





Local regulatory capital and excess capital resources

Regulatory capital requirements and excess capital resources is presented by Old Mutual in extract 15.

Extract 15 - Old Mutual Annual Report and Accounts 2007, Note 48 Financial Risk, Page 208

The regulatory capital position of the Group’s long-term insurance operations, based on latest estimates, is summarisedvess foll

£m

At 31 December 2007

At 31 December 2006

South

South United Africa United
Africa States Europe Restated States Europe
Equity shareholders’ funds 3,980 1,191 3,699 4,053 1,253 2,997
Adjustments to a regulatory basis:
Inadmissible assets (22) (154) (1,049) (20) (140) (897)
Other adjustments (831) (570) (1,505) (1,040) (704) (1,156)
Total available capital resources 3,127 467 1,145 2,993 409 944
Total capital requirements — local regulatory basis (886) (126) (211) (872) (185) (249)
Overall excess of capital resources over requirements 2,241 341 934 2,121 224 695
£m
At 31 December 2007 At 31 December 2006
South
South United Africa United
Africa States Europe Restated States Europe
Capital position at 1 January 2,993 409 944 3,079 487 -
Earnings after tax 535 19 238 1,026 61 (26)
Change in admissible assets and other adjustments 194 62 (75) (202) (165) (30)
Additions from business combinations - - - - - 991
(Capital redemptions)/new capital - (19) 3 - 85 -
Dividends (613) - - (232) - -
Foreign exchange movements 18 4) 35 (678) (59) 9
Capital position at 31 December 3,127 467 1,145 2,993 409 944

What is managed as capital

Almost all the insurers we reviewed applied their regulatory bases to disclose what they managed as capital. One
insurer presented its capital on both an EV basis and the regulatory bases. In contrast, two insurers simply stated

that the minimum level of capital had been maintained during the year for each sector based on the local

regulatory requirements. This is presented in figure 10.
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Figure 10 - Bases used by insurers to disclose capital requirements
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Our survey revealed that these IAS 1 capital management disclosures were usually presented as part of the notes
to the financial statements or as part of the Management Commentary (front) section of the annual report.

Available capital resources
Extract 16 provides a reconciliation of what Zurich manages as capital and shows the excess of available capital
over the required group solvency capital based on the Swiss Insurance Supervisory Law.

Extract 16 - Zurich Annual Report 2007, page 191

The Group continues to be subject to Solvency | requirements based on the Swiss Insurance Supervisory Law.
The Group's Solvency | as at December 31, 2007 and 2006 was as follows:

In USD millions, as of December 31 2007 2006

Eligible equity

Shareholders’ equity and minority interest 29,177 26,105
Subordinated debt' 1,580 1,419
Deferred policy acquisition costs net of present value of

profits of acquired insurance contracts (2,614) (2,309)
Dividends, share buy-back and nominal value reduction? (3,867) (2,306)
Goodwill and other intangible assets (3,855) (2,309)
Total eligible equity 20,421 20,599
Total required solvency capital 12,498 11,797
Excess margin 7,923 8,802
Solvency ratio 163% 175%

! Under guidelines issued by FOPI during 2007, only 25% of all subordinated debt issuances are admissible, except for the issuance by Zurich Finance (UK)
p.l.c., of which 50% is admissible.

2 Amount for dividend reflects the proposed dividend for the respective financial year, not yet approved by the Annual General Meeting. Includes amount
authorized by Board of Directors for share buy-back program.
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Treatment of unit
linked business

A unit-linked contract is a contract under which the investment risk is borne by the policyholders and not by the
insurer. The policyholder benefits are determined with reference to the price of units in an investment fund in
which the policyholders participate. The exposure for the insurer on such contracts is restricted to the annual
management fee, which is based on the value of the underlying investment fund.

In 2007 the treatment of unit linked business for IFRS 7 purposes was an interesting aspect of the risk
management disclosures. Some insurers provided reduced market risk disclosures in respect of such assets,
owing to the fact that policyholders' bearing the majority of the market risk on the invested assets and the
shareholders’ risk is limited to the extent that income arises from the asset management charges based on the
value of the fund. The disclosures by Aviva and AXA illustrate this point (extracts 17 and 18).

Extract 17 - Aviva Annual Report 2007, page 221

The Group writes unit-linked business in a number of its operations. In unit-linked business, the policyholder bears the
investment risk on the assets held in the unit-linked funds, as the policy benefits are directly linked to the value of the
assets in the fund. The shareholders’ exposure to market risk on this business is limited to the extent that income arising
from asset management charges is based on the value of assets in the fund.

AXA's exposure to market risk is reduced by its broad range of operations and geographical positions, which
provides good risk diversification. Furthermore, a large portion of AXA's Life & Savings operations involve
unit-linked products, in which most of the financial risk is borne directly by policyholders (the shareholder’s
value is however still sensitive to financial market evolution).

Extract 18 - AXA Annual Report 2007, page 178

AXA's exposure to market risk is reduced by its broad range of
operations and geographical positions, which provides good
risk diversification. Furthermore, a large portion of AXA's Life
& Savings operations involve unit-linked products, in which
most of the financial risk is borne directly by policyholders

(the shareholder’s value is however still sensitive to financial

market evolution).
AEGON, AMP, Generali, Munich Re, Old Mutual and Zurich provided similar narratives in their disclosure for the
treatment of unit linked business.

In addition, Zurich also excluded unit linked liabilities from the maturity analyses for the liquidity risk disclosures
explaining that policyholders can generally surrender their policies at any time causing the underlying assets to
be liguidated (extract 19).

Extract 19 - Zurich Annual Report 2007, page 83

Reserves
for unit-linked contracts amounting to USD 70,075 million and USD 66,008 million at December 31, 2007 and
20086, respectively, are not included in the table below, as policyholder can generally surrender their contracts at
any time, at which point the underlying unit-linked assets would be liquidated. Risks from the liquidation of
unit-linked assets are borne by the policyholders of unit-linked contracts.
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Sanlam and Old Mutual included unit linked liabilities in their maturity analyses, but as a separate category in the
analysis of policyholder liabilities. Sanlam illustrates this in extract 20.

Extract 20 - Sanlam Annual Report 2007, page 278

1-5 Open
R million <1 year years >5 years ended Total

Long-term policy liabilities (continued)

15.5 Maturity analysis of investment
policy contracts

2007

Linked and market-related 3121 8 813 37 162 44 810 93 906
Stable bonus 10 7 27 10 959 11 003
Non-participating annuities 53 629 157 257 1 096
Other non-participating liabilities 694 4 279 4 992 292 10 257
Total investment policies 3878 13 728 42 338 56 318 116 262
2006

Linked and market-related 3084 12 001 32563 39770 87 418
Stable bonus 6 10 6 11135 11 157
Non-participating annuities 114 648 195 457 1414
Other non-participating liabilities 3575 4618 4142 23 12 358
Total investment policies 6779 17 277 36 906 51 385 112 347

Investment policy contracts are classified as at fair value through profit or loss.

1-5 Open
R million <1 year years >5 years ended Total

15.6 Maturity analysis of insurance
policy contracts

2007

Linked and market-related 1613 6 678 21 931 4 080 34 302
Stable bonus 1677 7 507 27 437 3741 40 362
Reversionary bonus policies 543 2 489 6 393 2779 12 204
Non-participating annuities 2 22 50 21 572 21 646
Participating annuities — — — 8 292 8 292
Other non-participating liabilities 546 1091 2 064 7 891 11 592
Total insurance policies 4 381 17 787 57 875 48 355 128 398
2006

Linked and market-related 1 555 6 360 21 427 3377 32719
Stable bonus 1622 7 058 27 227 3244 39151
Reversionary bonus policies 509 2 248 6 659 2 466 11 882
Non-participating annuities 1 12 19 22 297 22 329
Participating annuities — — — 9 054 9 054
Other non-participating liabilities 451 247 1803 7 881 10 382
Total insurance policies 4138 15925 57 135 48 319 125517
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Conclusion

IFRS 7 disclosures have proved to be a useful mechanism to communicate key information about the quality of
financial assets and exposure to financial risks during the current turmoil in financial markets. The disclosures
provide information surrounding not only the management but also the measurement of risks to understand the
extent of insurers’ exposure to risks such as those arising from the credit crisis.

Some weaknesses observed in this publication in applying the requirements of IFRS 7 during the 2007 reporting
period are outlined below:

» The diversity in approaches to the provision of information (e.g. use of an internal grading system or external
source, presentation on an industry or a geographic basis) reduced comparability between insurers.

» Insurers chose to apply disclosures differently, most notably in the area of market risk, liquidity maturity
analyses and sensitivity analyses which has reduced the scope for comparability.

» The quantitative disclosures of what an entity manages as capital is presented on the local regulatory bases
which differed from the IFRS definition of equity and made comparability between insurers difficult.

» Unit linked business was treated differently by insurers in our sample as some chose to exclude it from the
market risk disclosures on the basis that the risk is borne by the policyholders with the shareholders’ risk
being limited to the annual management charge.

Some insurers clearly signaled through the financial statement disclosures they made that some of the
requirements set out in the US GAAP standard FAS 157 are useful, particularly those surrounding the additional
disclosures for items where valuation input has been sourced from unobservable data. These are viewed as
providing useful information for the users and we would encourage the IASB to further align its requirements
with those found in US GAAP.

We note that in this regard the IASB has recently committed to examining the requirements of, and principles for,
disclosure surrounding the valuation of financial instruments to identify areas for improvement; and enhance
guidance for the valuation of financial instruments in declining markets. The IASB has set up an advisory panel of
experts to discuss these matters and has promised to review IFRS 7 to determine whether the required
disclosures effectively reflect the exposure of the company; and the disclosure of potential losses arising from
financial instruments with off-balance sheet entities. This is a development to be welcomed.
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Appendix one: Fair value
disclosure and FAS 157

The US Financial Accounting Standards Board (FASB) Statement No. 157 Fair Value Measurements, is effective for insurers
reporting under US GAAP for years (and interim periods) ending in 2008. Several financial service institutions, including a
few insurers, early adopted this standard in 2007.

FAS 157 defines fair value under US GAAP; it establishes a framework for measuring fair value; and expands disclosure
requirements about the use of fair value measurements.

One of the key disclosure requirements in FAS 157 is a tabular presentation that categorizes items recorded at fair value on
the balance sheet, including financial instruments, based on the inputs into valuation techniques, using a three level hierarchy:

» Unadjusted quoted prices in an active market for identical assets or liabilities (Level 1).

» Quoted prices in markets that are not active or significant inputs that are observable either directly or indirectly
(Level 2). Inputs include the following:

— quoted prices for similar assets or liabilities in active markets

— quoted prices for identical or similar assets or liabilities in non-active markets

— inputs other than quoted market prices that is observable, or

— inputs that are derived principally from or corroborated by observable market data through correlation or other means.

» Prices or valuation techniques that require inputs that are both unobservable and significant to the overall fair value
measurement. They reflect management’s own assumptions about the assumptions a market participant would use in
pricing the asset or liability (Level 3).

FAS 157 also requires a reconciliation of the beginning and ending balances for any recurring fair value measurements that
utilize significant unobservable inputs (i.e. Level 3 inputs) . Therefore, any asset or liability (measured at fair value on a
recurring basis) that was determined to be based on Level 3 measurements at either the beginning or the end of a reporting
period would need to be considered in the reconciliation. To enhance the information provided in the reconciliation with
respect to total gains and losses recognized in earnings, the Statement requires the reporting entity to also disclose the
change in unrealized gains and losses recognized in earnings for assets and liabilities categorized as Level 3 that are still held
at the reporting date. Effectively this requires an entity to distinguish its unrealized gains and losses from its realized gains and
losses for Level 3 measurements.

Since IFRS 7 also requires additional disclosure where valuation techniques have been adopted in determining fair value using
inputs from unobservable sources, several insurers in our sample chose to use the FAS 157 fair value hierarchy concept in
preparing their IFRS disclosures. This suggests that the market perceived the fair value hierarchy to be an effective way to
communicate how fair value is determined.

This Appendix summarizes the key disclosure requirements of FAS 157 and identifies the main differences between the
disclosures required by IFRS 7 and those required by FAS 157 and other current US GAAP standards. This comparison may
also be helpful to any US insurer who is considering the implications of possible conversion to IFRS at some point in the future.

Major disclosure requirements of FAS 157
FAS 157 provides an illustration of the tabular disclosure requirements by fair value hierarchy level as follows:

Assets/liabilities measured at fair value on a recurring basis

Fair value measurements at reporting date using

Quoted prices in active markets | Significant other Significant unobservable
for identical assets or liabilities | observable inputs inputs
Total | (Level 1) (Level 2) (Level 3)
Description
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Assets/liabilities measured at fair value on a recurring basis using significant unobservable inputs
(Level 3)

Fair value measurements using significant unobservable inputs (Level 3)

Asset type 1 Asset type 2 Total

Beginning balance

Total gains or losses (realized or
unrealized)

Included in earnings or changes
in net assets

Included in other comprehensive
income

Purchases, issuances and
settlements

Transfers in and/or out of Level 3

Ending balance

The amount of total gains and
losses for the period included in
earnings (or changes in net
assets) attributable to the change
in unrealized gains or losses
relating to assets still held at the
reporting date

Paragraph 33c of FAS 157 further requires disclosures for assets and liabilities measured at fair value on a nonrecurring basis
(i.e. impairment) including the disclosure of fair value amounts by hierarchy level and (on an annual basis) the disclosure of
the valuation techniques used to measure fair value and any changes in those technigues. In addition, FAS 157 requires
disclosure of the reason for the fair value measurement during the period and for Level 3 nonrecurring measurements, a
description of the inputs and the information used to develop the inputs.

IFRS 7 currently requires additional information where valuation techniques have been applied using unobservable inputs.
Where such fair values have been recognized, the standard requires presentation of the impacts of using reasonably possible
alternative assumptions.

Assets/liabilities measured at fair value on a nonrecurring basis

Fair value measurements using

Quoted prices in Significant other Significant Total gain/ (loss)
active markets for | observable inputs unobservable
identical assets/ inputs
liabilities
Total (Level 1) (Level 2) (Level 3)
Description

A FAS 157 requirement is to distinguish between assets and liabilities measured at fair value on a recurring and nonrecurring
basis; whereas IFRS 7 makes no such distinction.

Comparison between main disclosure requirements of IFRS 7 and those in US GAAP

Using extracts of IFRS 7 as the basis, the following table provides a summary of the main characteristics of IFRS 7 where a
difference is noted in the US GAAP equivalent. This provides some indication of the additional disclosure requirements for US
GAAP reporters who may have to convert to IFRS.
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Appendix ONEe continued

IFRS 7

US GAAP

1. Disclosure on the face of primary statements

Paragraph 8 of IFRS 7 permits categories of financial
assets and financial liabilities; and paragraph 20 of IFRS
7 permits items of income, expense, gains and losses in
respect of each category to be disclosed either on the
face of the financial statements or in the notes.

Paragraph 17 of FAS 115 allows less flexibility with the placement
of required disclosures and states that:

‘An enterprise shall report its investments in available-for-sale
securities and trading securities separately from similar assets
that are subsequently measured using another measurement

attribute on the face of the statement of financial position.’

2. Loans and receivables at fair value

Paragraph 9 of IFRS 7 states that if an entity has
designated a loan or receivable at fair value through
profit or loss, it shall disclose:

> the maximum exposure to credit risk at the reporting
date of the loan or receivable (or group of loans or
receivables)

> the amount by which any related credit derivatives
or similar instruments mitigate that maximum
exposure to credit risk

> the amount of change during the period and
cumulatively in the fair value of the loan or
receivable (or group of loans or receivables) that is
attributable to changes in credit risk (see below),
and

> the amount of change in the fair value of any related
credit derivative or similar instrument that has
occurred during the period and cumulatively since
the loan or receivable was designated.

US GAAP does not define a loan and receivable category.

» The designation at fair value through profit or loss is not
available under US GAAP.

» Statement No. FAS 159, The Fair Value Option for Financial
Assets and Financial Liabilities Including an amendment of
FASB Statement No. 115 (FAS 159), permits companies to
choose to measure many financial instruments and certain
other items at fair value that are not currently required to be
measured at fair value, including loans and receivables.

> Companies electing FAS 159 are required to disclose:
- management’s reasons for electing a fair value option
— the required FAS 157 disclosures, and

- for loans held as assets that have contractual principal
amounts and for loans that are 90 days or more past due
and/or in non-accrual status, additional information
regarding aggregate fair value and unpaid principal
balance.

3. Compound financial instruments

Where an entity has issued compound financial
instruments (containing both a debt and equity
element) with multiple embedded derivatives whose
values are interdependent, paragraph 17 of IFRS 7
requires the entity to disclose the existence of those
features.

FAS 150 Accounting for Certain Financial Instruments with
Characteristics of both Liabilities and Equity addresses accounting
for compound instruments although US GAAP does not require
bifurcation.
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IFRS 7

US GAAP

4. Items of income, expense, gains or losses

Paragraph 20 of IFRS 7 requires disclosure of the net gains or
net losses on:

» loans and receivables, and
» financial liabilities measured at amortized cost.

Paragraph 20 of IFRS 7 requires disclosure of the total
interest income and expense (calculated using the effective
interest rate method) for financial assets and financial
liabilities that are not at fair value though profit or loss.

Paragraph 20 of IFRS 7 requires disclosure of the fee income

and expense arising from:

» financial assets and financial liabilities that are not at fair
value though profit or loss, and

» trust and other fiduciary activities that result in the
holding or investing of assets on behalf of individuals,
trusts, retirement benefit plans, and other institutions.

There are no similar disclosure requirements under US
GAAP.

For securities classified as available-for-sale, all reporting
enterprises shall disclose the aggregate fair value, the total
gains for securities with net gains in accumulated other
comprehensive income, and the total losses for securities
with net losses in accumulated other comprehensive
income, by major security type as of each date for which a
statement of financial position is presented. For securities
classified as held-to-maturity, all reporting enterprises shall
disclose the aggregate fair value, gross unrecognized
holding gains, gross unrecognized holding losses, the net
carrying amount, and the gross gains and losses in
accumulated other comprehensive income for any
derivatives that hedged the forecasted acquisition of the
held-to-maturity securities, by major security type as of
each date for which a statement of financial position is
presented.

EITF Issue 03-1 requires disclosure for available-for-sale and
held-to-maturity securities subject to Statement 115 of the
aggregate amount of unrealized losses and the aggregate
related fair values of investments with unrealized losses.
These amounts should be segregated into two time periods:
time during which the investments has been in an unrealized
loss position for (1) less than 12 months and (2) greater
than 12 months.

Qualitative information should also be disclosed about why
available-for-sale and held-to-maturity securities are
temporary. Such qualitative disclosures include the nature
of the investments, the cause of the impairments, the
severity of the impairments (including the number of
securities that are impaired), the duration of the
impairments, and the evidence that the investor considered
(both positive and negative) in reaching the conclusion
that the impairments are temporary.
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Appendix ONEe continued

IFRS 7

US GAAP

5. Valuation techniques

Paragraph 27 of IFRS 7 requires an entity to disclose:

> the methods and, when a valuation technique is used, the
assumptions applied in determining fair values of each
class of financial assets or financial liabilities

> whether the fair values are determined directly, in whole
or in part, by reference to published price quotations in an
active market or are estimated using a valuation technique

> whether the fair values, recognized or disclosed, are
determined in whole or in part using a valuation technique
based on assumptions that are not supported by prices
from observable current market transactions in the same
instrument (i.e. without modification or repackaging) and
not based on available observable market data, and

> where the above statement applies, the total amount of
the change in fair value estimated using such a valuation
technique that was recognized in profit or loss during the
period.

Paragraphs 32e and 33d of FAS 157 require disclosure of
the valuation technigues used to measure fair value and a
discussion of changes in valuation techniques.

Where fair value is measured on a recurring basis using
significant unobservable input (Level 3), paragraph 32c of
FAS 157 requires a reconciliation the beginning and ending
balances, presenting separately:

> total realized and unrealized gains and losses included in
income (or changes in net assets)

» purchases, issuances and settlements, and

» transfers in and/or out of Level 3.

For measurements on a nonrecurring basis: fair value
measurements using Level 3 inputs, paragraph 33c of FAS
157 requires a description of the inputs and the information
used to develop the inputs.

6. Day 1 Profit/Loss

Paragraph 28 of IFRS 7 states that where no active market
exists; fair value is determined using valuation techniques
where maximum use is made of market input.

The best estimate of fair value at initial recognition is
transaction price; which is the price from observable current
market transactions or valuation using observable input. The
difference between the fair value on initial recognition and
the fair value using valuation technigues results in a Day 1
profit or loss, which may only be recognized if all input is
sourced from market observable data.

The following disclosure is required by each class of financial
instrument:

> the accounting policy for recognizing that difference in
profit or loss to reflect a change in factors (including
time) that market participants would consider in setting a
price, and

> the aggregate difference yet to be recognized in profit or
loss at the beginning and end of the period and a
reconciliation of changes in the balance of this difference.

FAS 157 allows for the recognition of Day 1 profit or loss in
situations where the transaction price is not deemed to
represent the fair value of the asset acquired or liability
assumed at initial recognition. FAS 157 does not impose
any reliability threshold, thereby allowing for the recognition
of Day 1 gains and losses on instruments measured at fair
value using valuation models that utilize unobservable
(Level 3) inputs.
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IFRS 7

US GAAP

7. Disclosure of fair value not required

>

Paragraph 29 of IFRS 7 states that fair values need not be
given for:

investments in unquoted equity instruments, or
derivatives linked to such instruments, which are
measured at cost because their fair value cannot be
measured reliably

instruments (normally life insurance policies) that contain
a discretionary participation feature, if the fair value of
that feature cannot be reliably measured, and

investments when the carrying amount is a reasonable
approximation of fair value.

Paragraph 13 of FAS 107 provides for a similar
requirement; fair value disclosure is not required for trade
receivables and payables when the carrying amount
approximates fair value.

Paragraph 8 of FAS 107 provides for the exemptions when
disclosure of fair value is not required.

8. Additional disclosures where no fair value

>

>

Paragraph 30 of IFRS 7 states that sufficient information
should be disclosed to allow the users of financial statements
to make judgment about the extent of possible differences
between the carrying amount and fair value of financial
assets and financial liabilities, where the fair value has not
been disclosed; including:

the fact that fair value cannot be reliably measured

a description of the instruments, their carrying amount,
and an explanation of why fair value cannot be measured
reliably

Paragraph 14 of FAS 107 states that if it is not practicable
for an entity to estimate the fair value of a financial
instrument or a class of financial instruments, the following
shall be disclosed:

> information pertinent to estimating the fair value of that
financial instrument or class of financial instruments,
such as the carrying amount, effective interest rate, and
maturity, and

> the reasons why it is not practicable to estimate fair
value.

» information about the market for the instruments

» information about whether and how the entity intends to
dispose of the instruments, and

» for instruments whose fair value previously could not be
reliably measured that are derecognized:

- that fact

- their carrying amount at the time of derecognizing,
and

— the amount of gain or loss recognized.

9. Location of disclosures

The disclosures required by paragraphs 31-42 of IFRS 7 as
stated in the Application Guidance Appendix B paragraph 6,
surrounding the nature and extent of risks arising from
financial instruments, should be either given in the financial
statements or incorporated by cross-reference from the
financial statements to some other statement, such as a
management commentary or risk report, that is available to
users of the financial statements on the same terms as the
financial statements and at the same time. Without the
information incorporated by cross-reference, the financial
statements re incomplete.

US GAAP requires disclosures regarding fair value in the
financial statements.
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Appendix ONEe continued

IFRS 7

US GAAP

10. Credit risk

Paragraph 36 of IFRS 7 requires the following disclosure by
class of financial instrument:

> the maximum exposure to credit risk at the reporting date
before taking into account any collateral and credit
enhancements

> adescription of any collateral held as security and credit
enhancements

> information about the credit quality of financial assets
that are neither past due nor impaired, and

> the carrying amount of financial assets that would
otherwise be past due or impaired whose terms have been
renegotiated.

Paragraphs 15A and 15B of FAS 107 dictate similar
disclosure except for the requirement to disclose the credit
quality of assets that are neither past due nor impaired and
the carrying amounts of financial assets whose terms have
been renegotiated.

Paragraphs 15A & 15B of FAS 107 also require disclosure of
all significant concentrations of credit risk arising from all
financial instruments, whether from an individual
counterparty or groups of counterparties. Group
concentrations of credit risk exist if a number of
counterparties are engaged in similar activities and have
similar economic characteristics that would cause their
ability to meet contractual obligations to be similarly
affected by changes in economic or other conditions. The
following shall be disclosed about each significant
concentration:

» Information about the (shared) activity, region, or
economic characteristic that identifies the
concentration.

» The maximum amount of loss due to credit risk that,
based on the gross fair value of the financial instrument,
the entity would incur if parties to the financial
instruments that make up the concentration failed
completely to perform according to the terms of the
contracts and the collateral or other security, if any, for
the amount due proved to be of no value to the entity.

> The entity's policy of requiring collateral or other
security to support financial instruments subject to
credit risk, information about the entity’s access to that
collateral or other security, and the nature and a brief
description of the collateral or other security supporting
those financial instruments.

» The entity's policy of entering into master netting
arrangements to mitigate the credit risk of financial
instruments, information about the arrangements for
which the entity is a party, and a brief description of the
terms of those arrangements, including the extent to
which they would reduce the entity's maximum amount
of loss due to credit risk.
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IFRS 7

US GAAP

11. Financial assets that are either past due or impaired

Paragraph 37 of IFRS 7 requires an entity to disclose by class
of financial asset:

» an analysis of the age of financial assets that are past due
as at the reporting date but not impaired

» an analysis of financial assets that are individually
determined to be impaired as at the reporting date,
including the factors the entity considered in determining
that they are impaired, and

» for the amounts disclosed in both points above, a
description of collateral held by the entity as security and
other credit enhancements and, unless impracticable, an
estimate of their fair value.

Appendix A - defined terms

Past due: A financial asset is past due when a counterparty
has failed to make a payment when contractually due.

US GAAP does not define the concept of assets that are
‘neither past due nor impaired'.

12. Liquidity risk

Paragraph 39 of IFRS 7 states that an entity should disclose:

» a maturity analysis for financial liabilities that shows the
remaining contractual maturities, and

» adescription of how it manages the liquidity risk inherent.

Paragraph 11 of Appendix B of the Application Guidance of
IFRS 7 states that in preparing the contractual maturity
analysis for financial liabilities, an entity uses its judgment to
determine an appropriate number of time bands. For
example, an entity might determine that the following time
bands are appropriate:

» not later than one month

» later than one month and not later than three months

» later than three months and not later than one year, and
» later than one year and not later than five years.

Paragraph 20 of FAS 115 states for investments in debt
securities classified as available-for-sale and separately for
securities classified as held-to-maturity, all reporting
enterprises shall disclose information about the contractual
maturities of those securities as of the date of the most
recent statement of financial position presented.

Maturity information may be combined in appropriate
groupings. In complying with this requirement, financial
institutions shall disclose the fair value and the net carrying
amount (if different from fair value) of debt securities
based on at least 4 maturity groupings:

> within 1 year

> after 1 year through 5 years

» after 5 years through 10 years, and
> after 10 years.

Securities not due at a single maturity date, such as
mortgage-backed securities, may be disclosed separately
rather than allocated over several maturity groupings; if
allocated, the basis for allocation also shall be disclosed.
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Appendix ONEe continued

IFRS 7

US GAAP

13. Market risk - Sensitivity analysis

Paragraph 40 of IFRS 7 states that unless an entity complies
with paragraph 41, it should disclose:

> asensitivity analysis for each type of market risk to which
the entity is exposed at the reporting date, showing how
profit or loss and equity would have been affected by
changes in the relevant risk variable that were reasonably
possible at that date

> the methods and assumptions used in preparing the
sensitivity analysis, and

> changes from the previous period in the methods and
assumptions used, and the reasons for such changes.

Paragraph 41 of IFRS 7 states that here an entity prepares a
sensitivity analysis, such as value-at-risk, that reflects
interdependencies between risk variables (e.g. interest rates
and exchange rates) and uses it to manage financial risks, it
may disclose that analysis in place of the information
specified at paragraph 40 above. If this disclosure is given,
the effects on profit or loss and equity at paragraph 40 above
need not be given.

In these cases the following should also be disclosed:

> an explanation of the method used in preparing such a
sensitivity analysis, and of the main parameters and
assumptions underlying the data provided, and

> an explanation of the objective of the method used and of
limitations that may result in the information not fully
reflecting the fair value of the assets and liabilities
involved.

Paragraphs B18 -B28 of the Implementation Guidance should
be read in conjunction.

Paragraph 15C of FAS 107 encourages but does not require
an entity to disclose quantitative information about the
market risks of financial instruments that is consistent with
the way it manages or adjusts those risks.

Under US GAAP, the sensitivity and value-at-risk disclosures
should include the effect of reasonably possible near-term
changes in market rates and prices which is similar to the
IFRS 7 requirement.

Possible disclosures include:

» more details about current positions and perhaps activity
during the period

> the hypothetical effects on comprehensive income (or
net assets), or annual income, of several possible
changes in market prices

> agap analysis of interest rate repricing or maturity dates
> the duration of the financial instruments, or

> the entity’s value at risk from derivatives and from other
positions at the end of the reporting period and the
average value at risk during the year.

Public companies in the US also must comply with the SEC
Market Risk disclosures, S-K Item 305:

The underlying concept of the market risk disclosures is
similar but S-K permits the entity the choice of disclosure
(i.e. tabular presentation, sensitivity analysis, or value-at-
risk).

In March 2008, the SEC issued a letter to US public
company registrants requesting companies to disclose in the
MD&A a discussion of how sensitive the fair value estimates
for material assets or liabilities are to the significant inputs
used by the technique or model. For example, a company
could consider providing a range of values around the fair
value amount arrived at to provide a sense of how the fair
value estimate could potentially change as the significant
inputs vary. To the extent a company provides a range, it
should discuss why it believes the range is appropriate,
identifying the key drivers of variability, and discussing how
it developed the inputs used in determining the range.

In addition, registrants were requested to disclose, if
material, a discussion of how increases and decreases in the
aggregate fair value of assets and liabilities may affect the
company's liquidity and capital resources.
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Appendix two:
Pillar 11l of Solvency Il

Insurers in Europe face the pending implementation of a new regulatory regime under the European Union's Solvency Il project.
Solvency Il will provide a consistent risk based regulatory framework applicable to insurers and reinsurers across Europe. The
framework proposed, uses the following three pillar approach:

Three pillar approach
Pillar |

Pillar Il Pillar 111

Quantitative capital requirements Qualitative requirements Reporting & Disclosure

» Solvency capital requirement > Internal risk and capital management
("SCR™) standards

» Minimum capital requirement » Supervisory review process
("MCR™)

The ultimate aim of the framework is to ensure financial stability of the insurance industry and the protection of policyholders
through the maintenance of prescribed solvency requirements which are better matched to the risks of the company. This
serves as motivation for insurance companies to improve their risk management processes and reporting; which aligns to the
IFRS 7 requirement that quantitative disclosure should be based on the information provided internally to key management
personnel of the company. Under Solvency I, disclosure will be made to the Supervisory Reviewer and on a public basis which
should enhance comparability between insurers.

Comparison between IFRS and Solvency Il Public disclosure requirements under Pillar 11

IFRS 7 particularly increased the focus on risk including the management and disclosure thereof; and alignment between IFRS
and reqgulatory disclosure requirements under Solvency Il will no doubt be useful to European insurers. The presentation of
consistent disclosures would reduce implementation costs; possibly improve risk management; disclosure and provide useful
information to the users.

We compare the disclosure requirements under Pillar lll of Solvency I, sourced from the Solvency Il Draft Directive presented
by the Commission of European Communities in Brussels on 10 July 2007, with those required by IFRS reporters to illustrate
where they are similar.

The first aspect of Pillar Ill is Public Disclosure which is the qualitative and quantitative information disclosed to the market
through an annual report of the entity’s solvency and financial condition. This report must contain the following information:

Pillar 111 of Solvency Il Current practice followed by IFRS reporters

» Overview of the business and its

performance: description of the
activities, group structure, external
environment, objectives, strategy,
and financial results.

We believe that majority of this is either included in the risk management note in
the financial statements or as part of the management commentary in the annual
report. However, a gap analysis should be performed to identify areas where
further details will be required as a result of Solvency II.

Governance: description of
governance structures, an evaluation
of how adequate they are for the
company's risk profile, and a
compliance code including
competence and integrity rules.

We believe that majority of this is either included in the risk management note in
the financial statements or as part of the management commentary in the annual
report.

However, a gap analysis should be performed to identify areas where further
details will be required as a result of Solvency II.

Risk management: a description of
each category of risk including
details surrounding exposure,
concentration, mitigation and
sensitivity.

This equates to the paragraphs 31-42 of IFRS 7 disclosure requirements on the
nature and extent of risks arising from financial instruments.

Solvency Il brings in the consideration of operational risk; which is not included in
IFRS 7.

34




Pillar 11l of Solvency Il Current practice followed by IFRS reporters

» Valuation methodology and bases: The ‘critical accounting policies, estimates and judgments' disclosed in the notes
technical provisions, assets held to to the financial statements provide this information.
cover the technical provisions and
capital requirements, as well as
other assets and liabilities; including | » The methods, valuation techniques and assumptions applied in determining
an explanation of any major fair value.
differences in the methodology and
bases for valuation for financial
statement purposes.

Paragraph 27 of IFRS 7 stipulates that an entity should disclose:

> Whether fair value is determined by reference to published price quotations in
an active market or estimated using a valuation technigue.

Specific capital management requirements, which should include as a minimum:

> Own funds: description of the Paragraph 134 of IAS 1 requires an entity to disclose information that enables
structure, quality, and amount of users of its financial statements to evaluate the entity’s objectives, policies and
own funds, including a comparison processes for managing capital.
analysis of significant variations over

the previous year and an explanation Paragraph 135 of IAS 1 requires disclosure of the movement since the prior

of potential major variances in the pElaE.
financial statements.

> Capital Requirements: amounts of Paragraph 135 of IAS 1 requires a quantitative summary about what it manages
MCR and SCR. as capital.

> Internal model potentially used by Paragraph 135 of IAS 1 states that in order to achieve compliance with paragraph
the company: description of the 134, an entity shall disclose:

methodologies for modeling, key

assumptions, and other variables to

allow understanding of the

differences to the standard formula. - adescription of what it manages as capital

— when an entity is subject to externally imposed capital requirements, the
nature of those requirements and how those requirements are
incorporated into the management of capital, and

» Qualitative information about its objectives, policies and processes for
managing capital which includes:

- how it is meeting its objectives for managing capital.

> Any breach of applicable capital Paragraph 135 of IAS 1 states that in order to achieve compliance with paragraph
requirements: explanations (source | 134, an entity shall disclose:
and consequences) and actions or

- > Whether during the period it complied with any externally imposed capital

requirements to which it is subject.

> When the entity has not complied with such externally imposed capital
requirements, the consequences of such non-compliance.

A gap analysis should be performed to identify areas where further details will be

required as a result of Solvency Il.

Solvency |l Supervisory disclosure requirements under Pillar Il

The second aspect covered by Pillar Il is the Supervisory Reporting, which entails disclosure made by the entity to the
supervisory or regulatory authorities in order to carry out effective supervision of the entity; and should cover at a minimum the
following:

» the results of the own risk and solvency assessment

» governance systems and the nature of the business

» valuation principles applied for solvency purposes

» risk exposures and risk management, and

» capital structure and management.
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