (58)
Cash flows from financing activities
Dividends paid during theyear ......... 13 (261) (346) (25) — —
Proceeds from borrowings . ............ 29 101 50 21 6 62
Repayment of borrowings ............. 29 — (849) 49 11 (69)
Purchase of non-controlling interest . . . .. (66) — — — —
Capital contributions .. ................ 164 731 401 49 —
Net cash (used in)/provided by
financing activities ................ (62) (414) 348 44 (7)
Net increase/(decrease) in cash held .. .. 1,500 1,705 (851) 558 (180)
Cash and cash equivalents at beginning
of the financial period ............... 1,035 2,583 4,164 4,164 3,405
Effect of exchange rate changes on
cash ... 48 (124) 92 63 (©)]
Cash and cash equivalents at the end
of the financial period .............. 25 2,583 4,164 3,405 4,785 3,222
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Il. NOTES TO THE FINANCIAL INFORMATION
1. Corporate information and group reorganisation

AIA Group Limited (‘the Company’) was established as a company with limited liability
incorporated in Hong Kong on 24 August 2009. The address of its registered office is 35/F, AlA
Central, 1 Connaught Road, Central, Hong Kong.

AlA Group Limited and its subsidiaries (collectively ‘the AIA Group’ or ‘the Group’) is a life
insurance based financial services provider operating in 15 jurisdictions throughout the Asia Pacific
region. The Group’s principal activity is the writing of life insurance business, providing life, pensions
and accident and health insurance throughout Asia, and distributing related investment and other
financial services products to its customers.

The AIA Group was formed following several steps in the reorganisation of the Asia Pacific life
insurance operations of American International Group, Inc. (‘AlG’). These included the reorganisation
steps required under the purchase agreement dated 25 June 2009 among AlG, American International
Reinsurance Company, Ltd (‘AIRCO’), the Company’s immediate parent company prior to the
completion of the reorganisation and a fellow subsidiary of AlG, and the Federal Reserve Bank of New
York (the ‘FRBNY’) (‘the FRBNY Agreement’) under which AIG agreed to contribute the equity of
American International Assurance Company, Limited (‘AlA’) to a special purpose vehicle, AIA Aurora
LLC, the details of which are set out in Note 44, Immediate and ultimate controlling party. The main
steps in the reorganisation are summarised as follows:

® on 19 February 2009, AlA entered into a series of agreements with AIRCO in respect of the
transfer of American International Assurance Company (Bermuda) Limited (‘AlA-B’), AlA
Australia Limited (previously known as American International Assurance Company
(Australia) Limited) and AIA Pension and Trustee Co. Ltd (including, as of the transaction
date, all of their subsidiaries, joint ventures and associates, and other investments) to AlA.
These transactions completed on 28 February 2009;

e on 1 June 2009, American Life Insurance Company (‘ALICO’), a fellow subsidiary of AIG,
transferred its Taiwan branch together with the branch’s life insurance and related business
to AIA-B;

® on 13 August 2009, AIA-B entered into an agreement with AlG in respect of the transfer of
AIG Global Investment Corporation (Asia) Limited to AIG. This transaction completed on
25 November 2009;

® on 24 August 2009, AIA entered into an agreement with AIG and ALICO in respect of the
transfer of The Philippine American Life and General Insurance Company (‘Philam’)
(including, as of the date of acquisition, all of its subsidiaries, joint ventures and associates,
and other investments) to AIA. Philam’s shares were transferred to AIA in exchange for a
promissory note issued by AIA, with a principal amount of US$586m (‘the AIA promissory
note’). The AIA promissory note was transferred by AlIG and ALICO to AlA’s then immediate
parent company, AIRCO, which contributed the AIA promissory note to AlA in exchange for
shares in AlA, following which the AIA promissory note was extinguished. This transaction
completed on 3 November 2009.

® on 24 August 2009, AIA Group Limited was formed by AIA Aurora LLC pursuant to the terms
of the FRBNY Agreement;

® on 23 September 2009, TH Central Holdings Limited, a wholly-owned subsidiary of AlA,
entered into an agreement with AIRCO to acquire certain ownership interests in fellow
subsidiaries of AlG. These entities perform service functions and hold property in Thailand.
These transactions completed on 15 October 2009.
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® on 27 November 2009, AIA Group Limited entered into an agreement with AIG and AIRCO,
which completed on 30 November 2009, in respect of the transfer of AlA (including, as of the
transaction date, all of its subsidiaries, joint ventures and associates, and other investments)
to AIA Group Limited. AIRCO transferred AIA to AIA Group Limited in exchange for a
promissory note issued by AIA Group Limited, with a principal amount of US$13,964m (‘the
AIG Group promissory note’). AIRCO transferred the AIA Group promissory note to AlA
Aurora LLC, which contributed the note to AIA Group Limited in exchange for shares
(comprising issued share capital of US$12,000m and share premium of US$1,914m) and a
further US$50m promissory note from AIA Group Limited, upon receipt of which the first AIA
Group promissory note was extinguished.

The group reorganisation and business combinations arising from transfers of interests in entities
that are under the common control of AIG throughout all periods presented in the Financial
Information, have been accounted for as if they had occurred at the beginning of the earliest period
presented. The components of equity of the acquired entities are added to the same components
within consolidated equity, except that any share capital of the acquired entities is recognised as part
of other reserves.

Accordingly, the Financial Information presents the results of operations of the Group as if it had
been in existence throughout the period from 1 December 2006 to date. All entities now comprising
the Group, including joint ventures and associates, have adopted 30 November as their financial year
end date for AIA Group reporting purposes.

2. Significant accounting policies
2.1 Basis of preparation and statement of compliance

The Financial Information has been prepared in accordance with IFRS and HKFRS. HKFRS is
substantially consistent with IFRS and the accounting policy selections that the Group has made in
preparing the Financial Information are such that the Group is able to comply with both IFRS and
HKFRS. References to IFRS, IAS and IFRIC in the Financial Information should be read as referring to
the equivalent HKFRS, HKAS and HKFRIC as the case may be. Accordingly, there are no differences
of accounting practice between IFRS and HKFRS affecting the Financial Information.

The Financial Information has been prepared using the historical cost convention, as modified by
the revaluation of available for sale financial assets, certain financial assets and liabilities designated
at fair value through profit or loss and derivative financial instruments, all of which are carried at fair
value.

The Group has applied all IFRS standards and interpretations effective for accounting periods
starting on or after 1 December 2009 consistently from the date of transition to IFRS and HKFRS on
1 December 2006, except that:

® Revised IFRS 3, Business Combinations, which became effective for the Group in the period
ended 31 May 2010, has been adopted from 1 December 2009 without restatement of
previously completed transactions

® Amendment to IAS 27, Consolidated and Separate Financial Statements, which became
effective for the Group in the period ended 31 May 2010, has been adopted prospectively for
transactions with non-controlling interests from 1 December 2009. Other changes arising
from the amendment to IAS 27, which for the Group are limited to presentation and
disclosure matters, have been reflected retrospectively in the Financial Information
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The following standard which is not effective for the period ended 31 May 2010 has not been
adopted in the Financial Information:

IFRS 9, Financial Instruments.

The following new interpretations have not been applied because they have no material impact

for the Group:
e |FRIC 15, Agreements for the Construction of Real Estate;
e |FRIC 17, Distributions of Non-cash Assets to Owners; and
e |FRIC 19, Extinguishing Financial Liabilities with Equity Instruments.

The following amendments to standards have no material impact for the Group:

Amendments to IAS 24, Related Party Disclosure: Revised definition of Related Parties;
Amendments to IFRS 2, Share Based Payments, Vesting Conditions and Cancellations;

Amendments to IFRS 5, Non-Current Assets Held for Sale and Discontinued Operations:
Disclosures of non-current assets (or disposal groups) classified as held for sale or
discontinued operations;

Amendments to IAS 32, Financial Instruments: Presentation and IAS 1, Presentation of
Financial Instruments, Puttable Financial Instruments and Obligations Arising on Liquidations;

Amendments to IAS 39, Financial Instruments: Recognition and Measurement, Eligible
Hedged Items (see note 2.6.4);

Amendments to IAS 7, Statement of Cash Flows: Classification of expenditure on
unrecognised assets;

Amendments to IAS 17, Leases: Classification of leases of land and buildings;

Amendments to IAS 36, Impairment of Assets: Unit of accounting for goodwill impairment
test;

Amendments to IFRS 3, Business Combinations, Transition requirements for contingent
consideration from a business combination that occurred before the effective date of the

revised IFRS, Measurement of non-controlling interests, Un-replaced and voluntarily replaced
share-based payment awards;

Amendment to IFRS 7, Financial Instruments: Disclosures, Clarification of disclosures;

Amendment to IAS 1, Presentation of Financial Statements, Clarification of statement of
changes in equity;

Amendment to IAS 27, Consolidated and Separate Financial Statements, Transition
requirements for amendments arising as a result of IAS 27; and

Amendment to IFRIC 13, Customer Loyalty Programmes, Fair value of award credits.

Iltems included in the Financial Information of each of the Group’s entities are measured in the
currency of the primary economic environment in which that entity operates (the functional currency).
The Financial Information is presented in millions of US Dollars (US$m) unless otherwise stated, which
is the Company’s functional currency, and the presentation currency of the Group.
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The significant accounting policies adopted in the preparation of the Financial Information are set
out below. These policies have been applied consistently in all periods presented.

2.2 Operating profit

The long term nature of much of the Group’s operations means that, for management’s decision
making and internal performance management purposes, the Group evaluates its results and its
operating segments using a financial performance measure referred to as ‘operating profit’. The
Group defines operating profit before and after tax respectively as profit excluding the following
non-operating items:

® investment experience (which consists of realised gains and losses, foreign exchange gains
and losses, impairments and unrealised gains and losses on investments held at fair value
through profit or loss);

® investment income related to investment-linked contracts (consisting of dividends, interest
income and rent income);

® investment management expenses related to investment-linked contracts;

® corresponding changes in insurance and investment contract liabilities in respect of
investment-linked contracts and participating funds (see note 2.3) and changes in third party
interests in consolidated investment funds resulting from the above;

® policyholders’ share of tax relating to changes in insurance and investment contract
liabilities; and

e other significant items that management considers to be non-operating income and
expenses.

Whilst these excluded non-operating items are significant components of the Group’s profit, the
Group considers that the presentation of operating profit enhances the understanding and
comparability of its performance and that of its operating segments. The Group considers that trends
can be more clearly identified without the fluctuating effects of these non-operating items, many of
which are largely dependent on market factors.

Operating profit is provided as additional information to assist in the comparison of business
trends in different reporting periods on a consistent basis and enhance overall understanding of
financial performance.

2.3 Critical accounting policies and the use of estimates
Critical accounting policies

The preparation of Financial Information requires the Group to select accounting policies and
make estimates and assumptions that affect items reported in the consolidated income statement,
consolidated statement of financial position, other primary statements and notes to the Financial
Information. The Group considers its critical accounting policies to be those where a diverse range of
accounting treatments is permitted by IFRS and significant judgments and estimates are required.

Product classification

IFRS 4, Insurance Contracts, requires contracts written by insurers to be classified either as
insurance contracts or investment contracts, depending on the level of insurance risk. Insurance
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contracts are those contracts that transfer significant insurance risk, while investment contracts are
those contracts without significant insurance risk. Some insurance and investment contracts, referred
to as participating business, have discretionary participation features, or DPF, which may entitle the
customer to receive, as a supplement to guaranteed benefits, additional non-guaranteed benefits,
such as policyholder dividends or bonuses. The Group applies the same accounting policies for the
recognition and measurement of obligations arising from investment contracts with DPF as it does for
insurance contracts.

Accordingly, the Group performs a product classification exercise covering its portfolio of
contracts to determine the classification of contracts to these categories. Product classification
requires the exercise of significant judgment to determine whether there is a scenario (other than
those lacking commercial substance) in which an insured event would require the Group to pay
significant additional benefits to its customers. In the event the Group has to pay significant additional
benefits to its customers, the contract is accounted for as an insurance contract. For investment
contracts that do not contain DPF, IAS 39, Financial Instruments: Measurement and Recognition, and,
if the contract includes an investment management element, |IAS 18, Revenue Recognition, are
applied. IFRS 4 permits the continued use of previously applied accounting policies for insurance
contracts and investment contracts with DPF, and this basis has been adopted by the Group in
accounting for such contracts.

The judgments exercised in determining the level of insurance risk deemed to be significant in
product classification affect the amounts recognised in the Financial Information as insurance and
investment contract liabilities and deferred acquisition and origination costs.

Insurance contract liabilities (including liabilities in respect of investment contracts with DPF)

IFRS 4 permits a wide range of accounting treatments to be adopted for the recognition and
measurement of insurance contract liabilities, including liabilities in respect of insurance and
investment contracts with DPF. The Group calculates insurance contract liabilities for traditional life
insurance using a net level premium valuation method, whereby the liability represents the present
value of estimated future policy benefits to be paid, less the present value of estimated future net
premiums to be collected from policyholders. This method uses best estimate assumptions adjusted
for a provision for the risk of adverse deviation for mortality, morbidity, expected investment yields,
policyholder dividends (for other participating business), surrenders and expenses set at the policy
inception date. These assumptions remain locked in thereafter, unless a deficiency arises on liability
adequacy testing. Interest rate assumptions can vary by geographical market, year of issuance and
product. Mortality, surrender and expense assumptions are based on actual experience by each
geographical market, modified to allow for variations in policy form. The Group exercises significant
judgment in making appropriate assumptions.

For contracts with an explicit account balance, such as universal life and investment-linked
contracts, insurance contract liabilities represent the accumulation value, which represents premiums
received and investment returns credited to the policy less deductions for mortality and morbidity
costs and expense charges. Significant judgment is exercised in making appropriate estimates of
gross profits, which are also regularly reviewed by the Group.

Participating business, consisting of contracts with DPF, is distinct from other insurance and
investment contracts as the Group has discretion as to either the amount or the timing of the benefits
declared. In some geographical markets, participating business is written in a participating fund which
is distinct from the other assets of the operating unit or branch. The allocation of benefits from the
assets held in such participating funds is subject to minimum policyholder participation mechanisms
which are established by applicable regulations. The extent of such policyholder participation may
change over time.
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The Group accounts for insurance contract liabilities for participating business written in
participating funds by establishing a liability for the present value of guaranteed benefits less
estimated future net premiums to be collected from policyholders. In addition, an insurance liability is
recorded for the proportion of the net assets of the participating fund that would be allocated to
policyholders assuming all relevant surplus at the date of the consolidated statement of financial
position were to be declared as a policyholder dividend based upon applicable regulations.
Establishing these liabilities requires the exercise of significant judgment. In addition, the assumption
that all relevant performance is declared as a policyholder dividend may not be borne out in practice.
The Group accounts for other participating business by establishing a liability for the present value of
guaranteed benefits and non-guaranteed participation, less estimated future net premiums to be
collected from policyholders.

The judgments exercised in the valuation of insurance contract liabilities (including contracts with
DPF) affect the amounts recognised in the Financial Information as insurance contract benefits and
insurance contract liabilities.

Deferred policy acquisition and origination costs

The costs of acquiring new insurance contracts, including commission, underwriting and other
policy issue expenses which vary with and are primarily related to the production of new business or
renewal of existing business, are deferred as an asset. Deferred acquisition costs are assessed for
recoverability in the year of policy issue to ensure that these costs are recoverable out of the
estimated future margins to be earned on the policy. Deferred acquisition costs are assessed for
recoverability at least annually thereafter. Future investment income is also taken into account in
assessing recoverability. To the extent that acquisition costs are not considered to be recoverable at
inception or thereafter, these costs are expensed in the consolidated income statement.

Deferred acquisition costs for traditional life insurance and annuity policies are amortised over the
expected life of the contracts as a constant percentage of expected premiums. Expected premiums
are estimated at the date of policy issue and are applied consistently throughout the life of the
contract unless a deficiency occurs when performing liability adequacy testing.

Deferred acquisition costs for universal life and investment-linked contracts are amortised over
the expected life of the contracts based on a constant percentage of the present value of estimated
gross profits expected to be realised over the life of the contract or on a straight-line basis. Estimated
gross profits include expected amounts for mortality, administration, investment and surrenders, less
benefit claims in excess of policyholder balances, administrative expenses and interest credited. The
interest rate used to compute the present value of estimates of expected gross profits is based on the
Group’s estimate of the investment performance of the assets held to match these liabilities.
Estimates of gross profits are revised regularly. Deviations of actual results from estimated experience
are reflected in earnings. The expensing of acquisition costs is accelerated following adverse
investment performance. Likewise, in periods of favourable investment performance, previously
expensed acquisition costs are reversed, not exceeding the amount initially deferred.

The costs of acquiring investment contracts with investment management services, including
commissions and other incremental expenses directly related to the issue of each new contract, are
deferred and amortised over the period that investment management service provided. Such deferred
origination costs are tested for recoverability at each reporting date. The costs of acquiring
investment contracts without investment management services are included as part of the effective
interest rate used to calculate the amortised cost of the related investment contract liabilities.

The judgments exercised in the deferral and amortisation of acquisition and origination costs

affect amounts recognised in the Financial Information as deferred acquisition and origination costs
and insurance and investment contract benefits.
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Liability adequacy testing

The Group evaluates the adequacy of its insurance and investment contract liabilities at least
annually. Liability adequacy is assessed by portfolio of contracts in accordance with the Group’s
manner of acquiring, servicing and measuring the profitability of its insurance contracts. The Group
performs liability adequacy testing separately for each geographical market in which it operates.

For traditional life insurance contracts, insurance contract liabilities, reduced by deferred
acquisition costs and value of business acquired on acquired insurance contracts are compared with
the gross premium valuation calculated on a best estimate basis, as of the valuation date. If there is a
deficiency, the unamortised balance of deferred acquisition costs and value of business acquired on
acquired insurance contracts are written down to the extent of the deficiency. If, after writing down
deferred acquisition costs for the specific portfolio of contracts to nil, a deficiency still exists, the net
liability is increased by the amount of the remaining deficiency.

For universal life and investment contracts, deferred acquisition costs, net of unearned revenue
liabilities, are compared to estimated gross profits. If a deficiency exists, deferred acquisition costs
are written down.

Significant judgment is exercised in determining the level of aggregation at which liability
adequacy testing is performed and in selecting best estimate assumptions. The judgments exercised
in liability adequacy testing affect amounts recognised in the Financial Information as commission and
other acquisition expenses, deferred acquisition costs and insurance contract benefits and insurance
and investment contract liabilities.

Financial assets at fair value through profit or loss

The Group designates financial assets at fair value through profit or loss if this eliminates or
reduces an accounting mismatch between the recognition and measurement of its assets and
liabilities, or if the related assets and liabilities are actively managed on a fair value basis. This is the
case for:

e financial assets held to back investment-linked contracts and held by participating funds;
e financial assets managed on a fair value basis; and

® compound instruments containing an embedded derivative which would otherwise require
bifurcation.

Available for sale financial assets

The available for sale category of financial assets is used where the relevant investments are not
managed on a fair value basis. These assets principally consist of the Group’s holding of shares of
AlG and the Group’s portfolio of debt securities (other than those backing participating fund liabilities
and investment-linked contracts). Available for sale financial assets are initially recognised at fair value
plus attributable transaction costs and are subsequently measured at fair value. Changes in the fair
value of available for sale securities, except for impairment losses and foreign exchange gains and
losses on monetary items, are recorded in a separate fair value reserve within total equity, until such
securities are disposed of.

The classification and designation of financial assets, either as at fair value through profit or loss,

or as available for sale, determines whether movements in fair value are reflected in the consolidated
income statement or in the consolidated statement of comprehensive income respectively.
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Fair values of financial assets

The Group determines the fair values of financial assets traded in active markets using quoted
bid prices as of each reporting date. The fair values of financial assets that are not traded in active
markets are typically determined using a variety of other valuation techniques, such as prices
observed in recent transactions and values obtained from current bid prices of comparable
investments. More judgment is used in measuring the fair value of financial assets for which market
observable prices are not available or are available only infrequently.

Changes in the fair value of financial assets held by the Group’s participating funds affect not
only the value of financial assets, but are also reflected in corresponding movements in insurance and
investment contract liabilities. This is due to an insurance liability being recorded for the proportion of
the net assets of the participating funds that would be allocated to policyholders if all relevant surplus
at the date of the consolidated statement of financial position were to be declared as a policyholder
dividend based on current local regulations. Both of the foregoing changes are reflected in the
consolidated income statement.

Changes in the fair value of financial assets held to back the Group’s investment-linked contracts
result in a corresponding change in insurance and investment contract liabilities. Both of the foregoing
changes are also reflected in the consolidated income statement.

Impairment of financial assets

Financial assets, other than those at fair value through profit or loss, are assessed for impairment
regularly. This requires the exercise of significant judgment. A financial investment is impaired if its
carrying value exceeds the estimated recoverable amount and there is objective evidence of
impairment to the investment.

Use of estimates
All estimates are based on management’s knowledge of current facts and circumstances,
assumptions based on that knowledge and predictions of future events and actions. Actual results

can always differ from those estimates, possibly significantly.

The table below sets out those items we consider particularly sensitive to changes in estimates
and assumptions, and the relevant accounting policy.

Accounting
ltem __policy
Insurance and investment contract liabilities . . ... ... .. 2.5
Deferred acquisition and origination Costs ............ .. . e 2.5
Liability adequacy testing . ... ...t e e 2.5.1
Impairment of financial instruments classified as available forsale .................... 2.6.3
Fair value of financial instruments not traded in active markets ....................... 2.6.2

Further details of estimation uncertainty in respect of the valuation and impairment of financial
instruments are given in Notes 23 and 31 respectively. Further details of the estimation of amounts for
insurance and investment contract liabilities and deferred acquisition and origination costs are given
in Notes 26, 27, 28 and 20 respectively.
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2.4 Basis of consolidation
Subsidiaries

Subsidiaries are those entities (including special purpose entities) over which the Group, directly
or indirectly, has power to exercise control over financial and operating policies in order to gain
economic benefits. Subsidiaries are consolidated from the date on which control is transferred to the
Group and are excluded from consolidation from the date at which the Group no longer has control.
Intercompany transactions are eliminated.

From 1 December 2006, the date of transition to IFRS, the Group is required to use the purchase
method of accounting to account for the acquisition of subsidiaries, unless the acquisition forms part
of the Group reorganisation of entities under common control (see Note 1). Under this method, the
cost of an acquisition is measured as the fair value of consideration payable, shares issued or
liabilities assumed at the date of acquisition. The excess of the cost of acquisition over the fair value
of the net assets of the subsidiary acquired is recorded as goodwill (see 2.11 below). Any surplus of
the acquirer’s interest in the subsidiary’s net assets over the cost of acquisition is credited to the
consolidated income statement.

The Financial Information of the Group include the assets, liabilities and results of the Company
and subsidiaries in which AIA Group Limited has a controlling interest, using accounts drawn up to
the balance sheet date.

Investment funds

In several countries, the Group has invested in investment funds, such as mutual funds and unit
trusts. These invest mainly in equities, debt securities and cash and cash equivalents. The Group’s
percentage ownership in these funds can fluctuate from day to day according to the Group’s and
third party participation in them. Where the Group is deemed to control such funds, with control
determined based on an analysis of the guidance in IAS 27 and SIC 12, they are consolidated, with
the interests of parties other than the Group being classified as liabilities because there is a
contractual obligation for the issuer to repurchase or redeem units in such funds for cash. These are
presented as ‘Third party interests in consolidated investment funds’ within other liabilities in the
consolidated statement of financial position. In instances where the Group’s ownership of investment
funds declines marginally below 50% and, based on historical analysis and future expectations, the
decline in ownership is expected to be temporary, the funds continue to be consolidated as
subsidiaries under IAS 27. Likewise, marginal increases in ownership of investment funds above 50%
which are expected to be temporary are not consolidated. Where the Group does not control such
funds, they are not accounted for as associates and are, instead, carried at fair value through profit or
loss within financial investments in the consolidated statement of financial position.

Non-controlling interests

Non-controlling interests are presented within equity except when they arise through the
minority’s interest in puttable liabilities such as the unit holders’ interest in consolidated investment
funds, when they are recognised as a liability, reflecting the net assets of the consolidated entity.

Acquisitions and disposals of non-controlling interests, except when they arise through the
minority’s interest in puttable liabilities, are treated as transactions between equity holders. As a
result, any difference between the acquisition cost or sale price of the non-controlling interest and the
carrying value of the non-controlling interest is recognised as an increase or decrease in equity.
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Group reorganisations and business combinations

Group reorganisations and business combinations arising from transfers of interests in entities
that are under common control throughout all periods presented are accounted for as if they had
occurred at the beginning of the earliest period presented in the Financial Information. The assets and
liabilities acquired are measured at the carrying amounts recognised previously in AlIG’s consolidated
financial statements, converted, where appropriate, to the Group’s IFRS accounting policies. The
components of equity of the acquired entities are added to the same components within equity,
except that any share capital of the acquired entities is recognised as part of other reserves.

Associates and joint ventures

Associates are entities over which the Group has significant influence, but which it does not
control. Generally, it is presumed that the Group has significant influence if it has between 20% and
50% of voting rights. Joint ventures are entities whereby the Group and other parties undertake an
economic activity which is subject to joint control arising from a contractual agreement.

Gains on transactions between the Group and its associates and joint ventures are eliminated to
the extent of the Group’s interest in the associates and joint ventures. Losses are also eliminated,
unless the transaction provides evidence of an impairment of an asset transferred between entities.

Investments in associates are accounted for using the equity method of accounting. Under this
method, the cost of the investment in an associate, together with the Group’s share of that entity’s
post acquisition changes to equity, is included as an asset in the consolidated statement of financial
position. Cost includes goodwill arising on acquisition. The Group’s share of post acquisition profits
or losses is recognised in the consolidated income statement and its share of post acquisition
movement in equity is recognised in equity. Equity accounting is discontinued when the Group no
longer has significant influence over the investment. If the Group’s share of losses in an associate
equals or exceeds its interest in the undertaking, additional losses are provided for, and a liability
recognised, only to the extent that the Group has incurred legal or constructive obligations or made
payments on behalf of the associate. The Group accounts for investments in joint ventures that are
subject to joint control using the proportionate consolidation method.

The Company’s investments

In the Company statement of financial position, subsidiaries, associates and joint ventures are
stated at cost, unless impaired. No such impairment has arisen during the reporting period. The
Company’s interests in investment funds such as mutual funds and unit trusts are designated at fair
value through profit or loss.

2.5 Insurance and investment contracts

Consistent accounting policies for the measurement and recognition of insurance and investment
contracts have been adopted throughout the Group to substantially all of its business with effect from
the date of adoption of IFRS. As permitted by IFRS 4, the Group has revised its previous accounting
policies prior to the adoption of IFRS for certain insurance and investment contracts in order to make
the Financial Information more relevant and no less reliable to the economic decision making needs of
users than the accounting policies previously adopted, primarily through the adoption of a consistent
accounting basis for the Group.

In a limited number of cases, the Group measures insurance contract liabilities with reference to
statutory requirements in the applicable jurisdiction, without deferral of acquisition costs.
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Product classification

Insurance contracts are those contracts that transfer significant insurance risk. These contracts
may also transfer financial risk. Significant insurance risk is defined as the possibility of paying
significantly more in a scenario where the insured event occurs than in a scenario in which it does not.
Scenarios considered are those with commercial substance.

Investment contracts are those contracts without significant insurance risk.

Once a contract has been classified as an insurance or investment contract no reclassification is
subsequently performed, unless the terms of the agreement are later amended.

Certain contracts with DPF supplement the amount of guaranteed benefits due to policyholders.
These contracts are distinct from other insurance and investment contracts as the Group has
discretion in the amount and/or timing of the benefits declared, and how such benefits are allocated
between groups of policyholders. Customers may be entitled to receive, as a supplement to
guaranteed benefits, additional benefits or bonuses:

e that are likely to be a significant portion of the total contractual benefits;
® whose amount or timing is contractually at the discretion of the Group; and
e that are contractually based on:
® the performance of a specified pool of contracts or a specified type of contract;

® realised and/or unrealised investment returns on a specified pool of assets held by the
issuer; or

® the profit or loss of the company, fund or other entity that issues the contract.

The Group applies the same accounting policies for the recognition and measurement of
obligations and the deferral of acquisition costs arising from investment contracts with DPF as it does
to insurance contracts. The Group refers to such contracts as participating business.

In some jurisdictions participating business is written in a participating fund which is distinct from
the other assets of the company or branch. The allocation of benefits from the assets held in such
participating funds is subject to minimum policyholder participation mechanisms which are
established by regulation. The extent of such policy participation may change over time. The current
policyholder participation in declared dividends for locations with participating funds is set out below:

Current

policyholder
Country participation
SINGAPONE . . ot it e 90%
MalaysSia . .. oo e 90%
CINa . oo e e e e e e e 70%
AuStralia . ..o e e e 80%
BrUNEi ... e e e e 80%

In some jurisdictions participating business is not written in a distinct fund and the Group refers
to this as other participating business.
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The Group’s products may be divided into the following main categories:

Description of benefits

Basis of accounting for:

Investment contract

Policy type payable Insurance contract liabilities liabilities
Traditional Participating Participating products Insurance contract Not applicable,
participating funds combine protection with a liabilities make provision as IFRS 4
life savings element. The for the present value of permits
assurance basic sum assured, guaranteed benefits less  contracts with
with DPF payable on death or estimated future net DPF to be

maturity, may be premiums to be collected accounted for as
enhanced by dividends or from policyholders. In insurance
bonuses, the aggregate addition, an insurance contracts
amount of which is liability is recorded for the
determined by the proportion of the net
performance of a distinct  assets of the participating
fund of assets and fund that would be
liabilities allocated to
policyholders, assuming
The timing of dividend all performance would be
and bonus declarations is declared as a dividend
at the discretion of the based upon local
insurer. Local regulations  regulations
generally prescribe a
minimum proportion of
policyholder participation
in declared dividends
Other Participating products Insurance contract Not applicable,
participating combine protection with a liabilities make provision as IFRS 4
business savings element. The for the present value of permits
basic sum assured, guaranteed benefits and contracts with
payable on death or non-guaranteed DPF to be
maturity, may be participation less accounted for as
enhanced by dividends or estimated future net insurance
bonuses, the timing or premiums to be collected contracts
amount of which are at from policyholders
the discretion of the
insurer taking into
account factors such as
investment experience
Non-participating life Benefits payable are not Insurance contract Investment
assurance, annuities and  at the discretion of the liabilities reflect the contract
other protection products insurer present value of future liabilities are
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Description of benefits Basis of accounting for: Investment contract
Policy type payable Insurance contract liabilities liabilities

Universal life Benefits are based on an Insurance contract liabilities Not applicable

account balance, credited with reflect the accumulation value, as such

interest at a rate set by the representing premiums contracts

insurer, and a death benefit, received and investment return generally contain

which may be varied by the credited, less deductions for significant

customer front end loads, mortality and insurance risk

morbidity costs and expense
charges. In addition, liabilities
for unearned revenue and
additional insurance benefits
are recorded

Investment- These may be primarily Insurance contract liabilities Investment

linked savings products or may reflect the accumulation value, contract
combine savings with an representing premiums liabilities are
element of protection. received and investment return measured at fair

credited, less deductions for value

front end loads, mortality and  (determined with
morbidity costs and expense reference to the
charges. In addition, liabilities  accumulation
for unearned revenue and value)

additional insurance benefits

are recorded

In the notes to the financial information, investment-linked contracts are presented together with
pensions contracts for disclosure purposes.

The basis of accounting for insurance and investment contracts is discussed in Notes 2.5.1 and
2.5.2 below.

2.5.1 Insurance contracts and investment contracts with DPF
Premiums

Premiums from life insurance contracts, including participating policies and annuity policies with
life contingencies, are recognised as revenue when due from the policyholder. Benefits and expenses
are provided in respect of such revenue so as to recognise profits over the estimated life of the
policies. For limited pay contracts, premiums are recognised in profit or loss when due, with any
excess profit deferred and recognised in income in a constant relationship to the insurance in-force
or, for annuities, the amount of expected benefit payments.

Amounts collected as premiums from insurance contracts with investment features but with
sufficient insurance risk to be considered insurance contracts, such as universal life, and certain
investment-linked contracts, are accumulated as deposits. Revenue from these contracts consists of
policy fees for the cost of insurance, administration, and surrenders during the period.

Upfront fees are recognised over the estimated life of the contracts to which they relate. Policy
benefits and claims that are charged to expenses include benefit claims incurred in the period in
excess of related policyholder contract deposits and interest credited to policyholder deposits.

Unearned revenue liability
Unearned revenue liability arising from insurance contracts representing upfront fees and other

non-level charges is deferred and released to the consolidated income statement over the estimated
life of the business.
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Deferred acquisition costs

The costs of acquiring new business, including commissions, underwriting and other policy issue
expenses, which vary with and are primarily related to the production of new business, are deferred.
Deferred acquisition costs are subject to the testing of recoverability when issued and at least
annually thereafter. Future investment income is taken into account in assessing recoverability.

Deferred acquisition costs for life insurance and annuity policies are amortised over the expected
life of the contracts as a constant percentage of expected premiums. Expected premiums are
estimated at the date of policy issue and are consistently applied throughout the life of the contract
unless a deficiency occurs when performing liability adequacy testing (see below).

Deferred acquisition costs for universal life and investment-linked contracts are amortised over
the expected life of the contracts based on a constant percentage of the present value of estimated
gross profits expected to be realised over the life of the contract or on a straight-line basis. Estimated
gross profits include expected amounts to be assessed for mortality, administration, investment and
surrenders, less benefit claims in excess of policyholder balances, administrative expenses and
interest credited. Estimated gross profits are revised regularly. The interest rate used to compute the
present value of revised estimates of expected gross profits is the latest revised rate applied to the
remaining benefit period. Deviations of actual results from estimated experience are reflected in
earnings.

Unamortised acquisition costs associated with internally replaced contracts that are, in
substance, contract modifications, continue to be deferred and amortised. Any remaining
unamortised balance of deferred acquisition costs associated with internally replaced contracts that
are, in substance, new contracts, are expensed.

Deferred sales inducements

Deferred sales inducements, consisting of day one bonuses, persistency bonuses and enhanced
crediting rates are deferred and amortised using the same methodology and assumptions used to
amortise acquisition costs when:

® the sales inducements are recognised as part of insurance contract liabilities;

e they are explicitly identified in the contract on inception;

® they are incremental to amounts credited on similar contracts without sales inducements;
and

e they are higher than the expected ongoing crediting rates for periods after the inducement.
Unbundling

The deposit component of an insurance contract is unbundled when both of the following
conditions are met:

® the deposit component (including any embedded surrender option) can be measured
separately (i.e. without taking into account the insurance component); and

® the Group’s accounting policies do not otherwise require the recognition of all obligations
and rights arising from the deposit component.
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Bifurcation

To the extent that certain of the Group’s insurance contracts include embedded derivatives that
are not clearly and closely related to the host contract, these are bifurcated from the insurance
contracts and accounted for as derivatives.

Benefits and claims

Insurance contract benefits reflect the cost of all maturities, surrenders, withdrawals and claims
arising during the year, as well as policyholder dividends accrued in anticipation of dividend
declarations.

Accident and health claims incurred include all losses occurring during the year, whether reported
or not, related handling costs, a reduction for recoveries, and any adjustments to claims outstanding
from previous years.

Claims handling costs include internal and external costs incurred in connection with the
negotiation and settlement of claims, and are included in operating expenses.

Insurance contract liabilities (including liabilities in respect of investment contracts with DPF)
These represent the estimated future policyholder benefit liability for life insurance policies.

Future policy benefits for life insurance policies are calculated using a net level premium valuation
method which represents the present value of estimated future policy benefits to be paid, less the
present value of estimated future net premiums to be collected from policyholders. The method uses
best estimate assumptions set at the policy inception date, adjusted for a provision for the risk of
adverse deviation for mortality, morbidity, expected investment yields, dividends (for other
participating business), surrenders and expenses, which remain locked in thereafter, unless a
deficiency arises on liability adequacy testing (see below).

Interest rate assumptions can vary by country, year of issuance and product. Mortality
assumptions are based on actual experience by geographic area and are modified to allow for
variations in policy form. Surrender assumptions are based on actual experience by geographic area
and are modified to allow for variations in policy form.

For contracts with an explicit account balance, such as universal life and investment-linked
contracts, insurance contract liabilities are equal to the accumulation value, which represents
premiums received and investment returns credited to the policy less deductions for mortality and
morbidity costs and expense charges.

Settlement options are accounted for as an integral component of the underlying insurance or
investment contract unless they provide annuitisation benefits, in which case an additional liability is
established to the extent that the present value of expected annuitisation payments at the expected
annuitisation date exceeds the expected account balance at that date. Where settlement options have
been issued with guaranteed rates less than market interest rates, the insurance or investment
contract liability does not reflect any provision for subsequent declines in market interest rates unless
a deficiency is identified through liability adequacy testing.

The Group accounts for participating policies within participating funds by establishing a liability
for the present value of guaranteed benefits less estimated future net premiums to be collected from
policyholders. In addition, an insurance liability is recorded for the proportion of the net assets of the
participating fund that would be allocated to policyholders assuming all performance were to be
declared as a dividend based upon local regulations. The Group accounts for other participating
business by establishing a liability for the present value of guaranteed benefits and non-guaranteed
participation, less estimated future net premiums to be collected from policyholders.
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Liability adequacy testing

The adequacy of liabilities is assessed by portfolio of contracts, in accordance with the Group’s
manner of acquiring, servicing and measuring the profitability of its insurance contracts. Liability
adequacy testing is performed for each geographic market.

For traditional life insurance contracts, insurance contract liabilities reduced by deferred
acquisition costs and value of business acquired on acquired insurance contracts, are compared to
the gross premium valuation calculated on a best estimate basis, as of the valuation date. If there is a
deficiency, the unamortised balance of deferred acquisition cost and value of business acquired on
acquired insurance contracts are written down to the extent of the deficiency. If, after writing down
the unamortised balance for the specific portfolio of contracts to nil, a deficiency still exists, the net
liability is increased by the amount of the remaining deficiency.

For universal life and investment contracts, deferred acquisition costs, net of unearned revenue
liabilities, are compared to estimated gross profits. If a deficiency exists, deferred acquisition costs
are written down.

Financial guarantees

Financial guarantees are regarded as insurance contracts. Liabilities in respect of such contracts
are recognised as incurred.

2.5.2 Investment contracts

Investment contracts do not contain sufficient insurance risk to be considered insurance
contracts and are accounted for as a financial liability, other than investment contracts with DPF
which are excluded from the scope of IAS 39 and are accounted for as insurance contracts.

Revenue from these contracts consists of various charges (policy fees, handling fees,
management fees and surrender charges) made against the contract for the cost of insurance,
expenses and early surrender. First year charges are amortised over the life of the contract as the
services are provided.

Investment contract fee revenue

Customers are charged fees for policy administration, investment management, surrenders or
other contract services. The fees may be fixed amounts or vary with the amounts being managed, and
will generally be charged as an adjustment to the policyholder’s account balance. The fees are
recognised as revenue in the period in which they are received unless they relate to services to be
provided in future periods, in which case they are deferred and recognised as the service is provided.

Origination and other ‘upfront’ fees (fees that are assessed against the account balance as
consideration for origination of the contract) are charged on some non-participating investment and
pension contracts. Where the investment contract is recorded at amortised cost, these fees are
amortised and recognised over the expected term of the policy as an adjustment to the effective yield.
Where the investment contract is measured at fair value, the front end fees that relate to the provision
of investment management services are amortised and recognised as the services are provided.

Deferred origination costs

The costs of acquiring investment contracts with investment management services, including
commissions and other incremental expenses directly related to the issue of each new contract, are
deferred and amortised over the period that services are provided. Deferred origination costs are
tested for recoverability at each reporting date.
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The costs of acquiring new investment contracts without investment management services are
included as part of the effective interest rate used to calculate the amortised cost of the related
investment contract liabilities.

Investment contract liabilities

Deposits received in respect of investment contracts are not accounted for through the
consolidated income statement, except for the investment income and fees attributable to those
contracts, but are accounted for directly through the consolidated statement of financial position as
an adjustment to the investment contract liability, which reflects the account balance.

The majority of the Group’s contracts classified as investment contracts are investment-linked
contracts. These represent investment portfolios maintained to meet specific investment objectives of
policyholders who generally bear the credit and market risks on those investments. The liabilities are
carried at fair value determined with reference to the accumulation value (current unit value) with
changes recognised in income. The costs of policy administration, investment management,
surrender charges and certain policyholder taxes assessed against customers’ account balances are
included in revenue, and accounted for as described under Investment contract fee revenue above.

Non investment-linked investment contract liabilities are carried at amortised cost, being the fair
value of consideration received at the date of initial recognition, less the net effect of principal
payments such as transaction costs and front end fees, plus or minus the cumulative amortisation
using the effective interest rate method of any difference between that initial amount and the maturity
value, and less any write down for surrender payments. The effective interest rate equates the
discounted cash payments to the initial amount. At each reporting date, the unearned revenue liability
is determined as the value of the future best estimate cash flows discounted at the effective interest
rate. Any adjustment is immediately recognised as income or expense in the consolidated income
statement.

The amortised cost of the financial liability is never recorded at less than the amount payable on
surrender, discounted for the time value of money where applicable, if the investment contract is
subject to a surrender option.

2.5.3 Insurance and investment contracts
Reinsurance

The Group cedes reinsurance in the normal course of business, with retentions varying by line of
business. The cost of reinsurance is accounted for over the life of the underlying reinsured policies,
using assumptions consistent with those used to account for such policies.

Premiums ceded and claims reimbursed are presented on a gross basis in the consolidated
income statement and statement of financial position.

Reinsurance assets consist of amounts receivable in respect of ceded insurance liabilities.
Amounts recoverable from reinsurers are estimated in a manner consistent with the reinsured
insurance or investment contract liabilities or benefits paid and in accordance with the relevant
reinsurance contract.

To the extent that reinsurance contracts principally transfer financial risk (as opposed to
insurance risk) they are accounted for directly through the consolidated statement of financial position
and are not included in reinsurance assets or liabilities. A deposit asset or liability is recognised,
based on the consideration paid or received less any explicitly identified premiums or fees to be
retained by the reinsured.
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If a reinsurance asset is impaired, the Group reduces the carrying amount accordingly and
recognises that impairment loss in the consolidated income statement. A reinsurance asset is
impaired if there is objective evidence, as a result of an event that occurred after initial recognition of
the reinsurance asset, that the Group may not receive all amounts due to it under the terms of the
contract, and the impact on the amounts that the Group will receive from the reinsurer can be reliably
measured.

Value of business acquired (‘VOBA’)

The value of business acquired (‘VOBA’) in respect of a portfolio of long term insurance and
investment contracts, either directly or through the purchase of a subsidiary, is recognised as an
asset. If this results from the acquisition of an investment in a joint venture or an associate, the VOBA
is held within the carrying amount of that investment. In all cases, the VOBA is amortised over the
estimated life of the contracts in the acquired portfolio on a systematic basis. The rate of amortisation
reflects the profile of the value of in-force business acquired. The carrying value of VOBA is reviewed
annually for impairment and any reduction is charged to the consolidated income statement.

Shadow accounting

Shadow accounting is applied to insurance and certain investment contracts where financial
assets backing insurance and investment contracts liabilities are classified as available for sale.
Shadow accounting is applied to deferred acquisition costs, VOBA, deferred origination costs and the
contract liabilities for investment contracts with DPF to take into account the effect of unrealised gains
or losses on insurance liabilities or assets that are recognised in equity in the same way as for a
realised gain or loss recognised in the consolidated income statement. Such assets or liabilities are
adjusted with corresponding charges or credits recognised directly in shareholders’ equity as a
component of the related unrealised gains and losses.
Other assessments and levies

The Group is potentially subject to various periodic insurance related assessments or guarantee
fund levies. Related provisions are established where there is a present obligation (legal or
constructive) as a result of a past event. Such amounts are not included in insurance or investment
contract liabilities but are included under ‘Provisions’ in the consolidated statement of financial
position.
2.6 Financial instruments
2.6.1 Classification of and designation of financial instruments
Financial instruments at fair value through profit or loss

Financial instruments at fair value through profit or loss comprise two categories:

e financial assets designated at fair value through profit or loss; and

® derivative assets and liabilities.

Management designates financial assets at fair value through profit or loss if this eliminates a
measurement inconsistency or if the related assets and liabilities are actively managed on a fair value

basis, including:

® financial assets held to back investment-linked contracts and participating funds;
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® other financial assets managed on a fair value basis; consisting of the Group’s equity
portfolio (other than its holding of shares of AIG which are not managed on a fair value basis)
and investments held by the Group’s fully consolidated investment funds; and

® compound instruments containing an embedded derivative, where the embedded derivative
would otherwise require bifurcation.

Dividend income from equity instruments designated at fair value through profit or loss is
recognised in investment income in the consolidated income statement, generally when the security
becomes ex-dividend. Interest income is recognised on an accrued basis. For all financial assets
designated at fair value through profit or loss, changes in fair value are recognised in investment
experience.

Transaction costs in respect of financial instruments at fair value through profit or loss are
expensed as they are incurred.

Available for sale financial assets

Financial assets, other than those at fair value through profit or loss, and loans and receivables,
are classified as available for sale.

The available for sale category is used where the relevant investments backing insurance and
investment contract liabilities and shareholders’ equity are not managed on a fair value basis. These
principally consist of the Group’s debt securities (other than those backing participating funds and
investment-linked contracts) and the Group’s holding of shares in AlG. Available for sale financial
assets are initially recognised at fair value plus attributable transaction costs. For available for sale
debt securities, the difference between their cost and par value is amortised. Available for sale
financial assets are subsequently measured at fair value. Interest income from debt securities
classified as available for sale is recognised in investment income in the consolidated income
statement using the effective interest method.

Unrealised gains and losses on securities classified as available for sale are analysed between
differences resulting from foreign currency translation, and other fair value changes. Foreign currency
translation differences on monetary available for sale investments, such as debt securities, are
recognised in the consolidated income statement as investment experience. For impairments of
available for sale financial assets reference is made to the section ‘Impairment of financial assets’.

Changes in the fair value of securities classified as available for sale, except for impairment
losses and relevant foreign exchange gains and losses, are recorded in a separate fair value reserve
within equity.

Realised gains and losses on financial assets

Realised gains and losses on available for sale financial assets are determined as the difference
between the sale proceeds and amortised cost. Cost is determined by specific identification.

Recognition of financial instruments

Purchases and sales of financial instruments are recognised on the trade date, which is the date
at which the Group commits to purchase or sell the assets.
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Derecognition and offset of financial assets

Financial assets are derecognised when the rights to receive cash flows from the financial assets
have expired or where the Group has transferred substantially all risks and rewards of ownership. If
the Group neither transfers nor retains substantially all the risks and rewards of ownership of a
financial asset, it derecognises the financial asset if it no longer has control over the asset. In transfers
where control over the asset is retained, the Group continues to recognise the asset to the extent of
its continuing involvement. The extent of continuing involvement is determined by the extent to which
the Group is exposed to changes in the fair value of the asset.

Financial assets and liabilities are offset and the net amount reported in the consolidated
statement of financial position only when there is a legally enforceable right to offset the recognised
amounts and there is an intention to settle on a net basis, or realise the asset and settle the liability
simultaneously.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments
that are not quoted in an active market. They are initially recognised at fair value plus transaction
costs. Subsequently, they are carried at amortised cost using the effective interest rate method less
any impairment losses. Interest income from loans and receivables is recognised in investment
income in the consolidated income statement using the effective interest rate method.

Term deposits

Deposits include time deposits with financial institutions which do not meet the definition of cash
and cash equivalents as their maturity at acquisition exceeds three months. Certain of these balances
are subject to regulatory or other restriction as disclosed in Note 21 Loans and Receivables. Deposits
are stated at face value.

Cash and cash equivalents

Cash and cash equivalents include cash in hand, deposits held at call with banks, and other short
term highly liquid investments with maturities at acquisition of three months or less, which are held for
cash management purposes. Cash and cash equivalents also include cash received as collateral for
securities lending as well as cash and cash equivalents held for the benefit of policyholders in
connection with investment-linked products. Cash and cash equivalents are stated at face value.

2.6.2. Fair values of non-derivative financial assets

The fair value of a financial instrument is the amount that would be received to sell an asset or
paid to transfer a liability in an orderly transaction between market participants at the measurement
date, having regard to the specific characteristics of the asset or liability concerned, assuming that
the transfer takes place in the most advantageous market to which the Group has access. The fair
values of financial instruments traded in active markets (such as financial instruments at fair value
through profit or loss and available for sale securities) are based on quoted market prices at the date
of the consolidated statement of financial position. The quoted market price used for financial assets
held by the Group is the current bid price. The fair values of financial instruments that are not traded
in active markets are determined using valuation techniques. The Group uses a variety of methods
and makes assumptions that are based on market conditions at the date of each consolidated
statement of financial position. The objective of using a valuation technique is to estimate the price at
which an orderly transaction would take place between market participants at the date of the
consolidated statement of financial position.
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Financial instruments carried at fair value are measured using a fair value hierarchy described in
Note 23.

The degree of judgment used in measuring the fair value of financial instruments generally
correlates with the level of pricing observability. Pricing observability is affected by a number of
factors, including the type of financial instrument, whether the financial instrument is new to the
market and not yet established, the characteristics specific to the transaction and general market
conditions.

2.6.3. Impairment of financial assets
General

Financial assets are assessed for impairment on a regular basis. A financial asset is impaired if its
carrying value exceeds the estimated recoverable amount and there is objective evidence of
impairment to the financial asset.

The Group assesses at each reporting date whether there is objective evidence that a financial
asset or group of financial assets is impaired. A financial asset, or group of financial assets, is
impaired and impairment losses are incurred only if there is objective evidence of impairment as a
result of one or more events that have occurred after the initial recognition of the asset (a ‘loss event’)
and that loss event (or events) has an impact on the estimated future cash flows of the financial asset
or group of financial assets that can be reliably estimated.

Objective evidence that a financial asset, or group of assets, is impaired includes observable data
that comes to the attention of the Group about the following events:

® significant financial difficulty of the issuer or debtor;
® a breach of contract, such as a default or delinquency in payments;

® it becomes probable that the issuer or debtor will enter bankruptcy or other financial
reorganisation;

® the disappearance of an active market for that financial asset because of financial difficulties;
or

® observable data, including market prices, indicating that there is a potential decrease in the
estimated future cash flows since the initial recognition of those assets, including:

® adverse changes in the payment status of issuers
® national or local economic conditions that correlate with increased default risk.

The Group first assesses whether objective evidence of impairment exists for financial assets that
are individually significant. If the Group determines that no objective evidence of impairment exists for
an individually assessed financial asset, whether significant or not, it includes the asset in a group of
financial assets with similar credit risk characteristics and collectively assesses them for impairment.
Assets that are individually assessed for impairment and for which an impairment loss is or continues
to be recognised are not included in a collective assessment of impairment.
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Available for sale financial instruments

When a decline in the fair value of an available for sale asset has been recognised in
shareholders’ equity and there is objective evidence that the asset is impaired, the cumulative loss
already recognised directly in shareholders’ equity is recognised in current period profit or loss. The
Group generally considers an available for sale equity instrument for evidence of impairment if the fair
value is significantly below cost or has been below cost for a prolonged period. If such assets are
considered to be impaired, the amount of the cumulative loss that is removed from shareholders’
equity and recognised in current period profit or loss is the difference between acquisition cost (net of
any principal repayment and amortisation) and current fair value, less any impairment loss on that
asset previously recognised.

If the fair value of a debt instrument classified as available for sale increases in a subsequent
period, and the increase can be objectively related to an event occurring after the impairment loss
was recognised in income, the impairment loss is reversed through profit or loss. Impairment losses
recognised in profit or loss on equity instruments classified as available for sale are not reversed.

Where, following the recognition of an impairment loss in respect of an available for sale debt
security, the asset suffers further falls in value, such further falls are recognised as an impairment only
in the case when objective evidence exists of a further impairment event to which the losses can be
attributed.

Loans and receivables

For loans and receivables impairment is considered to have taken place if it is probable that the
Group will not be able to collect principal and/or interest due according to the contractual terms of the
instrument. When impairment is determined to have occurred, the carrying amount is decreased
through a charge to profit or loss. The carrying amount of mortgage loans or receivables is reduced
through the use of an allowance account, and the amount of any allowance is recognised as an
impairment loss in profit or loss. The allowance is determined using an analytical method based on
knowledge of each loan group or receivable. The method is usually based on historical statistics,
adjusted for trends in the group of financial assets or individual accounts.

2.6.4. Derivative financial instruments

Derivative financial instruments include foreign exchange contracts and interest rate swaps that
derive their value mainly from underlying foreign exchange rates and interest rates. All derivatives are
initially recognised in the consolidated statement of financial position at their fair value, which
represents their cost excluding transaction costs, which are expensed, giving rise to a day one loss.
They are subsequently remeasured at their fair value, with movements in this value recognised in
profit or loss. Fair values are obtained from quoted market prices or, if these are not available, by
using valuation techniques such as discounted cash flow models or option pricing models. All
derivatives are carried as assets when the fair values are positive and as liabilities when the fair values
are negative.

Derivative instruments for economic hedging

Whilst the Group enters into derivative transactions to provide economic hedges under the
Group’s risk management framework, it does not currently apply hedge accounting to these
transactions. This is either because the transactions would not meet the specific IFRS rules to be
eligible for hedge accounting or the documentation requirements to meet hedge accounting criteria
would be unduly onerous. These transactions are therefore treated as held for trading and fair value
movements are recognised immediately in investment experience.
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Embedded derivatives

Embedded derivatives are derivatives embedded within other non-derivative host financial
instruments to create hybrid instruments. Where the economic characteristics and risks of the
embedded derivatives are not closely related to the economic characteristics and risks of the host
instrument, and where the hybrid instrument is not measured at fair value with changes in fair value
recognised in profit or loss, the embedded derivative is bifurcated and carried at fair value as a
derivative in accordance with IAS 39.

2.7 Segment reporting

An operating segment is a component of the Group that engages in business activity from which
it earns revenues and incurs expenses and, for which, discrete financial information is available, and
whose operating results are regularly reviewed by the Group’s chief operating decision maker,
considered to be the Executive Committee of the Group (‘Exco’).

2.8 Foreign currency translation

Income statements and cash flows of foreign entities are translated into the Group’s presentation
currency at average exchange rates for the year as this approximates to the exchange rates prevailing
at the transaction date. Their statements of financial position are translated at year or period end
exchange rates. Exchange differences arising from the translation of the net investment in foreign
operations, are taken to the currency translation reserve within equity. On disposal of a foreign
operation such exchange differences are transferred out of this reserve and are recognised in the
consolidated income statement as part of the gain or loss on sale. As permitted by IFRS 1, the
cumulative translation differences were deemed to be nil at the transition date to IFRS.

Foreign currency transactions are accounted for at the exchange rates prevailing at the date of
the transactions. Gains and losses resulting from the settlement of such transactions, and from the
translation of monetary assets and liabilities denominated in foreign currencies into functional
currency, are recognised in the consolidated income statement.

Translation differences on financial assets designated at fair value through profit or loss are
included in investment experience. For monetary financial assets classified as available for sale,
translation differences are calculated as if they were carried at amortised cost and so are recognised
in the consolidated income statement. Foreign exchange movements on non-monetary equities that
are accounted for as available for sale are included in the fair value reserve.

2.9 Property, plant and equipment

Property, plant and equipment is stated at historical cost less accumulated depreciation and any
accumulated impairment losses. Historical cost includes expenditure that is directly attributable to the
acquisition of the items. Depreciation is calculated using the straight line method to allocate cost less
any residual value over the estimated useful life, generally:

Furniture, fixtures and office equipment ...... ... ... . . . 5 years
BUIIdINGS . .o e 20-40 years
Other @SSetS . . ..o 3-5 years
Freehold land . . .. ... o e No depreciation

Subsequent costs are included in the carrying amount or recognised as a separate asset, as
appropriate, when it is probable that future economic benefits will flow to the Group. Repairs and
maintenance are charged to the consolidated income statement during the financial period in which
they are incurred.
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Residual values and useful lives are reviewed and adjusted, if applicable, at each reporting date.
An asset is written down to its recoverable amount if the carrying value is greater than the estimated
recoverable amount.

Any gain and loss arising on disposal of property, plant and equipment is measured as the
difference between the net sale proceeds and the carrying amount of the relevant asset, and is
recognised in the consolidated income statement.

The Government of the Hong Kong Special Administrative Region owns all the land in Hong Kong
and permits its use under leasehold agreements. Where the cost of such leasehold is known, or can
be reliably determined at the inception of the lease, the Group records its interest in leasehold land
and land use rights separately as operating leases. These leases are recorded at original cost and
amortised over the term of the lease (see 2.19).

2.10 Investment properties

Property held for long term rental that is not occupied by the Group is classified as investment
property, and is carried at cost less accumulated depreciation and any accumulated impairment
losses.

Investment property comprises freehold land and buildings. Buildings located on land held on an
operating lease are classified as investment property if held for long term rental and not occupied by
the Group. Where the cost of the land is known, or can be reliably determined at the inception of the
lease, the Group records its interest in leasehold land and land use rights separately as operating
leases (see 2.19). These leases are recorded at original cost and amortised over the term of the lease.
Buildings that are held as investment properties are amortised on a straight line basis over their
estimated useful lives of 20-40 years.

If an investment property becomes held for use, it is reclassified as property, plant and
equipment. Where a property is partly used as an investment property and partly for the use of the
Group, these elements are recorded separately within property, plant and equipment and investment
property respectively, where the component used as investment property would be capable of
separate sale or finance lease.

The fair value of investment properties and property held for use is disclosed under note 18. It is
the Group’s policy to perform external property valuation annually except in the case a discrete event
occurs in the interim that has a significant impact on the fair value of the properties.

2.11 Goodwill and other intangible assets
Gooawill

Goodwill represents the excess of the cost of an acquisition over the fair value of the Group’s
share of the net identifiable assets of the acquired subsidiary, associate or joint venture at the date of
acquisition. Goodwill on acquisitions prior to 1 December 2006 (the date of transition to IFRS) is
carried at book value (original cost less cumulative amortisation) on that date, less any impairment
subsequently incurred. Goodwill arising on the Group’s investment in subsidiaries since that date is
shown as a separate asset, whilst that on associates and joint ventures is included within the carrying
value of those investments. With effect from the date of adoption of IFRS 3 (Revised) from
1 December 2009, all acquisition related costs are expensed as incurred.

Other intangible assets
Other intangible assets consist primarily of acquired computer software and contractual

relationships, such as access to distribution networks, and are amortised over their estimated useful
lives.
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Acquired computer software licences are capitalised on the basis of the costs incurred to acquire
and bring to use the specific software. Costs directly associated with the internal production of
identifiable and unique software by the Group that will generate economic benefits exceeding those
costs over a period greater than a year, are recognised as intangible assets. All other costs
associated with developing or maintaining computer software programmes are recognised as an
expense as incurred. Costs of acquiring computer software licences and incurred in the internal
production of computer software are amortised using the straight line method over the estimated
useful life of the software, which does not generally exceed a period of 3-15 years.

The amortisation charge for the year is included in the consolidated income statement under
‘Operating expenses’.

2.12 Impairment of non-financial assets

Property, plant and equipment, goodwill and other non-financial assets are reviewed for
impairment whenever events or changes in circumstances indicate that the carrying amount may not
be recoverable. An impairment loss is recognised to the extent that the carrying amount of the asset
exceeds its recoverable amount, which is the higher of the asset’s net selling price and value in use.
For the purposes of assessing impairment, assets are grouped into cash generating units at the level
of the Group’s operating segments, the lowest level for which separately identifiable cash flows are
reported. The carrying value of goodwill and intangible assets with indefinite useful lives is reviewed at
least annually or when circumstances or events indicate that there may be uncertainty over this value.

2.13 Secuirities lending including repurchase agreements

The Group has been party to various securities lending agreements under which securities are
loaned to third parties on a short term basis. The loaned securities are not derecognised and so they
continue to be recognised within the appropriate investment classification.

Assets sold under repurchase agreements (repos)

Assets sold under repurchase agreements continue to be recognised and a liability is established
for the consideration received. The Group may be required to provide additional collateral based on
the fair value of the underlying assets, and such collateral assets remain on the consolidated
statement of financial position.

Assets purchased under agreements to resell (reverse repos)

The Group enters into purchases of assets under agreements to resell (reverse repos). Reverse
repos are initially recorded at the cost of the loan or collateral advanced within the caption ‘Loans and
Receivables’ in the consolidated statement of financial position. In the event of failure by the
counterparty to repay the loan the Group has the right to the underlying assets.

Collateral

The Group receives and pledges collateral in the form of cash or non-cash assets in respect of
securities lending transactions, and repo and reverse repo transactions, in order to reduce the credit
risk of these transactions. The amount and type of collateral depends on an assessment of the credit
risk of the counterparty. Collateral received in the form of cash, which is not legally segregated from
the Group, is recognised as an asset in the consolidated statement of financial position with a
corresponding liability for the repayment. Non-cash collateral received is not recognised on the
consolidated statement of financial position unless the Group either sells or repledges these assets in
the absence of default, at which point the obligation to return this collateral is recognised as a liability.
To further minimise credit risk, the financial condition of counterparties is monitored on a regular
basis.
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Collateral pledged in the form of cash which is legally segregated from the Group is derecognised
from the consolidated statement of financial position and a corresponding receivable established for
its return. Non-cash collateral pledged is not derecognised (except in the event of default) and
therefore continues to be recognised in the consolidated statement of financial position within the
appropriate financial instrument classification.

2.14 Borrowings

Borrowings are recognised initially at their issue proceeds less transaction costs incurred.
Subsequently, borrowings are stated at amortised cost, and any difference between net proceeds
and redemption value is recognised in the consolidated income statement over the period of the
borrowings using the effective interest rate method. All borrowing costs are expensed as they are
incurred, except for borrowing costs directly attributable to the development of investment properties
and other qualifying assets, which are capitalised as part of the cost of the asset.

2.15 Income taxes

The current tax expense is based on the taxable profits for the year, including any adjustments in
respect of prior years. Tax is allocated to profit or loss before taxation and amounts charged or
credited to equity as appropriate.

Deferred tax is recognised in respect of temporary differences between the tax bases of assets
and liabilities and their carrying amounts in the Financial Information, except as described below.

The principal temporary differences arise from the basis of recognition of insurance and
investment contract liabilities, revaluation of certain financial assets and liabilities including derivative
contracts, deferred acquisition costs and the future taxes arising on the surplus in life funds where the
relevant local tax regime is distributions based. The rates enacted or substantively enacted at the date
of the consolidated statement of financial position are used to determine deferred tax.

Deferred tax assets are recognised to the extent that it is probable that future taxable profit will
be available against which the temporary differences can be utilised. In countries where there is a
history of tax losses, deferred tax assets are only recognised in excess of deferred tax liabilities if
there is evidence that future profits will be available.

Deferred taxes are not provided in respect of temporary differences arising from the initial
recognition of goodwill or from goodwill for which amortisation is not deductible for tax purposes, or
from the initial recognition of an asset or liability in a transaction which is not a business combination
and which affects neither accounting nor taxable profit or loss at the time of the transaction.

Deferred tax related to fair value re-measurement of available for sale investments and other
amounts taken directly to equity, is recognised initially within the applicable component of equity. It is
subsequently recognised in the consolidated income statement, together with the gain or loss arising
on the underlying item.

In addition to paying tax on shareholders’ profits, certain of the Group’s life insurance businesses
pay tax on policyholders’ investment returns (‘policyholder tax’) at policyholder tax rates. Policyholder
tax is accounted for as an income tax and is included in the total tax expense and disclosed
separately.
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2.16 Revenue
Investment return

Investment income consists of dividends, interest and rents receivable for the reporting period.
Investment experience comprises realised gains and losses, impairments and unrealised gains and
losses on investments held at fair value through profit or loss. Interest income is recognised as it
accrues, taking into account the effective yield on the investment. Rental income on investment
property is recognised on an accruals basis. Investment return consists of investment income and
investment experience.

The realised gain or loss on disposal of an investment is the difference between the proceeds
received, net of transaction costs, and its original cost or amortised cost as appropriate. Unrealised
gains and losses represent the difference between the carrying value at the year end and the carrying
value at the previous year end or purchase price if purchased during the year, less the reversal of
previously recognised unrealised gains and losses in respect of disposals made during the year.

Other fee and commission income

Other fee and commission income consists primarily of fund management fees, income from any
incidental non-insurance activities, distribution fees from mutual funds, commissions on reinsurance
ceded and commission revenue from the sale of mutual fund shares. Reinsurance commissions
receivable are deferred in the same way as acquisition costs. All other fee and commission income is
recognised as the services are provided.

2.17 Employee benefits
Annual leave and long service leave

Employee entitlements to annual leave and long service leave are recognised when they accrue
to employees. A provision is made for the estimated liability for annual leave and long service leave as
a result of services rendered by employees up to the reporting date.

Post retirement benefit obligations

The Group operates a number of funded and unfunded post retirement employee benefit
schemes, whose members receive benefits on either a defined benefit basis (generally related to
salary and length of service) or a defined contribution basis (generally related to the amount invested,
investment return and annuity rates), the assets of which are generally held in separate trustee
administered funds. The defined benefit plans provide life and medical benefits for employees after
retirement and a lump sum benefit on cessation of employment, and the defined contribution plans
provide post retirement pension benefits.

For defined benefit plans, the costs are assessed using the projected unit credit method. Under
this method, the cost of providing benefits is charged to the consolidated income statement so as to
spread the regular cost over the service lives of employees, in accordance with the advice of qualified
actuaries. The obligation is measured as the present value of the estimated future cash outflows,
using a discount rate based on market yields for high quality corporate bonds that are denominated in
the currency in which the benefits will be paid and that have terms to maturity approximating to the
terms of the related liability. The resulting scheme surplus or deficit appears as an asset or liability in
the consolidated statement of financial position.
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For each plan, AIA Group recognises a portion of its actuarial gains and losses in income or
expense if the unrecognised actuarial net gain or loss at the end of the previous reporting period
exceeds the greater of:

® 10% of the projected benefit obligations at that date; or
® 10% of the fair value of any plan assets at that date.

Any recognised actuarial net gain or loss exceeding the greater of these two values is generally
recognised in the consolidated income statement over the expected average remaining service
periods of the employees participating in the plans. On adoption of IFRS on 1 December 2006
cumulative actuarial gains and losses were deemed to be nil as permitted by IFRS 1.

For defined contribution plans, the Group pays contributions to publicly or privately administered
pension plans. Once the contributions have been paid, the Group, as employer, has no further
payment obligations. The Group’s contributions are charged to the consolidated income statement in
the reporting period to which they relate and are included in staff costs.

Share based compensation and cash incentive plans
The Group has various share based compensation and cash incentive plans sponsored by AlG.

The Group accounts for options and awards under equity settled share based compensation
plans, which were granted after 7 November 2002, until such time as they are fully vested, using the
fair value based method of accounting (the ‘fair value method’).

Under AIG’s equity settled share based compensation plans, the fair value of the employee
services received in exchange for the grant of shares and/or options is recognised as an expense in
profit or loss over the vesting period, with a corresponding amount recorded in equity. Any amounts
recharged from AIG clearly related to equity settled share based payment arrangements are offset
against the amount recorded in equity.

The total amount to be expensed over the vesting period is determined by reference to the fair
value of the shares and/or options granted. Non-market vesting conditions (for example, profitability
and premium income growth targets) are included in assumptions about the number of shares and/or
options that are expected to be issued or become exercisable. At each period end, the Group revises
its estimates of the number of shares and/or options that are expected to be issued or become
exercisable. It recognises the impact of the revision to original estimates, if any, in profit or loss with a
corresponding adjustment to equity. However, no subsequent adjustment to total equity is made after
the vesting date. Where awards of share based payment arrangements vest in stages, each vesting
tranche is recognised as a separate award, and therefore the fair value of each tranche is recognised
over the applicable vesting period.

As the fair value of the options which AIG uses for its employee schemes cannot be compared to
options available in the market, the Group estimates the fair value using a binomial lattice model. This
model requires inputs such as share price, exercise price, implied volatility, risk free interest rate,
expected dividend rate and the expected life of the option.

Where modification or cancellation of an equity settled share based compensation plan occurs,
the grant date fair value continues to be recognised, together with any incremental value arising on
the date of modification if non-market conditions are met.

Under AIG’s cash settled based compensation plans, the fair value of the employee services in
exchange for the grant of cash settled award is recognised as an expense in profit or loss, with a
corresponding amount recorded in liability. At the end of each reporting period, any unsettled award
is remeasured based on the change in fair value of the underlying asset and the liability and expense
are adjusted accordingly.

I-36



APPENDIX | ACCOUNTANT’S REPORT

2.18 Provisions and contingencies

Provisions are recognised when the Group has a present legal or constructive obligation as a
result of past events, it is probable that an outflow of economic resources will be required to settle the
obligation, and a reliable estimate of the amount of the obligation can be made. Where the Group
expects a provision to be reimbursed, for example under an insurance contract held, the
reimbursement is recognised as a separate asset only when the reimbursement is virtually certain.

The Group recognises a provision for onerous contracts when the expected benefits to be
derived from a contract are less than the unavoidable costs of meeting the obligations under the
contract.

Contingencies are disclosed if material and if there is a possible future obligation as a result of a
past event, or if there is a present obligation as a result of a past event, but either a payment is not
probable or the amount cannot be reliably estimated.

2.19 Leases

Leases, where a significant portion of the risks and rewards of ownership is retained by the
Group as a lessor, are classified as operating leases. Assets subject to such leases are included in
property, plant and equipment, and are depreciated to their residual values over their estimated useful
lives. Rentals from such leases are credited to the consolidated income statement on a straight line
basis over the period of the relevant lease. Payments made by the Group as lessee under operating
leases (net of any incentives received from the lessor) are charged to the consolidated income
statement on a straight line basis over the period of the relevant lease. The Group classifies amounts
paid to acquire leasehold land as an operating lease prepayment.

There are no freehold land interests in Hong Kong. Accordingly, all land in Hong Kong is
considered to be held under operating leases. The Group classifies the amounts paid to acquire
leasehold land as operating lease prepayments. Such amounts are included within ‘Other Assets’.
Amortisation is calculated to write off the cost of the land on a straight line basis over the terms of the
lease, which are generally between 19 and 886 years.

2.20 Share capital

Issued capital represents the nominal value of shares issued plus any share premium received
from the issue of share capital.

Share issue costs

Incremental external costs directly attributable to the issue of new shares are shown in equity as
a deduction, net of tax, from the proceeds of the issue.

Dividends
Dividends on ordinary shares are recognised when they have been approved by shareholders.
2.21 Disposal groups classified as held for sale

Disposal groups are classified as held for sale if their carrying amounts will be principally
recovered through a sale transaction rather than through continuing use. This requires that the
disposal group must be available for immediate sale in its present condition and its sale must be
highly probable. The appropriate level of management must be committed to a plan to sell the
disposal group and the sale should be expected to qualify for recognition as a completed sale within
one year from the date of classification.

I-37



APPENDIX | ACCOUNTANT’S REPORT

Disposal groups classified as held for sale are measured at the lower of carrying amount and fair
value less costs to sell. Any subsequent increase in the fair value less costs to sell is recognised as a
gain but not in excess of the cumulative impairment loss that has been previously recognised.

2.22 Presentation of the consolidated statement of financial position

The Group’s insurance and investment contract liabilities and related assets are realised and
settled over periods of several years, reflecting the long term nature of the Group’s products.
Accordingly, the Group presents the assets and liabilities in its consolidated statement of financial
position in approximate order of liquidity, rather than distinguishing current and non-current assets
and liabilities. The Group regards its intangible assets, investments in associates and joint ventures,
property plant and equipment, investment property and deferred acquisition and origination costs as
non-current assets as these are held for the longer term use of the Group.

2.23 Earnings per share

Basic earnings per share is calculated by dividing net income available to ordinary shareholders
by the weighted average number of ordinary shares in issue during the year.

Earnings per share has also been calculated on the operating profit before adjusting items, after
tax, attributable to ordinary shareholders, as the Directors believe this figure provides a better
indication of operating performance.

For diluted earnings per share, the weighted average number of ordinary shares in issue is
adjusted to assume conversion of all dilutive potential ordinary shares, such as share options granted
to employees.

Potential or contingent share issuances are treated as dilutive when their conversion to shares
would decrease net earnings per share.

2.24 Fiduciary activities

Assets and income arising from fiduciary activities, together with related undertakings to return
such assets to customers, are excluded from the Financial Information where the Group has no
contractual rights to the assets and acts in a fiduciary capacity such as nominee, trustee or agent.

2.25 Consolidated cash flow statement

The consolidated cash flow statement presents movements in cash and cash equivalents as
shown in the consolidated statement of financial position.

Purchases and sales of financial investments are included in operating cash flows as the
purchases are funded from cash flows associated with the origination of insurance and investment
contracts, net of payments of related benefits and claims. Purchases and sales of investment property
are included within investing cash flows.

2.26 Related party transactions

Transactions with related parties are recorded at amounts mutually agreed and transacted
between the parties to the arrangement.
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3. Exchange rates

The Group’s principal overseas operations during the reporting period were located within the
Asia Pacific region. The results and cash flows of these operations have been translated into US
Dollars at the following average rates:

US dollar exchange rates
Six months  Six months

Year ended Year ended Year ended ended ended
30 November 30 November 30 November 31 May 31 May
2007 2008 2009 2009 2010

HongKong ...................... 7.80 7.79 7.75 7.75 7.77
Thailand ........................ 34.69 33.21 34.47 35.19 32.76
Singapore . ... 1.52 1.42 1.46 1.50 1.40
Malaysia .......... ... 3.46 3.31 3.53 3.59 3.33
China............ ... ... ....... 7.65 6.99 6.83 6.84 6.83
Korea ......... ... ..., 929.37 1,047.12 1,287.00 1,362.40 1,146.79

Assets and liabilities have been translated at the following year end rates:

US dollar exchange rates

As at As at As at As at
30 November 30 November 30 November 31 May

2007 2008 2009 2010
HongKong ....... ... 7.79 7.75 7.75 7.79
Thailand ...... ... . . . 33.85 35.52 33.24 32.56
SiNgapore . ... 1.45 1.51 1.38 1.40
Malaysia ......... . 3.36 3.62 3.39 3.30
China ... . 7.39 6.83 6.83 6.83
Korea ... e 920.81 1,468.43 1,162.79  1,194.74

Exchange rates are expressed in units of local currency per US$1.
4. Changes in group composition

This note provides details of the acquisitions and disposals of subsidiaries that the Group has
made during the reporting period, together with details of businesses held for sale. Principal
subsidiary companies are listed in Note 43.

Acquisitions

On 27 November 2009, the Group acquired 51% of the share capital of Ayala Life Assurance
Incorporated (subsequently renamed BPI-Philam Life Assurance Corporation (‘BPLAC’)), a company
carrying on life insurance business in the Philippines, and entered a distribution agreement with Bank
of the Philippine Islands (‘BPI’) to distribute BPLAC’s products, for consideration of US$50m,
including the purchase price adjustment that was finalised and settled in May 2010 and acquisition
costs.

The profit after tax contributed by BPLAC for the year ended 30 November 2009 is insignificant

as a consequence of the transaction completing at the end of the Group’s financial year. Revenue and
profit as though the acquisition had occurred on 1 December 2008 are not material to the AIA Group.
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Details of the provisional fair value of the assets and liabilities acquired and the goodwill arising
have been updated at 31 May 2010 to reflect the finalised purchase price adjustment and additional
information that became available in the measurement period are set out as follows:

Provisional

fair values Adjustments Revised

reported at in the six provisional

Carrying 30 November months ended fair values at
amount 2009 31 May 2010 31 May 2010
UsS$m
BPLAC
Intangibleassets . .. ...... ... it - 15 9 24
Deferred acquisition costs (value of business
acquired) . ... .. — 31 - 31
Property, plant and equipment ................. 9 8 — 8
Investment property ........ .. ... 13 13 1 14
Loansandreceivables ............ ... ... .. .... 65 67 - 67
Investment securities .............. ... ... ... 246 246 (1 245
Otherassets ..........cciiiiiiiiiii... 5 5 - 5
Cash and cashequivalents .................... 2 2 — 2
Insurance and investment contract liabilities .. . ... (281) (281) - (281)
Deferred tax assets/(liabilities) .. ................ 3 (17) (3) (20)
Other liabilities . ......... ... .. i i (6) (6) - (6)
Total net assets acquired .................... 56 83 6 89
Less: non-controlling interests acquired ......... (44) (46)
Net assetsacquired ........................ 39 43
Fair value of purchase consideration ............ 46 49
Acquisitioncosts ....... ... i 1 1
Total purchase consideration ................ 47 0
Goodwill arising on acquisition ............... 8 7
Fair value of purchase consideration ............ 47 50
Less: deferred consideration ................... 17) (5)
Less: cash and cash equivalents in acquired
subsidiary ... 2) 2

Netcashoutflow ............................ 28 43

Note: (1) The adjustments in the six months ended 31 May 2010 arise from the update of fair value information in the
measurement period and the effect of the finalisation of the purchase price adjustment which was based on net worth
of BPLAC at the date of acquisition.

On 30 November 2007, the Group acquired a further 50% of the share capital of Grand Design
Development Limited (“Grand Design”) for cash consideration of US$233m. Grand Design is a holding
company with a 90% interest in the share capital of Bayshore Development Group Limited
(“Bayshore”), which owns a property in Hong Kong. Prior to the acquisition of this interest, the Group
held a 50% interest in Grand Design. After such acquisition, the Group held a 100% interest in Grand
Design. Prior to 30 November 2007, the Group had accounted for its interest in the share capital and
shareholder loans of Grand Design as an associate. As a consequence of the acquisition of the further
50% interest in Grand Design, the Group consolidated Grand Design and Bayshore.

Also on 30 November 2007, Bayshore obtained banking refinancing of US$539m, which enabled
Bayshore to repay certain shareholder loans, including accrued interest. The Group received
US$204m for its share of these shareholder loans, which exceeded the Group’s carrying value of
Grand Design of US$191m. As this refinancing occurred concurrent with the Group’s acquisition of
the further 50% of the share capital of Grand Design, the Group did not recognise a gain on this
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repayment, considering it to be a reduction in the purchase consideration payable for the further 50%
interest in Grand Design. During 2008, a final purchase price adjustment of US$1m was received by
the Group.

Details of the fair value of the assets and liabilities acquired and the goodwill arising are as
follows:

Fair value Carrying amount

US$m
Grand Design
Property, plant and equipment ........... ... .. . . . 19 17
Investment property . ... e 89 78
Loansandreceivables . ...... ... i e 3 7
Other @ssets .. ..ot e 639 383
Cashandcashequivalents ............ ... i, 26 26
BOIMOWINGS .ot (544) (544)
Deferred tax liabilities . ... ... e 2 —
Other liabilities . ... e e e e 11) 11
Netassetsacquired .......... .. .. .. . . . i 219 (44)
Repayment of shareholders’ loans ........... ... ... ... 14
Fair value of purchase consideration .............................. 233
Less: cash and cash equivalents in acquired subsidiaries ............... (26)
Netcashoutflow...... ... ... ... ... . . . . . . 207

During 2008, the Group acquired a further 50% of the share capital of AIG Consulting Services
Company Limited. The fair value of the net assets acquired and purchase consideration are
considered immaterial. Prior to the acquisition of this interest, the Group held a 50% interest in AIG
Consulting Services Company Limited. After such acquisition, the Group held a 100% interest in AIG
Consulting Services Company Limited.

Disposal

On 27 January 2010 the Group disposed of AIA Bermuda Services Inc. and completed the
transfer of a block of life insurance policies by way of a business transfer to American Life Insurance
Company (‘ALICO’) for an aggregate consideration of US$1. The loss on disposal of these assets
which were reported as held-for-sale as of 30 November 2009, was not material.

In October 2009, the Group sold its 60% interest in PT. Asuransi AIA Indonesia for US$65m. The

loss on sale was US$29m before tax. The Group continues to operate in Indonesia through its wholly
owned subsidiary PT AlA Financial.
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5. Operating profit

Operating profit may be reconciled to net profit as follows:

Six months  Six months

Year ended Year ended Year ended ended ended
30 November 30 November 30 November 31 May 31 May
2007 2008 2009 2009 2010
Note unaudited
US$m
Operating profit . .................. 7 1,692 1,869 1,781 923 1,134
Non-operating investment return:
Investment experience .......... 3,640 (10,222) 5,716 2,889 304
Investment income related to
investment-linked contracts . . .. 63 80 68 29 31

Investment management expenses

related to investment-linked

contracts ................... (©)] (10) (16) 8) (7)
Corresponding changes in

insurance and investment

contract liabilities for

investment-linked contracts . . .. (2,469) 5,919 (4,166) (2,237) 44
Corresponding changes in

insurance contract liabilities for

participating funds . ........... (308) 1,502 (773) (196) (119)
Corresponding changes in third

party interests in consolidated

investmentfunds ............. (80) 319 (164 (132) 12

Non-operating investment return ... 837 (2,412) 665 345 265
Other non-operating items:
Changes in insurance and
investment contract liabilities for
policyholders’ tax on operating
profit ....... ... ... ..l 50 74 54 25 57

=

Gain on recapture of reinsurance

from former parent company . .. 447 — — —
Restructuring and separation
COStS ... (10) (89) (25) (18)
Non-operatingitems .............. 887 (1,901) 630 345 304
Profit/(loss) beforetax ............. 2,579 (32) 2,411 1,268 1,438
Tax on operating profit .............. (411) (274) (338) (175) (230)
Tax on non-operating items . ......... (190) 518 (262) (105) (89)
Other non-operating tax items:
Policyholders’ tax on operating
profit ... ... (50) (74) (54) (25) (57)
Release of withholding tax
Provision ............c..ouia.. - 275 - - -
Tax (expense)/credit . ............... (651) 445 (654) (305) (876)
Netprofit......................... 1,928 413 1,757 963 1,062
Operating profit . .................. 1,692 1,869 1,781 923 1,134
Tax on operating profit .............. (411) (274) ) (175) (230)
Operating profit aftertax ........... 1,281 1,595 1,443 748 904
Operating profit after tax attributable to:
Shareholders of AIA Group
Limited ........................ 1,270 1,588 1,438 747 899
Non-controlling interests ............ 11 7 5 1 5
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Non-operating items consist of restructuring and separation costs of US$18m (six months ended
31 May 2009 (unaudited): US$25m) for the six months ended 31 May 2010. Restructuring costs
represent costs related to restructuring programmes and are primarily comprised of redundancy and
contract termination costs. Separation costs are those significant and identifiable costs related to the
Group’s separation from AlG.

During 2008, the Group paid US$190m to its then immediate parent, AIRCO, in full and final
settlement of the recapture of a portfolio of reinsured risks and the transfer of a related portfolio of
financial assets. The fair value of financial assets received exceeded the insurance and investment
contract liabilities, deferred acquisition and origination costs, and this fee, resulting in a gain on
recapture of US$447m. Other items in 2008 considered to be non-operating in nature consist of
restructuring and separation costs of US$10m and the release of a provision for withholding tax, as a
tax treaty was clarified during 2008 which resulted in the release of tax liabilities for withholding tax on
profits to be remitted to Hong Kong in the amount of US$275m.
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6. Total weighted premium income and annualised new premiums

For management decision making and internal performance management purposes, the Group
measures business volumes during the period using a performance measure referred to as total
weighted premium income (“TWPI”), while the Group measures new business activity using a
performance measure referred to as annualised new premiums (“ANP”). Both measures are reported
gross of reinsurance ceded.

Total weighted premium income consists of 100% of renewal premiums, 100% of first year
premiums and 10% of single premiums and includes deposits and contributions for contracts that are
accounted for as deposits in accordance with the Group’s accounting policies.

Management considers that total weighted premium income provides an indicative volume
measure of transactions undertaken in the reporting period that have the potential to generate profits
for shareholders. The amounts shown are not intended to be indicative of premium and fee income
recorded in the consolidated income statement.

Annualised new premiums was introduced in 2009 as a key internal measure of new business
activities, which consists of 100% of annualized first year premium and 10% of single premium.
Annualised new premiums excludes renewal premiums and first year premiums are reported on an
annualised basis.

Six months  Six months

Year ended Year ended Year ended ended ended

30 November 30 November 30 November 31 May 31 May
TWPI 2007 2008 2009 2009 2010
- unaudited

US$m
Total weighted premium income by
geography

HongKong ...................... 2,845 2,916 2,861 1,285 1,340
Thailand ........................ 2,164 2,351 2,373 1,072 1,222
Singapore . ... 1,514 1,641 1,524 717 796
Malaysia ........................ 667 727 707 342 390
China........... ... ... i, 806 934 1,018 469 519
Korea ..........ccciiiiiiiio... 2,178 2,268 1,759 827 989
OtherMarkets ................... 1,184 1,366 1,390 618 766
Total ............ ... ............ 11,358 12,203 11,632 5,330 6,022
First year premiums by geography
HongKong ...................... 482 414 357 117 155
Thailand ........................ 301 326 337 143 168
Singapore .......... . i 115 139 111 49 62
Malaysia ............... ... ..... 78 91 93 47 57
China...........ci i, 161 160 166 72 86
Korea .............. ... 683 664 322 165 155
OtherMarkets ................... 296 325 358 153 146
Total ............ ... ... .. ..... 2,116 2,119 1,744 746 829
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Six months  Six months

Year ended Year ended Year ended ended ended
30 November 30 November 30 November 31 May 31 May
TWPI 2007 2008 2009 2009 2010
- unaudited
US$m
Single premiums by geography
HongKong ...................... 893 475 175 70 43
Thailand ........................ 99 158 121 67 72
Singapore . ... 1,187 952 400 59 144
Malaysia ........................ 107 93 32 6 15
China.........c i, 380 193 166 90 64
Korea ..........cciiiiiiio... 740 457 77 21 83
Other Markets ................... 273 247 119 57 66
Total ............ ... ............ 3,679 2,575 1,090 370 487
Renewal premiums by geography
HongKong ...................... 2,274 2,455 2,487 1,161 1,181
Thailand ........................ 1,853 2,009 2,024 922 1,047
Singapore ....... ... i 1,280 1,407 1,373 662 720
Malaysia ............... ... ..... 578 627 611 294 331
China...........ci i, 607 755 835 388 427
Korea .............. ... 1,421 1,559 1,429 660 826
OtherMarkets ................... 861 1,015 1,020 460 613
Total ............ ... . ... ... .. ... 8,874 9,827 9,779 4,547 5,145
Six months  Six months
Year ended ended ended
30 November 31 May 31 May
ANP 2009 2009 2010
- unaudited
US$m
Annualised new premiums by geography
Hong Kong . ..o 387 130 165
Thailand . ... ..o e 372 156 181
SINGAPOIE . . .ottt 162 60 82
Malaysia . .. ..o 108 54 61
ChiNa .. e e 188 79 92
o Y= 340 146 146
Other Markets() .. ... .. e e 321 148 160
Total ... 1,878 773 887

Note: (1) ANP for Other Markets excludes the new business activities of PT. Asuransi AIA Indonesia which was disposed in
October 2009.

7. Segment information

The Group’s operating segments, based on the reporting received by the Group’s Exco are each
of the geographical markets in which the Group operates. Each of the reportable segments, other
than the ‘Corporate and Other’ segment, writes life insurance business, providing life, pensions, and
accident and health products to customers in its local market, and distributes related investment and
other financial services products. The reportable segments, as required to be disclosed separately
under IFRS 8, are Hong Kong, Thailand, Singapore, Korea, Malaysia, China, Other Markets and
Corporate and Other. The Group’s Hong Kong reportable segment includes Macau. The Group’s
Singapore reportable segment includes Brunei. Other Markets primarily includes the Group’s
operations in the Philippines, Indonesia, Vietnam, India, Australia, New Zealand and Taiwan. The
activities of the Corporate and Other segment consist of the AIA Group’s corporate functions, shared
services and eliminations of intragroup transactions.
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Because each reportable segment other than the Corporate and Other segment focuses on
serving the life insurance needs of its local market there are limited transactions between reportable
segments. The key performance indicators reported in respect of each segment are:

® annualised new premiums (since 2009);

e total weighted premium income;

® investment income (excluding investment income in respect of investment-linked contracts);
® operating expenses;

® operating profit (see Note 5);

® expense ratio, measured as operating expenses divided by total weight premium income;

® operating margin, measured as operating profit (see above) expressed as a percentage of
total weighted premium income; and

® operating return on allocated segment equity, measured as operating profit after tax
attributable to shareholders of AIA Group Limited expressed as a simple average of opening
and closing allocated segment equity (being the segment assets less segment liabilities in
respect of each reportable segment less non-controlling interests, fair value and foreign
currency translation reserves, and adjusted for subordinated intercompany debt).

In presenting net capital in/(out) flows to reportable segments, capital outflows consist of
dividends and profit distributions to the Corporate and Other segment and capital inflows consist of
capital injections into reportable segments by the Corporate and Other segment. For the Group, net
capital in/(out) flows reflect the net amount received from shareholders by way of capital contributions
less amounts distributed by way of dividends.

Business volumes in respect of the Group’s five largest customers are less than 30 per cent of
premiums and fee income.

I-47



ACCOUNTANT’S REPORT

APPENDIX |

pue spuny bunedioiued pue SjoBJUOD Pa)UI-JUBLWISOAU] 10) 9oUBLIBAXS JUBLWISOAUI WOL)

S]ORJIUOD PBYUII-JUBLIISBAUI 0} Pajejal Sesuadxa Juawabeurl JuUsWSaAUl Sepnjoxg  (S):810N
S]ORJJUOD PBYUI[-IUBLLIISBAUI O} PBJRJS.] BUIODU] JUBLIISBAUI

SelljIqel 10BJUOD JuBW]SaAUl pue 8oueinsul ul sebueyd bujpuodsaliod sepnjoxg (g):21o0N

SJOBRIIUOD PaXUI[-JUBLIISBALI O} Pa)BJa] BUIOOU] JUBLUISBAUI S8pnjoxg (1) ‘810N

J R R R R R N R mwm:waxw ®>_Hm_u._c_ o_mw#m\:.w

Nm m @ w N .v w w @ ........................ Co_u.mm_togm U—\_.m CO_HG_Uw\_Qwo
20z m _ _ ! z 2 _ bl treerrreeeeeesaeeeiiii $1500 80UBUI]
:sepnjoul yyoad BunessdQ
%LEL — %L LE %8€C %6'9C¢ %EVC %6'Sc  %O'LL %G'GL ot Aynba payeoo|e uo uinjes buiessdo
g@.v—' . AYONV—. *VN—. nxu—.mF gm.v_' nxvm_‘N gmw—' gm.v—' ................................... C_@\_.QE @CE..QLOO_O
gmw . gmm—. *N@ HXVWM—. ﬁxVWN nxvm@ gmm gN.V ...................................... O_u_.m\_ QWCQQXM
:soned Bunesado Aoy
_'_‘ — —.—. — — — — _ I I R wg.ww\_mu.c_ @C___O\_H.COOLLOZ
0L2‘t (ov1) SOk a6l LEL 1] 08¢ Glc g9 ot pajwi dnouy |V Jo siapjoyaieys
:0}1 8jqeINgLIE XB) 4By (SSOj)/1ujo.d Buneiadp
182t (ov1) 9LL c61 (N 1] 08¢ Glc g9 T rroorrrorrrrrrroes xe} Jaye (ssoj)aoad Bunesado
(L1p) (L¥) @) () v (v (ov) (921) (0] A uoud Bunesedo uo xe|
269°'L (66) 891 69¢ acl 16 9¢g Loy £ 2 (ssoj)ayoad Bunesado
- 8 (8) - - - - (1) g e SO1eI00SSE WOl (Sso))/u0.4d Jo aieys
menm N@—- wwo. —. ON.vn F w.VN MU—-N QNOn —- F@MU.N womn—. .................................... www:waxw _NHOn—'
98¢ 91 (0] 14 c 9 61 92 eGlL T (S1S00 9ouRUl pue sasuadxa Juswebeuew JUBSWIISOAU|
N@@ w._\—. Nm_. Om_' NN_. Nm mm ._V_‘ _‘ mm_‘ ................................. WQWCQme @C_HMLQQO
.¥6 4 0. oie] 89 G/ 9/ €6¢ geL Tttt sesuadxa uolyisinboe Jayjo pue uoissIWWo)
99/ L LE8 GoL‘L 1SS 08S 9GY' L 826°I} vel'r ot (2)SH}dUSQ 10BJIUO0D JUBWIISBAUI pue 8dueInsul 18N
mNmn —- F N@ .VQN- F QMNn —- on OFm NoonN mmNnN woonN ...................................... m::m\’w‘— —NH.OI—I
90/.c cl ase €ec yA4" 00¢ 8¢S 1SS /09  Coorrrrrrarram e (HBWOJUIl JuBWIISBAU|

1188 Q) clL6 90S‘L €2/ 0lL9 Yor'lL 90¢‘c (0] 728 P (pepeo souEBINSUIBM JO
18U) enuaAaJ Buiielado Jayio pue swodul 89} ‘swiniwald 19N
8GELL - ¥8L‘L 8LLC 908 199 vISL y9Le Gp8e it awooul wniwaid payybram ejo)
1002 J19UIBAON 0F Papusd Jea)

wsgsn
|elolL 19410 sjo)de|N ealto) eulyy eishejely asodebuis puejiey) Buoy BuoH
pue ajesodion  IBY10

sjoyew Aa)

1-48



ACCOUNTANT’S REPORT

APPENDIX |

(v6) 582 () 09 - (1) 61€) (19) (2) smol} ul/(no) [exded JoN
om FnOF wNw vNonF hvm *mv ONm whon F wmhnN wvmnw ............................................ >H._=cm Umﬂ.mﬂvo_—<
(8749 L 0. 8 9l 62 G/ rad" — e 9AJ9SaJ uolle|suel} Aouaing ubiaio
mom.N NNN.N wmm Ame Awo —1v NF ON F.V—q .VOF ....................................... ®>.\_®ww\_ mj_m> ‘__MH_

:9W0oUl BAISUBYSIdWOD J8Y10 Ul pa1ds|jal SJunowy
_1m — _1m _ — _ — — J L R R R R N R N NI R mem\_mn_.C_ oc___o\_HCOOICOZ
Fo.van Fo F-m mONnF ONm No.v mN.v FNN- F 0 Fonm QmN-N ................................................ >H._=—00 —mu.ol—-
FON..VN N.VN.N mmr.m mmw.& N.V—v..v mmm.m me.m—v m—vN.O—v MVNw.ON ............................................. ww_#_—_nm_— —NWOF
N@F.ww wvm.m wmmhw mmNnN vvm.v omNnm Nmm.om VM”N.M”F MwN@.M”N ............................................... mﬂwmmm —NHOP
9 61 cz - o - n b e SOIBI00SSE Ul SIUBLLIISOAU]
62188 62e‘G GI8'9 €9/, wvSv 06.'G Ges‘0e 0cL'cl €29 e S9]EI00SSE Ul SJUSWI]S8AUl 810j8] S1oSsY
L002 19qWaAON 0€
wgsn
|elol  J9yl0 pue Si}oJe|\l EBaJdo)] eulyy eishejely aqodebuig  puepeyl Buoy) BuoH
ajesodion 12410
sjoyJew Aoy
:SMOJ|0} Sk pasAeue aq Aew Alinba pa1eoo|y
.VF. — .v—. _ — _ — — J L R R R N R N R R NI O WHWQLQU—C_ mc___o.:.COOICOZ
v16°L (o1 eVl Lle 29l CHL cie €IS (] panwi] dnouy y|v jo siapjoyaleys
‘0} 8|qenque (ssoj)/ujoid 1N
wNm-—- Am—-Fv hmF N—.N NQF N—.—. N—-m mFm Fhm ............................................ AmwO—v\H._&.o\—Q H.wz

Armmv A@.VV Ammv Awwv Ava A@@V A.vo Fv AONNV AO.VV ............................................... mmcqum xml_l

(061) ! (1 k) @y (82) (9€) (eot) — T swiey Bupessdo-uou uo xe |

(09) - @ - - (©92) (ca) - — T oud Bunelado uo xey sisployAoljod

(L) (LP) (29) (220 Q1 (40} (o7) (921) (0] 2 yjoud Bupessdo uo xe|
6.5 (02) gle  s0e 98k 8L oLy evL ] Xe} 210429 (ssol)/1y0id
Nww ®N .V.V wm Mw@ Fw om _v.vm MVON ......................................... W_(_Lwt @CZML@QDICOZ
NG@-F Ammv wo—. mwN NN—. Nm QN” —.o.v wo.v ...................................... Awmo_v\u._h.O-—Q m—.-_u.mhmno

L00¢ 49qWIBAON 0€
wgsn
|exol Jayl0 pue sjayJlel\  easoy eulyy eishejey asodebuis  puejieyl Huoyl BuoH
ajesodio) 12410

s}o)ew Ay

:SMOJ|0} SE (SS0|)/1404d 18U 0] pajiouooal aq Aew jyoid Bunresado

1-49



ACCOUNTANT’S REPORT

APPENDIX |

xe) aiojoq (sso)oId 615 0s (08) (80¢g) (69%°2) (6) €9 ov9'c 269 woud Bunesado
spuny JUsWISeAUl 08 - 08 — — — — — — e spuny
pa}epI|oSU0D Ul S}SaJaiul JUsWISaAUI
Aued paiyy ul abueyn pa1epI|osuod
Ul s1s8Jojul
Aped paiyy ut ebuey)
S}s00  GBZ — — — — 6 — — 98z S1S00 9oUBUl
aoueUl pue sasuadxd pue sesuadxa
1uswebeuew JUSWISAAU| 1uswebeuew
JusWISaAU|
sypusq  €9e‘0l (09) - 80¢ 697'C - - - 9e9', sujeueq
JOBJIUOD JUBWIISOAUI 10BJJUOD JUBWIISAAUI
pue aoueInsuUl 19N pue soueINsuUl 19N
Yyoym 4o Yyoym 4o
sosuadxa [B10L  /$9°T} (0s) 08 80¢ 69v°C 6 - - leg'e sosuadxa [e10]
uJnjeJ JUSWISaAU|  60¥'9 — — — — — €9 or9‘'s  90/‘C " uJNdJ JUSWIISOAU|
anusnal Buijesado  /18‘g — — — — — — — l18'g ot anuanal
JBY30 pue awoou| Bunesado
99} pue swniwsalid 18N Jay10 pue awooul
99} ‘swnjwaid 18N
yoym 4o yoym 4o
onuonal |B10] 922Gl - - - - - €9 ovo's  €2ghL T enuanal [e10]
2002 413qUWIBAON 0€
wgsn
juswialels sway spuny spuny S]OBJJUOD Pa)ul] S}OBJJUOD Payul] S}IOBJUOD payul] dousadxa uolew.oul
awoou| Bunesado-uou juswisanul Bunedidiued -juswisaAu] -JUSWI]SAAUl O}  -JUSWI]SOAUI 0} JUdWISaAU| judwbag
pajepljosuod 1BY10 pajepijosuod pajejas sasuadxa pajejal awooul
ul s}saJajul SHjausq Juawabeuew JUSWIISAAU]|

10BIJUOD JUBWIISAAUL
pue asueinsuj
ul sabueyd pajejey

Aued payyL JUSWISAAU|

:MO[2Q UMOUS SE JUSWSIE]S SWO0oUl Palepljosuod 8yl 01 pa|iouodal ag Aew uolew.olul Juswbes

I-50



ACCOUNTANT’S REPORT

APPENDIX |

S]ORJIUOD PBYUII-JUBLIISBAUI 0} Pajejal Sesuadxa Juawabeurl JuUsWSaAUl Sepnjoxg  (S):810N

S]ORJJUOD PBYUI[-IUBLLIISBAUI O} PBJRJS.] BUIODU] JUBLIISBAUI

pue spuny bunedioiued pue SjoBJUOD PaXUI-lUBWISOAUI J0) 9oUBLIBAXS JUBWIISSAUI WO Sal}jigel] JOBIIUOD JUSWISSAUl puk doueInsul Ul sebueyd buipuodsa.liod sepnjoxg (g):810N

G¢c 8 b — — b 6 c 14
79 ] 9 6 148 L 6 cl 8
651 (013 a — L b L2 c aclh
%L'GH —  %LEL %02 %89l %SGLT %LTT  %LLL  %E8E
%EGH —  %LEL %beh %6 %Lk %29l %08k  %cC02
%6'8 —  %LTL %8S %V8L %88  %6L  %9S  %E9
L - 9 - - - - - !
88G°L (28) €31 2] X4 88 44" €ee €0¢ 899
g6t (18 661 s8Iz 88 2Lt e £0g 695G
(rL2) 9) (8e) (€90 ¢ (©) (€€) (Leh) (12)
698‘L (19) 181 I8¢ G8 LLE 99¢ vevy 06S
(82) — (62) - - (1) L L —
809°LL & €ig’'t G99‘'L 96 818 6002 L£9°C 002‘c
414 8l Le 14 9 S 144 €c (A48
680°} 701 (YA 418 cll 79 6cl cel €8l
€961 (€ 8yl .0 9. 08 8¢ce I8¢ 9ee
¥0.‘8 8 198 gce't 269 699 819°L LoLe ()2l
gos‘sl 66 62l 9v6‘L 10l 926 vl2'T  090'C  06.C
12483 14 16€ 812 781 0ge 919 JASIS) 19/
1901 ©)] 2e0‘t 869l /¥8 90. 8G9°IL €ov'e €20
€0ect - 99¢‘L 892‘c V€6 LSl 9L Lse‘e 916c
wsgsn
|elolL Jayl0 pue sjayJe|  easoy eulyy eishejely  adodebuis puejeyl Buoy BuoH
ojeqodio0n P2y10

sjoyJew Aoy

SJOBIIUOD PBYUIJ-}UBUIISBAUI O} PaJBJa] BUIOOUI JUBLUISBAUI S8pNnfoxT  (1):810N

........................... mwm:maxw ®>_Hm_u._c_ O_DOHN\E.w
......................... CO_Hmm_tOEm U—\_.m CO_HG_UQ\_QQD
....................................... $1500 80UEUI]
:sepnjoul yyoud Bunessdp

.................... Aunba pejeoo|e uo winial Bunesadp
.................................... C_m\_.mE mc_#m\_wﬁ_o
....................................... o_u.m\_ wmcmaxm
:soned bunesado Aoy

.............................. s)seJolul @C___OLH.COO|COZ

................... UCH_E_I_ Q—.—O\_G <_< .._.o WLQU_OF‘_QLQF_W
:0}1 8jqeINgLIE XB) 4By (SSOj)/1ujo.d Buneiadp

....................... x““ Lwtm Amwo—v\“_FOLQ m:_“mhwgo

.......................... Awwo_v\ﬂ_u_.o‘_a @C_H.m\_mao Co X.mlr
............................... AmWO—V\W_h.o\—Q mc_“m\—wgo
.................... SO1eI00SSE WOl (Sso))/u0.4d Jo aieys

..................................... www:waxw —m“OP

(©)S1S00 90UBUl} pUB Sosuadxe Juswabeuew JUBWISAAU|
.................................. mmwcwaxm mczm;mao
............. sosuadxa uolIsINboe Jaylo pue UoISSILIWOD
......... (2SHIBUBQ 10BJIUOD JUBWISOAUI PUB 9OUBINSUI 19N

...................................... anuanal |e1o ]

................................. (,ALIOOUI JUSLLISOAU|

............................... AU@U@O wo—\_m\_jwc_mt_ u_.o
18U) enuaaJ Bunelado Jayio pue swodul 89} ‘swiniwald 19N
...................... @Eooc_ E—.-_E@LQ _Uwu.n‘_m_w\s _mu.o-_-
8002 19qUWIBAON 0F Papud JedA

I-51



ACCOUNTANT’S REPORT

APPENDIX |

wg9$sn Jo siaxeyy 18ylQ o1 pepiroid 1qap Aueduwiooislul pajeulpioqns o) peisnipe siaxiey\ JeyiQ pue Jayi0 pue a1elodio) (p) :010N

06€ (22€) 8L sor / (82) (Sp) (1) 789
826‘0F 8IS ¥02‘t  9le‘t PSS eV 8.6 8 €.6‘c
(sst) (1) (oz1) (Ory) €S (e 4 S —
(G9g‘t) Ll (8L (521 9z 12 Ly 1S¥ (2e2°1)
ol - ol - - - - - -
8168 ves 9.6 €9 €89 Lob 188 0L6‘C 9e8‘L
I60°€9  ¥.l¥ 9LL'y  vev'y €S6'Fr  GL0'S €00°G L 0S0‘ k1 9ly'/L
6002, 800} 269'G  GG0'S 9£9'G  9gG'S 068Gl ov6'el 2se'6l
LY - 9¢ - - 2 . 4 -
296'L. 800} 9G9'G  GG0'S 9£9'S  $EG'S £88°Gl 8¢6'Cl 2se'6l
wssn
|exoL J9yl0 pue sjayJel\ easoy eulyn eishejey asodebuig puejieyl Buoy) BuoH
ajeiodion 1PY10
sjoyJew Aoy

S L % - - - - - -

801 19 29 9L €5 98 (e9) (r12) €ve
Ly 89 99 9L €9 98 (e9) (r1e) €ve
Shy 2le (02) (¥e) 8l .8 €6 00} (12
Gle Gl2 - - - - - - -

81§ S 6 62 St 8 €61 122 -

(¥2) - (h - - (9 (29) - -
(22) ©)] (82) (€9) € () (o) (reh) (12
(ce) (+02) 98 86l G¢ 6t (ov1) r1e) 92
(Lo6 1) (ezh) (tor)  (e8) (09 (89) (CLy) (8¢2) (92¢)
698°L (1) .81 Ise &8 LLL 992 444 065

wgsn
|exol Jayl0 pue sjayJe|\ easoy eulyy eishejey asodebuig  puejieyl Huoyl BuoH

ajesodio)

J8y10

sya)ew Aay

................................ m;o_% AH.—)-OV\C_ _MF_QMO u.wz

...................................... >H._=cm UOH.NOO——<

.................. 9AJ9SaJ uolle|suell Aouaind ubisio
................................. oMIBSal BN[EA Jie

:8W0oUI BAISUBYSIdWIOD JBY10 Ul palos|jes Sjunowy

............................... MmeLwHC_ mc___OLHCOOICOZ
.......................................... >#_=U° —N#O.—-

...................................... mSenIlIqel| [e1oL
......................................... sjosse |e10)

.............................. SOIBIO0SSE Ul SJUBLUISIAU|
.................. S9JBIO0SSE Ul SJUSWIISBAUI 81048] S}9SSY

800¢ 19qWSAON 0€

:SMOJ|0} st pasAjeue aq Aew Alnbs paieoo|y

............................... SELN @C___O\;.COMTCOZ
..................... paywi Q:O.—G VIV J0 siapjoyaseys

‘03 sjgenqriye (ssoj)/yold 1oN

...................................... AWWO—V\H._&.OLQ a.wz
................................... H_UQLO\AQWCQQXQV X.Nn_l

........................... swieyl Xe} OC_HN._QQOL._OC 18410
............................. swiayl DC_”_.M\_QQO|COC uo xe|
..................... “_._h—OLQ @C_“_.NLQQO uo Xe} meOU_O_(_%O__On_
................................. ”_._h—O\_Q @C_”_..m\_QQO uo xe|
................................ xm“ m.hou.mn AwwO—V\H_h.OL&

................................... w&wﬂ_ DC_HQLQQOICOZ
................................ Awwo_v\#_ho\_a m—.—_#mhwﬂo

800¢ 19qWSAON 0€

:SMOJ|0} SE (SS0|)/1404d 18U 0] pajiouooal aq Aew jyoid Bunresado

I-52



ACCOUNTANT’S REPORT

APPENDIX |

‘(G 810N 98S) W L$SN JO S1S00 bulinjoniisal pue Aees) soueinsulel e Jo ainjdedal ey} uo buisle w/pyr$Sn Jo ureb e Jo 1SISuod goog Ul sweyl buljeiado-uou Jayi0Q

xe} a10jaq (sso|)/Hjoid (2€) LIS 6le 20s‘L 616'G (o1 08 (eec’ol) 698k 1oud Buneirado
sojeloosse  (8g) — - — — — — — 8 S9]1BI00SSE
1O SSO] Jo 2Jeys JO SSO| JO aJeys
spunj juswisanul  (61€) - (61¢g) - - - - - - e spuny
Pa1epI|OSU0D Ul S1SaJaul JUBWISAAUI
Aued paiyy ul abueyn palepljosuod
ul s1saJajul
Aved paiyy ur ebueyn
S}s00 2oz — — — — ok — — AT S1S00 9oUBUlY
2oUBUl pue sasuadxd pue sesuadxa
Juswabeuew UBWISOAU| juswebeuew
JUBWIISOAU|
S1S00 uoljeledss Q| oL — ** 818090 uolesedss
pue Buunioniisey pue Buunjoniisey
sieueq 60T} (r2) - (cos‘h) (616'9) - - - voL'g SIIEET
JOBJIUOD JUBWIISOAUI 10BJJUOD JUBWIISAAUI
pue aoueInsul 19N pue aoueInsul 19N
Yyoym 4o Yyoym 4o
sosuadxa |[eJo]l  t18‘c (¥9) (61€) (cost) (6169) ol - - 809°kL sosuadxa |ejo]
uinyaJ JuswisaAul  (8669) - - - - - 08 (e2z'ol) PPL'e " uInleJ JUBWIISBAU|
anuanai Buipesado 80801 vy — — — — — — log‘o) anuanal
JaY30 pue awooul Bunesado
99} pue swnjwa.d 19N Jay10 pue awooul
99} ‘swnjwaid 18N
yoiym 4O yoiym 4O
snuanaielol 018‘c YA 44 - - - - 08 (eee’ol) sos‘er anuanal |ejoL
800¢ 19qWISAON 0€
wgsn
juswajels swajl spuny spuny S]OBJJUOD pPa)ul] SIOBJIJUOD pPa)ul] S}OeJjuod payul| Oocw_hwaxm uoniewojul
awoou| Bunesado-uou juswisanul Bunedidiued -juswisaAu] -JUSWI]SAAUl O}  -JUSWI]SOAUI 0} JUdWISaAU| judwbag
pajepljosuod BY10 pajepijosuod suyeusq pajejal wmmm:wnxw pajejas awoosul
xrwwwﬂ_u__ 10B1JU0D JUSLISOAUL &w%hﬁmmﬂ: sunsaAL

pue asueinsuj
ul sabueyd pajejey

:MO[2Q UMOUS SE JUSWSIE]S SWO0oUl Palepljosuod 8yl 01 pa|iouodal ag Aew uolew.olul Juswbes

I-53



ACCOUNTANT’S REPORT

APPENDIX |

S]ORIJUOD PBYUI[-IUBLLIISBAUI 0} pajejal Sasuadxa Juawabeuewl JUsWSaAU]l Sapnjoxg (5) :010N

S1OBIJUOD PBYUI[-IUBLIISBAU] O} PB].I8] BUIOOU] JUBLUISBAUI
pue spuny bunedioied pue S}oB/U0D PaXUI-IUBUWISOAUI 10} 8oUBLIBdXS JUBLUISBAUI WO S8ijIQE] JOBJAUOD JUBWISSAUI puB 8ouBINsul Ul sebueyo Buipuodseliod sepnjox3 (Z) 810N
SJOBIIUOD PBYUI[-JUBLIISOAUI O} PaJBJa] BUIODU] JUBLLISBAUI Sepnjoxg (1) ‘810N

29 3l 6 _ e z - 9 OL  rrrrrrrereeeeeeeeeeiiiiiiin sesuadxe aAnenIUl 016e1EAS
99 9 6 oL ol S g g b e uonesIoWe pue uoneiosideq
0S Gv e _ _ 2z 9 z L R R S1S00 9oUBUI

:sepnjoul yyoud BuizessdQ

%0°¢cl — %6°0F %ES %Ll %SGdc %LLe %1'6 %69 ottt Aunba psjeoojie uo winyes buneiedQ

gmm_‘ _ nxu@m—« g@.v &Nw ﬁxum@—. AXUNON hxv_‘m_‘ AXU.V.VN ........................................ C_@\_NE @C_”_.N\_GQO

%18 _ %zZZl %S %Sl %z %09 %1°C GGL'G e olel esuadxg

:soned Bunetado Aay
o] — / — _ _ _ A._\V A S DC___O\:.COO|COZ
8eh’lL (o01) L€} g9 89 90} ¥9¢ (K14 €go ooty pajwi] dnouy vy jo siapjoyaleys
10} 8|qeingu)E Xe} J8ye (Ssoj)/ujold Bunersdo
'L (o01) 144" 59 89 901 92 L¥e [+ 1+1 R xe} Jaye (ssoj)/ayoad Bunesado
(s€€) (1) (sv) (1 (2 (ce) (9) (L) (577 I yjoud Buiessdo uo xe|
18L°L (89) 681 18 68 21348 9l¢ 8G¢ 869 oot (ssoj)ayoad Buneirado
A_va — ANNV —_ — —« — _ T A mwwm_OOWWN EO\C. Ammo_v\“—._ho‘_a u_.O ®\_m—.._m
OMU*n F F Nw **Nn F M"om- —1 F F FnF N*h QON- F wmwnw M"Fm-N ......................................... wmw:mgxm —mu.ol—'
oA (@ G2 % e s el ez A (S1S00 80URUIL pUB sasuadxs JusweBeurL JUSW1SaAU|
—'wm Nw ON_‘ _‘O—' —«w_‘ wm _‘m mm:« mUO—' ...................................... WOWCQQXQ @C_H.N‘_QQO
879°L (1 02 LLE o1} 0L 09t L6E geg ottt sesuadxa uolsinboe JBYio puB UOISSILIWOD
8/9'8 (Z1) gv8 120t ¢2/8 609 Ges'tL 1012 0oLy s (z)SH}BUSQ 10BJIUOD JUBSWISSAUl pue 8duelnsul 19N
NmNan AQNV mm*. —- *wm- F ooNn F mhw mF F-N *Fonm F Fonm .......................................... w::w\fw\— —mu.ol—l
650°‘c (o1 00¥ /12 102 cz2 609 0v9 BLL  ttrrrererereeseeesacesaieiiieiaians (1/OWOOUI JUSLISOAU|

.10l (1) GGO‘L  19¢‘l 666 999 90G‘t v1€'C e oo (pepeo souRINSUIBI
JO 18U) anuanaJ Buljesado JaYyjo pue awooul 88} ‘swniwaid 18N
2e9'LL - 06E‘L  6SL°L S8LO‘L 0L ¥es'L €.€C (K< o awodul wnjwaud pajybiam [eo ]
whw.—. — Lze ove 88l 801 291 2.le IS s mE—a_E@.—Q Mau pasijenuuy
6002 19WIBAON 0 PapUd Jea A

E%W:
|erolL 12410 s}o)Je|y eauoy euly) eisheely asodebuis puejieyly HBuoy BuoH

pue ajesodio) L2y10

s1oyew Aoy

I-54



ACCOUNTANT’S REPORT

APPENDIX |

we9gsn 4o siaxiep 48Y10 03 pepinoid jqep Auedwoaisiul pejeulpiogns 4o paisnipe siaxey Jayl0 pue Jayi0 pue 83eiodio)d () ;910N

68¢ €8¢ 8l L1 9l (¥9) 0¢e (S21) (02)
LLO‘CL GG/ oLe‘L  222‘h 099 v0S 925t 616C oLy
60€ L o¥ (9sh)  ¥S 92 67} G6 —
8¢S’ (1e) G/e 6% (2€) ve 801 ole)% 2.S

K] L 8Y - - - - - 2
656V o9gL 6.k O02L'L 289 vss €8.°L 116 88l
00.'S/ Gel 0609 8/£'9 828'S  /8.'G v16'8k GS6'CH €206
65906 LGP L 698°2 86%Z 0IS'9 I¥E9Q 16902 2SOl 192'€2
€5 - (0} - - % . Z -
90906 LG L 628', 86¥'/. 0IS'9 /£g£9 06902  0£S9 192'c2

wgsn
|elol 12410 s}o)de|y a0y eulyy eisheely asodebuig puejieylr Buoy BuoH
pue ajesodio0) pi=111 T}
s1o)yew Aoy
€ @ / - - - - ¥ 2
SL'L (ov1) V6 - 06 (k4] 82¢ 99 129
1G.°1 (st1) LOL - 06 (k4] 82¢ er9 €29
(#59) (12 (09) (1) (62) (¥9) (291) (622) (e¥)
(¢92) (€ (€ Sl (8 (02) (S2) (891) -
(#9) - @ - - 4" (o¥) - -
(8e€) (81 (S¥) on (12 (ce) (e9) (Lep) (e¥)
Lp'e ViAW) LSL 8 6LL (1] 1317 126 999
0€9 (62) (8¢) (08) 0¢ VA% 6Lk €95 (ce)
18L°L (89) 68t 18 68 scl ole 8G¢ 869
Eww:
|erolL 12410 s}o)Je|y eauoy eulyy eisheely asodebuis puejieyl HBuoy BuoH
pue ajesodio) L2y10

s1oyew Aoy

.............................. w>>o:. C_\AH.DOV _MF_QMO u.wz

.................................... >H._=co UO#NQO——<

................. aAJasal uolie|suedl Aouaino ubleio
................................ oMIBSBl BN[EA Jle

:8WO0oUI SAISUBYaIdWOD JBY10 Ul palos]jes Sjunowy

.............................. mﬂmm‘hwﬂc_ mc___OLHCOQICOZ
........................................ >H._=Uo —N#On—'

.................................... »SOIMlIgel] [e101
........................................ s1os5€ [B10)
............................. SOIBIO0SSE Ul SIUBLUISOAU|
................. S9)BI00SSE Ul SJUSWSBAUI 81048q S}9SSY

600¢ 19qWSAON 0€

:SMOJ|0} Sk pasAleue aq Aew Alinbs pa1eoo|y

.............................. s1sa.J91Ul BUI||0IU0D-UON
................... peuwi] dnouy vy 1o siepjoyaleys

‘03 sjgenqriye (ssoj)/iyold 1oN

..................................... AWWO—V\H._&.OLQ a.wz
........................................ mmcmaxm X.Nn_l

........................... WEQ#_ @CZ.ML@QOICOC CO xml_l
................... yyo.ud Buiresado uo xey siepjoyholjod
............................... H_%OLQ mc_HmLmao Co xml_l
............................... xmﬂ. w\—Oth AwwO—v\H._h.o\—u

................................. mEmu._ OC_HNLQQOICOZ
............................... Awwo_v\ﬁ_ho\_a mc_u.m‘—wao

600¢ 19qWSAON 0€

:SMOJ|0} SE (SS0|)/1404d 18U 0] pajiouooal aq Aew jyoid Bunresado

I-55



ACCOUNTANT’S REPORT

APPENDIX |

*(G 910N 99s) WEE$SN 40 S1s09 uonesedas pue BulLIN}ONJISal JO 1SISUOD GOOZ Ul sweayl Bulreiedo-uou JayiQ

Xe} a10jaq (sso|)ayoid L2 (ge) (¥ot) (eL2) (99Lv) (o1) 89 olLL's 8L 1oud Buneirado
sojeloosse  (1g) — - - — — — — (rgy "o S9]1BI00SSE
1O SSOJ JO 8Jeys 10 SSO] JO aleys
spunj juswisseAul - $9|L - 791 - - - - - - e spuny
Pa1EPIIOSUOD Ul S}S8Jalul JUSWISaAUI
Aued paiyy ul abueyn palepliosuod
ul s}saJaul
Aved paiyy ur ebueyn
S1S00  BEL 9l [orA S1S00 8oUBUlY
9ouBUl pUe sasuadxa pue sasuadxa
Juswebeuew JuswisaAU| Juswebeuew
1USWIISAAU|
S1S00 uoljeledss  g9Q 68 — — — — — — — ** 81800 uoljesedss
pue Bunnionisay pue Bunnionisay
syypusq  g9s‘el ¥9) - €L/ 9Ly - - - 8/9'¢ sljsusq
1OBJIUOD JUBWIISOAUI 10BJIUOD JUBWIISBAUI
pue 8oueInsul 1N pue 8oueINsuUl 10N
‘Yaym 40
sasuadxa juswbas |ejol  ¥85‘OL Geg ol €LL (e[] Iy 4 9l - - (013 21 R sasuadxa |ejoL
uJnjaJ JUBWISAAU|  £48‘8 — — — — — 89 912G B/G0O‘S °°° uiniaJ JUsWISaAU|
anuanal Bunesedo  g/L‘0L — — — — — — — elL0L T anuanal
JBY10 pue awooul Buneisedo
99} pue swnjwaJid 18N JBY3}0 pue swoodul
99} ‘swnjwaid 18N
Yyaym 1o
enuanaijelol 9106l - - - - - 89 olLL's geeer SnuaAal |ejo
600¢ 419qWIBAON 0€
wssn
juswajels swajl spuny spuny S]OBJJUOD pPa)ul] SIOBJIJUOD pPa)ul] S}OeJjuod payul| Oocw_hwaxm uoniewojul
awoou| Bunesado-uou juswisanul Bunedidiued -juswisaAu] -JUSWI]SAAUl O}  -JUSWI]SOAUI 0} JUdWISaAU| judwbag
pajepljosuod BY10 pajepijosuod suyeusq pajejal wmmm:wnxw pajejas awoosul
WSISSIOL oonuoo jusunseny  TuoweBeuBl  usunseny]

pue asueinsuj
ul sabueyd pajejey

:MO[2Q UMOUS SE JUSWSIE]S SWO0oUl Palepljosuod 8yl 01 pa|iouodal ag Aew uolew.olul Juswbes

I-56



ACCOUNTANT’S REPORT

APPENDIX |

‘spouad Joud yym uosLedwod a3eyjioe) 0} pasienuue usaq sey Aynba pajedojfe uo uinjal bunessdQ (¥) ;910N
SJOBJJUOD PBYUI[-JUBLIISOAUI O} pajefa. Sesuadxe juswabeuelu JuswiseAul Sepnjoxg (g) :810N
S]0BJIUOD PaYUI[-JUBLLIISOAUI O] Pa}E|a] BLIODIUI JUBLIISBAUI
pue spuny bunedioiied pue SjOBJUOD PaXyUI-UBLIISBAUI 10) 8oUBLIBdXD JUBLIISOAUI WO S8ljljIqe]l| JOBJJUOD JUBWISaAUl pue doueinsul ul sebueyd Bulpuodsaliod sepnjox3 (g) :810N
S]OBIJUOD Pa)UIj-JUBLLIISSAUI O} PajE[a] BUIodU] JUBWIISOAU] S8pnjoxg (1) :910N

1z 9 e _ _ | S z bttt sosuadxa sanenUl o1Berens
6€ 8 L 14 [*] 6 1% [ F R uonesiuowe pue uoneroaidsq
zs Amv 2z _ _ _ v L Q2 e $}1S00 9oUBUI
:sepnjoul yyoud BuizessdQ
%Ll - %.0L %86 %0LL %E6L %.L'6} %66 %V'8L »Aunbe pajeoojje uo uinjel Bupessdo
%E LI - %9VE %98 %2EL %96l %88l %2 L1 %982 oot uibrew Buiesedo
%8'g _ %Ll %Z9 %SIL  %6L %19 %09 OGE'Q Tt oiel esusdxg
:soned Bunesado Aay
L AC ¥ —_ — — _ Amv [T I m#ww\_mu._(__ @C___O\:.COOL(_OZ
YA (69) 89 09 0S (87 Sl 8¢l 9ve pajwi] dnouy vy jo siapjoyaleys
10} 8|qeingu)E Xe} J8ye (Ssoj)/ujold Bunersdo
8. Acg 2L 09 oS Ly SLL gzl LIPS e Xe} Joye Awwo_v\w_hOLQ mr____.m._mao
(G21) ) (81 ((RD I ) (92) (€2 (69) (07 yjoud Burresado uo xe|
MNQ Ammv QG —.N N@ Nm mm”F .V@—- N@Mu .................................... Awmo_v\#;o.—ﬁh OC_HNLUQO
Am _,v _ Am _,v _ _ _ _ _ e SO]BIO0SSE WO SSO| JO 8IBYS
NNmnm Fv wﬁm ®N® mm* mvm wa * —-Nn F wwonF .......................................... wmw:mgxm —mu.ol—l
G9 Aq ﬂ N| r| _,| 9 LL 9 e (©S1S00 9ouRUl pue sasuadxs Juswabeuewl JUBWISOAU|
N@.v @.v NN —1@ Nw NN .v.v .vm Fw ....................................... wmmcmaxm @C_Hm\_mao
LeL (1) €8 9148 144 9¢ 0L a8l 68k et sesuadxe Uollsinboe Jayjo pue UoISSIWWOD
650V 3 801 8.  88¢ L8¢ 69/ 756 08, Tt (2S}jsuUs( 10BJ11UOD JUSWISSAUl pue ddueINSUl 18N
me.0 AN 5 6.9 vl 16S A%y .VNQ._. wmm. L mnm.v._. ............................................ anuanai [e10]
@@.V. _' AO _‘v _'m—' @@ O@ mo_' MOMH ONmu Nwm ...................................... E@EOOC_ H.CQEU_.W®>C_

N@th ANV ww.v wvw wmv NO@ ® FN WNO» _‘ @@O. F ...................................... AU®U®O QOCN\_JWC_w\_
JO 18U) anuanaJ Buljesado JaYyjo pue awooul 88} ‘swniwaid 18N
oee’'s - 819 28  69p 42> L, 2L0L G8Z'L e awooul wnjwaid payybiam [e1oL
el _ 8pL oplL 6L vS 09 oGl OSL  ctttrrrrrreeeeeeeeseiiiiiinn swnjwaid Mau pasiienuuy
(poupneun) 6002 AeN L€ Papue poliad

wgsn
|eroL 1Py10 s}o)de|N easoy eulyny eishejepy oasqodebuig puejeyl Buoyl BuoH

pue ajesodion P2y10

sjoyJew Aoy

I-57



ACCOUNTANT’S REPORT

APPENDIX |

we9$sn 4o spoxuey\ J8yiQ 01 pepiroid 1qep Aueduwiooislul pajeulpioqns o) peisnipe siexiey\ JeyiQ pue JayiQ pue ajeiodio) (G) :010N

68¢ €8¢ 8l L 9l (#9) 0ce (S21) (0g)
LLO‘EL GG. oLe‘L 122k 099 05 925t 616C 9Ly
60e L (0)7% (9gh)  ¥S 9z 67k G6 -
8cS’t (1e) Gle 6V (ce) e 80} oy 2.8

LG ! 1% - - - - - 4
656V 9zL 6L O0CL'L 289 ¥Ss €8.°1 119 8eLy
00.'S/ Gel 0609 8/£'9 8¢8'Ss /8. v16'8L GS6'CH €206
65906 LGP L 698°. 86%'. 0IS'9 I¥e9 169°0c 259l 19/'ce
€5 - (0} - - % . Z -
90906 LG L 628', 86¥'/. 0IS'9 /£g£9 06902  0£S9 192'c2

wgsn
|elol 12410 s}o)de|y a0y eulyy eisheely asodebuig puejieylr Buoy BuoH
pue ajesodio0) pi=111 T}
s1o)yew Aoy

(e ¥ € - - - - (€ L

996 (4] 89 ve 99 of 8zl eee GGe
€96 (89) (W] 144 99 or -1} (1] 96e
(sog) (2) (v (©) (81 (82) (s9) (S¥1) (02
(sol) - 1 9 (9 ©) (1) (98) -
(52 - - - - ©) 61) - -
(G21) (2) (81 ap @y (92) (c2) (69) (02
802°I (19) 88 62 ¥8 ¥8 €8l Slb 9.¢
Sve 2 @ t47%) 44 Lt 3% 162 6

€26 (e9) 06 1L 29 19 GeEl 8L 19¢

Eww:
|erolL 12410 s}o)Je|y eauoy eulyy eisheely asodebuis puejieyl HBuoy BuoH
pue ajesodio) L2y10

s1oyew Aoy

.............................. m>>o_% C_\G.—JOV _NF_QQO ﬂmz

.................................... >H._=U® UQHNOO——<

................. aAJosaJ uolje|suel) Aoualino ubieio
................................ oAIBSS1 BN[EA Jiey

:8W0oUI BAISUBYS.4dLIOD JBY10 Ul palos|jes Sjunowy

.............................. m“.wm\_mu.c_ OC___O\_HCOOICOZ
........................................ >u._=—00 —N#On—l

.................................... (@SoIMIqel| [e10L
........................................ sjosse [e10L

............................. SOIBIO0SSE Ul SJUBLUISOAU|
................. S9)BI00SSE Ul SJUSWSBAUI 81048q S}9SSY

600¢ 19qWSAON 0€

:SMOJ|0} Sk pasAleue aq Aew Alinbs pa1eoo|y

.............................. s1sa.J91Ul BUI||0IU0D-UON
................... peuwi] dnouy vy 1o siepjoyaleys

‘03 sjgenqriye (ssoj)/iyold 1oN

..................................... AWWO—V\H._&.OLQ a.wz
........................................ mmcmaxm X.Nn_l

........................... WEQ#_ @CZ.ML@QOICOC CO xml_l
................... yyo.ud Buiresado uo xey siepjoyholjod
............................... H_%OLQ mc_HmLmao Co xml_l
............................... xmﬂ. w\—Oth AwwO—v\H._h.o\—u

................................. mEmu._ OC_HNLQQOICOZ
............................... Awwo_v\ﬁ_ho\_a mc_u.m‘—wao

(peupneun) 6002 AN LE

:SMOJ|0} SE (SS0|)/1404d 18U 0] pajiouooal aq Aew jyoid Bunresado

I-58



ACCOUNTANT’S REPORT

APPENDIX |

‘(G 810N 98S) WGZ$SN JO S1S00 bulINyonJsal JO 1SISUOD (paypneun) 6002 ABN LE papus Ssyjuow xIs ayj Joj swayl bunessdo-uou jeyiQ

xe} aJojaq (ssol)uyoid  892°t - (ceh) (961) (2€2°2) (8) 62 688c €26 woud Buneiado
sojelposse  (g]) — - - — — — — ey o S9]1BI00SSE
1O SSOJ JO aJeys 10 SSO] JO aleys
spunj juswiseaul  ggl - cel - - - - - - s spuny
Pa1epI|OSU0D Ul S1SaJa1ul JUSWISaAUI
Aued paiyy ul abueyn palepliosuod
ul s1s9J91Ul
Aved paiyy ur ebueyn
S1S00 ¢/ — — — — 8 — — g9 S1S00 8oUBUlY
@oueUl pue sasuadxe pue sesuadxa
JuswabeueW JUBWISAAU| Juswabeuew
1USWIISAAU|
S1S00 uoljeledss Gz (oF 4 — — — — — — — ** 81800 uoljesedss
pue Bulnioniisay pue Bulnioniisey
sjyousq  /9¥‘9 (52 - 96} 1€2°2 - - - 650y slijeusq
10BJJUO0D JUSWIISOAUI 10BJIUOD JUBWIISAAUI
pue aoueInsul 19N pue aoueInsul 19N
Yoym 3o Yyoym 3o
sosuadxa |[e}0l  G68°L - cel 961 L€2'c 8 - - gee's sasuadxa |ejo
uiniel JUBWISaAU| LYY — — — — — 62 6882 96%°‘L """ UJN1aJ JUSWIISOAU|
onuenal Bbunjesado  z9/‘y — — — — — — — 29)y ot anusAal
JBY10 pue awooul Bunesedo
99} pue swniwald 1aN JBY10 pue awodul
99} ‘swnjwaid 18N
Yaym 1o Yaym 1o
anuanal|elol  9/1‘6 - - - - - 6¢ 688 8gg'9 9nusAal |ejo)
(paupneun) 6002 AeN Le
wssn
juswialels sway spuny spuny S]OBJJUOD Pa)ul] S}OBJJUOD Payul] S}IOBJUOD payul] dousadxa uolew.oul
awoou| Bunesado-uou juswisanul Bunedidiued -juswisaAu] -JUSWI]SAAUl O}  -JUSWI]SOAUI 0} JUdWISaAU| judwbag
PUSPIORIOD Ko Reiseenn swusq P isbeunur . " uauneonay
fued pay ._. 10BIUOD JUSWI]SAAUI Juswisanuj

pue asueinsuj
ul sabueyd pajejey

:MO[2Q UMOUS SE JUSWSIE]S SWO0oUl Palepljosuod 8yl 01 pa|iouodal ag Aew uolew.olul Juswbes

1-59



ACCOUNTANT’S REPORT

APPENDIX |

‘sporad Joud yym uosueduwod a)eyjioe) 0} pasifenuue ussq sey Aynbe pajedojfe uo uinjal bunesedp  (¥) 810N
SJOBJJUOD PaYUI[-JUBLIISOAUI O] pajejal Sesuadxe juswabeuew Juswisaul Sepnjoxg  (g) :910N

SIOBIILOD P UIf-JUBLLIISBAU] O} POJE[S] BUIODU] JUBLLUISOAU]

pue spuny Bupedioied pue SpoBU0D PaXyUI-JUBWISBAUI 10} 8oUBLIBAXS JUBSLIISBAU] WO SOIlIqel| JOBAUOD JUBWISSAUI pue 8oueInsul ul sebueyo Buipuodsaliod sepnjoxg  (Z) 810N
S]OBJJUOD PBYUI[-JUBLUISSAUI O} PaJBJa.] BUIOOU] JUBWIISBAUI S8pnjoxg (1) ‘810N

ve 43 S I4 L L G 14 9
17 - 9 A 8l € G S I
14 (€ b - — - € L Z
%S — %2 St %60F %9 LL %ELC %961 %L L %¢€'81
%88 — %6'VL %26 %80L %L %1°'GC %661 %9° LS
%.°8 — %8CL %2C9 %8GL %c. %0°. %8'S %29
S 4 4 - — - - — b
668 (92) 8 69 6¢ 4] 6S1 oLl 66¢€
06 2 68 69  6¢ 25 651 oLl 0o
(og2) (c1) (52) (e (1) (1) (1¥) (€2) (€2
PELL (c9) 1418 16 96 69 002 eve ey
(8) - (6) - — b - — -
92.l‘s m 9€9 ¢8L LlS 210) 4 1€6 ¥Se‘L 166
*14 ¢ LI 8 > ¢ 8 ¢l 9
G2s o 86 19 28 8¢ 96 L. €8
099 — €0k 601 [ %S A7 18 261 00}
961 () vey L9 6SY €ee 98/ 6.0°1 808
898‘9 @1 6. €18 €£9  Elb KL L65°) 0zv't
SLLL () 8lL¢ 8cl ocl 0ch lcg 19¢ Ley
0Sk‘s ShH (§7%°] 157 €0S €G6¢ 08 oee't 666
2209 - 99/ 686 61S 06¢€ 961 gce'L ove'tL
.88 - 091 ol 26 19 28 I8L 0]
wsgsn
|eroL 1Py10 s}o)de|N easoy eulyny eishejepy oasqodebuig puejeyl Buoyl BuoH
pue ajesodion P2y10

sjoyJew Aoy

............................... mwwcwaxw ®>_Hm_ﬂ_c_ 0_@®HNLHW
............................. Co_ﬁww_toc(_w Ucm Co_#m_omLQQD
........................................... wu.moo QOCNC_H_

:sepnjoul yyoud BuizessdQ

....................... Avv\ﬁ._D—UO Pa1Bo0|[B UO UIN}al DC_“_.M\_QQO
........................................ C_@\_NE @C_”_.N\_GQO
........................................... O_HNL mmcmaxm

:soned Bunesado Aay

.................................. m#ww\_mu._(__ m_(____O\:.COOICOZ
....................... vau._E_l— Q:OLG <—< u.o whwﬂv—ozmhm—.‘_w

10} 8|qeingu)E Xe} J8ye (Ssoj)/ujold Bunersdo

........................... xe} hmtm Awwo_v\ﬁ_ho‘—a mf-_u.mhmao

.................................... tu_.O\_Q @C_”_..NLQQO uo xe|
................................... Ame—v\#_ho-Q mc_“mhwgo
........................ SO]BIO0SSE WO} Ammo_v\“_._h.o._a 10 aJeysg

......................................... wmw:mgxm —NHO-—-

........ (©S1S00 9ouBUl pue Sasuadxs Juswabeuewl JUBWISOAU|
...................................... wmmcmaxm @C_Hm\_mao
................. sosuadxe UoISINboe J8Y}0 pue UOISSILIWOD
............. (z)S1Jauaq 10BJ1UOD JUSLIISBAUI pUR 8oURINSUl 18N

........................................... anuanal |e1o1

..................................... :vaOOC_ H.CQEH.W®>C_
..................................... AU@U@O mo:.m\_jmc_mx—

10 18U) snusAal Bunelado Jayjo pue swooul 98} ‘swnjwaid 19N

.......................... QEOOC_ E=_E0LQ Uwﬁf_mmw; —N#On—l
............................... mE—a_Eth Mau vaw__ﬁ—.-==<

0102 ABNl LE papua poliad

I-60



ACCOUNTANT’S REPORT

APPENDIX |

weegsn 4o siaxiep 18Yi0 03 pepinoid jqep Auedwoaisiul pejeulpiogns 1o paisnipe siaxey Jayi0 pue Jayi0 pue 83eiodio)d () ;910N

() cll (c8) — 9¢ (16) - (62) €
L2L'pL Gi8 oce‘L  2og‘Lt <89 €Ly Lel'L gee'e 8.GV
8ce 4 €e (88l) €S 4% velk L9 (1)
260 (12) 1745% /8 144 9¢ 44" 8¢8 c¢lS
09 c 1] - - - - - 14
L0991 86.L 128t L0Z‘L 28. 192°1 186°L 44507 €51'g
LeL'6. 766 Lev'o /899 8819 L1919 I70‘6 1 600V} 0c9'61
8€/°G6 26.L'tL Zve's 8882 0.6'9 0.9 820‘le Leesl €8.'ve
€9 - 6V - - S YA 14 -
G/9°G6 26.L L €618 888°,L 0.6 6699 L20‘le 628l €8.'7¢

wsgsn
|elol 19410 S}o)Me|N ealoy eulyy eishejely aidodebuig puejeyl Buoy BuoH
pue ajesodiony  1BY10
s}o)ew Aay
] 4 4 - - - - - b
1G0°L L) 98 Gl (1) 09 G6 1 eve Ly
290°t (K1) 88 Sl (1 09 S61 eve (487

(92¢) () (22) ve) (e (62) (8o1) (v1) (€2)

(68) (€) - (@) vl (©)] 81 (r2) -

(29) - (@ - - ©) (6Y) - -
(o€2) (et (S2) (44 I VAN (VAN (Lv) (€2) (€2)
8er'l (s6) SLI 66 e 68 €0€ 06% sev
¥0€ (eg) L 8 (¥9) 0c €0} e 4!
vEL'L (29) 121" 16 9g 69 00z eve x4

wgsn
|elolL 19410 S}o)Me|N  eauoy eulyy eishejely aiodebuig  puejeyl Buoy BuoH
pue ajesod.o) L2y10

sjoyJew Aoy

........................... m>>o=. AH.DOV\C_ _NH_QMO H.mz

................................. a_zcw Uwﬂ.woo——<

............. aAJeSaJ Uolie|sue} Aoualind ubialo
............................ onIaSal aNjeA Jiey
:2oWO0oUl 9AISUBYIdLIOD JBY10 Ul Palosjjal Spunowy
.......................... mu.mm\_mu.c_ @C___OLHCOOICOZ
..................................... b_scw —NH.OP

................................. wSOIMIIgel] [e10.1
.................................... S1955€ [B10]
......................... SOIBIO0SSE Ul SIUSWISAAL]
............. $81BI00SSE Ul SJUSLLISBAUI 81048 S1OSSY

oLoz Aen L

:SMOJ||0} se pasAjeue aq Aew Aunba paieoo|y

............................. SELIN @C___O\:.COMTCOZ
.................. paywi Q:O.—G VIV 10 siopjoyaieys

‘03 sjgenqriye (ssoj)/iyold 1oN

.................................... AWWO—V\H._&.OLQ a.wz
....................................... mmcmaxm X.Nn_l

........................... WEQ#_ @CZ.ML@QOICOC CO xml_l
................... yyo.ud Buiresado uo xey siepjoyholjod
............................... H_%OLQ mc_HmLmao Co xml_l
.............................. xmﬂ. w\—Oth AwwO—v\H._h.o\—u

................................ mEmu._ OC_HNLQQOICOZ
.............................. Awwo_v\ﬁ_ho\_a mc_u.m‘—wao

oLoz AeN Le

:SMOJ|0} SE (SS0|)/1404d 18U 0] pajiouooal aq Aew jyoid Bunresado

1-61



ACCOUNTANT’S REPORT

APPENDIX |

*(G ©10N 99s) WG $SN 40 S1s09 uonesedas pue BuLIN}ONJIISal JO 1SISUOD QL0Z Ul sweyl Bulreiedo-uou JayiQ

xe} a10jaq (sso|)yold  8eh'lL 6€ 48 (6L1) 144 (2) K> ¥0e peLy 1oud Buneirado
sojeloosse  (g) — - - — — — - g - So1e100SSse
1O SSOJ JO 8Jeys 10 SSO] JO aleys
spunj juswisanul - (1) - (4"} - - - - - - e spuny
Pa1EPIIOSUOD Ul S}S8Jalul JUBWISAAUI
Aued paiyy ul abueyn palepljosuod
ul s}saJaul
Aved paiyy ur ebueyn
S1s00 2§ — — — — / — — sy S1S00 8oUBUl
9ouBUl puUe sasuadxa pue sasuadxa
Juswebeuew JuswisaAU| Juswebeuew
JusWISaAU|
S1S00 uoljeledes gl 8l — — — — — — — ** 818090 uolesedss
pue Bunnionisay pue Bunnionisay
syeusq 1Sy (£9) - 6LL (rv) - - - 96y'y syjeusq
1OBJIUOD JUBWIISOAUI 10BJIUOD JUBWIISBAUI
pue 8oueInsul 19N pue 8oueINsuUl 10N
‘Yaym 40
sasuadxa juswbas |ejo]  /GL'G (6€) 48] 6L (127 L - - ozL's sosuadxa |ejo]
uJnjaJ JUBWISAAU|  €G0‘C — — — — — Le 0§ 811 7 uJn}aJ JUBWIISAAU|
anuanal bunesado  QGL‘g — — — — — — — oGL‘g anuanal
JBY10 pue awooul Buneisedo
99} pue swnjwalid 18N JBY3}0 pue swoodul
99} ‘swnjwaid 18N
‘yoym 40
snuanaijelol  €02'L - - - - - R o€ g9g'9 SnuaAal |ejo
010z AeN L
wssn
juswialels sway spuny spuny S]OBJJUOD Pa)ul] S}OBJJUOD Payul] S}IOBJUOD payul] dousadxa uolew.oul
awoou| Bunesado-uou juswisanul Bunedidiued -juswisaAu] -JUSWI]SAAUl O}  -JUSWI]SOAUI 0} JUdWISaAU| judwbag
pajepljosuod 1BY10 uw_um_um_ﬁwcow syeusy uma:m_m._ w%m:wm_xw _uma:m_m._ m:»oo:_
>tm«n_ P ‘___u._r.__“ 10BIUOD JUSWI]SAAUI y«_.m..w::ﬂmwﬂm_ jusunsaAul

pue asueinsuj
ul sabueyd pajejey

:MO[2Q UMOUS SE JUSWSIE]S SWO0oUl Palepljosuod 8yl 01 pa|iouodal ag Aew uolew.olul Juswbes

1-62



APPENDIX | ACCOUNTANT’S REPORT

8. Revenue

Investment return

Six months  Six months

Year ended Year ended Year ended ended ended
30 November 30 November 30 November 31 May 31 May
2007 2008 2009 2009 2010
unaudited
US$m
Interestincome .................. 2,560 2,958 2,913 1,418 1,586
Dividendincome ................. 184 203 147 71 129
Rentalincome ................... 25 63 67 36 34
Investmentincome .............. 2,769 3,224 3,127 1,525 1,749
Available for sale
Net realised gains/(losses) from debt
securities . ......... . L. 1 (90) (162) (13) 54
Impairment of debt securities . ...... - (142) (67) (31) (1)

Net gains/(losses) of available for

sale financial assets reflected in

the consolidated income

statement .................... 1 (232) (229) (44) 53
At fair value through profit or loss
Net (losses)/gains of debt

securities . ... o oL (227) (1,117) 635 88 210
Net gains/(losses) of equity

securities . .. ... oo 4,030 (8,968) 5,506 2,953 3)
Net fair value movement on

derivatives .. ................... 100 (247) 273 120 97

Net gains/(losses) in respect of
financial assets at fair value

through profitorloss........... 3,903 (10,332) 6,414 3,161 304
Net foreign exchange

(losses)/gains . ................. (262) 300 (426) (226) (51)
Other realised (losses)/gains . ....... 2 42 43) 2) 2
Investment experience ........... 3,640 (10,222) 5,716 2,389 304
Investmentreturn ............... 6,409 (6,998) 8,843 4,414 2,053

Other realised (losses)/gains for the year ended 30 November 2009 includes US$9m of
impairment loss relating to the disposal group held for sale (see Note 11 for further information) and
US$29m loss before tax relating to the disposal of PT. Asuransi AIA Indonesia.

Foreign currency movements resulted in the following (losses)/gains recognised in the income
statement (other than gains and losses arising on items measured at fair value through profit or loss):

Six months  Six months

Year ended Year ended Year ended ended ended
30 November 30 November 30 November 31 May 31 May
2007 2008 2009 2009 2010
unaudited
US$m
Foreign exchange (loss)/gain ....... (225) 227 (140) (100) (53)
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Other operating revenue

Six months  Six months

Year ended Year ended Year ended ended ended
30 November 30 November 30 November 31 May 31 May
2007 2008 2009 2009 2010
unaudited
US$m
Gain on recapture of reinsurance
from former parent company (see
Note5) ........ ... - 447 - - -
Otherrevenue.................... 77 79 71 26 37
Total ............ ... ............ 77 526 71 26 37

The balance of other operating revenue largely consists of asset management fees.
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9. Expenses

Year ended Year ended Year ended Six months Six months
30 November 30 November 30 November ended 31 May ended 31 May
2007 2008 2009 2009 2010
unaudited
Us$m

Insurance contract benefits . . . .. 4,555 5,402 5,375 2,626 2,820
Change in insurance contract

liabilities .................. 5,233 (1,898) 6,275 2,952 1,973
Investment contract benefits . .. 1,228 (2,047) 2,164 1,004 (116)
Insurance and investment

contract benefits .......... 11,016 1,457 13,814 6,582 4,677
Insurance and investment

contract benefits ceded . . . ... (653) (248) (251) (115) (163)

Insurance and investment

contract benefits, net of

ceded reinsurance ......... 10,363 1,209 13,563 6,467 4,514
Commissions and other

acquisition expenses

incurred .. ...l 2,282 2,269 1,855 798 933
Deferral and amortisation of

acquisitioncosts ........... (1,335) (706) (207) (67) (273)
Commission and other

acquisition expenses ... .... 947 1,563 1,648 731 660
Employee benefit expenses .. .. 585 639 610 280 337
Depreciation ................. 45 61 57 36 40
Amortisation ................. 7 3 9 3 5
Operating leaserentals ........ 81 94 90 49 43
Other operating expenses . . . ... 244 292 215 99 100
Operating expenses ......... 962 1,089 981 467 525
Restructuring costs ........... — 8 11 7 1
Separationcosts ............. - 2 78 18 17
Restructuring and separation

costs ..................... - 10 89 25 18
Investment management

EXPENSES . . v vt iie it 92 103 89 41 48
Financecosts ................ 203 159 50 32 4

Change in third party interests in
consolidated investment
funds ....... ... ..l 80 (319) 164 132 (12)

Total ....................... 12,647 3,814 16,584 7,895 5,757

Other operating expenses include auditors’ remuneration of US$4m (for the year ended
30 November 2007: US$8m; for the year ended 30 November 2008: US$8m; for the year ended
30 November 2009: US$8m; six months ended 31 May 2009 (unaudited): US$4m). Operating
expenses include strategic initiative expenses of US$34m (for the year ended 30 November 2007:
US$nil; for the year ended 30 November 2008: US$25m; for the year ended 30 November 2009:
US$62m; six months ended 31 May 2009 (unaudited): US$20m). Strategic initiative expenses consist
of expenses for enhancing distribution capability and operational efficiency and are approved by the
Group’s Strategic Initiative Office.
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Investment management expenses may be analysed as:

Six months  Six months

Year ended Year ended Year ended ended ended
30 November 30 November 30 November 31 May 31 May
2007 2008 2009 2009 2010
unaudited
Us$m
Investment management expenses
including fees paid to related
parties ... 88 101 87 40 48
Depreciation on investment
property . ... 4 2 2 1 -
Total ......... ... ... ... ... .. ... 92 103 89 4“1 48
Finance costs may be analysed as:
Six months  Six months
Year ended Year ended Year ended ended ended
30 November 30 November 30 November 31 May 31 May
2007 2008 2009 2009 2010
unaudited
US$m
Securities lending and repurchase
agreements (see Note 30 for
details) . ........... .. Ll 193 134 44 28 2
Bank and otherloans ............. 1 18 5 3 2
Related party borrowings (see Note
A1) 9 7 1 1 -
Total ......... ... ... ... .. ... ... 203 159 50 32 4

Interest expense includes US$2m (for the year ended 30 November 2007: US$10m; for the year
ended 30 November 2008: US$25m; for the year ended 30 November 2009: US$5m; six months
ended 31 May 2009 (unaudited): US$2m) on bank loans, overdrafts and related party loans wholly
repayable within five years.

Employee benefit expenses consist of:

Six months  Six months

Year ended Year ended Year ended ended ended
30 November 30 November 30 November 31 May 31 May
2007 2008 2009 2009 2010
unaudited
Us$m
Wages and salaries ............... 464 497 477 221 282
Share based compensation ........ 11 19 8 4 5
Pension costs — defined contribution
plans ....... ... .. . e 20 27 30 15 16
Pension costs — defined benefit
plans ....... ... .. . e 12 12 14 5 7
Other employee benefit expenses . .. 78 84 81 35 27
Total ............ ... . ... ... .. ... 585 639 610 280 337
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10. Income tax

Six months  Six months

Year ended Year ended Year ended ended ended
30 November 30 November 30 November 31 May 31 May
2007 2008 2009 2009 2010
unaudited
US$m
Tax charged/(credited) in the
consolidated income statement
Current income tax — Hong Kong
ProfitsTax..................... 39 37 34 13 17
Current income tax — overseas .. ... 425 364 287 121 279
Deferred income tax on temporary
differences .................... 187 (846) 333 171 80
Total ............ ... ............ 651 (445) 654 305 376

There are no current tax assets recoverable in more than one year.

The tax benefit or expense attributable to Singapore, Malaysia, Australia and New Zealand life
insurance policyholder returns is included in the tax charge or credit and is analysed separately in the
consolidated income statement in order to permit comparison of the underlying effective rate of tax
attributable to shareholders from year to year. The tax attributable to policyholders’ returns included
above is US$70m charge (for the year ended 30 November 2007: US$70m charge; for the year ended
30 November 2008: US$90m credit; for the year ended 30 November 2009: US$137m charge; for the
six months ended 31 May 2009 (unaudited): US$46m charge).

The provision for Hong Kong Profits Tax is calculated at 16.5%, starting from the year of
assessment 2008/09. In previous periods, the Profits Tax rate in Hong Kong was 17.5%. Taxation for
overseas subsidiaries and branches is charged at the appropriate current rates of taxation ruling in
the relevant jurisdictions of which the most significant jurisdictions are outlined below.

Six months  Six months

Year ended Year ended Year ended ended ended
30 November 30 November 30 November 31 May 31 May
2007 2008 2009 2009 2010

Thailand ........................ 30% 30% 30% 30% 30%
Singapore ........... ... ... 18% 18% 17% 18% 17%
Korea.........coiiiiii. 27.5% 27.5% 24.2% 24.2% 24.2%
Malaysia ............. ... ... ... 27% 26% 25% 25% 25%
China .......... ... it 25%/33% 25% 25% 25% 25%
HongKong ..................... 17.5% 16.5% 16.5% 16.5% 16.5%
Other ....... ... .. 20% -35% 20% -35% 20% -30% 20% - 30% 20% - 30%

The table above reflects the principal rate of corporate income taxes, as at the end of each year/
period. The rate changes reflect changes to the enacted or substantively enacted corporate tax rates
throughout the period in each jurisdiction.

I-67



APPENDIX | ACCOUNTANT’S REPORT

Six months  Six months

Year ended Year ended Year ended ended ended
30 November 30 November 30 November 31 May 31 May
2007 2008 2009 2009 2010
unaudited
US$m

Income tax reconciliation
Profit/(loss) before income tax . ... 2,579 (32) 2,411 1,268 1,438
Tax calculated at domestic tax rates
applicable to profits/(losses) in the
respective countries . ............ 610 5 549 292 333
Reduction in tax payable from:
Release of provision for

withholdingtax ............. - (275)@ - - -
Life insurance tax® ............ - (108) - - (15)
Exempt investment income . .. .. 17) (33) (38) (7) (25)
Changes in tax rate and law . ... (24) (44) - - 2
Release of provisions for
uncertain tax positions ....... - (10) - - -
Amounts over provided in prior
VEArS vt (10) (3) 4 2 -
Unrecognised deferred tax
assets ..., - - - 2) (87)
Other ........ .. ... ... - (4) - - -
(51) (477) (42) (11) (79)
Increase in tax payable from:
Life insurancetaxM .. .......... 19 — 70 6 —
Withholdingtaxes ............. 37 — 12 4 18
Disallowed expenses .......... 3 20 43 6 11
Changes intax rate and law . ... — — — — 32
Amounts under provided in prior
VeArS ..t — — — — 6
Unrecognised deferred tax
assets ... 13 7 4 - -
Provisions for uncertain tax
positions .................. 3 — 3 — 42
Other ........ .. .. ... 17 — 15 8 13
92 27 147 24 122
Total income tax
expense/(credit) ............... 651 (445) 654 305 376

Note:(1) Life insurance tax refers to the permanent differences which arise where the tax regime specific to the life insurance
business does not adopt net income as the basis for calculating taxable profit, for example Hong Kong, where life
business taxable profit is derived from life premiums.

(2) Release of a provision for withholding tax of US$275m following clarification of a tax treaty with Hong Kong.
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The movement in deferred tax liabilities in the period may be analysed as set out below:

(Charged)/credited to
(Charged)/ other comprehensive
Net deferred tax credited to the income Net deferred tax
asset/(liability) income Fair value Foreign asset/(liability) at
at 1 December statement reserve exchange period/year end
Us$m
30 November 2007
Revaluation of financial
instruments ................ (434) (55) 181 (26) (334)
Deferred acquisition costs ... ... (1,484) (98) — (38) (1,620)
Insurance and investment
contract liabilities ........... 742 342 — 132 1,216
Withholdingtaxes . ............ (256) (34) — (14) (304)
Provision for expenses . ........ 150 (42) — (16) 92
Losses available for offset
against future taxable
income ..., 68 (45) — 17 6
Life surplus® ................. (35) (285) — (110) (430)
Other ......... .. ... (94) 30 — 11 (53)
Total ....................... (1,343) (187) 181@ (78) (1,427)
30 November 2008
Revaluation of financial
instruments ................ (334) 389 (12) 34 77
Deferred acquisition costs .. .... (1,620) 346 — 30 (1,244)
Insurance and investment
contract liabilities ........... 1,216 (352) — (81 833
Withholding taxes . ............ (304) 261 — (5) (48)
Provision for expenses .. ....... 92 (22) — @ 68
Losses available for offset
against future taxable
income ..., 6 2 - — 4
Lifesurplus® .. ............... (430) 161 — 14 (255)
Other ....... ... . ... (53) 65 — 6 18
Total ....................... (1,427) 846 (12)@ 46 (547)
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30 November 2009
Revaluation of financial
instruments
Deferred acquisition costs
Insurance and investment
contract liabilities ............
Withholding taxes
Provision for expenses
Losses available for offset against
future taxable income
Life surplus(®
Other........... ... ... .....

31 May 2010
Revaluation of financial
instruments
Deferred acquisition costs
Insurance and investment
contract liabilities .. ..........
Withholding taxes
Provision for expenses
Losses available for offset against
future taxable income
Life surplus(
Other.......... ..

(Charged)/credited to
(Charged)/ other c&rgg;‘egenswe Net deferred tax
Net deferred tax credited to the asset/(liability)
asset/(liability) income Fair value Foreign at period/
at 1 December statement reserve exchange year end
US$m

77 (185) (133) (41) (282)
(1,244) (187) — 41) (1,472)
833 170 — 38 1,041
(48) (12) — (©) (63)

68 (7) — @) 59

4 — —~ - 4
(255) (118) — (26) (399)
__18 _6 = 1 _
(547) (333) (133)2 (74 (1,087)
(282) (127) (210) 7 (612)
(1,472) (49) — 3 (1,518)
1,041 246 — (13) 1,274
(63) (7) — - (70)
59 (99) — 5 (35)

4 (@) — - -
(399) (17) - 1 (415)

25 (29) — 1 3
(1,087) (80) (210@ 4 (1,373)

Note:(1) Life surplus relates to the temporary difference which arises where the taxable profits are based on actual distributions

from the long term fund. This primarily relates to Singapore and Malaysia.

(2) Of the fair value reserve deferred tax charge of US$210m (30 November 2009: US$133m; 30 November 2008:
US$12m; 30 November 2007: US$(181)m) for 2010, US$210m (30 November 2009: US$139m; 30 November 2008:
US$22m; 30 November 2007: US$(181)m) relates to fair value gains and losses on available for sale financial assets
and US$nil (30 November 2009: US$(6)m; 30 November 2008: US$(10)m; 30 November 2007: US$nil) relates to fair
value gains and losses on available for sale financial assets transferred to income on disposal and impairment.

Deferred tax assets are recognised to the extent that sufficient future taxable profits will be
available for realisation. The Group has not recognised deferred tax assets on tax losses and the
temporary difference on insurance and investment contract liabilities arising from different accounting
and statutory/tax reserving methodology for certain branches and subsidiaries on the basis that they
have histories of tax losses and there is insufficient evidence that future profits will be available.
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Temporary differences not recognised in the consolidated statement of financial position are:

Six Six

months months
Year ended Year ended Year ended ended ended
30 November 30 November 30 November 31 May 31 May
2007 2008 2009 2009 2010
unaudited
US$m
TaxloSSes . .....cvviiiiii i 144 148 148 154 72
Insurance and investment contract
liabilities . ......................... 117 89 52 93 62
] 261 237 200 247 134

The Group has not provided deferred tax liabilities of US$47.7m (30 November 2009: US$47.7m;
30 November 2008: US$3.7m; 30 November 2007: US$29.7m) in respect of unremitted earnings of
operations in one jurisdiction from which a withholding tax charge would be incurred upon distribution
as the Group does not consider it probable that this portion of accumulated earnings will be remitted
in the foreseeable future.

The Group has unused income tax losses carried forward in Hong Kong, Vietnam, Indonesia, the
Philippines and Taiwan. The tax losses of Hong Kong can be carried forward indefinitely. The tax
losses of Vietham, Indonesia, the Philippines and Taiwan are due to expire within the periods ending
2012 (Vietnam), 2013 (Indonesia, the Philippines) and 2019 (Taiwan). The group previously had income
tax losses arising in China, these were fully utilised in the period to 31 May 2010.

11. Disposal groups held for sale

On 28 August 2009, AIA-B agreed to sell AIA (Bermuda) Services Inc. and transfer a block of life
insurance policies through a business transfer to ALICO for an aggregate consideration of US$1.

As a result, the assets and liabilities have been presented as held for sale at 30 November 2009.
Refer to Note 8 for additional information.

The following table shows the assets and liabilities of the disposal group classified as held for

sale:
30 November 2009
US$m

Available for sale — debt securities .. ... 50
Other @SSets . ... 5
Cashand cashequivalents . ... ... i e e 3
Total @ssels ......... . @
Insurance contract liabilities . ... 57
Other liabilities . ... ..ot e e _1
Total liabilities . .......... . . . e 58

The sale of the disposal group was completed on 27 January 2010.
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12. Earnings per share
Basic

Basic earnings per share is calculated by dividing the net profit attributable to shareholders of AIA
Group Limited by the weighted average number of ordinary shares in issue during the period.

Six months  Six months

Year ended Year ended Year ended ended ended
30 November 30 November 30 November 31 May 31 May
2007 2008 2009 2009 2010
unaudited
Net profit attributable to shareholders
of AIA Group Limited (US$m) .. ... 1,914 408 1,754 966 1,057
Weighted average number of ordinary
shares in issue (million) .......... 12,000 12,000 12,000 12,000 12,044
Basic earnings per share (US cents
pershare) .................... 16 3 15 8 9
Diluted

Diluted earnings per share is calculated by adjusting the weighted average number of ordinary
shares outstanding to assume conversion of all dilutive potential ordinary shares. As of 30 November
2009, the Group had potentially dilutive instruments which were the shares yet to be issued as
described in note 34. The Group currently has no potential dilutive instruments in issue.

Six months  Six months

Year ended Year ended Year ended ended ended
30 November 30 November 30 November 31 May 31 May
2007 2008 2009 2009 2010
unaudited

Net profit attributable to shareholders

of AIA Group Limited (US$m) ..... 1,914 408 1,754 966 1,057
Weighted average number of ordinary

shares for diluted earnings per

share (million) .................. 12,000 12,000 12,000 12,000 12,044
Diluted earnings per share (US
centspershare) ............... 16 3 15 8 9

Operating profit per share

Operating profit (see Note 5) per share is calculated by dividing the operating profit after tax
attributable to shareholders of AIA Group Limited by the weighted average number of ordinary shares
in issue during the year. As of 30 November 2009, the Group had potentially dilutive instruments
which were the shares yet to be issued as described in note 34. The Group currently has no potential
dilutive instruments in issue.

Six months  Six months

Year ended Year ended Year ended ended ended
30 November 30 November 30 November 31 May 31 May
2007 2008 2009 2009 2010
unaudited
Basic and fully diluted (US cents per
share) ...... ... ... 14 16 15 8 9
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13. Dividends
Six months  Six months
Year ended Year ended Year ended ended ended
30 November 30 November 30 November 31 May 31 May
2007 2008 2009 2009 2010
unaudited

US$m

261 346 25 -

Ordinary dividends declared and
charged to equity in the period . . ..
Dividends declared and charged to equity reflect dividends declared by the subsidiaries of the

Group to their former parent companies.
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14. Intangible assets

Distribution
Computer and other
Goodwill software rights Total
US$m
Cost
At 1 December2006 ........ ..ottt 144 81 5 230
Additions .. ... - 22 — 22
Foreign exchange movements ....................... 1 - — 1
At 30 November 2007 . ... .o 145 103 5 253
Additions .. ... — 20 18 38
Disposals . ... - (8) — (8)
Foreign exchange movements ....................... (1) 5) — (6)
At 1 December2008 . ....... ...t 144 110 23 277
Additions .. ... 8 23 5 36
Acquisition of asubsidiary .. ...... ... oo - - 15 15
Disposals . ... - 4) (18) (22)
Disposal of asubsidiary .. ......... ... (23) 1) — (24)
Foreign exchange movements ....................... - 8 (1M 7
At 30 November 2009 . ...... ...ttt 129 136 24 289
Additions .. ... — 7 2 9
Acquisition of asubsidiary . . ...... ... oo - - 9 9
Disposals . ... - (3) — 3)
Foreign exchange movements ....................... 2 (1 1 2
At31May 2010 ... ... e 127 139 36 02
Accumulated amortisation
At 1 December2006 ..........ccoiiiiiiiii i (6) (39) — (45)
Amortisation charge fortheyear...................... - (7) — (7)
Foreign exchange movements ....................... - (1 — (1)
At 30 November 2007 . ......ciiti i e (6) @7 — (53)
Amortisation charge fortheyear...................... - 3) — (3)
Disposals .........ci i e — 8 — 8
Foreign exchange rate movements ................... - 3 — 3
At 1 December2008 ........ ...t e (6) (39) — (45)
Amortisation charge fortheyear . ..................... - (8) (1 9)
Disposal of asubsidiary . ......... ... ... i Lt - 1 — 1
Foreign exchange rate movements ................... - 3) — (3)
At 30 November2009 . ....... ..ottt (6) (49) (1 (56)
Amortisation charge fortheyear . ..................... - 5) — (5)
Disposal of asubsidiary . ......... ... ... i Lt 2 — 2
Foreign exchange rate movements ................... - (1 — (1)
At31May 2010 . ... ... (6) (53) (1) (60)
Net book value
At 30 November 2007 . ... .ot 139 56 5 200
At 30 November2008 .. ... ..ot 138 71 23 232
At 30 November2009 ....... ...t 123 87 23 233
At31May 2010 ..ot e 121 86 35 242

Of the above, US$233m (30 November 2007: US$191m; 30 November 2008: US$210m;
30 November 2009: US$224m) is expected to be recovered more than 12 months after the end of the
reporting period.

Goodwill arises primarily in respect of the Group’s insurance businesses. Impairment testing is
performed by comparing the carrying value of goodwill with the present value of expected future cash
flows plus a multiple of the present value of the new business generated.
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15. Investments in associates

Group

At beginning of the financial period

Cash distributions (see Note 4 for details)
Additions . ... ...
Disposals .........co i

Share of net (loss)/profit

Others . ...

Foreign exchange movements
At end of the financial period

The Group’s interest in its principal associates is as follows:

AIG Card (Thailand)
Company Limited

AIG Consulting
Services Company
Limited

AlG Credit Card Co.
(HK) Limited

Beacon Property
Ventures, Inc

Chelshire Investments
Private Limited

Chelville Investments
Private Limited

Deeptro Private
Limited

Grange Development
Private Limited

ICCP Holdings Inc

Manila Exposition
Complex, Inc

NailLert Park Hotel Co.
Limited

Panareno Sendrian
Berhad

Philam Realty

Science Park of the
Philippines

Tata AIG Life Insurance
Company Limited

Winfame Investments
Private Limited

Winwave Investments
Private Limited

Six months
Year ended Year ended Year ended ended
30 November 30 November 30 November 31 May
2008 2009 2010
US$m
63 47 53
48 24 14
(7) (1) —
- (28) 21) ®)
— — — 4
_5 19 _4 -
63 4 53 63
Percentage interest held
As at As at As at As at

Country of Type of 30 November 30 November 30 November 31 May
incorporation shares held Principal activity 2007 2008 2009 2010
Thailand Ordinary Credit card 39% 39% - -
business

China Ordinary Consultancy 50% — - —
service

Hong Kong Ordinary Credit card 50% — - —
business

Philippines Ordinary Property 40% 40% 40% 40%
management

Singapore Ordinary Property 50% 50% 50% 50%
management

Singapore Ordinary Property 50% 50% 50% 50%
management

Singapore Ordinary Property 50% 50% 50% 50%
management

Singapore Ordinary Property 23.25% - - -
development

Philippines Ordinary Investment 20% 20% 20% 20%
holding

Philippines Ordinary Hotel 10% 10% 10% 10%

Thailand Ordinary Property 20% 20% 20% 20%
management

Malaysia Ordinary Property 35% 35% 35% 35%

and management
preference

Philippines Ordinary Property 40% 40% 40% 40%
management

Philippines Ordinary Property 17% 17% 17% 17%
management

India Ordinary Insurance 26% 26% 26% 26%

Singapore Ordinary Property 50% 50% 50% 50%
management

Singapore Ordinary Property 50% 50% 50% 50%
management
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In 2008, AIG Consulting Services Company Limited in China became a subsidiary. All associates
are unlisted.

Aggregated financial information of associates

Six months  Six months

Year ended Year ended Year ended ended ended
30 November 30 November 30 November 31 May 31 May
2007 2008 2009 2009 2010
unaudited
US$m
Share ofincome ................. 142 65 146 111 49
Share of expenses ............... (‘Iﬁ) ﬁ) ﬁﬂ) (‘Iﬂ) E)
Shareofloss ................... - (28) (21) (13) (8)
As at As at As at As at
30 November 30 November 30 November 31 May
2007 2008 2009 __2010
Share of currentassets ........... 265 221 425 410
Share of long term assets ......... 161 195 186 312
Share of current liabilities . ......... (239) (73) (80) (22)
Share of long term liabilities .. ... ... 124) (296) (528) (637)
Shareof netassets .............. 63 47 53 63

Investments in associates are held for their long term contribution to the Group’s performance
and so all amounts are expected to be realised more than 12 months after the end of the reporting
period.
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16. Property, plant and equipment

Cost

At 1 December2006 ......................
Additions .. ...
Disposals ............ccciiiiiii...
Transfers from investment property ......
Foreign exchange movements ..........

At 30 November 2007 .....................
Additions ....... ... o
Disposals .........ccoiiiiiiiiii.
Transfers from investment property ... ...
Foreign exchange movements ..........

At 30 November2008 .....................
Additions .. ... ...
Disposals ..........ccoiiiiiiin,
Transfers to investment property ........
Acquisition of a subsidiary .............
Disposal of a subsidiary ...............
Foreign exchange movements ..........

At 30 November2009 .....................
Additions .. ... ..o
Disposals ...........coiiiiiiiii...
Transfers to investment property ........
Foreign exchange movements ..........

At31May2010 ..........................

Accumulated depreciation

At 1 December2006 ......................
Depreciationcharge ...................
Disposals ...........cciiiiiiiiia.
Foreign exchange movements ..........

At 30 November 2007 ............. ... ...
Depreciationcharge .. .................
Disposals ............cccoiiiiiii...
Transfers from investment property . .....
Foreign exchange movements ..........

At 30 November2008 .....................
Depreciationcharge .. .................
Disposals ...........coiiiiiiii...
Transfers to investment property ........
Disposal of a subsidiary ...............
Foreign exchange movements ..........

At 30 November2009 .....................
Depreciationcharge .. .................
Disposals ...........coiiiiiiiii...
Foreign exchange movements ..........

At31May2010 ..........................

Net book value

At 30 November 2007 .............ccov....
At 30 November2008 .....................
At 30 November2009 .....................
At31May2010 ...

ACCOUNTANT’S REPORT
Property held for Fixtures Computer
use and fittings hardware Total
US$m
............. 339 194 133 666
............. 3 27 28 58
- @) 7) (14)
............. 19 — — 19
............. 24 — (1) 23
............. 385 214 153 752
............. 4 45 18 67
............. (10) (8) (6) (24)
............. 4 - - 4
............. (19) (19) (12) (50)
............. 364 232 153 749
2 15 20 37
- (19 (16) (35)
............. (10) - - (10)
7 — 1 8
............. 1) Q) 1) (5)
............. 23 15 9 47
............. 385 240 166 791
............. 1 14 5 20
............. (8) (12) 2 (22)
Q) - - §)
— 1 1 2
............. 377 243 170 790
............. (118) (135) (104) (357)
............. (11) (18) (16) (45)
— 4 4 8
............. 7) — 1 6)
............. (136) (149) (115) (400)
............. (13) (26) (22) (61)
............. 5 4 5 14
............. (1) — — (1)
............. 8 12 11 31
............. (137) (159) (121) 417)
............. (11) 23) (23) (57)
- 14 15 29
............. 1 - - 1
— 3 1 4
............. ©) ) @) (25)
............. (156) (174) (135) (465)
............. 6) (25) ©) (40)
............. 8 9 2 19
= _ = _0
............. (154) (191) (142) (487)
............. 249 65 38 352
............. 227 73 32 332
............. 229 66 31 326
............. 223 52 28 303

The Group holds freehold land in the form of property, plant and equipment outside Hong Kong of

US$72m (30 November 2007: US$71m; 30 November 2008: US$68m; 30 November 2009: US$73m).
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The Group holds property, plant and equipment for its long term use and, accordingly, the annual
depreciation charge approximates to the amount expected to be recovered through consumption

within 12 months after the end of the reporting period.

17. Investment property

Cost

At 1 December 2006 . ... ...t
AditioNS . ..o
Transfers to property, plant and equipment .............. .. ... .. ... ....
Foreign exchange movements . ........ ... ..

At 30 November 2007 . .. ..o
AdditioNS . ..o e
DISPOSalS .o e
Transfers to property, plant and equipment ............ .. .. ... .. ... ....
Foreign exchange movements ............ i

At 1 December 2008 .. ... ...
AdditioNs . ..o
DISPOSalS . i e
Transfers from property, plant and equipment ..........................
Acquisition of asubsidiary ........... .
Foreign exchange movements ............ . i

At 30 November 2009 . .. ... . e
AdditioNS . ..o
DISPOSalS ..t e e
Transfers from property, plant and equipment ..........................
Foreign exchange movements ......... ... i

At3T1May 2010 . ... ...

Accumulated depreciation

At 1 December 2006 . ... ...t
Charge fortheyear . ... ... .. e et
Foreign exchange movements ............ . i

At 30 November 2007 . ... ... e
Charge fortheyear ....... ... e i
DISPOSalS .. e
Transfers to property, plant and equipment ............................
Foreign exchange movements ............ . i

At 1 December 2008 . ... ...t
Charge fortheyear . ... ... .. i et
Transfers from property, plant and equipment .......... ... ... .. .. .....
Foreign exchange movements . ........... i

At 30 November 2009 . .. ... i
Charge forthe period . . ... ... s
DISPOSaAlS ...
Foreign exchange movements .......... ... i

At3T1May 2010 . ... .. e

Net book value

At 30 November 2007 .. ...ttt e
At 30 November 2008 . ...t e
At 30 November 2009 . . ... it e,
At 81 May 2010 ...t e
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The Group holds investment property for the long term, and so the annual amortisation charge
approximates to the amount expected to be recovered within 12 months after the reporting period.

The Group leases out its investment property under operating leases. The leases typically run for
an initial period of two to twelve years, with an option to renew the lease based on future negotiations.
Lease payments are usually negotiated every two years to reflect market rentals. None of the leases
include contingent rentals. Rental income generated from investment properties amounted to
US$34m (for the year ended 30 November 2007: US$25m; for the year ended 30 November 2008:
US$63m; for the year ended 30 November 2009: US$68m; six month period ended 31 May 2009
(unaudited): US$36m). Direct operating expenses (including repair and maintenance) on investment
property that generates rental income amounted to US$5m (for the year ended 30 November 2007:
US$22m; for the year ended 30 November 2008: US$25m; for the year ended 30 November 2009:
US$12m; six month period ended 31 May 2009 (unaudited): US$8m).

The Group owns investment property in the form of freehold land outside Hong Kong of US$57m
(30 November 2007: US$10m; 30 November 2008: US$47m; 30 November 2009: US$50m). The
Group does not hold freehold land in Hong Kong.

The future minimum operating lease rental income under non-cancellable operating leases that
the Group expects to receive in future periods may be analysed as follows:

As at As at As at As at
30 November 30 November 30 November 31 May
2007 2008 2009 2010
US$m
Leases of investment property
Expiring no laterthanoneyear................... 42 47 56 49
Expiring later than one year and no less than five
YEAIS i it e 100 95 104 80
Expiring after five yearsormore ................. 23 21 12 5
Total ....... ... . 165 163 172 134

18. Fair value of investment property and property held for use

As at As at As at As at

30 November 30 November 30 November 31 May
2007 2008 2009 2010
US$m

Carrying value("
Investment properties ............ ... ... . ..., 190 217 244 247
Property held for use (classified as property, plant

andequipment) ......... . 249 227 229 223
Leasehold land (classified as prepayments in other

ASSELS) .. e e 693 686 690 687
Total ...... ... . 1,132 1,130 1,163 1,157
Fair value®
Investment properties (includingland) . ............ 1,445 1,407 1,593 1,587
Properties held for use (including land) ............ 827 748 870 865
Total ....... ... ... 2,272 2,155 2,463 2,452

Note: (1) Carrying and fair values are presented before non-controlling interests and, for assets held in participating funds,
before allocation to policyholders.
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19. Reinsurance assets

As at As at As at As at
30 November 30 November 30 November 31 May
2007 2008 2009 2010
US$m
Amounts recoverable from reinsurers ............. 87 19 29 42
Ceded insurance and investment contract
liabilities . ...... ... . 2,581 128 255 416
Total ... . 2,668 147 284 458
20. Deferred acquisition and origination costs
As at As at As at As at
30 November 30 November 30 November 31 May
2007 2008 2009 2010
US$m
Carrying amount
Deferred acquisition costs on insurance
contracts ... 9,188 9,082 10,123 10,379
Deferred origination costs on investment
contracts . ... 856 965 853 848
Total ....... . e 10,044 10,047 10,976 11,227
Period
Year ended Year ended Year ended ended
30 November 30 November 30 November 31 May
2007 2008 2009 2010
Movements in the period
At beginning of the financial period ............ 8,135 10,044 10,047 10,976
Deferral and amortisation of acquisition costs ... .. 1,249 695 308 256
Foreign exchange movements .................. 336 (1,150) 827 3
Recapture of reinsurance treaty (see Note 5) ...... — 505 — —
Impact of assumptionchanges . ................. 86 11 (101) 17
Acquisition of a subsidiary ........... ... .. ... - — 31 -
Disposal of asubsidiary . .. ........... ... .. .... - — (70) -
Othermovements............ ... ..., 238 (58) (66) (25)
At end of the financial period .................. 10,044 10,047 10,976 11,227

Deferred acquisition and origination costs are expected to be recoverable over the mean term of
the Group’s insurance and investment contracts, and liability adequacy testing is performed at least
annually to confirm their recoverability. Accordingly, the annual amortisation charge, which varies with
investment performance for certain universal life and investment-linked products, approximates to the
amount which is expected to be realised within 12 months of the end of the reporting period.

21. Financial investments

The following tables analyse the AIA Group’s financial investments by type and nature. The AIA
Group manages its financial investments in two distinct categories: Investment-linked Investments
and Policyholder and Shareholder Investments. The investment risk in respect of Investment-linked
Investments is generally wholly borne by our customers, and does not directly affect the profit for the
year before tax. Furthermore, investment-linked contract holders are responsible for allocation of their
policy values amongst investment options offered by the Group. Although profit for the year before
tax is not affected by Investment-linked Investments, the investment return from such financial
investments is included in the AIA Group’s profit for the year before tax, as the AIA Group has elected
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the fair value option for all Investment-linked Investments with corresponding change in insurance and
investment contract liabilities for investment-linked contracts. Policyholder and Shareholder
Investments include all financial investments other than Investment-linked Investments. The
investment risk in respect of Policyholder and Shareholder Investments is partially or wholly borne by
the Group.

Policyholder and Shareholder Investments are further categorised as Participating Funds and
Other Policyholder and Shareholder. The Group has elected to separately analyse financial
investments held by Participating Funds within Policyholder and Shareholder Investments as they are
subject to local regulations that generally prescribe a minimum proportion of policyholder
participation in declared dividends. The Group has elected the fair value option for debt and equity
securities of Participating Funds. The Group’s accounting policy is to record an insurance liability for
the proportion of net assets of the Participating Fund that would be allocated to policyholders
assuming all performance would be declared as a dividend based upon local regulations as at the
date of the statement of financial position. As a result the Group’s net profit for the year before tax is
impacted by the proportion of investment return that would be allocated to shareholders as described
in the previous sentence.

Other Policyholder and Shareholder Investments are distinct from Investment-linked Investments
and Participating Funds as there is no direct contractual or regulatory requirement governing the
amount, if any, for allocation to policyholders. The Group has elected to apply the fair value option for
equity securities in this category and the available for sale classification in respect of the majority of
debt securities in this category. The investment risk from investments in this category directly impacts
the Group’s financial statements. Although a proportion of investment return may be allocated to
policyholders through policyholder dividends, the Group’s accounting policy for insurance and
investment contract liabilities utilises a net level premium methodology that includes best estimates as
at the date of issue for non-guaranteed participation. To the extent investment return from these
investments either is not allocated to participating contracts or varies from the best estimates, it will
impact the Group’s profit before tax.

In the following tables, “FVTPL” indicates financial investments designated at fair value through
profit or loss and “AFS” indicates financial investments classified as available for sale.

Debt securities
In compiling the tables, external ratings have been used where available. Where external ratings

are not readily available an internal rating methodology has been adopted. The following conventions
have been adopted to conform the various ratings.

External ratings Internal ratings Reported as
Standard and Poor’s Moody’s
AAA Aaa +1/-1 AAA
AA+ to AA- Aa1l to Aa3 +2/-2 AA
A+ to A- A1 to A3 +3/-3 A
BBB+ to BBB- Baa1 to Baa3 +4/-4 BBB
BB+ and below Ba1 and below +5 and below Below investment grade
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Debt securities by type comprise the following:

Policyholder and shareholder

Other policyholder

Par;i:lzri‘%asting and shareholder Invl?nsltemc?nt-
Rating FVTPL FVTPL AFS  Sub-total FVTPL Total
UsS$’m
30 November 2007
Government bonds — issued
in local currency
Singapore .......... . ... AAA 1,374 — 472 1,846 51 1,897
Thailand ................... A — — 5,826 5,826 — 5,826
Philippines ................. BB — — 1,200 1,200 30 1,230
Malaysia ................... A 1,154 — 220 1,374 1 1,375
China...................... A 220 — 675 895 30 925
Indonesia .................. BB — — 514 514 86 600
Korea..........cvviinnn. A — — 1,399 1,399 16 1,415
Other™ .. ... ............... 36 33 244 313 — 313
Sub-total .................. 2,784 33 10,550 13,367 214 13,581
Government bonds — foreign
currency
Mexico .................... BBB 1 15 152 168 — 168
South Africa ................ BBB — 2 101 103 1 104
Philippines ................. BB 4 22 606 632 39 671
Malaysia ................... A 115 - 192 307 1 308
Indonesia .................. BB 63 9 288 360 17 377
Korea...................... A 101 — 264 365 1 366
China...................... A 9 — 44 53 1 54
Other .. ... ............... 86 173 197 456 12 468
Sub-total .................. 379 221 1,844 2,444 72 2,516
Government agency bonds(@
AAA .. 898 — 438 1,336 31 1,367
AA 45 — 245 290 35 325
A 437 — 2,728 3,165 63 3,228
BBB............ ... ... 533 — 1,351 1,884 16 1,900
Below investment grade ...... 7 2 76 85 3 88
Notrated................... — — 102 102 16 118
Sub-total .................. 1,920 2 4940 6,862 164 7,026
Corporate bonds
AAA .. 72 — 229 301 59 360
AA 1,773 66 1,657 3,496 281 3,777
A 2,034 175 5,887 8,096 292 8,388
BBB.......... 1,091 108 3,865 5,064 200 5,264
Below investment grade ...... 319 227 625 1,171 151 1,322
Notrated ................... — 53 29 82 37 119
Sub-total .................. 5,289 629 12,292 18,210 1,020 19,230

Note: (1) Of the total government bonds listed as ‘Other’ at 30 November 2007 70% is rated as investment grade and a further
21% is rated BB- and above. The balance is rated below BB- or unrated
Note: (2) Government agency bonds comprise bonds issued by government sponsored institutions such as state owned
enterprises, provincial and municipal authorities and supranational financial institutions, such as the Asian

Development Bank
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30 November 2007
Structured securities®

Below investmentgrade .............
Notrated ......... ... ... ... ....

Policyholder and shareholder

Other policyholder

Par;t:ri‘%asting and shareholder Im’ﬁ:ﬁg’; nt-
FVTPL FVTPL AFS Sub-total FVTPL Total
US$m
32 79 887 998 - 998
115 120 33 268 - 268
122 41 277 440 - 440
133 - 87 220 3 223
22 14 35 71 15 86
17 9 10 36 - 36
441 263 1,329 2,033 18 2,051

10,813 1,148 30,955 42,916 1,488 44,404

Note: (3) Structured securities include CDOs, mortgage backed securities and other asset backed securities

Policyholder and shareholder

Other policyholder

Par;il::ri‘%z;ting and shareholder Inv"ensltrendent-
Rating FVTPL FVTPL AFS Sub-total FVTPL Total
uUs$’m
30 November 2008
Government bonds — issued
in local currency
Singapore .................. AAA 1,166 — 547 1,713 69 1,782
Thailand ................... A — — 6,377 6,377 — 6,377
Philippines ................. BB — — 862 862 12 874
Malaysia ................... A 1,192 — 290 1,482 3 1,485
China...................... A 244 — 723 967 70 1,037
Indonesia .................. BB — — 315 315 59 374
Korea...................... A — — 857 857 6 863
Other® .. ... .............. 11 2 231 244 — 244
Sub-total .................. 2,613 2 10,202 12,817 219 13,036
Government bonds — foreign
currency

Mexico .................... BBB 15 11 141 167 3 170
South Africa ................ BBB — 1 115 116 2 118
Philippines ................. BB 1 12 452 465 18 483
Malaysia ................... A 80 — 186 266 2 268
Indonesia .................. BB 39 7 206 252 5 257
Korea...................... A — — 67 67 2 69
China...................... A 10 — 49 59 2 61
Other® ... ... ... .......... 49 95 310 454 8 462
Sub-total .................. 194 126 1,526 1,846 42 1,888
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Policyholder and shareholder

Other policyholder

Par;il::ri‘%z;ting and shareholder Invliensltrendent-
Rating FVTPL FVTPL AFS Sub-total FVTPL Total
Us$’m

Government agency bonds(@

AAA 654 - 536 1,190 15 1,205
AA 17 - 378 395 65 460
A 610 - 2,459 3,069 100 3,169
BBB........... 509 - 1,868 2,377 6 2,383
Below investment grade ...... 1 2 261 264 1 265
Notrated ................... — — — — 33 33
Sub-total .................. 1,791 2 5,502 7,295 220 7,515
Corporate bonds

AAA 47 - 178 225 78 303
AA 1,630 55 1,586 3,271 298 3,569
A 2,113 150 5,718 7,981 292 8,273
BBB............ 1,227 132 4,038 5,397 211 5,608
Below investment grade ...... 199 250 548 997 45 1,042
Notrated................... 19 65 1 85 a7 132
Sub-total .................. 5,235 652 12,069 17,956 971 18,927

Note: (1) Of the total government bonds listed as ‘Other’ at 30 November 2008, 83% is rated as investment grade and a further
16% is rated BB- and above. The balance is rated below BB- or unrated

Note: (2) Government agency bonds comprise bonds issued by government sponsored institutions such as state owned
enterprises, provincial and municipal authorities and supranational financial institutions, such as the Asian
Development Bank

Policyholder and shareholder
Other policyholder

Par;il::ri‘%z;ting and shareholder Invliensltrendent-
FVTPL FVTPL AFS  Sub-total FVTPL Total
Us$m

30 November 2008

Structured securities®

AAA 15 30 434 479 — 479
AA 35 37 — 72 — 72
A e 22 2 54 78 — 78
BBB ....... 141 — 77 218 1 219
Below investmentgrade ............. 24 1 70 95 14 109
Sub-total ......................... 237 70 635 942 15 957
Total ............. ... ... ... ...... 10,070 852 29,934 40,856 1,467 42,323

Note: (3) Structured securities include CDOs, mortgage backed securities and other asset backed securities
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Policyholder and shareholder
Other policyholder

Par;i:lzri‘%asting and shareholder Invl?nsltemc?nt-
Rating FVTPL FVTPL AFS  Sub-total FVTPL Total
UsS$’m
30 November 2009
Government bonds — issued
in local currency
Singapore .......... . ... AAA 1,496 — 759 2,255 70 2,325
Thailand ................... A — - 7,374 7,374 — 7,374
Philippines ................. BB — - 1,309 1,309 22 1,331
Malaysia ................... A 953 - 196 1,149 1 1,150
China...................... A 271 - 836 1,107 3 1,110
Indonesia .................. BB — - 494 494 115 609
Korea...........ccovunnn.. A — - 1,539 1,539 4 1,543
Other®™ .. ... ............... 1 4 312 317 — 317
Sub-total .................. 2,721 4 12,819 15,544 215 15,759
Government bonds — foreign
currency
Mexico .................... BBB 9 15 135 159 2 161
South Africa ................ BBB — 2 164 166 2 168
Philippines ................. BB 2 10 749 761 46 807
Malaysia ................... A 11 - 77 88 1 89
Indonesia .................. BB 48 10 210 268 — 268
Korea...................... A 16 1 205 222 2 224
China...................... A — — 46 46 2 48
Other .. ... ............... 53 92 291 436 10 446
Sub-total .................. 139 130 1,877 2,146 65 2,211
Government agency bonds(@
AAA 542 - 694 1,236 64 1,300
AA 1 - 194 195 64 259
A 611 - 2,797 3,408 116 3,524
BBB........... 873 - 1,583 2,456 4 2,460
Below investment grade ...... — — 346 346 — 346
Notrated ................... — — — — 8 8
Sub-total .................. 2,027 — 5,614 7,641 256 7,897
Corporate bonds
AAA 237 - 296 533 34 567
AA 1,397 79 1,757 3,233 253 3,486
A 2,960 188 8,149 11,297 454 11,751
BBB............ 1,656 348 5,726 7,730 198 7,928
Below investment grade ...... 198 32 876 1,106 41 1,147
Notrated................... 127 70 51 248 190 438
Sub-total .................. 6,575 717 16,855 24,147 1,170 25,317

Note: (1) Of the total government bonds listed as ‘Other’ at 30 November 2009, 85% is rated as investment grade and a further
14% is rated BB- and above. The balance is rated below BB- or unrated

Note: (2) Government agency bonds comprise bonds issued by government sponsored institutions such as state owned
enterprises, provincial and municipal authorities and supranational financial institutions, such as the Asian
Development Bank
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30 November 2009
Structured securities®

Below investmentgrade ...........
Notrated .......................

Policyholder and shareholder

Other policyholder

Par;i:lzri‘%asting and shareholder Im’ﬁ:ﬁg’; nt-
FVTPL FVTPL AFS Sub-total FVTPL Total
us$’m

7 22 - 29 - 29

39 - 424 463 - 463

247 20 90 357 5 362

51 51 41 143 15 158

3 = 2 5 - 5

347 93 557 997 20 1,017

11,809 944 37,722 50,475 1,726 52,201

Note: (3) Structured securities include CDOs, mortgage backed securities and other asset backed securities

Policyholder and shareholder

Other policyholder

Par}t:':%:;tmg and shareholder Invliensltzdent-
Rating FVTPL FVTPL AFS  Sub-total FVTPL Total
Us$’m
31 May 2010
Government bonds — issued
in local currency
Singapore . ....... ... ... AAA 1,474 — 831 2,305 77 2,382
Thailand ................... A — - 8,714 8,714 - 8,714
Philippines ................. BB — - 1,551 1,551 26 1,577
Malaysia ................... A 1,002 - 197 1,199 6 1,205
China...................... A 279 - 884 1,163 8 1,171
Indonesia .................. BB — - 571 571 121 692
Korea...................... A — — 1,873 1,873 6 1,879
Other™ .. ... ............... — 2 283 285 - 285
Sub-total .................. 2,755 2 14,904 17,661 244 17,905
Government bonds — foreign
currency
Mexico .................... BBB 9 19 134 162 2 164
South Africa ................ BBB 1 2 194 197 2 199
Philippines ................. BB 2 12 563 577 51 628
Malaysia ................... A 11 - 75 86 1 87
Indonesia .................. BB 50 9 217 276 2 278
Korea...........cccovunnn.. A 17 1 239 257 4 261
China...................... A — - 31 31 2 33
Other®™ .. ... ............... 62 94 339 495 10 505
Sub-total .................. 152 137 1,792 2,081 74 2,155
Government agency bonds@
AAA 531 - 708 1,239 56 1,295
AA — - 186 186 65 251
A 637 - 2,876 3,513 123 3,636
BBB........... 937 - 1,862 2,799 9 2,808
Below investment grade . ..... - - 195 195 - 195
Notrated ................... — — — — 16 16
Sub-total .................. 2,105 - 5,827 7,932 269 8,201
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Note: (1) Of the total government bonds listed as ‘Other’ at 31 May 2010, 88% is rated as investment grade and a further 12% is
rated BB- and above. The balance is rated below BB- or unrated

Note: (2) Government agency bonds comprise bonds issued by government sponsored institutions such as state owned
enterprises, provincial and municipal authorities and supranational financial institutions, such as the Asian

Development Bank
Policyholder and shareholder
Participating g DT er Investment-
Rating FVTPL FVTPL AFS Sub-total FVTPL Total
UsS$’m
31 May 2010
Corporate bonds
AAA .. 372 — 540 912 41 953
AA 1,294 66 1,774 3,134 282 3,416
A 2,925 202 8,667 11,794 501 12,295
BBB ........... . ... ... 1,884 340 5,819 8,043 236 8,279
Below investment grade ...... 287 31 936 1,254 50 1,304
Notrated ................... 21 LO 15 106 135 241
Sub-total .................. 6,783 709 17,751 25,243 1,245 26,488
Structured securities®
AAA .. 8 16 7 31 — 31
AA — — — — — —
A 15 — 427 442 — 442
BBB .......... 262 6 89 357 6 363
Below investment grade ... ... 88 84 52 224 15 239
Notrated ................... 6 = 4 10 — 10
Sub-total .................. 379 @ 579 1,064 21 1,085
Total ...................... 12,174 954 40,853 53,981 1,853 55,834

Note: (3) Structured securities include CDOs, mortgage backed securities and other asset backed securities
Equity securities

Equity securities by type comprise the following:

Policyholder and shareholder
Other policyholder

Par;iltl:ri%z;ting and shareholder I""lfr‘sl'z?: nt-
FVTPL FVTPL  AFS  Sub-total FVTPL Total
uUs$’m
30 November 2007
Ordinaryshares .................. 1,629 2,817 — 4,446 2,268 6,714
Securities held by consolidated
mutual funds managed by AIG .. .. 107 1,047 — 1,154 1,558 2,712
Interests in investment funds
AlAmanaged ................. - 3 - 3 65 68
AlGmanaged ................ 364 349 - 713 1,315 2,028
ThirdParty ................... 221 42 — 263 5,834 6,097
585 394 — 979 7,214 8,193
SharesinAIG .................... — — 2,520 2,520 - 2,520
Total ........... ... ... .. .. ..... 2,321 4,258 2,520 9,099 11,040 20,139

I-87



APPENDIX |

ACCOUNTANT’S REPORT

30 November 2008
Ordinary shares
Securities held by consolidated mutual
funds managed by AIG
Interests in investment funds
AlA managed

AIG managed
Third Party

30 November 2009
Ordinary shares
Securities held by consolidated mutual
funds managed by AIG
Interests in investment funds
AIA managed
AIG managed
Third Party

31 May 2010
Ordinary shares
Securities held by consolidated mutual
funds
Interests in investment funds
AlA managed
Third party

Policyholder and shareholder
Other policyholder

ParEil:::‘;‘)jasting and shareholder Invl?ns':?dent-
FVTPL FVTPL AFS  Subtotal FVTPL Total
US$m
705 1,000 — 1,705 1,211 2,916
109 619 — 728 805 1,533
— 6 — 6 131 137
158 191 — 349 720 1,069
151 39 - 190 2,815 3,005
309 236 — 545 3,666 4,211
— - &7 87 — 87
1,123 1,855 87 3,065 5,682 8,747
Policyholder and shareholder
T Oth licyhold
Participating  and'shareholder Investment-
FVTPL FVTPL AFS  Subtotal FVTPL Total
US$m
1,685 2,008 — 3,693 2,738 6,431
167 494 — 661 1,333 1,994
— 4 — 4 144 148
116 128 — 244 1,088 1,332
241 193 - 434 5,777 6,211
357 325 - 682 7,009 7,691
— - 62 62 — 62
2,209 2,827 62 5,098 11,080 16,178
Policyholder and shareholder
T Oth licyhold
Participating  5nd'shareholder Investment-
FVTPL FVTPL AFS  Subtotal FVTPL Total
US$m
1,940 2,477 - 4,417 2,914 7,331
161 530 - 691 1,238 1,929
— 7 - 7 155 162
392 705 - 1,097 6,798 7,895
392 712 — 1,104 6,953 8,057
- - E 77 - 77
2,493 3,719 7 6,289 11,105 17,394
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As at As at As at As at
30 November 30 November 30 November 31 May
2007 2008 2009 2010
Us$m
Debt securities
Listed
HongKong ..., 377 421 394 442
OVEISEaS . .o vi ittt e 25,344 20,010 30,663 32,298
25,721 20,431 31,057 32,740
Unlisted . ... e 18,683 21,892 21,144 23,094
Total ....... ... . . 44,404 42,323 52,201 55,834
Equity securities
Listed
HongKong .......... ... ... 238 47 399 416
OVEISEaS .o v ittt 12,675 3,093 6,606 7,539
12,913 3,140 7,005 7,955
Unlisted . ........ . e 7,226 5,607 9,173 9,439
Total ....... ... ... 20,139 8,747 16,178 17,394
Loans and receivables
As at As at As at As at
30 November 30 November 30 November 31 May
2007 2008 2009 2010
US$m
Policyloans .......... .. ... .. i 1,327 1,437 1,644 1,670
Mortgage loans on residential real estate .......... 609 587 527 476
Mortgage loans on commercial real estate ......... 112 105 48 49
Intercompany loans to fellow subsidiaries of AIG
(seeNoted1) ... ... 1,589 29 87 -
Otherloans . ........ ...t 182 242 446 554
Allowance forloanlosses ....................... (15) (7) (12) (24)
Loans ...... ... 3,804 2,393 2,740 2,725
Due from insurance and investment contract
holders ....... ... i 471 536 546 451
Due from agents, brokers and intermediaries . ... ... 9 13 39 49
Insurancereceivables .......................... 480 549 585 500
Related party receivables . ...................... 95 33 1 4
Receivables from sales of investments ............ 329 86 34 53
Otherreceivables . ............................. 362 285 396 450
Receivables 1,266 953 1,016 1,007
Termdeposits ... 595 656 892 832
Total) ... .. . 5,665 4,002 4,648 4,564

Note: (1) Of total loans and receivables, US$28m of term deposits (30 November 2007: US$38m; 30 November 2008: US$48m;
30 November 2009: US$33m), and US$46m of other loans (30 November 2007: US$62m; 30 November 2008:
US$60m; 30 November 2009: US$75m) are held to back investment-linked contracts. The balance of loans and
receivables consists of policyholder and shareholder. Of this, US$1,144m relates to participating funds (30 November
2007: US$1,136m; 30 November 2008: US$986m; 30 November 2009: US$942m,).

Certain term deposits with financial institutions are restricted due to local regulatory requirements or

other pledge restrictions. The restricted balance held within the term deposits classification is US$107m
(30 November 2007: US$128m; 30 November 2008: US$141m; 30 November 2009: US$104m).
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All insurance receivables are expected to be recovered within less than one year. Accordingly, no
ageing analysis has been provided.

Receivables include receivables from reverse repurchase agreements under which the Group
does not take physical possession of securities purchased under the agreements. Sales or transfers
of securities are not permitted by the respective clearing house on which they are registered while the
loan is outstanding. In the event of default by the counterparty to repay the loan, the Group has the
right to the underlying securities held by the clearing house. At 31 May 2010 the carrying value of
such receivables is US$138m (30 November 2007: US$67m; 30 November 2008: US$54m;
30 November 2009: US$69m).

22. Derivative financial instruments

The Group’s non-hedge derivative exposure was as follows:

Notional Fair value
Amount (M@Assets (ILiabilities
UsS$m

30 November 2007
Foreign exchange contracts:

Forwards .. ... . e 17 — —

CrOSS CUIMENCY SWAPS .+« vt v it te e ettt e e e e e e 6,492 415 (37)
Total foreign exchangecontracts ............................. 6,509 415 (37)
Interest rate contracts

Interestrate swaps ........... i e 978 4 (10)
Other

Commodity iNdeX SWaps ... ..viv it iii e i e _2 _3 =
Total ... e 7,489 422 (47)
30 November 2008
Foreign exchange contracts:

Forwards . ... e 333 - 4)

CrOSS CUMENCY SWAPS .« v vt v vt vee ettt e et it aeeaeennn 7,423 228 (131)
Total foreign exchangecontracts ............................. 7,756 228 (135)
Interest rate contracts

Interestrateswaps .......... . e 1,086 24 —
Other

Commodity iINdeX SWapPS ... oo vttt 20 = )
Total ... e 8,862 252 (138)
30 November 2009
Foreign exchange contracts:

Forwards . ... . i e 222 1 —

CrOSS CUMENCY SWAPS « « t ot vt it ettt ettt i e ae e 8,390 439 (69)
Total foreign exchangecontracts ............................. 8,612 440 (69)
Interest rate contracts

Interestrate swaps ....... ..o 1,092 13 —
Other
Commodity iINdEX SWaAPS . . oot v ettt et 20 = ()]
Total ... e 9,724 453 (71)
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Notional Fair value
Amount (M@Assets (ILiabilities
UsS$m
31 May 2010
Foreign exchange contracts:
Forwards . ... .. 30 - (1)
CrOSS CUIMENCY SWAPS .« vttt vt e et ettt e e e e e e 8,249 501 (39)
Total foreign exchangecontracts ............................. 8,279 501 (40)
Interest rate contracts
Interestrateswaps ........... i e 1,093 19 —
Other
Warrants . ... e 1 1 —
Total ... . e e 9,373 521 (40)

Note: (1) Derivative assets and liabilities are classified as at fair value through profit or loss as they are held for trading.

(2) Of derivative assets, US$220m are held to back participating funds (30 November 2007: US$247m; 30 November
2008: US$87m; 30 November 2009: US$240m). The balance of derivative assets relate to other policyholder and
shareholder amounts.

(3) The notional amount of derivative financial instruments with related parties amounted to US$nil (30 November 2007:
US$43m; 30 November 2008: US$58m; 30 November 2009: US$58m)

For swap transactions, both legs of the transaction have been disclosed in the column ‘notional
amount’.

The Group only holds over the counter (‘OTC’) derivatives. OTC derivative contracts are
individually negotiated between contracting parties and include forwards and swaps. Derivatives are
subject to various risks including market, liquidity and credit risk, similar to those related to the
underlying financial instruments.

Derivative assets and derivative liabilities are recognised in the consolidated statement of
financial position as financial assets at fair value through profit or loss and derivative financial liabilities
respectively. The Group’s derivative risk management policies are outlined in Note 37. The Group
does not employ hedge accounting, although most of its derivative holdings may have the effect of an
economic hedge of other exposures. The notional or contractual amounts associated with derivative
financial instruments are not recorded as assets or liabilities in the consolidated statement of financial
position as they do not represent the fair value of these transactions. The notional amounts in the
previous table reflect the aggregate of individual derivative positions on a gross basis and so give an
indication of the overall scale of derivative transactions.

Foreign exchange contracts

Forward exchange contracts represent agreements to exchange the currency of one country for
the currency of another country at an agreed price and settlement date. Currency swaps are
contractual agreements that involve the exchange of both periodic and final amounts in two different
currencies. Exposure to gain and loss on both types of swap contracts will increase or decrease over
their respective lives as a function of maturity dates, interest and foreign exchange rates, and the
timing of payments.

Interest rate swaps
Interest rate swaps are contractual agreements between two parties to exchange periodic
payments in the same currency, each of which is computed on a different interest rate basis, on a

specified notional amount. Most interest rate swaps involve the net exchange of payments calculated
as the difference between the fixed and floating rate interest payments.

1-91



APPENDIX | ACCOUNTANT’S REPORT

23. Fair value of financial instruments

The Group classifies all financial assets as either at fair value through profit or loss, or as available
for sale, which are carried at fair value, or as loans and receivables, which are carried at amortised
cost. Financial liabilities are classified as either at fair value through profit or loss or at amortised cost,
except for investment contracts with DPF which are accounted for under IFRS 4.

The following tables presents the estimated fair values of the Group’s financial assets and
financial liabilities.

Fair value
Fair value Cost/ Total Total
through profit  Available for amortised carrying fair
or loss sale cost value value
Notes Us$m
30 November 2007
Financial investments ............. 21
Loans and receivables . ........ — — 5,665 5,665 5,686
Debt securities ............... 13,449 30,955 — 44,404 44,404
Equity securities . ............. 17,619 2,520 — 20,139 20,139
Derivative financial
instruments . ............... 22 422 — — 422 422
Reinsurance receivables ........... 19 — — 87 87 87
Cash and cash equivalents .. ....... 25 — — 2,583 2,583 2,583
Financialassets ................. 31,490 33,475 8,335 73,300 73,321
Fair value Cost/ Total Total
through profit amortised carrying fair
or loss cost value value
Notes US$m
Financial liabilities
Investment contract liabilities . . . 27 5,926 579 6,505 6,505
Borrowings . ................. 29 — 1,461 1,461 1,461
Obligations under securities
lending and repurchase
agreements . ............... 30 — 5,395 5,395 5,395
Derivative financial
instruments . ............... 22 47 — 47 47
Other liabilities and current tax
liabilities®™ .. ............... — 1,843 1,843 1,843
Financial liabilities ... ............ 5,973 9,278 15,2561 15,251

Note: (1) Excludes third party interests in consolidated investment funds
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Notes
30 November 2008
Financial investments ................... 21
Loans and receivables ..............
Debt securities . ....................
Equity securities . . ....... .. ... ...

Derivative financial instruments ....... 22
Reinsurancereceivables . ................ 19
Cash and cash equivalents .............. 25

Financialassets .. .....................

Financial liabilities

Investment contract liabilities .........

Borrowings . .......... ... . ...

Obligations under securities lending
and repurchase agreements ........

Derivative financial instruments .......

Other liabilities and current tax
liabilities® ........... ... ... . ....

Financial liabilities . . .. .................

Note: (1) Excludes third party interests in consolidated investment funds

Notes
30 November 2009
Financial investments: ................... 21
Loans and receivables ...............
Debt securities .....................
Equity securities ............ ... ...,

Derivative financial instruments .. ... ... 22
Reinsurancereceivables ................. 19
Cash and cash equivalents ............... 25

Financialassets .......................
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Fair value
Fair value
through Cost/ Total Total
profit or Available amortised carrying fair
loss for sale cost value value
US$m
— — 4,002 4,002 3,990
12,389 29,934 — 42,323 42,323
8,660 87 — 8,747 8,747
252 — — 252 252
— — 19 19 19
— — 4,164 4,164 4,164
21,301 30,021 8,185 59,507 59,495
Fair value
through Cost/ Total Total
profitor amortised carrying fair
loss cost value value
Notes Us$m
27 4,226 672 4,898 4,898
29 — 661 661 661
30 — 2,718 2,718 2,718
22 138 — 138 138
— 1,407 1,407 1,407
4,364 5,458 9,822 9,822
Fair value
Fair value
through Cost/ Total Total
profitor  Available amortised carrying fair
loss for sale cost value value
US$m
_ — 4,648 4,648 4,688
14,479 37,722 — 52,201 52,201
16,116 62 — 16,178 16,178
453 — — 453 453
— — 29 29 29
— — 3,405 3,405 3,405
31,048 37,784 8,082 76,914 76,954
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Fair value
through Cost/ Total Total
profitor amortised carrying fair
loss cost value value
Notes Us$m
Financial liabilities
Investment contract liabilities . . ............... 27 6,669 1,111 7,780 7,780
Borrowings . ... 29 — 688 688 688
Obligations under securities lending and
repurchase agreements ................... 30 — 284 284 284
Derivative financial instruments ............... 22 71 — 71 71
Other liabilities and current tax liabilities™ ... ... — 1,800 1,800 1,800
Financial liabilities ............................ 6,740 3,883 10,623 10,623
Note: (1) Excludes third party interests in consolidated investment funds
Fair value
Fair
value
through Cost/ Total
profit Available amortised carrying Total
or loss for sale cost value fair value
Notes US$m
31 May 2010
Financial investments: ................... 21
Loans and receivables ............... — — 4,564 4,564 4,605
Debtsecurities . ..................... 14,981 40,853 — 55,834 55,834
Equity securities .......... ... ... .. 17,317 77 — 17,394 17,394
Derivative financial instruments ........ 22 521 — — 521 521
Reinsurance receivables ................. 19 — — 42 42 42
Cash and cash equivalents ............... 25 — — 3,222 3,222 3,222
Financialassets ....................... 32,819 40,930 7,828 81,577 81,618
Fair
value
through Cost/ Total
profitor amortised carrying Total fair
loss cost value value
Notes
Financial liabilities:
Investment contract liabilities . ......... 27 6,809 1,203 8,012 8,012
Borrowings . ........ ... ol 29 - 682 682 682
Obligations under securities lending and
repurchase agreements ............ 30 - 670 670 670
Derivative financial instruments ........ 22 40 — 40 40
Other liabilities and current tax
liabilities® . ......... ... ... ... ..., — 1,945 1,945 1,945
Financial liabilities ..................... 6,849 4,500 11,349 11,349

Note: (1) Excludes third party interests in consolidated investment funds

The carrying amount of assets included in the above tables represents the maximum credit

exposure.

Foreign currency exposure, including the net notional amount of foreign currency derivative
positions, is shown in Note 37 for the Group’s key foreign exchange exposures.
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The fair value of investment contract liabilities measured at amortised cost is not considered to
be materially different from the amortised cost carrying value.

The carrying value of financial instruments expected to be settled within 12 months (after taking
into account valuation allowances, where applicable) is not considered to be materially different from
the fair value.

Fair value measurements on a recurring basis

The Group measures at fair value financial instruments designated at fair value through profit or
loss, available for sale securities portfolios, derivative assets and liabilities, investments held by
investment funds which are consolidated, investments in non-consolidated investment funds and
certain investment contract liabilities on a recurring basis. The fair value of a financial instrument is the
amount that would be received on sale of an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date.

The degree of judgement used in measuring the fair value of financial instruments generally
correlates with the level of pricing observability. Financial instruments with quoted prices in active
markets generally have more pricing observability and less judgement is used in measuring fair value.
Conversely, financial instruments traded in other than active markets or that do not have quoted
prices have less observability and are measured at fair value using valuation models or other pricing
techniques that require more judgement. An active market is one in which transactions for the asset
or liability being valued occur with sufficient frequency and volume to provide pricing information on
an ongoing basis.

An other than active market is one in which there are few transactions, the prices are not current,
price quotations vary substantially either over time or among market makers, or in which little
information is released publicly for the asset or liability being valued. Pricing observability is affected
by a number of factors, including the type of financial instrument, whether the financial instrument is
new to the market and not yet established, the characteristics specific to the transaction and general
market conditions.

The following methods and assumptions were used by the Group to estimate the fair value of
financial instruments.

Financial assets and liabilities

Loans and receivables

For loans and advances that are repriced frequently and have had no significant changes in credit
risk, carrying amounts represent a reasonable estimate of fair values. The fair values of other loans are
estimated by discounting expected future cash flows using interest rates offered for similar loans to
borrowers with similar credit ratings.

The fair values of mortgage loans are estimated by discounting future cash flows using interest
rates currently being offered in respect of similar loans to borrowers with similar credit ratings. The fair
values of fixed rate policy loans are estimated by discounting cash flows at the interest rates charged
on policy loans of similar policies currently being issued. Loans with similar characteristics are
aggregated for purposes of the calculations. The carrying values of policy loans with variable rates
approximate to their fair value.
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Debt securities and equity securities

The fair values of equity securities are based on quoted market prices or, if unquoted, on
estimated market values generally based on quoted prices for similar securities. Fair values for fixed
interest securities are based on quoted market prices, where available. For those securities not
actively traded, fair values are estimated using values obtained from private pricing services or by
discounting expected future cash flows using a current market rate applicable to the yield, credit
quality and maturity of the investment. For holdings in hedge funds and limited partnerships, fair
values are determined based on the net asset values provided by the general partner or manager of
each investment, the accounts of which are generally audited on an annual basis. The transaction
price is used as the best estimate of fair value at inception.

Derivative financial instruments

The Group values its derivative financial assets and liabilities using market transactions and other
market evidence whenever possible, including market based inputs to models, model calibration to
market clearing transactions, broker or dealer quotations or alternative pricing sources with
reasonable levels of price transparency. When models are used, the selection of a particular model to
value a derivative depends on the contract terms of, and specific risks inherent in, the instrument as
well as the availability of pricing information in the market. The Group generally uses similar models to
value similar instruments. Valuation models require a variety of inputs, including contractual terms,
market prices and rates, yield curves, credit curves, measures of volatility, prepayment rates and
correlations of such inputs. For derivatives that trade in liquid markets, such as generic forwards,
swaps and options, model inputs can generally be verified and model selection does not involve
significant management judgment. Examples of inputs that are generally observable include foreign
exchange spot and forward rates, benchmark interest rate curves and volatilities for commonly traded
option products. Examples of inputs that may be unobservable include volatilities for less commonly
traded option products and correlations between market factors.

Cash and cash equivalents
The carrying amount of cash approximates its fair value.
Reinsurance receivables

The carrying amount of amounts receivable from reinsurers is not considered materially different
to their fair value.

Fair value of securities lending invested collateral and securities lending payables

Securities lending collateral is recorded at fair value. The contract values of securities lending
payables approximate fair value as these obligations are short term in nature.

Other assets
The carrying amount of other assets is not materially different to their fair value. The fair values of
deposits with banks are generally based on quoted market prices or, if unquoted, on estimates based

on discounting future cash flows using available market interest rates offered for receivables with
similar characteristics.

Investment contract liabilities

For investment contract liabilities the fair values have been estimated using a discounted cash
flow approach based on interest rates currently being offered for similar contracts with maturities
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consistent with those remaining for the contracts being valued. For investment contracts where the
investment risk is borne by the policyholder the fair value generally approximates to the fair value of
the underlying assets.

Investment contracts with DPF enable the contract holder to receive additional benefits as a
supplement to guaranteed benefits. These are referred to as participating business and are measured
and classified according to the Group practice for insurance contract liabilities and hence are
disclosed within Note 26. These are not measured at fair value as there is currently no agreed
definition of fair value for investment and insurance contracts with DPF under IFRS. In the absence of
any agreed methodology it is not possible to provide a range of estimates within which fair value is
likely to fall. The IASB is expecting to address this issue in Phase Il of its insurance contracts project.

Borrowings

The fair values of borrowings with stated maturities have been estimated based on discounting
future cash flows using the interest rates currently applicable to deposits of similar maturities.

Other liabilities

The fair value of other unquoted liabilities is estimated by discounting expected future cash flows
using current market rates applicable to their yield, credit quality and maturity, except for those with
no stated maturity, where the carrying value approximates to fair value.

Fair value hierarchy

Beginning on 1 December 2007, assets and liabilities recorded at fair value in the consolidated
statement of financial position are measured and classified in a hierarchy for disclosure purposes
consisting of three ‘levels’ based on the observability of inputs available in the market place used to
measure their fair values as discussed below:

e Level 1: Fair value measurements that are quoted prices (unadjusted) in active markets for
identical assets or liabilities that the Group has the ability to access as of the measurement
date. Market price data is generally obtained from exchange or dealer markets. The Group
does not adjust the quoted price for such instruments. Assets measured at fair value on a
recurring basis and classified as Level 1 are actively traded listed equities. The Group
considers that government debt securities issued by G7 countries (United States, Canada,
France, Germany, ltaly, Japan, the United Kingdom) and traded in a dealer market to be
Level 1, until they no longer trade with sufficient frequency and volume to be considered
actively traded.

® Level 2: Fair value measurements based on inputs other than quoted prices included in
Level 1 that are observable for the asset or liability, either directly (as prices) or indirectly
(derived from prices). Level 2 inputs include quoted prices for similar assets and liabilities in
active markets, quoted prices for identical or similar assets or liabilities in markets that are
not active and inputs other than quoted prices that are observable for the asset and liability,
such as interest rates and yield curves that are observable at commonly quoted intervals.
Assets and liabilities measured at fair value on a recurring basis and classified as Level 2
generally include government securities issued by non-G7 countries, most investment grade
corporate bonds, hedge fund investments and derivative contracts.

® Level 3: Fair value measurements based on valuation techniques that use significant inputs
that are unobservable. Unobservable inputs are only used to measure fair value to the extent
that relevant observable inputs are not available, allowing for circumstances in which there is
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little, if any, market activity for the asset or liability. Assets and liabilities measured at fair
value on a recurring basis and classified as Level 3 include certain classes of structured
securities, certain derivative contracts, private equity and real estate fund investments, and
direct private equity investments.

In certain cases, the inputs used to measure fair value may fall into different levels of the fair value
hierarchy. In such cases, the level in the fair value hierarchy within which the fair value measurement
in its entirety falls is determined based on the lowest level input that is significant to the fair value
measurement in its entirety. The Group’s assessment of the significance of a particular input to the
fair value measurement in its entirety requires judgment. In making the assessment, the Group
considers factors specific to the asset or liability.

A summary of investments carried at fair value according to fair value hierarchy is given below:

Fair value hierarchy
Level1 Level2 Level3 Total

Us$m
30 November 2008
Financial assets
Available for sale
Debt securities ......... .. i — 29,665 269 29,934
Equity securities—shares in ultimate parent ............ 87 — — 87
At fair value through profit or loss
Debt securities
Participatingfunds .......... ... ... .. ... . i — 9,835 235 10,070
Investment-linked ............ ... ... ... ... . ... — 1,467 — 1,467
Other policyholder and shareholder ................... — 682 170 852
Equity securities
Participatingfunds .......... ... ... ... .. . i 895 97 131 1,123
Investment-linked ............ ... .. ... ... . ... 5,158 506 18 5,682
Other policyholder and shareholder ................... 1,541 165 149 1,855
Derivative financialassets . . ..........c i — 238 14 252
Total ... 7,681 42,655 986 51,322
Total Yo . ..o e e 15.0 83.1 1.9 100.0
Financial liabilities
Investment contract liabilities . ................... ... ..... — — 4,226 4,226
Derivative financial instruments .......................... — 132 6 138
Total ... e - 132 4,232 4,364
Total Yo .t e e — 3.0 97.0 100.0
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30 November 2009
Financial assets
Available for sale
Debt securities ......... .
Equity securities—shares in ultimate parent .. ..........
At fair value through profit or loss
Debt securities
Participatingfunds ........ .. ... .. L
Investment-linked ......... ... ... ... ... ...
Other policyholder and shareholder ..................
Equity securities
Participatingfunds ............ ... ... .. ... . ...
Investment-linked ......... ... .. ... ..
Other policyholder and shareholder ..................
Derivative financialassets .......... ... ... . i i i

Total ...
Total Y . .. e e

Financial liabilities

31 May 2010
Financial assets
Available for sale
Debt securities ....... .. i
Equity securities—shares in ultimate parent .. ..........
At fair value through profit or loss
Debt securities
Participatingfunds ......... .. ... .. . i
Investment-linked ......... ... ... .. . L.
Other policyholder and shareholder ..................
Equity securities
Participatingfunds ......... ... ... .
Investment-linked ......... ... ... ... ... ...
Other policyholder and shareholder ..................
Derivative financialassets .............. ... ... ...

Financial liabilities
Investment contract liabilities ............ ... ... . . . . . . ...
Derivative financial instruments . .......... ... ... . ... ... ..

Total
Total Y . .. e
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Fair value hierarchy

Level 1 Level2 Level 3 Total
Us$m
21 37,583 168 37,722
62 — — 62
— 11,605 204 11,809
— 1,726 — 1,726
1 665 278 944
2,088 15 106 2,209
10,384 696 — 11,080
2,607 91 129 2,827
— 453 — 453
15,163 52,784 885 68,832
22.0 76.7 1.3 7100.0
— — 6,669 6,669
— 69 2 71
— 69 6,671 6,740
— 1.0 99.0 100.0
Fair value hierarchy
Level 1 Level2 Level 3 Total
US$m

— 40,639 214 40,853
77 — — 77
— 11,969 205 12,174
— 1,767 86 1,853
— 670 284 954
2,351 35 106 2,492
10,438 667 — 11,105
3,464 93 163 3,720
— 521 — 521
16,330 56,361 1,058 73,749
22.1 76.5 1.4 7100.0
— — 8,012 8,012
— 37 3 40
— 37 8,015 8,052
— 0.5 99.5 7100.0
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The tables below set out a summary of changes in the Group’s Level 3 financial assets and
liabilities for the year ended 30 November 2009 and period ended 31 May 2010. The tables reflect
gains and losses, including gains and losses on financial assets and liabilities categorised as Level 3
as at 30 November 2008, 30 November 2009 and 31 May 2010 respectively. The tables do not
present gains or losses for instruments that were sold or transferred out of Level 3 prior to

1 December 2007.

Level 3 financial assets and liabilities

At1December2007 ......................
Realised gains/(losses) ... ...t
Net movement on investment contract
liabilities . ........ ...
Unrealised gains/(losses) relating to
instruments held at the reporting date
Reported in the consolidated income
statement .......... ... ...,
Reported in the consolidated statement of
comprehensive income ..............
Purchases, issues and settlements ... ........
Transfers in to/(out of) Level 3 . ..............

At 30 November2008 .....................

At1 December2008 ......................
Realised gains/(losses) . . .. ...,
Net movement on investment contract
liabilities ... ... ..o
Unrealised gains/(losses) relating to
instruments still held at the reporting date
Reported in the consolidated income
statement ...t
Reported in the consolidated statement of
comprehensive income ..............
Purchases, issues and settlements...........
Transfers in to/(out of) Level 3 . ..............

At30 November2009 .....................

At1 December2009 ......................
Realised gains/(losses) ... ..o,
Net movement on investment contract
liabilities ... ... ..o
Unrealised gains/(losses) relating to
instruments still held at the reporting date
Reported in the consolidated income
statement .. ...
Reported in the consolidated statement of
comprehensive income ..............
Purchases, issues and settlements . ..........
Transfers in to/(out of) Level 3 ...............

At31May 2010 ..o

Derivative Derivative
Debt Equity financial financial Investment
securities securities assets liabilities contracts
US$m
1,364 131 4 (12) (5,926)
(61) (7) 5 14 —
- - - - 1,700
(319) (21) — — —
(174) - - - -
121 149 (1) - -
@7) 46 & @ -
674 298 14 _(6) (4,226)
674 298 14 (6) (4,226)
(134) (33) (4) @ -
- - - - (2,443)
73 (23) — — —
245 - - - -
(84) 5 - — —
(124) (12) (10) 6 —
650 235 = 2 (6,669
650 235 - (2 (6,669)
(13) 2 - (1) -
— — — — (1,343)
42 12 — — —
6 - - - -
(26) 1 — — —
1419 = = -
789 269 = 3 (8012
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Realised gains and losses arising from the disposal of the Group’s Level 3 financial assets and
liabilities are presented in the consolidated income statement.

Movements in investment contract liabilities at fair value are offset by movements in the
underlying portfolio of matching assets. Details of the movement in investment contract liabilities are
provided in Note 27.

There are no differences between the fair values on initial recognition and the amounts
determined using valuation techniques since the models adopted are calibrated using initial
transaction prices.

Certain private equity investments are measured at cost because there is no quoted market price
in an active market. The balance of such investments is US$nil (30 November 2007: US$1m;
30 November 2008: nil; 30 November 2009: nil).

24. Other assets

As at As at As at As at
30 November 30 November 30 November 31 May
2007 2008 2009 2010
US$m
Prepayments
Operating leases of leasehold land ........... 693 686 690 687
Other ... 44 44 51 47
Accrued investmentincome ..................... 725 766 854 923
Pension scheme assets
Defined benefit pension scheme surpluses
(Note38) ... — 3 5 6
Total ......... e 1,462 1,499 1,600 1,663

All amounts other than prepayments in respect of operating leases of leasehold land are
expected to be recovered within 12 months after the end of the reporting period. Prepayments in
respect of operating leases of land are expected to be recovered over the period of the leases shown
below.

Included in ‘Other Assets’ are the following amounts which relate to the Group’s interest in
leasehold land and land use rights which are accounted for as prepayments of operating leases.

As at As at As at As at
30 November 30 November 30 November 31 May
2007 2008 2009 2010
US$m

Land held in Hong Kong

Long-termleases (>50vyears) .................... 641 636 635 632
Medium-term leases (10-50years) .............. — - - -
Short-term leases (<10years) ................... — - - -

Land held outside Hong Kong

Freehold ...... ... ... . i — - - -
Long-termleases (>50vyears) .................... 50 48 53 53
Medium-term leases (10-50years) .............. 2 2 2 2
Short-term leases (<10years) ................... = = = =
Total ...... ... . 693 686 690 687
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25. Cash and cash equivalents

Cash and deposits

As at As at As at As at
30 November 30 November 30 November 31 May
2007 2008 2009 2010
US$m
Cash ... 586 802 1,217 869
Cashequivalents .................. ... ........ 1,997 3,362 2,188 2,353
Total ... ... .. . .. 2,583 4,164 3,405 3,222

Note: (1) Of cash and cash equivalents, US$635m are held to back investment-linked contracts (30 November 2007: US$614m;
30 November 2008: US$1,116m; 30 November 2009: US$764m). The balance of cash and cash equivalents consists
of other policyholder and shareholder

Cash comprises cash at bank and cash in hand. Cash equivalents comprise bank deposits with
maturities at acquisition of three months or less and money market funds. Accordingly, all such
amounts are expected to be realised within 12 months after the reporting period.

26. Insurance contract liabilities

Year ended Year ended Year ended Six months
30 November 30 November 30 November ended 31 May
2007 2008 2009 2010
US$m
At beginning of financial period 46,960 57,161 52,158 63,255
Valuation premiums . ...................... 8,758 9,676 8,522 4,485
Liabilities released for death or other
termination and related expenses ......... (4,161) (6,180) (4,639) (2,643)
Fees deducted from account balances ....... (229) (320) (542) (199)
Accretion of interest ............ ... . ..., 1,871 1,948 2,080 1,176
Foreign exchange movements .............. 2,171 (4,165) 4,005 5
Change in asset values attributable to
policyholders ......... ... ... ... ... .... 1,264 (3,762) 2,082 157
Transfer to liabilities of the disposal group
classified as held forsale ................ — — (57) —
Acquisition of subsidiary ................... - — 281 -
Disposal of subsidiary ..................... - - (657) —
Othermovements ........................ 527 (2,200) 22 (455)
At end of financial period ................. 57,161 52,158 63,255 65,781

Insurance contract liabilities include amounts relating to investment-linked contracts of
US$6,930m (30 November 2007: US$7,118m; 30 November 2008: US$3,952m; 30 November 2009:
US$7,031m).
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Business description

The table below summarises the key variables on which insurance and investment contract cash
flows depend.

Factors
Nature of benefits and affecting Key
compensation contract cash reportable
Type of contract Material terms and conditions for claims flows segments
Traditional Participating Participating products combine Minimum guaranteed ¢ Investment Singapore,
participating life funds protection with a savings element.  benefits may be performance China,
assurance with DPF The basic sum assured, payable on enhanced based on e Expenses Malaysia
death or maturity, may be enhanced investment experience e Mortality
by dividends, the aggregate amount and other e Surrenders
of which is determined by the considerations
performance of a distinct fund of
assets and liabilities. The timing of
dividend declarations is at the
discretion of the insurer. Local
regulations generally prescribe a
minimum proportion of policyholder
participation in declared dividends
Other Participating products combine Minimum guaranteed e Investment Hong
participating protection with a savings element.  benefits may be performance Kong,
business The basic sum assured, payable on enhanced based on e Expenses Thailand,
death or maturity, may be enhanced investment experience e Mortality Other
by dividends the timing or amount  and other e Surrenders Markets

of which is at the discretion of the ~ considerations
insurer taking into account factors
such as investment experience

Traditional Benefits paid on death, maturity, Benefits, defined in e Mortality AllM
non-participating life sickness or disability that are fixed the insurance e Morbidity
and guaranteed and not at the contract, are * Lapses
discretion of the insurer determined by the e Expenses
contract and are not
affected by
investment
performance or the
performance of the
contract as a whole
Accident and health These products provide morbidity ~ Benefits, defined in e Mortality AllM
or sickness benefits and include the insurance contract ¢ Morbidity
health, disability, critical illness and are determined by the e Lapses
accident cover contract and are not e Expenses
affected investment
performance or the
performance of the
contract as a whole
Investment-linked Investment-linked contracts Benefits are based on ¢ Investment AllM
combine savings with protection, the value of the performance
the cash value of the policy unitised funds and e Lapses
depending on the value of unitised death benefits e Expenses
funds e Mortality
Universal life The customer pays flexible Benefits are based on ¢ Investment AllM
premiums subject to specified limits the account balance performance
accumulated in an account balance and death benefit e Crediting
which are credited with interest at a rates
rate set by the insurer, and a death e Lapses
benefit which may be varied by the e Expenses
customer e Mortality

Note: (1) Other than the Group’s corporate and other segment
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Methodology and assumptions

The most significant items to which profit for the period and shareholders’ equity are sensitive are
market, insurance and lapse risks which are shown in the table below. Indirect exposure indicates that
there is a second order impact. For example, whilst the profit for the period attributable to
shareholders is not directly affected by investment income earned where the investment risk is borne
by policyholders (for example, in respect of investment-linked contracts), there is a second order
effect through the investment management fees which the Group earns by managing such
investments. The distinction between direct and indirect exposure is not intended to indicate the
relative sensitivity to each of these items. Where the direct exposure is shown as being ‘net neutral’
this is because the exposure to market and credit risk is offset by a corresponding movement in
insurance contract liabilities.

Market and credit risk
Direct exposure

Type of contract

Insurance and
investment
contract liabilities

Risks

associated with related

investment portfolio

Indirect exposure

Significant
insurance
and lapse risks

Traditional participating Participating ¢ Net neutral except Net neutral except Investment e |mpact of
life assurance with DPF funds for the insurer’s for the insurer’s performance persistency
share of share of subject to on future
participating participating smoothing dividends
investment investment through dividend .
performance performance declarations * Mortality
e Guarantees e Guarantees
Other e Net neutral except e Net neutral except * Investment e |mpact of
participating for the insurer’s for the insurer’s performance persistency
business share of share of on future
participating participating dividends
investment investment .
performance performance * Mortality
e Guarantees e Guarantees
Traditional e Investment e Guarantees e Not applicable e Mortality
non-participating life performance .
assurance N e Persistency
e Credit risk o
e Morbidity
e Asset liability mismatch risk
Accident and health e Loss ratio e Investment e Not applicable e Claims
performance experience
e Credit risk e Morbidity
e Persistency
e Asset liability mismatch risk
Pensions e Net neutral e Net neutral e Performance e Persistency
related
e Asset liability mismatch risk investment
management
fees
Investment-linked e Net neutral e Net neutral e Performance e Persistency
related .
investment ° Mortality
management
fees
Universal life e Guarantees ® Investment e Spread between e Mortality
performance earned rate and .
Gredit risk crediting rateto ~ ®  Persistency
L] .
reditris policyholders e Withdrawals

e Asset liability mismatch risk
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The Group is also exposed to currency risk in respect of its operations, and to interest rate risk,
credit risk and equity price risk on assets representing net shareholders’ equity, and to expense risk
to the extent that actual expenses exceed those that can be charged to insurance and investment
contract holders on non-participating business. Expense assumptions applied in the Group’s actuarial
valuation models assume a continuing level of business volumes.

Valuation interest rates

As at 31 May 2010, the range of applicable valuation Interest rates for traditional insurance
contracts which vary by territory, year of issuance and products, within the first 20 years are as
follows:

HONG KONG . ..o 3.50% - 7.50%
Thailand . .. ... e e e e 2.60% - 9.00%
SINGAPONE . . ittt e 2.00% - 10.00%
Malaysia . ... 3.70% - 8.90%
(07 11 = 2.75% - 7.00%
[0 = 3.33% - 6.50%
PhilpPINES . . .o e 4.40% - 9.20%
INAONESIA . . .t e e e 3.37% - 10.80%
VB NaM .. e e e e 5.07% - 12.25%
Australia . ... e e e 3.83% -7.11%
NeW Zealand . ... e e 3.83% - 5.75%
TN .« e e e e e 1.75% - 6.50%

27. Investment contract liabilities

Year ended Year ended Year ended Six months ended

30 November 30 November 30 November 31 May
2007 2008 2009 2010
US$m

At beginning of financial period ........ 3,482 6,505 4,898 7,780

Effect of foreign exchange translation .. ... 20 (83 102 (17)

Investment contract benefits ............ 1,228 (2,047) 2,164 (117)

Feescharged ........ ... ... ... ... ..... (222) (174) (326) (116)
Net deposits/(withdrawals) and other

movements ......... ... ... ... 1,997 647 942 482

At end of financial period .............. 6,505 4,898 7,780 8,012

Investment contract liabilities include amounts relating to investment-linked liabilities of
US$6,810m (30 November 2007: US$5,926m; 30 November 2008: US$4,226m; 30 November 2009:
Us$6,669m).
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28. Effect of changes in assumptions and estimates

The table below sets out the sensitivities of the assumptions in respect of insurance and
investment contracts with DPF to key variables. This disclosure only allows for the impact on liabilities
and related assets, such as reinsurance, and deferred acquisition costs and does not allow for
offsetting movements in the fair value of financial assets backing those liabilities.

As at As at As at As at
30 November 30 November 30 November 31 May
2007 2008 2009 2010
US$m
(Increase)/decrease in insurance contract
liabilities, equity and profit before tax
Interestrates +0.5% ............ ... . ... . ..., 7 7 4 5
Interestrates -0.5% ....... ... . ... 8 (7) (4) 5)
Expenses +10% ... ... (1 3) 2 (1M
Mortality +10% ........ .. (5) (8) (10) 11
Lapserates +5% ... (19) 1) (12) (18)

Future policy benefits for traditional life insurance policies (including investment contracts with
DPF) are calculated using a net level premium valuation method with reference to best estimate
assumptions set at policy inception date unless a deficiency arises on liability adequacy testing. There
is no impact of the above assumption sensitivities on the carrying amount of traditional life insurance
liabilities as the sensitivities presented would not have triggered a liability adequacy adjustment.
During the periods presented there was no effect of changes in assumptions and estimates on the
Group’s traditional life products.

For interest sensitive insurance contracts, such as universal life products and investment-linked
contracts, assumptions are made at each reporting date including mortality, persistency, expenses,
future investment earnings and future crediting rates.

The impact of changes in assumptions on the valuation of insurance and investment contracts
with DPF was US$7m increase in profit (30 November 2007: US$17m; 30 November 2008: US$(11)m;
30 November 2009: US$(86)m).

29. Borrowings

As at As at As at As at
30 November 30 November 30 November 31 May
2007 2008 2009 2010
US$m
Bankloans .......... ... 546 548 549 495
Bankoverdrafts ............. ... ... ... ... .. ..., 71 88 85 133
Loans from fellow subsidiaries of AIG ............. 812 20 50 50
Otherloans . ... 32 5 4 4
Total ........ ... 1,461 661 688 682

Properties with a book value of US$757m at 31 May 2010 (30 November 2007: US$755m;
30 November 2008: US$751m; 30 November 2009: US$758m) and a fair value of US$1,309m at
31 May 2010 (30 November 2007: US$1,101m; 30 November 2008: US$1,107m; 30 November 2009:
US$1,315m) and cash and cash equivalents with a book value of US$54m (30 November 2007:
US$26m; 30 November 2008: US$41m; 30 November 2009: US$75m) are pledged as security with
respect to amounts disclosed as bank loans above. Interest on loans reflects market rates of interest
with the exception of certain related party borrowings which are repayable on demand. Interest
expense on borrowings is shown in Note 9. Further information relating to interest rates and the
maturity profile of borrowings is presented in Note 37.
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30. Obligations under securities lending and repurchase agreements

The Group has entered into securities lending agreements whereby securities are loaned to both
third parties and a related party. In addition, the Group has entered into repurchase agreements
whereby securities are sold to third parties with a concurrent agreement to repurchase the securities
at a specified date.

The securities related to these agreements are not derecognised from the Group’s consolidated
statement of financial position, but are retained within the appropriate financial asset classification.
The following table specifies the amounts included within financial investments subject to securities
lending or repurchase agreements at each period end:

As at As at As at As at
30 November 30 November 30 November 31 May
2007 2008 2009 2010
US$m
Debt securities:
Repurchase agreements . ................... 1,620 831 315 1,019
Securities lending
Related parties ........ ... ... ... .. .. .. 1,231 578 — —
Others ... 2,446 1,691 — —
Total ....... ... . 5,297 3,100 315 1,019
Collateral

Generally, the Group received collateral in excess of 100% of the fair value of securities loaned
from all borrowers, typically consisting of cash or debt securities. During 2009 and 2008, borrowers
were not providing collateral to 100% of the fair value of the securities lent; however, the Group’s
ultimate parent company provided additional collateral to fully collateralise the arrangements.

Collateral received under securities lending or consideration received for repurchase agreements
typically consists of cash or debt securities. Collateral received in the form of cash, which is not
legally segregated from the Group, is recognised as an asset in the consolidated statement of
financial position, with a corresponding liability for its repayment.

Non-cash collateral received is not recognised in the consolidated statement of financial position
unless the Group either sells or repledges these assets in the absence of default, at which point the
obligation to return this collateral is recognised as a liability.

The fair value of non-cash collateral received from securities lending agreements and the
respective amount which the Group can sell or re-pledge in the absence of default is disclosed in the
table below:

As at As at As at As at
30 November 30 November 30 November 31 May

2007 2008 2009 2010

US$m
Debt securities

Related parties .......... ... ... ... .. ... ... 390 — —
Others ... — — —
Total ....... ... . 390 - -

The value of collateral that was actually sold or re-pledged in the absence of default was nil for all
periods.

[-107



APPENDIX | ACCOUNTANT’S REPORT

Obligations under securities lending and repurchase agreements comprise the following:

As at As at As at As at
30 November 30 November 30 November 31 May
2007 2008 2009 2010
US$m
Securities lending
Related parties ........... ... ... . ... . .... 1,291 657 — —
Others ... e 2,523 1,306 — —
Repurchaseagreements . ....................... 1,581 755 284 670

Total ....... ... 5,395 2,718 284 670

On 10 November 2008, the Group entered into an agreement with AIG Funding, Inc. (‘AIGF’)
whereby the Group can borrow from AIGF to return cash collateral to securities borrowers in
connection with a portfolio of securities loans of which AlG Securities Lending (Ireland) Ltd (‘AIGSL’) is
the agent.

The Group could only borrow under this facility if the collateral investment account maintained on
behalf of the Group did not have sufficient cash at the time to satisfy the Group’s obligations to repay
the third party borrowers.

Under the terms of this agreement, interest accrued on the outstanding borrowings at three
months US$ LIBOR-BBA plus 1% per annum. Either party was allowed to terminate the agreement at
any time upon 30 business days prior written notice to the other party.

The Group did not draw down on this agreement at any time. Effective 30 November 2009, the
Group terminated AIGSL’s ability to make additional loans on behalf of the Group. As there were no
outstanding loans under the programme, the Group no longer had the ability to draw down under this
agreement. Effective 5 March 2010 and 26 April 2010, the agreement was terminated by AIA and
AlA-B respectively.

31. Impairment of financial assets
Impairment of financial assets

In accordance with the Group’s accounting policies, impairment reviews were performed for
available for sale securities and loans and receivables.

Available for sale debt securities

During the period to 31 May 2010, impairment losses of US$1m (for the year ended 30 November
2007: nil; for the year ended 30 November 2008: US$142m; for the year ended 30 November 2009:
US$67m; six month period ended 31 May 2009 (unaudited): US$31m) were recognised in respect of
available for sale debt securities.

The carrying amounts of available for sales debt securities that are individually determined to be
impaired at 31 May 2010 was US$66m (30 November 2009: US$95m; 30 November 2008: US$81m;
30 November 2007: US$nil).
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Loans and receivables

The Group’s primary potential credit risk exposure in respect of loans and receivables arises in
respect of policy loans and a portfolio of mortgage loans on residential and commercial real estate
(see Note 21 Financial investments for further details). The Group’s credit exposure on policy loans is
mitigated because, if and when the total indebtedness on any policy, including interest due and
accrued, exceeds the cash surrender value, the policy terminates and becomes void. The Group has
a first lien on all policies which are subject to policy loans.

The carrying amounts of loans and receivables that are individually determined to be impaired at
31 May 2010 was US$30m (30 November 2009: US$32m; 30 November 2008: US$30m;
30 November 2007: US$30m).

The Group has a portfolio of residential and commercial mortgage loans which it originates. To
the extent that any such loans are past their due dates specific allowance is made, together with a
collective allowance, based on historical delinquency. Insurance receivables are short term in nature
and cover is not provided if consideration is not received. An ageing of accounts receivable is not
provided as all amounts are due within 1 year and cover is cancelled if consideration is not received.

32. Provisions

Employee benefits Other Total

Us$m
At1 December2006 . ........... ... ... 50 85 135
Charged to the consolidated income statement ................... 11 4 15
Exchangedifferences . ... 1 1 2
Utilised duringtheyear .......... ... ... (7) 3) (@10
At 30 November 2007 ... ... .. ...ttt 55 87 142
Charged to the consolidated income statement ................... 11 31 42
Exchangedifferences . ..........c i e (10) 3) @13
Utilised duringtheyear .......... ... ..., (3) 2 (5)
At30 November 2008 . ......... ...t 53 113 166
Charged to the consolidated income statement™ .................. 16 131 147
Incurred in connection with acquisition of a subsidiary . ............. — 30 30
Exchangedifferences ...........c i e 3 9 12
ContribUtioNS . .. .o e 2 - ()]
Utilised duringtheyear .......... ... ... - (73) (73)
At30 November2009 . ....... ... ... ..t 70 210 280
Charged to the consolidated income statement™ . ................. 7 28 35
Exchangedifferences . ..........c i e 1 (1 -
Released duringtheperiod ......... ... ... - (18) (18)
Utilised duringthe period . ........ ... . i i (5) (104) (109)
At31May 2010 . ... ... . e 73 115 188

Note: (1) Of the provisions charged to the consolidated income statement as “Other” during the six month period ended
31 May 2010, US$18m (for the year ended 30 November 2009: US$89m; for the year ended 30 November 2008:
US$10m; six month period ended 31 May 2009 (unaudited): US$25m) related to provision for restructuring and
separation costs.

Further details of provisions for employee post retirement benefits are provided in Note 38.
Other provisions

Other provisions comprise provisions in respect of regulatory matters, litigation, reorganisation
and restructuring. In view of the diverse nature of the matters provided for and the contingent nature
of the matters to which they relate the Group is unable to provide an accurate assessment of the term
over which provisions are expected to be utilised.

[-109



APPENDIX | ACCOUNTANT’S REPORT

33. Other liabilities

As at As at As at As at

30 November 30 November 30 November 31 May
2007 2008 2009 2010
US$m

Trade and otherpayables . ...................... 1,389 1,082 1,162 1,054
Third party interests in consolidated investment

funds ... 720 398 397 440

Payables from purchases of investments .......... 84 72 396 510

Reinsurance payables .. ......... ... ... ... . ... 101 35 57 79

Total ....... ... . 2,294 1,587 2,012 2,083

Third party interests in consolidated investment funds consist of third party unit holders’ interests
in consolidated investment funds which are reflected as a liability since they can be put back to the
Group for cash.

Trade and other payables are all expected to be settled within 12 months after the end of the
reporting period. The realisation of third party interests in investment funds cannot be predicted with
accuracy since these represent the interests of third party unit holders in consolidated investment
funds held to back insurance and investment contract liabilities and are subject to market risk and the
actions of third party investors.

34. Share capital and reserves

Share capital

As at As at As at As at
30 November 2007 30 November 2008 30 November 2009 31 May 2010
Million Million Million Million
shares US$m shares US$m shares US$m shares US$m
Authorised
Ordinary shares of US$1
each .................. 20,000 20,000 20,000 20,000 20,000 20,000 20,000 20,000
Issued and fully paid
At start of the reporting
period ................. 12,000 12,000 12,000 12,000 12,000 12,000 12,000 12,000
Shares issued during the
period ................. — — — — — — 44 44
At end of the reporting
period ................. 12,000 12,000 12,000 12,000 12,000 12,000 12,044 12,044
Shares yet to be issued . .. - - - - 44 44 — —
Share premium........... 1,914 1,914 1,914 1,914

There were no shares issued under share option schemes in the period. The Company and its
subsidiaries have not undertaken any purchase, sale, or redemption of the Company’s issued share
capital in the reporting period. Share premium of US$1,914m represents the difference between the
net book value of the Group on acquisition by the Company of US$13,958m and the nominal value of
the share capital issued of US$12,044m.
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Reserves
Fair value reserve

The fair value reserve comprises the cumulative net change in the fair value of available for sale
securities held at the end of the reporting period.

Foreign currency translation reserve

The foreign currency translation reserve comprises all foreign currency exchange differences
arising from the translation of the financial statements of foreign operations.

Other reserves

Other reserves include the impact of merger accounting for business combinations under
common control and share based compensation.

At 31 May 2010 the Company does not have any distributable reserves.

35. Non-controlling interests

As at As at As at As at
30 November 30 November 30 November 31 May
2007 2008 2009 2010
US$m
Equity shares in subsidiaries .................... 6 6 51 52
Shareof earnings ........ ... ..., 35 25 — 6
Share of otherreserves .. ......... ... ... ... 10 (21) = 2
Total ........ . 51 10 51 60

36. Group capital structure
Objectives, policies and processes for managing capital

The Group’s capital management objectives focus on maintaining a strong capital base to
support the development of its business, satisfying regulatory capital requirements at all times, and
supporting its credit rating targets. The Group recognises the impact on shareholder returns of the
level of equity capital employed and seeks to maintain an appropriate balance.

The Group’s capital management function oversees all capital related activities of the Group and
assists senior management in making capital decisions. The capital management function participates
in decisions concerning asset-liability management exposures, asset-liability proposals and strategic
asset allocation. The capital management function also engages in ongoing active capital and
solvency management, including maintaining active dialogue and relationships with our regulators and
ratings agencies. The Group has also incorporated the capital management framework into its
budgeting process to ensure capital and dividend policies and programmes are implemented within
the guidelines set forth by the Group.

Externally imposed capital requirements
The Group is in compliance with the solvency and capital adequacy requirements of its
regulators. The Group’s primary insurance regulator at the AIA and AIA-B levels is the Hong Kong

Office of the Commissioner of Insurance (‘HK OCI’), which requires that AIA and AIA-B meet the
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solvency margin requirements of the Hong Kong Insurance Companies Ordinance. The Hong Kong
Insurance Companies Ordinance (among other matters) sets minimum solvency margin requirements
that an insurer must meet in order to be authorised to carry on insurance business in or from Hong
Kong. The HK OCI requires AIA and AIA-B to maintain an excess of assets over liabilities of not less
than the required minimum solvency margin. The amount required under the Hong Kong Insurance
Companies Ordinance as the minimum solvency margin can be determined and may be treated as
100% of that amount. The excess of assets over liabilities to be maintained by AIA and AIA-B required
by the HK OCl is not less than 150% of that amount.

The Group’s individual branches and subsidiaries are also subject to the supervision of
government regulators in the jurisdictions in which those branches and subsidiaries are domiciled.
The various regulators overseeing the Group actively monitor the solvency margin position of the
Group. AIA and AIA-B submit annual filings to the HK OCI of their solvency margin position based on
their annual audited accounts, and the Group’s other operating units perform similar annual filings
with their respective local regulators.

The ability of the Company to pay dividends and meet other obligations depends on dividends
and other payments from its operating subsidiaries and branches, which are subject to contractual,
regulatory and other limitations. The various regulators overseeing the individual branches and
subsidiaries of the Group have the discretion to impose additional restrictions on the ability of those
regulated subsidiaries and branches to make payment of dividends or other distributions and
payments to AlA, including increasing the required margin of solvency that an operating unit must
maintain.

The payment of dividends and other distributions and payments by the Company’s subsidiaries
and their branches is regulated by applicable insurance, foreign exchange and tax and other laws,
rules and regulations. The amount and timing of certain dividends, distributions and other payments
require regulatory approval. In particular, the payment of dividends, distributions and other payments
to the Company from AIA is subject to the oversight of the Office of the Commissioner of Insurance of
Hong Kong. In addition, surplus capital may not be remitted out of Thailand in particular, including by
AlA Thailand Branch to its Head Office in Hong Kong, without the consent of the Office of the
Insurance Commission in Thailand. More generally, regulators may prohibit the payment of dividends
or other distributions and payments by our regulated subsidiaries and branches if they determine that
such payment could be adverse to the interests of relevant policyholders or contract holders.

Capital and Regulatory Orders Specific to the Group

Following the AIG events as described in note 44, certain regulators of the Group imposed
additional requirements or restrictions on certain of its branches and subsidiaries. These requirements
and restrictions may be amended or revoked at the relevant regulator’s discretion. As of the date
hereof, the requirements and restrictions summarized below remain in effect.

Hong Kong Office of the Commissioner of Insurance

Following the AIG Events, letters dated 17 September 2008 were issued from the Insurance
Authority to each of AIA and AIA-B (“Section 35 Ring-fencing Orders”) requiring each of AIA or AlA-B,
including all of their branches, as appropriate:

(1) to ensure that all insurance business and all transactions with any “specified person” are on
normal commercial terms;

(2) to ensure that AIA or AIA-B do not place any deposit with or transfer assets (except for
normal insurance transactions) or provide financial assistance to any “specified person”
without first obtaining written consent from the Insurance Authority; and

(3) to inform the Insurance Authority as soon as practicable of any circumstances which may
put the interest of policyholders or potential policyholders at risk.
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For the purpose of the Section 35 Ring-fencing Orders, “specified person” includes but is not
limited to an insurer’s branches, directors, controllers, shareholders and associates or group
companies.

Among other consequences, the Section 35 Ring-fencing Orders place restrictions on the ability
of AIA and AIA-B to engage in capital related transactions with specified persons. Accordingly, the
Section 35 Ring-fencing Orders restrict the ability of AIA and AIA-B to pay dividends to their parent
companies, and limit their ability to engage in intercompany transactions with specified persons, such
as payment of intercompany service fees, without first obtaining written consent from the Insurance
Authority.

By further letters dated 18 September 2008 to AIA and AIA-B (“Section 35 Controller Orders”),
the Insurance Authority required that AIA and AIA-B not to acquire a new controller who, alone or with
any associate or through a nominee, is entitled to exercise, or control the exercise of, 15% or more of
the voting power at their general meetings or the general meetings of their parent companies without
first obtaining written consent from the Insurance Authority.

The Insurance Authority has informed the Company that on the first day of dealings in Shares on
the Hong Kong Stock Exchange and in consideration of the undertakings described below the
Section 35 Ring-fencing Orders will be rescinded and that the Insurance Authority will vary the
Section 35 Controller Orders such that prior consent of the Insurance Authority will not be required
where any person becomes a controller (within the meaning of section 9(1)(c)(ii) of the ICO) of AIA and
AlA-B through the acquisition of shares traded on the Hong Kong Stock Exchange.

AIG has given the Insurance Authority an undertaking that, with effect from the date of the
rescission of the Section 35 Ring-fencing Orders and for so long as AlG directly or indirectly holds a
legal or beneficial interest in AIA Group Limited in excess of 10% of the outstanding or issued share
capital of AIA Group Limited (or AlG directly or indirectly is entitled to exercise, or control the exercise
of, 10% or more of the voting power at any general meeting of AIA Group Limited), AIG will ensure
that, except with the prior written consent of the Insurance Authority:

() any AIG Group holder of AIG’s interest in AIA Group Limited that is controlled by AIG will
abstain from voting in any shareholder vote of AIA Group Limited for the approval of a
dividend distribution to AIA Group Limited’s shareholders; and

(i) AIG will not, either directly or indirectly or through a member of the AIG Group that AIG
controls: (a) accept any deposit from any member of the AIA Group; (b) be the recipient of
any assets transferred from any member of the AIA Group except for (x) normal insurance
transactions or any arrangements on normal commercial terms in place as of the date of the
undertaking (including renewals thereof), and (y) dividends distributed to shareholders of AIA
Group Limited that have been approved by the other shareholders of AIA Group Limited; or
(c) accept any financial assistance (i.e., the granting of credit, lending of money, providing of
security for or the guaranteeing of a loan) from any member of the AIA Group.

AlA Group Limited has given to the Insurance Authority an undertaking that AIA Group Limited
will:

() ensure that (a) AIA and AIA-B will at all times maintain a solvency ratio of not less than 150%,
both on an individual insurer basis and on an AIA/AIA-B consolidated basis; (b) it will not
withdraw capital or transfer any funds or assets out of either AIA or AIA-B that will cause
AlA’s or AIA-B’s solvency ratio to fall below 150%, except with, in either case, the prior
written consent of the Insurance Authority; and (c) should the solvency ratio of either AlA or
AIA-B fall below 150%, AIA Group Limited will take steps as soon as possible to restore it to
at least 150% in a manner acceptable to the Insurance Authority;

(i) ensure that, for so long as AIG directly or indirectly holds a legal or beneficial interest in AIA
Group Limited in excess of 10% of the outstanding or issued share capital of AIA Group
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(i)

Limited (or AIG directly or indirectly is entitled to exercise, or control the exercise of, 10% or
more of the voting power at any general meeting of AIA Group Limited), AIA and AlA-B shall
not, without first obtaining written consent from the Insurance Authority: (a) place any
deposit with AIG and/or any member of the AIG Group that AIG controls (excluding the
Company, its subsidiaries and their branches); (b) transfer any assets to AIG and/or any
member of the AIG Group that AIG controls (excluding the Company, its subsidiaries and
their branches), except for normal insurance transactions or any arrangements on normal
commercial terms in place as of the date of the undertaking (including renewals thereof); or
(c) provide any financial assistance to AIG and/or any member of the AIG Group that AIG
controls (excluding the Company, its subsidiaries and their branches);

notify the Insurance Authority in writing as soon as the Company becomes aware of any
person (a) becoming a controller (within the meaning of Section 9(1)(c)(ii) of the ICO) of AIA
and AIA-B through the acquisition of our Shares traded on the Hong Kong Stock Exchange;
or (b) ceasing to be a controller (within the meaning of Section 9(1)(c)(ii) of the ICO) of AIA
and AlA-B through the disposal of our Shares traded on the Hong Kong Stock Exchange;

comply with the guidance from the Insurance Authority to AIA Group Limited that the AIA
Group will be subject to the supervision of the Insurance Authority and AIA Group Limited
will be required to continually comply with the Insurance Authority’s guidance on the “fit and
proper” standards of a controller pursuant to Section 8(2) of the ICO. The Insurance Authority
is empowered by the ICO to raise objection if it appears to it that any person is not fit and
proper to be a controller or director of an authorised insurer. These standards include the
sufficiency of a holding company’s financial resources; the viability of a holding company’s
business plan for its insurance subsidiaries which are regulated by the Insurance Authority;
the clarity of the group’s legal, managerial and operational structures; the identities of any
other holding companies or major regulated subsidiaries; whether the holding company, its
directors or controllers is subject to receivership, administration, liquidation or other similar
proceedings or failed to satisfy any judgment debt under a court order or the subject of any
criminal convictions or in breach of any statutory or regulatory requirements; the soundness
of the group’s corporate governance; the soundness of the group’s risk management
framework; the receipt of information from its insurance subsidiaries which are regulated by
the Insurance Authority to ensure that they are managed in compliance with applicable laws,
rules and regulation; and its role in overseeing and managing the operations of its insurance
subsidiaries which are regulated by the Insurance Authority; and

fulfil all enhancements or improvements to the guidance referred to in sub-paragraph
(iv) above, as well as administrative measures issued from time to time by the Insurance
Authority or requirements that may be prescribed by the Insurance Authority in accordance
with the ICO, regulations under the ICO or Guidance Notes issued by the Insurance Authority
from time to time.

Monetary Authority of Singapore

Since October 2008, the Monetary Authority of Singapore (“MAS”) has issued certain directions
to AIA Singapore Branch (“AIAS”) specifying that it comply with increased capital adequacy
requirements. In addition, the directions provide that prior MAS consent be sought in respect of
certain transactions including transfers or disposals of certain assets (including land or buildings) and
financing and guarantee arrangements. The directions also impose certain additional reporting
requirements on AIAS. As a regulated entity, AIA has various discussions with the MAS. The
discussions with the MAS in relation to the lifting of the directions after listing of AIA Group Limited
shares on the Hong Kong Stock Exchange have been favourable as MAS takes further comfort that
AIAS intends to become a locally incorporated subsidiary of AIA in the foreseeable future.
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Bermuda Monetary Authority

On 2 August 2010, the BMA and AlA-B entered into a Letter Agreement. In the Letter Agreement,
AlA-B agrees to:

(1) seek prior approval from the BMA before entering into an Outpayment Transaction (a
payment or transfer of assets out of AIA-B relating to a single transaction or matter)
transactions outside the Normal Course of Business which is comprised of a single payment
or series of multiple linked payments that, in the aggregate would equal or exceed
US$15,000,000;

(2) notify the BMA before entering into an Outpayment Transaction below US$15,000,000 which
is outside the Normal Course of Business (the BMA may request additional information and
shall provide a written objection within 72 hours of receipt of the additional information); and

(8) a daily basis report to the BMA on: (i) transfers of more than US$1,000,000 per transaction or
an aggregate amount of greater than US$1,000,000 per day from AIA-B to another
jurisdiction other than where the fund originated (to include inter-jurisdictional transfers
within AIAB or branch of AIA-B); (ii) transactions of greater than US$15,000,000 whether
incoming or outgoing; (iii) all material issues having an impact threshold of equal to or greater
than 10% of AIA-B’s total statutory capital and surplus.

The obligations of AIA-B under the Letter Agreement shall be extinguished in the event that the
majority ownership interest of AIA-B is sold, transferred or assigned to a third party purchaser. The
Group is in discussions with the BMA in relation to the release of AIA-B from the obligations under the
Letter Agreement in connection with the planned IPO of the Group.

China Insurance Regulatory Commission

Notices issued by the China Insurance Regulatory Commission (‘CIRC’) ordered AIA Shanghai
Branch, Guangdong Branch, Jiangsu Branch, Beijing Branch, Shenzhen Branch, Suzhou Central
Sub-Branch, Dongguan Sub-Branch and Jiangmen Sub-Branch to:

(1) maintain sufficient funds to provide for possible cancellations and to prevent liquidity risks
and monitor liquidity daily; and

(2) enhance capital stability by: (a) not entering into any mortgage, guarantee or letter of credit
or incurring any debt other than in the normal course of business; (b) not transferring any
assets or funds outside of the PRC; and (c) obtaining approval from the CIRC on any
affiliated transaction with AlG including reinsurance transactions (so as to prevent the flow of
capital or assets out of the PRC).

The Group is in discussions with the CIRC to establish a mutually acceptable timetable for
rescission of these orders as soon as practicable.

Other Orders

Correspondence has also been issued to the Group by the Mandatory Provident Fund Schemes
Authority in Hong Kong and the regulators in Taiwan, Brunei and Vietnam. Pursuant to this
correspondence, regular updates are to be provided to the regulators, and certain regulators must
provide their consent before assets are transferred or transactions are entered into with connected
parties.

Group capital position

The Group defines ‘capital’ as the amount of assets in excess of liabilities measured in
accordance with the Hong Kong Insurance Companies Ordinance. The Group defines total available
capital as the amount of assets in excess of liabilities measured in accordance with the Insurance
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Companies Ordinance and ‘required capital’ as the minimum required margin of solvency calculated
in accordance with the Insurance Companies Ordinance. The solvency margin ratio is the ratio of total
available capital to required capital. A number of transactions undertaken in 2008 and 2009 enhanced
the solvency position of the Group. With effect from 28 February 2009, AIA-B and AIA Australia,
among others, become subsidiaries of AlA, and on 3 November 2009, the Group acquired Philam.

In January 2009, the HK OCI introduced temporary relief measures to all Hong Kong regulated
long-term and composite insurers in response to the unprecedented level of volatility in global capital
markets and low interest rate environment. These measures apply to financial years running from
2008 to 2010, after which a review will be conducted.

The capital positions of the Group’s two principal operating companies as of 30 November 2007,
2008 and 2009 and 31 May 2010 are illustrated in the table:

30 November 30 November 30 November 31 May
2007 2008 2009 2010
Total Solvency Total Solvency Total Solvency Total Solvency
available Required margin available Required margin available Required margin available Required margin
capital capital ratio capital capital ratio capital capital ratio capital capital ratio
UsS$m
AIA .... 2,551 1,357 188% 2,751 1,316 209% 4,811 1,547 311% 5,185 1,664 312%

AIA-B .. 2,519 648  389% 1,469 684  215% 2,742 911 301% 3,120 923  338%
37. Risk management
Risk management framework

The managed acceptance of risk is fundamental to the Group’s insurance business model. The
Group’s risk management framework seeks to effectively manage, rather than eliminate, the risks the
Group faces.

The Group’s central risk management framework requires all operations to establish processes
for identifying, evaluating and managing the key risks faced by the organisation. This risk
management framework has evolved in recent years and now encompasses an established risk
governance structure with clear oversight and assignment of responsibility for monitoring and
management of strategic, operational and financial risks.

Insurance and financial risk exposures

As an insurance group, the Group is exposed to a range of insurance and financial risks. The

Group applies a consistent risk management philosophy that is embedded in management processes

and controls such that both existing and emerging risks are considered and addressed.

The following section summarises the Group’s key risk exposures and the primary policies and
processes used by the Group to manage its exposures to these risks.

Insurance risk
The Group considers insurance risk to be a combination of the following component risks:
® inadequate or inappropriate product design;
® inappropriate underwriting or pricing of policies;
® lapse risk; and
® variability in claims experience.
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Experience shows that the larger the portfolio of similar insurance contracts, the smaller the
relative variability of the expected outcome. The Group has developed its insurance underwriting
strategy to diversify the type of insurance risks accepted and to achieve a sufficiently large population
of risks to reduce the variability of the expected outcome.

Product design risk

Product design risk refers to potential defects in product design and pricing. The Group manages
product design risk by completing pre-launch reviews and approval of products by local and the
Group functional departments such as actuarial and underwriting. These departments have significant
experience and have developed proprietary expertise to identify potential flaws in product design.

There is a strong focus within the Group on actively managing each part of the actuarial control
cycle to minimise risk in the in-force book as well as for new business acceptances. A significant
component of the Group’s long-term insurance business is participating in nature where the Group
has the ability to adjust dividends to reflect market conditions. This reduces the Group’s exposure to
changes in circumstances, in particular investment returns, that may arise during the life of long-term
insurance policies.

Pricing and underwriting risk

Pricing and underwriting risk refers to the possibility of product related income being inadequate
to support future obligations arising from those contracts.

The Group manages pricing and underwriting risk by adhering to group wide underwriting
guidelines. Each operating unit maintains a team of professional underwriters who review and select
risks that are consistent with the underwriting strategy of the Group. A second layer of underwriting
review is conducted by the Group for complex and large insurance risks. Any exceptions require
specific approval and may be subject to separate risk management actions.

The Group makes use, in certain circumstances, of reinsurance to obtain product pricing
expertise when entering new lines of business, products or territories. Reinsurance is also used, to a
limited extent, to manage concentrations of insurance risk. However, the breadth of the Group’s
geographical spread and product portfolio creates natural diversification and reduces the extent to
which concentrations of insurance risk arise.

Claims risk

Claims risk refers to the possibility that the frequency or severity of claims arising from insurance
contracts exceeds the level anticipated at the time of underwriting. For insurance contracts where
death and diagnosis of critical illness are the insured risk, the most significant factors that could
increase the overall frequency of claims are epidemics (such as AIDS, SARS or other communicable
conditions) or widespread changes in lifestyle resulting in earlier or more claims than expected. Other
factors affecting the frequency and severity of claims include the following:

® insurance risk under disability contracts is dependent on economic conditions. Recession
and unemployment tend to increase the number of claims for disability benefits as well as
reduce the rate of recovery from disability;

® insurance risk under hospitalisation contracts is dependent on medical costs and medical
technology; and

® insurance risk under accident contracts is more random and dependent on occupation.
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The Group seeks to mitigate claims risk by conducting regular reviews of mortality and morbidity
experience and considering the impact of these on reinsurance needs and product design and
pricing. These reviews, alongside other experience studies, results and economic outlook data, are
incorporated into new product design and in-force policy management which illustrates the benefit of
the Group’s scale, history and experience in achieving a coherent insurance risk management
strategy.

Mortality and morbidity risk in excess of the respective retention limits are ceded to reduce
volatility in claims experience for the Group.

Lapse risk

Lapse risk refers to the possibility of financial loss due to early termination of contracts where the
acquisition cost incurred may not be recoverable from future revenue.

The Group carries out regular studies of persistency experience. The results are assimilated into
new and in-force business management. Target pay back periods that form part of the product
pricing controls enable monitoring of the Group’s exposure to lapse risk. Certain products include
surrender charges that entitle the Company to additional fees on early termination by the policyholder,
thereby reducing exposure to lapse risk.

Concentrations of insurance risk

Concentration of insurance risk refers to the possibility of significant financial losses arising from
a lack of diversification, either geographical or by product type, of the Group’s portfolio. Certain
events, such as viral pandemics, may give rise to higher levels of mortality or morbidity experience
and exhibit geographical concentrations.

The Group has a broad geographical footprint across Asia and its results are not substantially
dependent upon any one of these individual markets. This breadth provides a natural diversification of
geographic concentrations of insurance and other risks (such as political risks). However, given the
Group’s exposure to Asia, it may be relatively more exposed to pandemics localised in Asia than
insurance groups with a world-wide presence.

Although long-term insurance and investment business are the Group’s primary operations, the
Group has a range of product offerings, such as term life, accident and health, participating, annuity
and investment-linked, which vary in the extent and nature of risk coverage and thereby reduce
exposures to concentrations of mortality or morbidity risk. For example, the insured risk for certain
annuity products is survival of the annuitant, whereas the insured risk for a term life product is the
death of the policyholder.

As a result of the Group’s history and scale, a substantial volume of experience data has been
accumulated which assists in evaluation and pricing of insurance risk. The Group’s capital position
combined with its profitable product portfolio and diversified geographical presence are factors in
management’s decision to retain (rather than reinsure) a high proportion of its written insurance risks.

Concentrations of risk are managed within each market through the monitoring of product sales
and size of the in-force book by product group. Actuarial analyses are also performed to establish the
impact of changes in mortality and morbidity experience for use in financial reporting, pricing and the
Group’s assessment of reinsurance needs.

-118



APPENDIX | ACCOUNTANT’S REPORT

Credit risk

Credit risk arises from the possibility of financial loss arising from default by borrowers and
transactional counterparties and the loss of value in financial instruments due to deterioration in credit
quality. The key areas where the Group is exposed to credit risk include repayment risk in respect of:

® cash and cash equivalents;

® investments in debt securities;

® |oans and receivables (including insurance receivables); and

® reinsurance receivables.

The geographical concentration of the Group’s government bonds is disclosed in note 21.

The Group has in place a credit analysis process that accounts for diverse factors, including
market conditions, industry specific conditions, company cash flows and quality of collateral. The
Group also has a monitoring programme in place whereby the Group’s credit analysis teams review
the status of the obligor on a regular basis to anticipate any credit issues.

Cross-border investment exposures are controlled through the assignment of individual country
counterparty risk limits by the Credit Risk Management Committee.

The Group monitors its credit exposures to any single unrelated external reinsurer or group.

The maximum exposure to credit risk for loans and receivables, debt securities and cash and
cash equivalents is the carrying value in the consolidated statement of financial position, net of
allowances.

Market risk

Market risk arises from the possibility of financial loss caused by changes in financial instrument
fair values or future cash flows due to fluctuations in key variables, including interest rates, equity
market prices and foreign exchange rates.

The Group manages the risk of market-based fluctuations in the value of the Group’s
investments, as well as liabilities with exposure to market risk.

The Group uses various quantitative measures to assess market risk, including sensitivity
analysis. The level of movements in market factors on which the sensitivity analysis is based were
determined based on economic forecasts and historical experience of variations in these factors.

The Group routinely conducts sensitivity analyses of its fixed income portfolios to estimate its
exposure to movements in interest rates. The Group’s fixed income sensitivity analysis is primarily a
duration-based approach.

Interest rate risk

The Group’s exposure to interest rate risk predominantly arises from the Group’s investments in
long-term fixed income debt securities, which are exposed to fluctuations in interest rates.

Interest rate risk also arises from the Group’s insurance and investment contracts with
guaranteed and fixed terms, including settlement options available upon maturity, which carry the risk
that interest income and capital redemptions from the financial assets backing the liabilities is
insufficient to fund the guaranteed benefits payable as interest rates rise and fall. For other products,
including those with participation or investment-linked features, interest rate risk is significantly
reduced due to the non-guaranteed nature of additional policyholder benefits.
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The Group manages its interest rate risk by generally investing in fixed income assets in the same
currencies as those of its liabilities, as well as investing in financial instruments with tenors that
broadly match the duration of its liabilities.

The Group also considers the effect of interest rate risk in its overall product strategy. Certain
products such as investment-linked, universal life and participating business, inherently have lower
interest rate risk as their design provides flexibility as to crediting rates and policyholder dividend
scales.

Exposure to interest rate risk

The table below summarises the nature of the interest rate risk associated with financial assets,
financial liabilities and insurance contract liabilities. In preparing this analysis, fixed rate interest
bearing instruments that mature or re-price within 12 months of the reporting date have been
disclosed as variable rate instruments. The contractual and estimated maturity dates of the liabilities
are shown below.

Variable Fixed Non-interest
interest rate interest rate bearing Total
US$m
30 November 2007
Financial assets
Loansandreceivables ....................... 2,009 1,543 2,113 5,665
Debt securities ........... ... ... ... ... .. ..., 4,578 39,826 — 44 404
Equity securities ....... .. ... . i — — 20,139 20,139
Derivative financial instruments . ............... — — 422 422
Reinsurance receivables ..................... — — 87 87
Cashand cashequivalents ................... 2,529 — 54 2,583
Totalfinancialassets . .......................... 9,116 41,369 22,815 73,300
Financial liabilities and insurance contracts
Insurance contract liabilities (net of
FEINSUFANCE) .« o\ v it e e i et ie e ee s — — 54,580 54,580
Investment contract liabilities ................. — — 6,505 6,505
Borrowings ......... . e 543 846 72 1,461
Obligations under securities lending
agreements ... 5,395 — — 5,395
Derivative financial liabilities . .. ................ — — 47 47
Other financial liabilities including tax payable . . .. — 785 1,058 1,843
Total financial liabilities and insurance contracts .. 5,938 1,631 62,262 69,831
Net financial assets, financial liabilities and
insurancecontracts .......................... 3,178 39,738 (39,447) 3,469
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30 November 2008

Financial assets
Loansandreceivables .......................
Debt securities .......... ... ... . . ...
Equity securities ....... .. ... i
Derivative financial instruments . ...............
Reinsurancereceivables .....................
Cash and cash equivalents ...................

Total financialassets . ..........................
Financial liabilities and insurance contracts
Insurance contract liabilities (net of
FEINSUFANCE) .« o\ v it e e i et ie e ee s
Investment contract liabilities .................
Borrowings ......... ..
Obligations under securities lending
agreements . ... ... e
Derivative financial liabilities . . . ................
Other financial liabilities including tax payable . . ..

Total financial liabilities and insurance contracts ..

Net financial assets, financial liabilities and
insurancecontracts ..........................

30 November 2009

Financial assets
Loansandreceivables .......................
Debt securities .......... ... ... ... .. .. ...
Equity securities ....... .. ... i
Reinsurance receivables .....................
Derivative financial instruments ................
Cash and cashequivalents ...................

Total financialassets ...........................
Financial liabilities and insurance contracts
Insurance contract liabilities (net of
FEINSUFANCE) .« ..o it it e e
Investment contract liabilities .................
Borrowings ...
Obligations under securities lending and
repurchase agreements ....................
Derivative financial liabilities . .. ................
Other financial liabilities including tax payable . . ..

Total financial liabilities and insurance contracts ..

Net financial assets, financial liabilities and
insurancecontracts ..........................

[-121

Variable Fixed Non-interest
interest rate interest rate bearing Total
US$m

1,423 1,563 1,016 4,002

3,723 38,600 — 42,323

_ — 8,747 8,747

— — 252 252

— — 19 19

4,116 — 48 4,164

9,262 40,163 10,082 59,507

— — 52,030 52,030

_ — 4,898 4,898

546 26 89 661

2,718 — — 2,718

— — 138 138

— — 1,407 1,407

3,264 26 58,562 61,852
5,998 40,137 (48,480) (2,345)

Variable Fixed Non-interest
interest rate interest rate bearing Total
US$m

904 2,825 919 4,648

4,715 47,486 — 52,201

— — 16,178 16,178

— — 29 29

— — 453 453

3,144 — 261 3,405

8,763 50,311 17,840 76,914

- - 63,000 63,000

— — 7,780 7,780

603 - 85 688

284 — - 284

— — 71 71

- 1,800 1,800

887 - 72,736 73,623

7,876 50,311 (54,896) 3,291
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Variable Fixed Non-interest

interest rate interest rate bearing Total
US$m
31 May 2010
Financial assets
Loansandreceivables ....................... 987 2,684 893 4,564
Debt securities ........... ... .. ... ... ... ..., 4,973 50,861 — 55,834
Equity securities ....... .. ... . o i — — 17,394 17,394
Reinsurancereceivables ..................... — — 42 42
Derivative financial instruments . ............... — — 521 521
Cash and cashequivalents ................... 3,075 — 147 3,222
Totalfinancialassets . .......................... 9,035 53,545 18,997 81,577
Financial liabilities and insurance contracts
Insurance contract liabilities (net of
FEINSUFANCE) .« o\ v it e e i et ie e ee s — — 65,365 65,365
Investment contract liabilities ................. — — 8,012 8,012
Borrowings ......... .. 549 — 133 682
Obligations under securities lending and
repurchase agreements .................... 670 — — 670
Derivative financial liabilities . .. ................ — — 40 40
Other financial liabilities including tax payable . . .. — — 1,945 1,945
Total financial liabilities and insurance contracts .. 1,219 - 75,495 76,714
Net financial assets, financial liabilities and
insurancecontracts .......................... 7,816 53,545 (56,498) 4,863

Foreign exchange rate risk

Foreign exchange risk arises from the Group’s operations in multiple jurisdictions in the Asia
Pacific region. Foreign currency risk associated with assets and liabilities denominated in
non-functional currencies results in gains and losses being recognised in the consolidated income
statement. Foreign currency risk associated with the translation of the net assets of operations with
non-US dollar functional currencies results in gains or losses being recorded directly in total equity.

The Group generally invests in assets denominated in currencies that match its liabilities to avoid
currency mismatches. However, for yield enhancement and risk diversification purposes, the Group’s
business units also invest, in some instances, in instruments in currencies that are different from the
originating liabilities. These activities expose the Group to gains and losses arising from foreign
exchange rate movements. The Group’s business units monitor foreign currency exposures and
where these are not consistent with the risk appetite of the Group, positions may be closed or
hedging instruments may be purchased.

The Group’s net foreign currency exposures and the estimated impact of changes in foreign
exchange rates are set out in the tables below after taking into account the effect of economic hedges
of currency risk. Whilst providing economic hedges that reduce the Group’s net exposure to foreign
exchange risk, hedge accounting is not applied. Currencies for which net exposure is not significant
are excluded from the analysis below. In compiling the table below the impact of a 5% strengthening
of original currency is stated relative to the functional currency of the relevant operation of the Group.
The impact of a 5% strengthening of the US dollar is also stated relative to functional currency.
Currency exposure reflects the net notional amount of currency derivative positions as well as net
equity by currency.
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Net exposure

United States Hong Kong Thai Singapore Malaysian China Korean
Dollar Dollar Baht Dollar Ringgit Renminbi Won
Us$m
30 November 2007
Equity analysed by original
CUITENCY v vieiiieieennnn 11,387 (15) 2,141 (2,370) 318 355 831
Net notional amounts of currency
derivative positions .......... (2,818) = 686 2,728 = = =
Currency exposure ........... 8,569 (1_5) 2,827 358 318 355 831
5% strengthening of original
currency
Impact on profit before tax .... 128 41) (14) 8 2 8 8
5% strengthening of the US dollar
Impact on shareholders’
equity ............. ... ..... (128) i) (141) (16) (19) (14) (39)
United States Hong Kong Thai Singapore Malaysian China Korean
Dollar Dollar Baht Dollar Ringgit Renminbi Won
UsS$m
30 November 2008
Equity analysed by original
CUITENCY . vieieieaeeaann 7,085 (502) 2,113 (1,887) 482 628 598
Net notional amounts of currency
derivative positions .......... (3,316) — 1,039 2,776 = = (96)
Currency exposure ........... 3,769 (502) 3,152 889 ﬂ @ @
5% strengthening of original
currency
Impact on profit before tax .... 31 (66) 1 6 = 7 1
5% strengthening of the US dollar
Impact on shareholders’
equity ..................... (81) (5) (156) 42) (24) (28) (25)
United States Hong Kong Thai Singapore Malaysian China Korean
Dollar Dollar Baht Dollar Ringgit Renminbi Won
US$m
30 November 2009
Equity analysed by original
CUMTENCY v oo veei e eaee s 11,824 (410) 2,448 (1,922) 563 704 924
Net notional amounts of currency
derivative positions .......... (3,845) - 1,256 3,031 = = 100
Currency exposure ........... 7,979 (410) 3,704 1,109 563 704 1,024
5% strengthening of original
currency
Impact on profit before tax .... 103 (63) 1 11 1 9 2
5% strengthening of the US dollar
Impact on shareholders’
equity ............ ... ... (103) 9) (184) (54) (28) (30) (50)
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United States Hong Kong Thai Singapore Malaysian China Korean

Dollar Dollar Baht Dollar Ringgit Renminbi Won
Us$m

31 May 2010
Equity analysed by original

CUITENCY v vieiiieieennnn 11,845 (260) 3,185 (1,747) 546 777 1,214
Net notional amounts of currency

derivative positions .......... (8,723) — 1,277 2,964 — — —
Currency exposure ........... 8,122 (260) 4,462 1,217 546 777 1,214
5% strengthening of original

currency
Impact on profit before tax .... 89 (59) - 12 - 8 2
5% strengthening of the US dollar
Impact on shareholders’

equity ............. ... (89) (12) (223) (60) (27) (34) (59)

Equity market price risk

Equity market price risk arises from changes in the market value of equity securities and equity
funds. With the exception of the Group’s holding of shares in AlG, the majority of the Group’s equity
instruments are held to match investment-linked contracts, the investment risk in respect of which is
wholly borne by policyholders, or in respect of participating business, where investment risks are
shared between the Group and its policyholders. Equity securities form a relatively low proportion of
the Group’s overall non-linked investment portfolios (including participating funds).

Sensitivity analysis

Sensitivity analysis to the key variables affecting financial assets and liabilities is set out in the
table below. Information relating to sensitivity of insurance and investment contracts with DPF is
provided in Note 28. The carrying values of other financial assets are not subject to changes in
response to movements in interest rates or equity prices. In calculating the sensitivity of debt and
equity instruments to changes in interest rates and equity prices the Group has made assumptions
about the corresponding impact of asset valuations on liabilities to policyholders. Assets held to
support investment-linked contracts have been excluded on the basis that changes in fair value are
wholly borne by policyholders. Sensitivity analysis for assets held in participating funds has been
calculated after allocation of returns to policyholders using the applicable minimum policyholders’
participation ratios described in Note 2. Information is presented to illustrate the estimated impact on
profits and equity arising from a change in a single variable before taking into account the effects of
taxation.

For the purpose of illustrating the sensitivity of profit and total equity to changes in interest rates
and equity prices, the impact of possible impairments of financial investments classified as available
for sale which may arise in times of economic stress has been ignored, since default events reflect the
characteristics of individual issuers. Because the Group’s accounting policies lock in interest rate
assumptions on policy inception and the Group’s assumptions incorporate a provision for adverse
deviations, the level of movement illustrated in this sensitivity analysis does not result in loss
recognition and so there is no corresponding effect on liabilities.
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30 November 2007 30 November 2008 30 November 2009 31 May 2010

Impact on Impact on Impact on Impact on

Impact on net assets Impact on net assets Impact on net assets Impact on net assets
profit (before the profit (before the profit (before the profit (before the
before effects of before effects of before effects of before effects of

tax taxation) tax taxation) tax taxation) tax taxation)
Us$m

Interest rate risk
+ 50 basis points

shift in yield

Curves .......... (45) (1,130) (59) (1,096) (64) (1,492) (73) (1,643)
- 50 basis points

shift in yield

Curves .......... 45 1,130 53 1,096 64 1,492 73 1,643
Equity risk
10 per cent increase

in equity prices ... 464 716 204 214 308 314 402 409
10 per cent decrease

in equity prices ... (464) (716) (204) (214) (308) (314) (402) (409)
Liquidity risk

Liquidity risk refers to the possibility that the Group is unable to meet its obligations to
counterparties when falling due. This can arise when internal funds are insufficient to meet cash
outflow obligations and where the Group is unable to obtain funding at market rates or liquidate
assets at fair value resulting in the forced liquidation of assets at depressed prices. The Group is
exposed to liquidity risk in respect of insurance and investment policies that permit surrender,
withdrawal or other forms of early termination for a cash surrender value specified in the contractual
terms and conditions.

The Group’s liquidity position is monitored in compliance with regulatory and internal
requirements in combination with maturity gap analyses. To manage liquidity risk, the Group has
implemented a variety of measures, including emphasising flexible insurance product design so that it
can retain the greatest flexibility to adjust contract pricing or crediting rates. The Group also seeks to
match, to the extent possible and appropriate, the duration of its investment assets with the duration
of insurance policies issued.

The maturity analysis presented in the tables below presents the estimated maturity of carrying
amounts in the consolidated statement of financial position. The estimated maturity for insurance and
investment contracts is proportionate to their carrying values based on projections of estimated
undiscounted cash flows arising from insurance and investment contracts in force at that date. The
Group has made significant assumptions to determine the estimated undiscounted cash flows of
insurance benefits and claims and investment contract benefits, which include assumptions in respect
of mortality, morbidity, future lapse rates, expenses, investment returns and interest crediting rates,
offset by expected future deposits and premiums on in-force policies. The maturity profile of the
Group’s borrowings is presented on the presumption that the Group will continue to satisfy loan
covenants which, if breached, would cause the borrowings to be repayable on demand. The Group
regularly monitors its compliance with these covenants and was in compliance with them at the date
of the consolidated statement of financial position and throughout each of the periods presented. Due
to the significance of the assumptions used, the maturity profiles presented below could be materially
different from actual payments.

A maturity analysis based on the earliest contractual repayment date would present the insurance
and investment contract liabilities as falling due in the earliest period in the table because of the ability
of policyholders to exercise surrender options. Financial assets and liabilities other than investment
contract liabilities are presented based on their respective contractual maturities.
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Due after one Due after five
No fixed Dueinone yearthrough vyearsthrough Due after
Total maturity year or less five years 10 years 10 years
US$m
30 November 2007
Financial assets:
Loans and receivables ..... 5,665 204 4,165 392 427 477
Debt securities ........... 44,404 — 1,925 8,983 15,168 18,328
Equity securities .......... 20,139 20,139 - - - —
Derivative financial
instruments ............ 422 — 14 107 301 —
Reinsurance receivables . . . . 87 — 87 — — —
Cash and cash
equivalents . ............ 2,583 — 2,583 - — -
Total ....................... 73,300 20,343 8,774 9,482 15,896 18,805
Financial liabilities and insurance
contracts:
Insurance and investment
contracts (net of
reinsurance) ............ 61,085 43 (1,316) (929) 4,699 58,588
Borrowings .............. 1,461 4 911 54601 — —
Obligations under securities
lending and repurchase
agreements ............ 5,395 — 5,395 — — —
Derivative financial
instruments ............ 47 — 1 12 34 —
Other liabilities including tax
payable................ 1,843 — 1,843 — — —
Total ....................... 69,831 47 6,834 (371) 4,733 58,588

Note: (1) Includes amounts of US$488m (30 November 2007: US$546m; 30 November 2008: US$542m; 30 November 2009:
US$542m) falling due after 2 years through 5 years

[-126



APPENDIX | ACCOUNTANT’S REPORT

Due after one Due after five
No fixed Dueinone yearthrough vyearsthrough Due after

Total maturity year or less five years 10 years 10 years
US$m
30 November 2008
Financial assets:
Loans and receivables ..... 4,002 232 2,220 736 637 177
Debt securities ........... 42,323 — 1,842 9,568 13,661 17,252
Equity securities .......... 8,747 8,747 — — — —
Derivative financial
instruments ............ 252 — 2 160 90 —
Reinsurance receivables . . . . 19 — 19 — — —
Cash and cash
equivalents . ............ 4,164 - 4,164 - - -
Total ....................... 59,507 8,979 8,247 10,464 14,388 17,429
Financial liabilities and insurance
contracts:
Insurance and investment
contracts (net of
reinsurance) ............ 56,928 46 (1,304) (1,824) 3,114 56,896
Borrowings .............. 661 4 108 5490 - —
Obligations under securities
lending and repurchase
agreements ............ 2,718 — 2,718 — — —
Derivative financial
instruments ............ 138 — 19 53 58 8
Other liabilities including tax
payable................ 1,407 — 1,407 — — —
Total ....................... 61,852 50 2,948 (1,222) 3,172 56,904

Note: (1) Includes amounts of US$488m (30 November 2007: US$546m; 30 November 2008: US$542m; 30 November 2009:
US$542m) falling due after 2 years through 5 years
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Due after one Due after five
No fixed Dueinone yearthrough vyearsthrough Due after
Total maturity year or less five years 10 years 10 years
US$m
30 November 2009
Financial assets:
Loans and receivables ..... 4,648 1,814 1,508 209 626 491
Debt securities ........... 52,201 — 1,624 11,825 14,806 23,946
Equity securities .......... 16,178 16,178 - - - —
Derivative financial
instruments ............ 453 — 12 308 133 —
Reinsurance receivables . . . . 29 — 29 — — -
Cash and cash
equivalents . ............ 3,405 — 3,405 - — -
Total ....................... 76,914 17,992 6,578 12,342 15,565 24,437
Financial liabilities and insurance
contracts:
Insurance and investment
contracts (net of
reinsurance) ............ 70,780 — (687) 922 6,628 63,917
Borrowings .............. 688 139 7 5421 - —
Obligations under securities
lending and repurchase
agreements ............ 284 - 284 - - —
Derivative financial
instruments ............ 71 — 10 46 14 1
Other liabilities including tax
payable................ 1,800 — 1,800 — — —
Total ....................... 73,623 139 1,414 1,510 6,642 63,918
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Due after one Due after five
No fixed Dueinone yearthrough vyearsthrough Due after
Total maturity year or less five years 10 years 10 years
US$m
31 May 2010
Financial assets:
Loans and receivables ..... 4,564 2,078 1,217 390 393 486
Debt securities ........... 55,834 — 1,930 11,969 15,987 25,948
Equity securities .......... 17,394 17,394 - - - —
Derivative financial
instruments ............ 521 — 12 359 149 1
Reinsurance receivables . . . . 42 — 42 — — —
Cash and cash
equivalents . ............ 3,222 — 3,222 — — —
Total 81,577 19,472 6,423 12,718 16,529 26,435
Financial liabilities and insurance
contracts:
Insurance and investment
contracts (net of
reinsurance) ............ 73,377 — (532) 1,110 7,264 65,535
Borrowings .............. 682 187 7 488(M - —
Obligations under securities
lending and repurchase
agreements ............ 670 - 670 - - —
Derivative financial
instruments ............ 40 — 1 9 30 —
Other liabilities including tax
payable................ 1,945 — 1,945 — — —
Total 76,714 187 2,091 1,607 7,294 65,535

Note: (1) Includes amounts of US$488m (30 November 2007: US$546m; 30 November 2008: US$542m; 30 November 2009:
US$542m) falling due after 2 years through 5 years

38. Employee benefits

Defined benefit plans

Present value of unfunded obligations ............
Present value of funded obligations .. .............

Total present value of obligations ..............
Fair value of planassets ........................
Present value of net obligations ................
Unrecognised actuarial (losses)/gains .............
Unrecognised past service (cost)/benefit ..........

Net recognised defined benefit obligations
Recognised defined benefit deficits ............

Recognised defined benefit surpluses ..........
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As at As at As at As at
30 November 30 November 30 November 31 May
2007 2008 2009 2010
US$m

40 64 58 67
61 37 52 52
101 101 110 119
(56) (50) (59) (60)
45 51 57 59
10 — 9 9
= _ _ _
55 50 65 67
55 53 70 73
- 3) ®) (6)
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The Group operates funded and unfunded defined benefit plans that provide life and medical
benefits for participating employees after retirement and a lump sum benefit on cessation of
employment. The locations covered by these plans include Hong Kong, Singapore, Malaysia,
Thailand, Taiwan, Indonesia, the Philippines and Korea.

Plan assets comprise:

As at As at As at As at
30 November 30 November 30 November 31 May
2007 2008 2009 2010
US$m
Equity securities ........ .. 3 2 1
Debtsecurities . ......... ... ... . 1 — 1 1
Realestate ............ ... ... ... ... ... ..., 40 38 39 38
Investment contracts issued by third party financial
institutions ....... .. .. . 10 9 12 12
Bankdeposits . ...... . 2 1 — 7
Total ........ ... 56 50 53 60

Movement in the present value of defined benefit obligations

Six months
Year ended Year ended Year ended ended
30 November 30 November 30 November 31 May
2007 2008 2009 2010
US$m
At beginning of financial period ............... 86 101 101 110
Benefits paid by theplan .................... 3) (6) (6) -
Current service costs and interest (see next
PAGE) - v vttt 15 17 19 8
Actuarial losses/(gains) .......... .. ... ... ..., 3) 2 (11) —
Plan settlement, curtailment or amendment . . ... - 1 (1) 1
Foreign exchange movements ................ 6 (14) 8 —
At end of financial period ................... 101 101 110 119
Movement in the fair value of plan assets
Six months
Year ended Year ended Year ended ended
30 November 30 November 30 November 31 May
2007 2008 2009 2010
US$m
At beginning of financial period ............... 37 56 50 53
Contributions paid intotheplan . .............. 6 7 4 5
Benefits paid by theplan .................... (3) (6) (7) —
Expected returnon planassets ............... 3 5 5 2
Actuarial gains/(losses) . ......... ... .. 7 (2] @ -
Foreign exchange movements ................ 6 (10) 4 -
Asset distributed on settlement ............... - - (1) -
At end of financial period ................... 56 50 53 60
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Expense recognised in consolidated income statement

Six months  Six months

Year ended Year ended Year ended ended ended
30 November 30 November 30 November 31 May 31 May
2007 2008 2009 2009 2010
unaudited
US$m
Current servicecosts .............. 10 11 13 4 5
Interest on obligation . ............. 5 6 6 2 3
Expected return on plan assets .. ... 3) 5) 5) 3) 2
Settlement/curtailment (gains)/losses
recognised .................... - = - = 1
Total ............ ... . ........... E E E _3 _7

The expense is recognised within the following line items in the consolidated income statement:

Six months  Six months

Year ended Year ended Year ended ended ended
30 November 30 November 30 November 31 May 31 May
2007 2008 2009 2009 2010
unaudited
US$m
Operatingexpenses . . ............. 12 12 14 3 7

Actuarial assumptions

Principal actuarial assumptions at the reporting date are in the following ranges:

As at As at As at As at
30 November 30 November 30 November 31 May
2007 2008 2009 2010
Expected return on plan assets at the
start of the reporting period ........ 25-10.5% 2.75-9.75% 2.75-125% 2.75-12.5%
Future salary increases .............. 3.0-9.0% 3.0-10.0% 3.0-10.0% 3.0-10.0%
Healthcare trend rate:
Immediate trendrate ............ 40-125% 4.0-125% 4.0-105% 4.0-10.5%
Ultimatetrendrate .............. 40-10.5% 4.0-105% 4.0-105% 4.0-10.5%
Year in which the ultimate trend rate is
reached ......................... 2008 -2013 2009-2013 2010-2013 2010-2013
Discount rate at the end of the reporting
period ...... ... .. .. 2.75-11.0% 15-15.0% 1.5-15.0% 1.5-15.0%

The overall expected long-term rate of return is based on the portfolios as a whole and not on the
sum of the returns on individual asset categories. The return is based on historical returns without
adjustment.

Assumptions regarding future mortality rates are based on published statistics and mortality
tables. Average retirement ages and life expectancies are set out below for the principal locations with
defined benefit employee benefit.

Hong Kong Singapore Thailand Malaysia Philippines
Retirementage ............... 65 62 60 55-60 65
Average life expectancy on
retirement
Males ................... 18.5years 21.5years 18.1years 19.2-23.3years 17.3 years
Females ................. 20.4 years 24.1years 21.2years 25.5-29.9years 20.8years
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Assumed healthcare cost trend rates affect the amounts recognised in profit or loss. A 1%
change in assumed healthcare cost trend rates would have the following effects (expressed as
weighted averages):

1% increase 1% decrease
2007 2008 2009 2010 2007 2008 2009 2010
UsS$m
Effect on the aggregate service and interest cost ... — — 1 1 — m 1 A
Effect on defined benefit obligation .............. 1 7 4 4 M () 3) (3)
Historical information
As at As at As at As at
30 November 30 November 30 November 31 May
2007 2008 2009 2010
US$m
Present value of the defined benefit obligation . . . . .. 101 101 110 119
Fair value of planassets ........................ (56) (50) (53) (60)
Deficitsoftheplans .. ....... ... . ... ... 45 51 57 59
Experience gain/(loss) arising on plan liabilities .. ... ) (14) (7) (7)
Experience gain/(loss) arising on plan assets ....... 6 2 2 (2

Contributions to funded and unfunded defined benefit plans during the year ended 30 November
2009 are not expected to be material.

Defined contribution plans

The Group operates a number of defined contribution pension plans. The total expense relating
to these plans in the current period was US$16m (for the year ended 30 November 2007: US$20m;
for the year ended 30 November 2008: US$27m; for the year ended 30 November 2009: US$30m; six
months ended 31 May 2009 (unaudited): US$15m).

The outstanding liability for defined contribution benefit plans is US$1m (30 November 2007: nil;
30 November 2008: US$1m; 30 November 2009: US$1m).

39. Share based compensation
Stock compensation plans

The Group’s employees have participated in seven different stock based compensation
arrangements of AlIG; the AIG 1999 Stock Option Plan, as amended (‘the 1999 plan’), the AIG 1996
Employee Stock Purchase Plan, as amended (‘the 1996 plan’), the 2002 and the 2007 AIG Stock
Incentive Plans, as amended (collectively ‘the AIG stock incentive plans’), various SICO Plans, the
Deferred Compensation Profit Participation Plan (‘DCPPP’) and the Partners Plan.

Under IFRS, share based compensation is recognised and measured based on the fair value of
the equity instruments granted measured at grant date. The Group is required to continue to
recognise an expense in respect of share based compensation based on the fair value of the options
at grant date.

On 30 June 2009, AIG completed a one-for-twenty reverse stock split. The comparative
information presented for number of shares and option exercise prices reflects the reverse stock split.
The reverse stock split did not result in any changes to the underlying terms or value of the share
awards.
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The 1999 plan

Under the 1999 plan, options to purchase a certain number of shares of AIG’s common stock
have been granted to officers and other key employees of the Group and its subsidiaries at prices not
less than the fair market value of those shares at the date of grant. The maximum number of options
granted under the Plan in total is 2,250,000 and the maximum number of shares that may be granted
to any employee in any one year is 45,000. Under this plan, 25% of the options become exercisable
on the anniversary of the date of grant in each of the four years following that grant and expire 10
years from the date of grant. Each vesting tranche is accounted for as a separate grant for the
purposes of recognising the expense over the vesting period.

Year ended Year ended Year ended Six months ended
30 November 2007 30 November 2008 30 November 2009 31 May 2010
Weighted Weighted Weighted Weighted
Number average Number  average Number  average Number average
of exercise of exercise of exercise of exercise
shares price shares price shares price shares price
Options
Outstanding at
beginning of
financial period .... 47,622 $1,222.63 46,769 $1,240.01 47,539 $1,232.40 41,519 $1,232.47
Granted ............ 3,800 81,413.45 3,750 $1,132.66 - - — —
Transfersin ......... 6,795 $1,221.91 2,325 $1,237.60 1,264 $1,237.04 1,304 $1,214.86
Exercised ........... (1,047) $1,126.07 — — — — — —
Transfersout ........ (8,695) $1,221.67 (3,451) $1,235.41 (2,411) $1,224.94 (1,468) $1,230.24
Forfeited or expired ... (1,706) $1,238.86 (1,854) $1,223.14 (4,873) $1,139.50 (1,281) $1,311.35
Outstanding at end of
financial period .... 46,769 $1,239.78 47,539 $1,232.42 41,519 $1,232.47 40,074 $1,229.81
Options exercisable at
end of financial
period ........... 27,459 $1,194.24 33,678 $1,216.39 35,742 $1,226.56 39,736 $1,229.67
Weighted average fair
value per share of
options granted
during the year . . ... $ 468.93 $ 415.81 N/A N/A
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Information about options outstanding and options exercisable by the Group’s employees and
directors as at the end of each reporting period are as follows:

Options outstanding Options exercisable

Weighted Weighted

average Weighted average Weighted

remaining average remaining average

Number contractual exercise price Number contractual exercise price

Range of exercise prices outstanding life (years) Us$ outstanding life (years) Us$
30 November 2007
Range of exercise prices:
Less than or equal to US$1,000 .. 5,663 5.25 940.00 5,663 5.25 940.00
US$1,000.01 - US$1,100.00... ... 12 4.67 1,058.00 12 4.67 1,058.00
US$1,100.01 - US$1,200.00...... 7,104 7.83 1,186.98 3,589 7.83 1,186.97
US$1,200.01 - US$1,300.00...... 21,301 6.19 1,268.20 15,522 5.97 1,261.51
US$1,300.01 - US$1,400.00..... 8,780 8.16 1,322.67 2,164 8.08 1,319.80
More than US$1,400.01 ........ 3,909 8.59 1,429.55 509 5.74 1,492.73
Total ........................ 46,769 6.90 1,239.78 27,459 6.22 1,194.24
30 November 2008
Range of exercise prices:
Less than or equal to US$1,000 .. 5,411 4.25 940.00 5,411 4.25 940.00
US$1,000.01 - US$1,100.00... ... 237 8.96 1,029.96 12 3.67 1,058.00
US$1,100.01 - US$1,200.00 ... ... 9,789 7.59 1,171.48 4,821 6.83 1,186.97
US$1,200.01 - US$1,300.00..... 19,938 5.18 1,268.01 17,954 5.09 1,265.70
US$1,300.01 - US$1,400.00..... 8,255 717 1,322.85 4,046 713 1,321.36
More than US$1,400.01 ........ 3,909 7.59 1,429.55 1,434 6.74 1,446.05
Total ........................ 47,539 6.13 1,232.42 33,678 5.52 1,216.39
30 November 2009
Range of exercise prices:
Less than or equal to US$1,000 .. 4,728 3.25 940.00 4,728 3.25 940.00
US$1,000.01 - US$1,100.00.. . ... 224 8.25 1,028.39 56 8.25 1,028.39
US$1,100.01 - US$1,200.00 .. ... 8,921 6.65 1,169.69 6,628 6.15 1,179.59
US$1,200.01 - US$1,300.00.... ... 16,838 417 1,267.57 16,838 417 1,267.57
US$1,300.01 - US$1,400.00... ... 6,902 6.19 1,323.43 5,111 6.15 1,322.24
More than US$1,400.01 ........ 3,906 6.59 1,429.49 2,381 6.28 1,435.57
Total ........................ 41,519 5.18 1,232.47 35,742 4.85 1,226.56
31 May 2010
Range of exercise prices:
Less than or equal to US$1,000 .. 4,574 2.75 940.00 4,574 2.75 940.00
US$1,000.01 - US$1,100.00...... 224 7.75 1,028.39 112 7.75 1,028.39
US$1,100.01 - US$1,200.00...... 8,793 6.16 1,169.44 8,768 6.16 1,169.52
US$1,200.01 - US$1,300.00...... 16,455 3.68 1,267.77 16,455 3.68 1,267.77
US$1,300.01 - US$1,400.00..... 6,659 5.69 1,323.56 6,471 5.65 1,321.99
More than US$1,400.01 ........ 3,369 6.48 1,423.53 3,356 6.48 1,423.54
Total ........................ 40,074 4.71 1,229.81 39,736 4.69 1,229.67

The 1996 plan

Under the 1996 plan, full time employees of AlIG and its subsidiaries who have been employed for
one or more years of service at the time of offering are eligible to purchase common stock of AIG at
85% of the fair market value as at the date of grant of the purchase right. Purchase rights of eligible
employees are granted quarterly and are limited to the number of whole shares that can be purchased
by an amount equal to 10% of their annual basic salary (excluding year end bonus) to a maximum of
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US$10,000 payable in 12 monthly instalments and may be cancelled at any time after commencement
but before the last instalment date and receive a full return of contribution to date.

For the years ended 30 November 2008 and 2009, nil shares were purchased by employees of
the Company (for the year ended 30 November 2007: 2,244 shares purchased at prices ranging from
US$1,142.80 to US$1,190.60). 188 subscribed shares were cancelled during 2007. The weighted
average fair value per share of the purchase rights granted in 2007 was US$222.80.

The subscriptions were cancelled from October 2007 based on the market value of the common
stock of AlG.

The AIG stock incentive plans

These plans provide equity based or equity related awards to employees of AIG and its
subsidiaries.

Prior to March 2008, substantially all time-vested RSUs were scheduled to vest on the fourth
anniversary of the date of grant. Effective March 2008, the vesting of the December 2005, 2006 and
2007 grants was accelerated to vest on the third anniversary of the date of grant.

The 2009 grant was made to one employee in March 2010, of which a portion is fully vested on
grant and the remainder vests on the nine-month anniversary of the date of grant, and is transferable
in three equal annual instalments beginning on the first anniversary of grant.

SICO plans

Starr International Company Inc (‘SICO’) provided compensation participation plans (‘SICO
plans’) to certain Group employees. The SICO plans came into being in 1975 when the voting
shareholders and the board of directors of SICO, a private holding company whose principal asset
consisted of common stock in AlG, decided that a portion of the capital value of SICO should be used
to provide an incentive plan for current and succeeding management of all companies in the wider
group headed by AIG. Certain directors and employees of the Group participate in the SICO plans.
Historically, SICO’s board of directors could elect to pay participants cash in lieu of shares of
common stock of AIG. On 9 December 2005, SICO notified participants that essentially all
subsequent distributions would be made only in shares, and not cash.

DCPPP

Effective from 21 September 2005, AIG adopted the DCPPP, which provides equity based
compensation to key employees of the wider group, including senior executive officers. The DCPPP
was modelled on the SICO plans.

The DCPPP contingently allocated a fixed number of shares to each participant if AlG’s
cumulative adjusted earnings per share for 2005 and 2006 exceeded that for 2003 and 2004. This
goal was met. At the end of the performance period, common shares are contingently allocated. The
service period and related vesting consists of three pre-retirement tranches and a final retirement
tranche at age 65. Due to a modification in March 2008 the vesting period was shortened to vest in
three instalments, with the final instalment vesting in January 2012.

Partners Plan

On 26 June 2006, AlG’s Compensation Committee approved two grants under the Partners Plan.
The first grant has a performance period which runs from 1 January 2006 through 31 December 2007.
The second grant has a performance period which runs from 1 January 2007 through 31 December
2008.
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In December 2007, the Compensation Committee approved a grant with a performance period
from 1 January 2008 through 31 December 2009. The Compensation Committee approved the
performance metrics for this grant in the first quarter of 2008. The first and the second grants vest
50% on the fourth and sixth anniversaries of the first day of the related performance period. The third
grant vest 50% on the third and fourth anniversaries of the first day of the performance period.

Similar to the stock option plan, each vesting tranche is accounted for as a separate grant for the
purpose of recognising the expense over the vesting period.

All grants were modified in March 2008. In 2007 and 2008 no compensation cost was recognised
as the performance targets for these awards were not met, and the compensation cost recognised in
2006 was reversed as a result.

Valuation methodology

The Company utilises a binominal lattice model to calculate the fair value of AIG stock option
grants. A more detailed description of the valuation methodology is provided below.

The following weighted average assumptions were used for stock options granted for the
following periods:

Year ended Year ended Year ended Six months
30 November 30 November 30 November ended 31 May
2007 2008 2009 2010
%

Expected annual dividend yield ............. 1.39% 3.77% N/A N/A
Expected volatility ............. ... ... ... 32.82% 53.27% N/A N/A
Risk free interestrate ..................... 4.08% 4.43% N/A N/A
Expectedterm .......... ... ... . ... 7 years 4 years N/A N/A

The dividend yield is determined at the grant date. The expected volatility is the average of
historical volatility (based on seven years of daily stock price changes) and the implied volatility of
actively traded options on AlG’s shares and the interest rate curves used in the valuation model were
the US Treasury STRIP rates with terms from three months to 10 years. In 2008, the expected term is
four years based on the average time to exercise which is derived from the output of the valuation
model. In 2007 and 2006, the contractual term of the option is generally 10 years with an expected
term of seven years calculated based on an analysis of historical employee exercise behaviour and
employee turnover (post vesting terminations). The early exercise rate is a function of time elapsed
since the grant. 15 years of historical data was used to estimate the early exercise rate.

The fair value of each award granted under the 1996, 1999 and AIG stock incentive plans, the

DCPPP, the Partners Plan and the SICO Plans considers, as required, the above factors as well as the
closing price of the former ultimate parent company’s stock on the date of grant.
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A summary of shares relating to outstanding awards to the Group’s employees and directors
unvested under the AIG stock incentive plans, SICO plans, DCPPP and Partners Plan is presented

below:

Year ended

30 November 2007
At 1 December
Granted
Transfers in

Issued/exercised . . . ...

Transfers out
Forfeited

At 30 November. .. ...

Year ended

30 November 2008
At 1 December
Granted
Transfers in

Issued/exercised . . . ...

Transfers out
Forfeited

At 30 November. ... ..

Year ended

30 November 2009
At 1 December
Granted
Transfers in

Issued/exercised . .. ...

Transfers out
Forfeited

At 30 November. ... ..

Six months ended

31 May 2010
At 1 December
Granted
Transfers in

Issued/exercised . . . ...

Transfers out
Forfeited

At 31 May

Number of shares

Weighted average grant date fair value (US$)

AIG stock
incentive
plans

SICO DCPPP

Partners

AIG stock
incentive

Plan plans

SICO DCPPP

Partners
Plan

5614 10,388 13,100
7,779 — 1,288
1,741 — —
(282) (1,775) —
(645) (2,361) (1,901)
(1,272)  (150)  (180)

13,409 1,256.03
838 1,387.28
2,210 1,280.74
— 1,233.02
(2,865) 1,324.91

(428) 1,315.55

1,241.63 1,103.68

— 1,122.44
1,291.07 —
1,230.00 1,089.60
1,209.00 1,093.80

1,138.25
1,295.85
1,127.80
1,128.41
1,126.12

12,935 6,102 12,307

13,164 1,329.51

1,259.98 1,148.09

1,149.65

12,935 6,102 12,307
13,654 — —
1,039 1,648 1,030
(390) (1,325) —
(1,084) (345) (360)
(3,378) (520) (760)

13,164 1,329.51
10,532 1,082.54
1,054 1,315.40
— 1,286.67
(878) 1,321.62
(2,624) 1,215.81

1,259.98 1,148.09

1,217.33 1,154.07
1,294.40 —
1,198.53 1,152.27
1,193.07 1,151.25

1,149.65
1,085.36
1,138.48

1,108.50
1,113.34

22,776

5,560 12,217 21,248 1,198.77

1,248.82 1,173.52

1,125.62

22,776

— — 2,851
1,705 220 448
(4,054) (750) (8,310)
(1,948) (400) (647)
(8,520) (1,240) (1,779)

5,660 12,217 21,248 1,198.77

1,010 1,193.62

(395) 1,252.97
(1,645) 1,206.05
(9,134) 1,243.14

1,248.82 1,173.52

— 1,131.95
1,175.27 1,147.78
1,277.28 1,157.70
1,235.13 1,159.08
1,189.50 1,146.87

1,125.62
1,097.40
1,132.78
1,101.89
1,129.60

14,959 3,390 4,780

11,084 1,182.33

1,208.53 1,142.31

1,107.19

14,959 3,390 4,780
118,605 —
343 80
(55,683) — (2,515)
(500) (180)  (260)
(882) — —

200

11,084 1,182.33
— 3445
225 1,126.78
2,519) 156.80
(455) 1,143.05
(7,178) 1,117.68

1,208.53 1,142.31
1,192.02 1,142.32

— 1,147.60
1,228.65 1,137.53

1,107.19
1,083.85
1,131.60
1,087.15
1,069.51

76,842 3,290 2,205

1,157 154.19

1,207.03 1,136.84

1,131.60
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Recognised compensation cost

The total recognised compensation cost (net of expected forfeitures) related to share based
compensation awards granted under the 1999 plan, the AIG stock incentive plans, the DCPPP, the
Partners Plan and the SICO Plans are as follows:

Six months  Six months

Year ended Year ended Year ended ended ended

30 November 30 November 30 November 31 May 31 May
2007 2008 2009 2009 2010

unaudited
US$m

199plan ........ .. ... L. 3 2 1 — —
AIG stock incentive plans .......... 4 10 7 4 5
DCPPP ... i 3 3 — — —
PartnersPlan .................... — 4 — — —
SICOPlans ..., 1 — — — —
Total ............ ... ............ 11 19 8 4 5

Unrecognised compensation cost

The total unrecognised compensation costs (net of expected forfeitures) related to non-vested
share based compensation awards granted under the 1999 and AIG stock incentive plans, the
DCPPP, the Partners Plan and the SICO Plans are as follows:

Remaining weighted Unrecognised
average vesting period compensation costs
at 31 May 2010 at 31 May 2010
US$m
1999 plan ... e Within 1 year —
AlG stock incentiveplans ............. ... ... . .. .. Within 1 year 5
DCPPP e Within 1 year 1
Parthners Plan . ....... ... .. . i Within 1 year —
Total AIGplans ... .. 6
SICODPIans . ... 5 years 2
Total ...... .. 8

Liability Awards

Following the AIG Events, the Office of Special Master for TARP Executive Compensation
(“Special Master”) must approve AlG’s compensation payments for AlG’s Chief Executive Officer,
Chief Financial Officer, the three most highly compensated executive officers and next 20 most highly
compensated employees of the AIG Group (including the AIA Group) (the “Top 25”). Additionally, the
Special Master must approve the compensation structures developed for the next 75 most highly
compensated employees and executive officers of the AIG Group (including AIA Group) (collectively
with the Top 25, the “Top 100”).

AIG has issued to the Top 100 highly compensated employees and executive officers various
share-based grants requiring cash settlement, including restricted units. Cash settled awards are
recorded as a liability until the final payout is made or the award is replaced with a share-settled
award. At the end of each reporting period, any unsettled award or unvested restricted unit is
remeasured based on the change in the fair value of the underlying asset and the liability and expense
are adjusted accordingly.
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American International Group, Inc. Long-Term Performance Units Plan
Annual LTPU Salary

Under the AIG Long-Term Performance Units Plan, AIG has awarded select employees periodic
grants of Long-Term Performance Units, or LTPUs, at a specified annual dollar rate (Annual LTPU
Salary). LTPUs granted in respect of Annual LTPU Salary vest immediately, but are not settled until
the dates specified in an employee’s award (generally one to three years from grant). The Annual
LTPU Salary awards issued in May 2010 were effective from 1 January 2010, and an initial grant of
LTPUs was made for that portion of the Annual LTPU Salary accrued from 1 January 2010.
Subsequent grants are made semi-monthly.

LTPUs are units based on a basket of AIG common stock and debt securities designed to serve
as a proxy for AlG’s long-term value. At grant, each LTPU represents an 80/20 mix of AlG’s 8.175%
Series A-6 Junior Subordinated Debentures and AIG common stock. The LTPUs will be settled in
cash based on the proportionate value of the underlying securities on the applicable settlement date.
The debt securities are valued on the basis of the trailing ten-trading day volume-weighted average
price as reported on the Financial Regulatory Authority’s Trade Reporting and Compliance Engine
system, and the common stock is valued on the basis of the closing price on the New York Stock
Exchange.

LTPU Incentive

As part of their 2010 incentive compensation, select employees are eligible for awards of LTPUs
under the AIG Long-Term Performance Units Plan based on the achievement of objective performance
metrics during the performance period which runs from 1 January 2010 through 31 December 2010.
The grants, which AlG expects to make to most eligible employees in the first quarter of year 2011, will
be immediately vested and will be cash-settled three-years from the date of grant.

40. Remuneration of directors and key management personnel
Directors’ remuneration

The Executive Directors receive compensation in the form of salaries, bonuses, contributions to
pension schemes, long term incentives, housing and other allowances, and benefits in kind subject to
applicable laws, rules and regulations. Bonuses and long term incentives represent the variable
components in the Executive Directors’ compensation and are linked to the performance of the AIA
Group and the individual Executive Directors. The share and share option awards presented relate to
the AIG schemes described in note 39.
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The Group’s remuneration of individuals that were directors of the Company at 30 November
2009 is included for years 2007 to 2009 presented in the tables below. There were no other directors
of the Company between the date of its incorporation on 24 August 2009 and 30 November 2009.

Salaries,
allowances
and Pension Post Share
Directors’ benefits in scheme employment based Inducement Termination
fees kind Bonuses(! contributions benefits payments fees fees Total
uss$

30 November 2007

Executive directors

Mark Wilson .......... — 1,009,373 300,000 27,480 5,412 126,035 — — 1,468,300
Steve Roder ......... — 417,335 840,000 18,381 4,274 — — — 1,279,990
Total ................. — 1,426,708 1,140,000 45,861 9,686 126,035 — —

2,748,290

Note: (1) Mr. Roder joined the Group on 1 May 2007 and amounts presented relate to the period 1 May 2007 to 30 November

2007
Salaries,
allowances
and Pension Post Share
Directors’ benefits in scheme employment based Inducement Termination
fees kind Bonuses contributions benefits payments fees fees Total
us$
30 November 2008
Executive directors
Mark Wilson .......... — 867,792 275,000 28,580 5,526 510,932 - - 1,687,830
Steve Roder .......... — 548,115 200,000 31,500 7,481 181,242 — — 968,338
Total ................ - 1,415,907 475,000 60,080 13,007 692,174 — — 2,656,168
Salaries,
allowances
and Pension Post Share
Directors’ benefits in scheme employment based Inducement Termination
fees kind Bonuses contributions benefits payments fees fees Total
uss$
30 November 2009
Executive directors
Mark Wilson .......... — 1,647,180 1,594,000 28,680 5,665 489,569 — — 3,765,094
Steve Roder .......... — 998,949 800,779 31,500 7,669 197,645 — — 2,036,542
Total ................ — 2,646,129 2,394,779 60,180 13,334 687,214 — — 5,801,636
Salaries,
allowances
and Pension Post Share
Directors’ benefits in scheme employment based Inducement Termination
fees kind Bonuses(!) contributions benefits payments fees fees Total
uss$
31 May 2009 (unaudited)
Executive directors
Mark Wilson . .......... — 1,255,600 — 14,340 2,832 252,424 — — 1,525,196
Steve Roder ........... — 712,582 - 15,750 3,834 98,859 - - 831,025
Total ................. 1,968,182 — 30,090 6,666 351,283 — — 2,356,221

Note: (1) Bonus accruals for the six month period ended 31 May 2009 are not presented above.
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Salaries,
allowances
and Pension Post Share
Directors’ benefits in scheme employment based Inducement Termination
fees kind Bonuses® contributions benefits payments fees fees Total
uss$

31 May 2010

Executive directors

Mark Wilson .......... — 1,752,226 2,916,517 14,340 2,876 230,603 — — 4,916,562
Steve Roder ......... — 907,546 — 15,524 — (378,820) — 1,313,333 1,857,583
David Herzog®@ ........ — - - - - - - - -
Total ................ — 2,659,772 2,916,517 29,864 2,876 (148,217) — 1,313,333 6,774,145

Note: (1) Mr. Steve Roder resigned as a director on 22 April 2010.
(2) Mr. David Herzog, who is an employee of AlG, was appointed a director of the Company on 7 April 2010. The services

he provides to

the Group are considered to occupy an insignificant amount of his time and he is not separately

remunerated for such services. As such, no remuneration is presented.
(3) Bonus accruals for the six month period ended 31 May 2010 are not presented above.

Remuneration of five highest paid individuals

The aggregate remuneration of the five highest paid individuals employed by the Group in each of
the three years ended 30 November 2009 and six month period ended 31 May 2010 is presented in

the table below.

31 May 2010 ..........

31 May 2009

(unaudited) ..........
30 November 2009 .....
30 November 2008 .. ...
30 November 2007 .. ...

Salaries, Pension Post Share
allowances and scheme employment based Inducement Termination
benefits in kind Bonuses() contributions benefits payments fees fees Total
uss$

. 5,091,451 3,913,267 111,686 3,514 (82,068) - 2,280,000 11,317,850
. 4,566,187 — 101,756 9,805 706,324 — — 5,384,072
. 6,321,054 3,982,357 181,385 19,609 1,323,818 - — 11,828,223
. 5,429,952 1,047,409 283,843 5,835 5,653,093 — — 12,420,132
. 5,230,631 6,820,925 209,162 10,172 2,088,216 — — 14,359,106

Note: (1) Bonus accruals for the six month periods ended 31 May 2010 and 2009 are not presented above.
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The emoluments of the five individuals with the highest emoluments are within the following
bands:

Year ended Year ended Year ended Period ended Period ended

30 November 30 November 30 November 31 May 31 May
2007 2008 2009 2009 2010
unaudited
HK$
6,000,001 to 6,500,000 ......... — — — 1 —
6,500,001 to 7,000,000 ......... — — — 1 —
7,000,001 to 7,500,000 ......... — — — 1 —
8,000,001 to 8,500,000 ......... 1 — — — —
9,000,001 t0 9,500,000 ......... 1 — — 1 —
9,500,001 to 10,000,000 ........ 1 — — 1
11,000,001 to 11,500,000 . ...... 1 — —

1

11,500,001 to 12,000,000 . ...... 1
12,000,001 to0 12,500,000 .. ..... — 1 — —

1

= |

12,500,001 to 13,000,000 . ...... —
13,000,001 to 13,500,000 . ...... —
13,500,001 to 14,000,000 ....... — — —
14,000,001 to 14,500,000 . ...... — —
14,500,001 to 15,000,000 . ...... — —
15,500,001 to 16,000,000 . ...... — —
19,000,001 to 19,500,000 . ...... — —
29,000,001 to 29,500,000 . ...... — —
35,000,001 to 40,000,000 . ...... — — — 1
48,000,001 to 48,500,000 . ...... — 1 — — —
72,500,001 to 73,000,000 . ...... 1 — — — —
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Key management personnel remuneration

Key management personnel have been identified as the members of the AIA Group’s Exco and
members of the Company’s Board. As the Group was formed on 30 November 2009 (see Note II.1),
the key management personnel remuneration disclosures for the years ended 30 November 2007,
2008 and 2009 and the interim period ended 31 May 2010 reflect those individuals that were
members of AIA Group’s Exco or members of the Company’s Board at 30 November 2009. The
remuneration of these individual has been included for all periods presented.

Year ended Year ended Year ended Period ended
30 November 30 November 30 November Period ended 31 May
2007 2008 2009 31 May 2009 2010
unaudited
us$

Key management

compensation and other

expenses
Salaries and other short term

employee benefits® . ......... 7,108,733 7,793,734 14,900,774 7,146,777 7,856,498
Termination benefits ........... — — — — 2,280,000
Post employment benefits —

defined contribution.......... 277,866 372,026 315,858 146,676 279,234
Post employment benefits —

defined benefit .............. 10,676 12,511 29,517 12,467 17,051
Post employment benefits —

medical &life ............... 30,100 38,981 40,159 20,079 14,405
Other long term benefits ........ - — 2,586,969 — 6,082,141
Share based payment .......... 626,551 1,993,218 1,418,414 728,637 (8,885)
Total ........................ 8,053,926 10,210,470 19,291,691 8,054,636 16,520,444

Note:(1) Bonus accruals for the six month period ended 31 May 2010 and 2009 are not included above.
(2) Mr. David Herzog, who is an employee of AlG, was appointed a director of the Company on 7 April 2010. The services
he provides to the Group are considered to occupy an insignificant amount of his time and he is not separately
remunerated for such services. As such, no remuneration is presented
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41. Related party transactions

Transactions with related parties

Year ended Yearended Yearended Six months ended Six months ended

30 November 30 November 30 November 31 May 31 May
2007 2008 2009 2009 2010
unaudited
US$m
Transactions with related
parties
Reinsurance related parties
(income)/expense
Premiums assumed .......... 9) (64) (63) 47) (3)
Premiums ceded to
reinsurers ................ 607 171 21 9 19
Claims recovered from
reinsurers ................ (324) (75) (5) 2 (3)
Claims paid on inwards
reinsurance ............... — 35 48 35 —
Recapture fee (see Note 5) . ... - 190 - - -
Commissions and fee
income .................. 41) (13) - - 2
233 244 1 (5) 11
Non-insurance related party
income
Interestincome ............. (36) (30) (3) 2 -
Income from services
provided ................. (45) (46) (39) (16) (19)
(81) (76) (42) (18) (19)
Non-insurance related party
expenses
Interest expense ............ 9 7 1 1 —
Purchases of services ........ 57 68 34 23 15
Corporate service fees ....... 29 33 23 13 8
95 108 58 37 23
Total ...................... 247 276 17 14 15
Term deposits held with
related parties ........... 47 78 —

Year ended Year ended Year ended Period ended
30 November 30 November 30 November 31 May

2007 2008 2009 2010
Amounts due from related parties
Insurance related amounts receivable ........ 83 9 1 1
Loansreceivable .......................... 1,589 29 87 —
Other amounts receivable .................. 95 @ _1 _2
Total ......... ... 1,767 n 89 3
Amounts due to related parties
Insurance related amounts payable .......... 76 7 3 10
Loanspayable ............. ... .. ... . ..., 812 20 50 50
Other amounts payable .................... 12 29 51 16
Total ......... ... .. .. 900 56 104 76
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Transactions with related parties are transactions with fellow subsidiaries of AIG with the
exception of premiums assumed from associates of US$nil (for the year ended 30 November 2007:
US$1m; for the year ended 30 November 2008: US$1m; for the year ended 30 November 2009:
US$nil; six months ended 31 May 2009 (unaudited): US$nil). Certain group companies receive
amounts on behalf of and pay amounts on behalf of fellow subsidiaries. These amounts are included
within other amounts receivable/payable. Refer to Note 1 for transactions relating to the Group
reorganisation.

The recapture fee of US$190m in 2008 relates to an amount paid by the Group to its then
immediate parent, AIRCO, in full and final settlement of the recapture of the reinsurer’s share of
certain risks ceded. Refer to Note 5 for additional information.

The above amounts receivable from and due to related parties are all balances with fellow
subsidiaries of AIG. Insurance related and other amounts due from/to related parties are unsecured,
non-interest bearing balances which are expected to be settled within one year.

The Group entered into securities lending agreements with related parties. During 2009, the
Group sold certain debt securities for proceeds of US$864m to related parties, resulting in a
recognised realised loss of US$91m. These debt securities were purchased with collateral received
from the securities lending programme. See Note 30 for further information.

Remuneration of directors and key management personnel is disclosed in Note 40.

Derivative financial instruments are disclosed in Note 22.

On 8 October 2010, the Group repaid the loan payable to AIG of US$50 million.

42. Commitments and contingencies

Commitments under operating leases

Total future aggregate minimum lease payments under non-cancellable operating leases are as
follows:

Year ended Year ended Year ended
30 November 30 November 30 November Six months ended

2007 2008 2009 31 May 2010
US$m
Properties and others expiring
Not laterthanoneyear ................. 64 69 76 89
Later than one and not later than five
YEAMS .ttt 121 136 102 138
Later than fiveyears ................... 117 101 94 102

Total ... 302 306 272 329

The Group is the lessee in respect of a number of properties and items of office equipment held
under operating leases. The leases typically run for an initial period of one to seven years, with an
option to renew the lease when all terms are renegotiated. Lease payments are usually increased at
the end of the lease term to reflect market rates. None of the leases include contingent rentals.
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Investment commitments

Year ended Year ended Year ended
30 November 30 November 30 November Six months ended

2007 2008 2009 31 May 2010
US$m
Not later thanoneyear ................. — 107 a0 134
Later than one and not later than five
VBAIS &ttt e 143 51 36 12
Later than fiveyears ................... - 131 138 104

Total .o 143 289 264 250

Investment commitments consist of commitments to invest in private equity partnerships.
Contingencies

The Group is subject to regulation in each of the geographical markets in which it operates from
insurance, securities, capital markets, pension, data privacy and other regulators and is exposed to
the risk of regulatory actions in response to perceived or actual non-compliance with regulations
relating to suitability, sales or underwriting practices, claims payments and procedures, product
design, disclosure, administration, denial or delay of benefits and breaches of fiduciary or other
duties. The Group believes that these matters have been adequately provided for in the Financial
Information.

The Group is exposed to legal proceedings, complaints and other actions from its activities
including those arising from commercial activities, sales practices, suitability of products, policies and
claims. The Group believes these matters are adequately provided for in the Financial Information.

The Group is the reinsurer in a residential mortgage credit reinsurance agreement covering
residential mortgages in Australia. Due to a change in law, further cessions under this contract ended
in July 2008. This reinsurance is fully retroceded to a subsidiary of AIG. The Group is exposed to the
risk of losses in the event of the failure of the counterparty retrocessionaire to honour its obligations.
The principal balance outstanding of mortgage loans to which the reinsurance agreement relates were
approximately US$2,977m at 31 May 2010 (30 November 2007 US$4,507m; 30 November 2008:
US$3,147m; 30 November 2009: US$3,588m). The liabilities and related reinsurance assets, which
totalled US$15m (30 November 2007: US$31m; 30 November 2008: US$32m; 30 November 2009:
US$24m), respectively, arising from these agreements are reflected and presented on a gross basis in
the Financial Information in accordance with the Group’s accounting policies. The Group expects to
fully recover amounts outstanding at the balance sheet date under the terms of this agreement from
the retrocessionaire. In the event of a change in control of one party, the other party has the right to
terminate the retrocession cover with the Group electing whether the termination is on a run-off basis
or clean cut basis.

The Group provided reinsurance and retrocession of general insurance business which was
primarily underwritten in the 1970s and 1980s. In the absence of any material claim notifications in the
three years ended 30 November 2009 and up to 31 May 2010, the Group does not expect any further
material liabilities to arise. At the time AIA-B was transferred to the AIA Group pursuant to the
Reorganisation, AIRCO, the former owner of AlA-B, provided AIA with an uncapped indemnification
for losses with respect to claims made before 1 November 2010 that result from the underwriting
activities of the Bermuda office of AIA-B prior to 28 February 2009.

At 31 May 2010, the Group has issued capital guarantees and guarantees of indebtedness of
approximately US$1.8m and minimum guaranteed rates of return ranging from 0% to 5% to holders
of units of pension funds that have an accumulation value of approximately US$1,282m
(30 November 2007: US$1,272m; 30 November 2008: US$1,232m; 30 November 2009: US$1,260m).
The Group has the ability to reduce the guaranteed rates of return, subject to obtaining approvals of
applicable regulators.
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The status of the licences of the AIA Group is reviewed from time to time by the Group’s
regulators in light of a number of factors including the legal structure of the Group.

43. Subsidiaries

The principal subsidiary companies which materially contribute to the net income of the Group or
hold a material element of its assets and liabilities are:

Group’s interest %

Place of As at As at As at As at
incorporation Principal Issued share 30 November 30 November 30 November 31 May Year of
and operation activity capital 2007 2008 2009 2010 Auditors audit

American Hong Kong Insurance 805,902,610 100% 100% 100% 100% PricewaterhouseCoopers 2007 to 2010
International shares of US$5
Assurance each
Company,

Limited™ (“AIA”)

American Bermuda Insurance 3,000,000 shares 100% 100% 100% 100% PricewaterhouseCoopers 2007 to 2010
International of US$1.20 each
Assurance
Company
(Bermuda) Limited
(“AlIA-B”)

American Australia Insurance 1,972,800 shares 100% 100% 100% 100% PricewaterhouseCoopers 2007 to 2010
International of AUD 1 each
Assurance and 95,500
Company redeemable
(Australia) Limited preference

shares

AIA Pension and British Virgin Trusteeship 1,300,000 100% 100% 100% 100% PricewaterhouseCoopers 2007 to 2010
Trustee Company Islands ordinary shares
Limited of US$1 each

American Malaysia Insurance 241,706,000 - 100% 100% 100% PricewaterhouseCoopers 2008 to 2010
International ordinary shares
Assurance Berhad of RM1 each

PT AIA Financial Indonesia Insurance 477,711,032 100% 100% 100% 100% Ernst and Young 2007

(formerly known as shares of PricewaterhouseCoopers 2008 to 2010
PT AIG Life) Rp1,000 each

PT. Asuransi AIA Indonesia Insurance 450 shares of 60% 60% - —  Ernstand Young 2007
Indonesia® Rp10 million PricewaterhouseCoopers 2008

each

The Philippine Philippines Insurance 200,000,000 99.78% 99.78% 99.78% 99.78% Ernst and Young 2007, 2008
American Life & shares of P$10 PricewaterhouseCoopers 2009, 2010
General Insurance each
Company

AlA (Vietnam) Life Vietnam Insurance  Contributed 100% 100% 100% 100% PricewaterhouseCoopers 2007 to 2010
Insurance capital of
Company Limited VND
(formerly known 1,028,210,591,693
as AlG Life
Insurance
(Vietnam)

Company Limited)

Grand Design British Virgin Investment 10,000 shares of 100% 100% 100% 100% KPMG 2007
Development Islands holding HK$100 each PricewaterhouseCoopers 2008 to 2010
Limited company

Bayshore British Virgin Investment 100 shares of 90% 90% 90% 90% KPMG 2007
Development Islands holding US$1 each PricewaterhouseCoopers 2008 to 2010
Group Limited company

BPI-Philam Life Philippines Insurance 749,993,979 - - 51% 51% PricewaterhouseCoopers 2009 to 2010
Assurance shares of
Corporation PHPS$1 each
(formerly known
as Ayala Life

Assurance Inc.)
Note: (1) The Company’s subsidiary
2) Disposed of during 2009

All subsidiaries are unlisted.
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44. Immediate and ultimate controlling party

Prior to 30 November 2009, the immediate controlling party of AIA was AIRCO, a Bermuda
company whose ultimate parent company was AIG, an insurance and financial services group in the
United States of America.

In September 2008, AIG entered into a US$85 billion revolving credit agreement (the ‘Credit
Agreement’) and a guarantee and pledge agreement with the FRBNY. In conjunction with the Credit
Agreement, AlG agreed to issue a series of convertible participating preferred stock (‘the Series C
Preferred Stock’) to a trust to be established for the sole benefit of the United States Treasury (the
‘AlG Credit Facility Trust’). The Series C Preferred Stock was issued to the AIG Credit Facility Trust on
4 March 2009. The Series C Preferred Stock is entitled to vote with the AIG common stock on all
matters, and holds approximately 79.8% of the aggregate voting power of AlG shareholders entitled
to vote, on an as converted basis. The AIG Credit Facility Trust has three independent trustees.
Pursuant to the terms of the Trust Agreement, the trustees have absolute discretion and ultimate
control over the preferred stock, subject to the terms of the Trust Agreement, and exercise all rights,
powers and privileges of a shareholder of AlG.

The direct shareholders of AIA did not change as a result of the actions described above.
However, a change of control occurred at the level of AIG, the ultimate parent of AIA. Through its
ownership of the Series C Preferred Stock, the Trust owns an indirect interest in all domestic and
international subsidiaries owned directly or indirectly by AlG, and is the ultimate controlling party of
AlG.

On 2 March 2009, AIG and the FRBNY announced their intent to enter into certain transactions
that would, amongst other things, reduce AIG’s obligations under the Credit Agreement mentioned
above. Accordingly, the FRBNY Agreement was entered into on 25 June 2009. The following
transactions were effected in accordance with the FRBNY Agreement:

® on 11 August 2009, AIG Life Holdings (International) LLC (‘AlG Life’) formed a special
purpose vehicle, AlA Aurora LLC;

® 0on 24 August 2009, AIA Aurora LLC formed AIA Group Limited;
® on 8 October 2009, AlG Life transferred AIA Aurora LLC to AIRCO;
® on 30 November 2009, AIRCO transferred AlA to AIA Group Limited;

e on 1 December 2009, AIRCO transferred to the FRBNY a preferred interest, with a US$16
billion liquidation preference, in AIA Aurora LLC;

® AIG retained 100% of the common interest of AIA Aurora LLC (1% directly and 99%
indirectly through AIRCO) as at 1 December 2009; and

® as consideration for the preferred interests in AIA Aurora LLC received by the FRBNY, the
outstanding balance owed by AIG under the Credit Agreement was reduced by US$16
billion.

Accordingly, with effect from 30 November 2009, AIA Group Limited became the immediate
controlling party of AlA, after AIRCO, the former immediate parent company of AlA, transferred AlA to
AlA Group Limited.

On 18 June 2010, AIRCO distributed 99% of the common interest of AIA Aurora LLC by way of a
dividend in specie to its immediate shareholder, AlG Life. On the same date, AIG Life distributed the
same to AIG. Following the distribution, AIRCO has ceased to hold any common interest in AIA
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Aurora LLC. The distributions have resulted in AIG holding 100% of the common interest of AIA
Aurora LLC directly rather than 1% directly and 99% indirectly through AIRCO. The FRBNY has
retained the preferred interest of AIA Aurora LLC.

45. Events after the reporting period

On 20 August 2010, the Group sold its AIG shares to AlG for approximately US$81 million which
will result in a realised gain of approximately US$73 million.

11l. FINANCIAL INFORMATION OF THE COMPANY

Statement of financial position

30 November 31 May

US$m Notes 2009 2010
Assets

Investments in subsidiaries . . ........... . e 2 13,994 13,994
Loansandreceivables ............ .. i e — 1
Cashandcashequivalents . ............. ... 3 44 14
Totalassets ......... ... .. .. i e 14,038 14,009
Liabilities

BOrrOWINGS . . .o e 4 50 50
PrOVISIONS . ..t e e 5 30 1
Total liabilities .......... ... ... . . e 80 51
Equity

Issued share capital and shares yettobeissued .................... 6 12,044 12,044
Share premium . ... e 6 1,914 1,914
Retained earnings .. ...... ..t - -
Totalequity . ........ .. e 13,958 13,958
Total liabilitiesand equity .......... ... ... .. ... .. ... ... ..... 14,038 14,009

Note: (1) Financial information for the Company for the period ended 30 November 2009 is presented for the period from initial
formation on 24 August 2009 to 30 November 2009. The financial information of the Company should be read in
conjunction with the Financial Information of the Group.

(2) Net profit of the Company for the periods ended 30 November 2009 and 31 May 2010 were US$nil.
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Notes to Financial Information of the Company
1. Accounting policies

Where applicable, the accounting policies of the Company are the same as for the Group as set
out on pages 9 to 38.

2. Investments in subsidiaries

Movements in the Company’s investments in its subsidiaries are as follows:

US$m

N fOrmMatioN . . o e —
Acquisitions during the period ended 30 November 2009 ........... ... ... ... 13,994
At 30 November 2009 and 31 May 2010 ......... ... ...ttt 13,994

See note 43 of the Group’s consolidated financial information for further information of the
Company’s subsidiaries.

3. Cash and cash equivalents

The cash and cash equivalents balance consists of cash of US$14m (30 November
2009: US$44m) and cash equivalents of US$nil (30 November 2009: US$nil).

4. Borrowings
Borrowings represent a loan from AIG. The balance is non-interest bearing with no fixed maturity.
5. Provisions

In connection with the Company’s acquisition of AIA a provision for expected transfer costs has
been recognised.

6. Share capital and share premium

Details of share capital and share premium are presented in note 34 of the Group’s consolidated
financial information.

7. Risk management

Risk management in the context of the Group is discussed in note 37 of the Group’s
consolidated financial information.

The business of the Company is managing its investments in subsidiaries and associates
operations. lts risks are considered to be the same as those described in the context of the
consolidated group. Such investments are held by the Company at cost in accordance with
accounting policy 2.4.

Financial assets, other than investments in subsidiaries and associates, largely consist of cash
and cash equivalents.

Financial liabilities owed by the Company as at 30 November 2009 and 31 May 2010 consist of
borrowings from AlG.
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8. Related party transactions

The Company receives dividend and interest income from subsidiaries and pays interest and
expenses to those subsidiaries in the normal course of business.

Except as disclosed elsewhere in the Financial Information, there are no other material related
party transactions.

IV. SUBSEQUENT FINANCIAL STATEMENTS

No audited financial statements have been prepared by the Company or any of its subsidiaries in
respect of any period subsequent to 31 May 2010. No dividend has been declared, made or paid by
the Company or any of its subsidiaries in respect of any period subsequent to 31 May 2010.

Yours faithfully,
PricewaterhouseCoopers
Certified Public Accountants
Hong Kong
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