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AlA International Limited — filing under the Financial Markets Conduct (Overseas Registered Banks
and Licensed Insurers) Exemption Notice 2016

AlA International Limited (AlA) is an overseas company incorporated in Bermuda and a ‘licensed insurer’
under the Insurance (Prudential Supervision) Act 2010 (IPSA). As a licensed insurer, AlA qualifies as an
‘FMC reporting entity’ under section 451 of the Financial Markets Conduct Act 2013 (FMC Act). The FMC

Act imposes certain annual financial reporting obligations on FMC reporting entities.

AlA intends to rely on the Financial Markets Conduct (Overseas Registered Banks and Licensed Insurers)
Exemption Notice 2016 (Licensed Insurers Exemption) in respect of the accounting period ended 31
December 2018. Provided that the conditions of the Licensed Insurers Exemption are met, AlA will be
exempted from certain financial reporting requirements imposed by the FMC Act.

Pursuant to clause 7 of the Licensed Insurers Exemption, we enclose the following documents on behalf of
AlA:

a) the audited financial statements of AlA for the accounting period ended 31 December 2018;

b) the audited financial statements for AlA’s New Zealand branch business for the accounting period
end 31 December 2018;

¢) the audited financial statements for AIA’s New Zealand business for the accounting period ended
31 December 2018; and

d) the appointed actuary’s reports in respect of (a) and (c), above, as required under section 78 of
IPSA

Yours sincerely

Kristy Redfern

General Counsel

AlA International Limited,
trading as AIA New Zealand
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Directors' report for the thirteen months ended 31 December 2018

Report of Directors

The directors of AIA International Limited (the “Company”) have the pleasure of presenting their annual report together with the audited
financial statements of the Company for the thirteen months ended 31 December 2018.

Principal Activities

The Company is a limited liability company incorporated in Bermuda and managed in Hong Kong. The address of the Company’s registered
office in Bermuda is Clarendon House, 2 Church Street, Hamilton HM 11, Bermuda. The Company also has a principal place of business
in Hong Kong at 1/F, ATA Hong Kong Tower, 734 King’s Road, Quarry Bay, Hong Kong from where its largest business is managed. The
Company and its subsidiaries are principally engaged in life and general insurance business. Starting from 2018, the Company has also
been engaged in administration service for retirement schemes.

Insurance Operations

Net premiums and fee income for the thirteen months ended 31 December 2018 were US$14,309 million (twelve months ended 30
November 2017: US$12,321 million), representing a 16 per cent increase over the preceding period. Benefits amounting to US$12,325
million (twelve months ended 30 November 2017: US$12,493 million) were accrued to policyholders and beneficiaries during the period.

Investments

Investment income derived from insurance and other business operations, which comprise interest, dividends and rent, amounted to
US$2,645 million (twelve months ended 30 November 2017: US$2,497 million), representing a six per cent increase over the preceding
period. Investment experience amounting to losses of US$2,054 million (twelve months ended 30 November 2017: gains of US$3,073
million) was recognised during the period.

Details of the Company’s investment in subsidiaries are set out in note 10 to the financial statements.
Related Parties Transactions

Details of the related party transactions undertaken by the Company during the thirteen months ended 31 December 2018 in the ordinary
course of business are set out in note 36 to the financial statements.

Directors'/Controllers’ Interests in Transactions, Arrangements or Contracts

No transactions, arrangements or contracts of significance in relation to the Company’s business to which the Company, any of the
Company’s subsidiaries or any of its holding companies or any subsidiaries of its holding company was a party and in which a director or
controller of the Company had a material interest, whether directly or indirectly, subsisted at the end of the period or at any time during
the period.

Transfer to reserves

Profits attributable to shareholders, before dividends, of US$82 million (twelve months ended 30 November 2017: US$2,947 million) have
been transferred to reserves. Other movements in reserves are set out in the statement of changes in equity.

An interim dividend of US$2,350 million was approved by the Board on 7 June 2018.

An interim dividend of US$1,100 million was approved by the Board on 10 December 2018.

Share capital

Details of the movements in share capital of the Company during the period are set out in note 30 to the financial statements.
Charitable donations

Charitable donations made by the Company during the period amounted to US$1.5 million (twelve months ended 30 November 2017:
US$0.5 million).

No statutory business in Hong Kong

The Company has not, during the thirteen months financial period ended 31 December 2018, carried on insurance business relating to
liabilities or risks in respect of which persons are required by any Ordinance in Hong Kong to be insured.
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Directors' report for the thirteen months ended 31 December 2018

Report of Directors (continued)

Reinsurance Arrangements
Material reinsurance arrangements subsisting at the end of the period or at any time during the period are as follows:
Life, Accident and Health Insurance:

The Company has material outward reinsurance arrangements with AIA Reinsurance Limited, an affiliate of the Company. For new
business, directly written or assumed through inward reinsurance, the Hong Kong branch manages its retention limit of US$5 million per
life through external reinsurance. Material outward reinsurance treaties exist with a number of highly rated external reinsurers. The
Company has catastrophic loss protection through a catastrophe reinsurance treaty, whose lead reinsurer is AXIS Specialty Limited.

Universal Life Insurance:

Commencing from 1 January 2018, the Company has entered into a coinsurance agreement with Munich Re to cede part of the existing
Universal Life business.

General Insurance:

The catastrophe reinsurance arrangement led by AXIS Specialty Limited covers Personal Accident and Travel Accident business.
Directors

The directors who held office during the period and up to the date of this report were:

Mr. Ng Keng Hooi
M
M
M
M
M
M
M
M
M

. Garth Brian Jones

. Wing Shing Chan

. Mitchell David New

. Timothy Carrick Faries

. Shelby Ross Weldon

. Clive Vincent Anderson (Alternate Director to Mr. Ng Keng Hooi)
. Jon Paul Nielsen (Alternate Director to Mr. Wing Shing Chan)

. Qiang Cai (resigned on 31 December 2017)

. William Lisle (resigned on 31 December 2017)

= = = = = = = =

=

In accordance with Bye-Law 39 of the Company's Bye-Laws, all remaining directors will retire from the Board, being eligible, offer
themselves for re-election at the forthcoming annual general meeting.

Controllers

The controllers of the Company during the period and up to the date of this report were:
AIA Group Limited (“AIAGL”)

AIA Company Limited

Mr. Ng Keng Hooi

Mr. Wing Shing Chan
Mr. Peter James Crewe
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Directors' report for the thirteen months ended 31 December 2018

Report of Directors (continued)

Directors'/Controllers’ Interests in Arrangements to Acquire Shares or Debentures

During the thirteen months ended 31 December 2018, the following arrangements subsisted at the end of the period or any time during the
period which enabled certain directors of the Company. to acquire benefits by means of the acquisition of shares in AIAGL. the ultimate
holding company of the Company, or to be awarded shares of AIAGL. or their equivalent cash value (collectively the “Plans™).

(a) Restricted Share Unit Scheme

Under the Restricted Share Unit (“RSU”) Scheme adopted by AIAGL on 28 September 2010 (as amended), AIAGL may award
restricted share units to employees, directors (excluding independent non-executive directors) or officers of AIAGL or any of its
subsidiaries. The objectives of the RSU Scheme are to retain participants, align their interests with those of AIAGL’s shareholders
and reward the creation of value for shareholders through the award of share units to participants.

(b) Share Option Scheme

Under the Share Option (*SO”) Scheme adopted by AIAGL on 28 September 2010 (as amended), AIAGL may award share options
to employees, directors (excluding independent non-executive directors) or officers of AIAGL or any of its subsidiaries. The objective
of the SO Scheme is to align participants’ interests with those of AIAGL’s shareholders by allowing participants to share in the value
created at the point they exercise their share options.

(c) Employee Share Purchase Plan

Under the Employee Share Purchase Plan (“ESPP”) adopted by AIAGL on 25 July 2011, eligible employees of AIAGL and its
subsidiaries can purchase ordinary shares of AIAGL with qualified employee contributions and AIAGL will award one matching
share to them at the end of the vesting period for each two shares purchased through the qualified employee contributions. The
objectives of the ESPP are to facilitate and motivate share ownership by employees and align their interests with those of AIAGL’s
shareholders.

During the thirteen months ended 31 December 2018,

(i) ~ Mr. Ng Keng Hooi, Mr. Garth Brian Jones, Mr. Mitchell David New, Mr. Wing Shing Chan, Mr. Clive Vincent Anderson, Mr. Jon
Paul Nielsen, and Mr. Peter James Crewe, directors and/or controllers of the Company, had interests in one or more of the Plans and
had acquired benefits by means of the acquisition of shares of AIAGL pursuant to one or more of the Plans; and

(ii)  Mr. Qiang Cai and Mr. William Lisle, resigned directors, had interests in one or more of the Plans and had acquired benefits by
means of the acquisition of shares of AIAGL pursuant to one or more of the Plans.

Apart from the above, at no time during the period was the Company or the Company’s subsidiaries or holding company or a subsidiary
of the Company’s holding company a party to any arrangement to enable the directors or controllers of the Company to acquire benefits
by means of the acquisition of shares in or debentures of the Company or any other body corporate.

Events after the reporting date
Details of significant events occurring after the reporting date are set out in note 39 to the financial statements.
Auditor

The financial statements has been audited by PricewaterhouseCoopers who will retire and, being eligible, offer themselves for re-
appointment, and a resolution to this effect will be proposed at the forthcoming annual general meeting.

On behalf of the Board

Ng Keng Hooi
Chairman

13 March 2019



Independent Auditor’s Report
To the Shareholders of AIA International Limited

(incorporated in Bermuda with limited liability)

Opinion
What we have audited

The financial statements of AIA International Limited (the “Company”) set out on pages 7 to 85, which comprise:
e the statement of financial position as at 31 December 2018;
e the income statement for the thirteen months period ended 31 December 2018;
e the statement of comprehensive income for the thirteen months period ended 31 December 2018;
e the statement of changes in equity for the thirteen months period ended 31 December 2018;
e the statement of cash flows for the thirteen months period ended 31 December 2018; and
e the notes to the financial statements, which include a summary of significant accounting policies.

Our opinion

In our opinion, the financial statements give a true and fair view of the financial position of the Company as at 31 December 2018, and of
its financial performance and its cash flows for the thirteen months period ended 31 December 2018 in accordance with International
Financial Reporting Standards (“IFRSs”).

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing (“ISAs”). Our responsibilities under those standards are
further described in the Auditor’s Responsibilities for the Audit of the Financial Statements section of our report.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.

Independence

We are independent of the Company in accordance with the International Ethics Standards Board for Accountants’ Code of Ethics for
Professional Accountants (“IESBA Code”), and we have fulfilled our other ethical responsibilities in accordance with the IESBA Code.

Other Information

The directors are responsible for the other information. The other information comprises the information included in the Report of Directors
on pages 1 to 3, but does not include the financial statements and our auditor’s report thereon.

Our opinion on the financial statements does not cover the other information and we do not express any form of assurance conclusion
thereon.

In connection with our audit of the financial statements, our responsibility is to read the other information and, in doing so, consider whether
the other information is materially inconsistent with the financial statements or our knowledge obtained in the audit or otherwise appears
to be materially misstated.

If, based on the work we have performed, we conclude that there is a material misstatement of this other information, we are required to
report that fact. We have nothing to report in this regard.



Independent Auditor’s Report
To the Shareholders of AIA International Limited (Continued)

Responsibilities of Directors and Those Charged with Governance for the Financial Statements

The directors are responsible for the preparation of the financial statements that give a true and fair view in accordance with IFRSs, and
for such internal control as the directors determine is necessary to enable the preparation of financial statements that are free from material
misstatement, whether due to fraud or error.

In preparing the financial statements, the directors are responsible for assessing the Company's ability to continue as a going concern,
disclosing, as applicable, matters related to going concern and using the going concern basis of accounting unless the directors either intend
to liquidate the Company or to cease operations, or have no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Company's financial reporting process.
Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free from material misstatement,
whether due to fraud or error, and to issue an auditor’s report that includes our opinion. We report our opinion solely to you, as a body, in
accordance with Section 90 of the Companies Act 1981 of Bermuda and for no other purpose. We do not assume responsibility towards or
accept liability to any other person for the contents of this report. Reasonable assurance is a high level of assurance, but is not a guarantee
that an audit conducted in accordance with ISAs will always detect a material misstatement when it exists. Misstatements can arise from
fraud or error and are considered material if, individually or in the aggregate, they could reasonably be expected to influence the economic
decisions of users taken on the basis of these financial statements.

As part of an audit in accordance with ISAs, we exercise professional judgment and maintain professional scepticism throughout the audit.
We also:

e Identify and assess the risks of material misstatement of the financial statements, whether due to fraud or error, design and perform
audit procedures responsive to those risks, and obtain audit evidence that is sufficient and appropriate to provide a basis for our
opinion. The risk of not detecting a material misstatement resulting from fraud is higher than for one resulting from error, as fraud
may involve collusion, forgery, intentional omissions, misrepresentations, or the override of internal control.

e  Obtain an understanding of internal control relevant to the audit in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company's internal control.

e Evaluate the appropriateness of accounting policies used and the reasonableness of accounting estimates and related disclosures
made by the directors.

e Conclude on the appropriateness of the directors' use of the going concern basis of accounting and, based on the audit evidence
obtained, whether a material uncertainty exists related to events or conditions that may cast significant doubt on the Company's
ability to continue as a going concern. If we conclude that a material uncertainty exists, we are required to draw attention in our
auditor’s report to the related disclosures in the financial statements or, if such disclosures are inadequate, to modify our opinion.
Our conclusions are based on the audit evidence obtained up to the date of our auditor’s report. However, future events or conditions
may cause the Company to cease to continue as a going concern.

e  Evaluate the overall presentation, structure and content of the financial statements, including the disclosures, and whether the
financial statements represent the underlying transactions and events in a manner that achieves fair presentation.



Independent Auditor’s Report
- To the Shareholders of AIA International Limited (Contmued)

We communicate with those charged with governance regarding, among other matters. the planned scope and timing of the audit and
significant audit findings, including any significant deficiencies in internal control that we identify during our audit.

" foansdo g

PricewaterhouseCoopers
Certified Public Accountants
Hong Kong, 13 March 2019
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AlA International Limited

Financial Statements for the thirteen months ended 31 December 2018

Income Statement

For the thirteen months ended 31 December 2018

Thirteen
months ended
31 December

AN

2
=

Twelve
months ended
30 November

US$°000 Notes 2018 2017
Revenue
Turnover
Premiums and fee income 14,756,061 12,772,353
Premiums ceded to reinsurers (447,118) (451,739)
Net premiums and fee income 14,308,943 12,320,614
Investment return 5 590,879 5,569,751
Other operating revenue 5 5,032 3,413
Total revenue 14,904,854 17,893,778
Expenses
Insurance and investment contract benefits 12,610,635 12,783,144
Insurance and investment contract benefits ceded (285,636) (289,690)
Net insurance and investment contract benefits 12,324,999 12,493,454
Commission and other acquisition expenses 1,584,393 1,411,040
Operating expenses 615,423 666,791
Finance costs 25,010 14,836
Other expenses 125,335 128,337
Total expenses 6 14,675,160 14,714,458
Profit before tax 229,694 3,179,320
Tax expense 7 (147,857) (231,946)
Net profit 81,837 2,947,374
Net profit attributable to:

Shareholders of the Company 81,837 2,947,374



AlA International Limited
Financial Statements for the thirteen months ended 31 December 2018

Statement of Comprehensive Income

For the thirteen months ended 31 December 2018

AN

2
=

Thirteen months ~ Twelve months
ended ended
31 December 30 November

US$°000 2018 2017
Net profit 81,837 2,947,374
Other comprehensive income
Items that may be reclassified subsequently to profit or loss:
Fair value (losses)/gains on available for sale financial assets (net of tax of: thirteen months ended 31

December 2018: US$29.9m; twelve months ended 30 November 2017: US$38.4m) (3,735,845) 1,653,321
Fair value losses/(gains) on available for sale financial assets transferred to income on disposal and

impairment (net of tax of: thirteen months ended 31 December 2018: US$0.3m; twelve months

ended 30 November 2017: US$0.2m) 71,101 (83,263)
Foreign currency translation adjustments 40,409 159,775
Cash flow hedges 16,253 -
Subtotal (3,608,082) 1,729,833
Items that will not be reclassified subsequently to profit or loss:
Revaluation gains on property held for own use (net of tax of thirteen months ended 31 December

2018: nil; twelve months ended 30 November 2017: US$(1.6)m) 442 5,087
Effect of remeasurement of net liability of defined benefit schemes (net of tax of: thirteen months ended

31 December 2018: nil; twelve months ended 30 November 2017: US$(0.6)m) 4,444 4,377
Subtotal 4,886 9,464
Total other comprehensive (expense)/income (3,603,196) 1,739,297
Total comprehensive (expense)/income (3,521,359) 4,686,671
Total comprehensive (expense)/income attributable to:

Shareholders of the Company (3,521,359) 4,686,671



AlA International Limited

Financial Statements for the thirteen months ended 31 December 2018

Statement of Financial Position

As at 31 December 2018

N
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Asat Asat
31 December 30 November
US$°000 Notes 2018 2017
Assets
Intangible assets 9 349,414 380,573
Investments in subsidiaries 10 4,460,580 952,194
Investments in associates 11 560,279 560,279
Property, plant and equipment 12 92,004 161,701
Investment property 13 60,170 301,377
Reinsurance assets 14 338,992 367,871
Deferred acquisition and origination costs 15 8,575,785 9,086,149
Financial investments: 16
Loans and deposits 540,057 1,377,309
Auvailable for sale
Debt securities 46,296,503 54,578,468
At fair value through profit or loss
Debt securities 204,912 646,119
Equity securities 14,089,763 13,781,433
Derivative financial instruments 17 83,188 45,880
61,214,423 70,429,209
Current tax recoverable 3,409 25,539
Other assets 19 1,761,789 1,694,444
Cash and cash equivalents 21 392,264 927,470
Total assets 77,809,109 84,886,806
Liabilities
Insurance contract liabilities 22 56,053,796 58,050,672
Investment contract liabilities 23 4,548,756 5,354,801
Borrowings 25 4,588,282 1,256,000
Obligations under repurchase agreements 26 138,065 -
Derivative financial instruments 17 30,652 54,161
Provisions 28 19,542 43,014
Deferred tax liabilities 7 94,988 662,757
Current tax liabilities 31,872 36,532
Other liabilities 29 1,539,451 1,780,882
Total liabilities 67,045,404 67,238,819
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AlA International Limited

Financial Statements for the thirteen months ended 31 December 2018

Statement of Financial Position (continued)

As at 31 December 2018

Asat As at

31 December 30 November

US$'000 Notes 2018 2017
Equity

Issued share capital 30 3,600 3,600

Share premium and capital contribution 30 2,403,161 2.317,767

Other reserves 30 528,699 10,571

Retained eamnings 7,971,827 11,339.990

Fair value reserve 30 (159.110) 4,040,777

Foreign currency translation reserve 30 (14,756) (78.586)

Property revaluation reserve 30 14,991 23,170

Others 15,293 (9,302)

Amounts reflected in other comprehensive income (143,582) 3,976,059

Total equity 10,763,705 17,647,987

Total liabilities and equity 77,809,109 84,886,806

Approved by the Board of Directors on 13 March 2019
Countersigned
V4
Wing Shing Chan Garth Brian Jones
# Director Director

10



AlA International Limited
Financial Statements for the thirteen months ended 31 December 2018

Statement of Changes in Equity

For the thirteen months ended 31 December 2018

Other comprehensive income

S

2

Share capital,
share Foreign
premium and currency Property
capital Other Retained Fairvalue  translation revaluation Total

US$°000 Notes contribution reserves earnings reserve reserve reserve Others Equity
Balance at 1 December 2016 2,235,973 9,276 9,482,616 2,470,719  (238,361) 18,083  (13,679) 13,964,627
Net profit - - 2,947,374 - - - - 2,947,374
Fair value gains on available for

sale financial assets - - - 1653321 - - - 1,653,321
Fair value gains on available for

sale financial assets transferred

to income on disposal and

impairment - - - (83,263) - - - (83,263)
Foreign currency translation

adjustments - - - - 159,775 - - 159,775
Revaluation gains on property

held for own use - - - - - 5,087 - 5,087
Effect of remeasurement of net

liability of defined benefit

schemes - - - - - - 4,377 4,377
Total comprehensive income

for the year - - 2,947,374 1,570,058 159,775 5,087 4,377 4,686,671
Dividends 8 - - (1,090,000) - - - - (1,090,000)
Share-based compensation - 1,295 - - - - - 1,295
Capital contribution 85,394 - - - - - - 85,394
Balance at 30 November 2017 2,321,367 10,571 11,339,990 4,040,777 (78,586) 23,170 (9,302) 17,647,987
Net profit - - 81,837 - - - - 81,837
Fair value losses on available for

sale financial assets - - - (3,735,845) - - - (3,735,845)
Fair value losses on available for

sale financial assets transferred

to income on disposal and

impairment - - - 71,101 - - - 71,101
Foreign currency translation

adjustments - - - - 40,409 - - 40,409
Cash flow hedges - - - - - - 16,253 16,253
Revaluation gains on property

held for own use - - - - - 442 - 442
Effect of remeasurement of net

liability of defined benefit

schemes - - - - - - 4,444 4,444
Total comprehensive

income/(expense) for the

period - - 81,837 (3,664,744) 40,409 442 20,697  (3,521,359)
Dividends 8 - - (3,450,000) - - - - (3,450,000)
Impact of Korea business

transfer - 516,445 - (535,143) 23,421 (8,621) 3,898 -
Share-based compensation - 1,683 - - - - - 1,683
Capital contribution 85,394 - - - - - - 85,394
Balance at 31 December 2018 2,406,761 528,699 7,971,827  (159,110) (14,756) 14,991 15,293 10,763,705

11



AlA International Limited

Financial Statements for the thirteen months ended 31 December 2018

Statement of Cash Flows

For the thirteen months ended 31 December 2018

AN

2
=

Thirteen months ~ Twelve months
ended ended
31 December 30 November
US$°000 Notes 2018 2017
Cash flows from operating activities
Profit before tax 229,694 3,179,320
Adjustments for:
Financial investments (8,332,359) (9,677,507)
Insurance and investment contract liabilities, and deferred acquisition and
origination costs 8,758,837 8,211,939
Obligations under repurchase agreements 26 138,065 -
Other non-cash operating items, including investment income and the effect of
exchange rate changes on certain operating items (2,687,365) (3,049,804)
Operating cash items:
Interest received 2,387,742 2,177,256
Dividends received 233,159 209,896
Interest paid (23,524) (14,633)
Tax paid (176,920) (148,007)
Net cash provided by operating activities 527,329 888,460
Cash flows from investing activities
Payments for intangible assets 9 (13,978) (14,682)
Dividends from subsidiaries 100,367 31,903
Capital contributions to subsidiaries (121,221) (249,738)
Payments for investment property and property, plant and equipment 12,13 (22,637) (19,497)
Proceeds from sales of property, plant and equipment 12 254 -
Proceeds from share repurchase from subsidiary 304,336 -
Impact of Korea business transfer ® (68,654) -
Payment for acquisition of investment in subsidiary (917,528) -
Net cash used in investing activities (739,061) (252,014)
Cash flows from financing activities
Proceeds from borrowings 969,845 1,090,000
Repayments of borrowings (1,087,563) (702,000)
Dividends paid during the period 8 - (702,000)
Net cash used in financing activities (117,718) (314,000)
Net (decrease)/increase in cash and cash equivalents (329,450) 322,446
Cash and cash equivalents at beginning of the financial period 581,362 243,921
Effect of exchange rate changes on cash and cash equivalents (7,910) 14,995
Cash and cash equivalents at end of the financial period 244,002 581,362
Cash and cash equivalents in the above statement of cash flows can be further analysed as follows:
Asat Asat
US$°000 Note 31 December 30 November
2018 2017
Cash and cash equivalents in the statement of financial position 21 392,264 927,470
Bank overdrafts (148,262) (346,108)
Cash and cash equivalents in the statement of cash flows 244,002 581,362

Note:
1) For details of Korea subsidiarisation, please refer to note 2.2.

12
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Notes to the Financial Statements and Significant Accounting Policies

1. Corporate information

The principal activities of AIA International Limited (the Company) or AlA International Limited and its subsidiaries (the Group) are the
writing of life insurance business, providing life insurance, accident and health insurance and savings plans throughout Asia, and
distributing related investment and other financial services products to its customers. Starting from 2018, the Company has also been
engaged in administration service for retirement schemes.

The Company was incorporated in Bermuda with limited liability on 16 January 1959 and registered in Hong Kong as a non Hong Kong
company under Part XI of the predecessor Hong Kong Companies Ordinance, Cap 32 (now Part 16 of the Hong Kong Companies
Ordinance (Cap. 622)) on 31 August 1984. At the reporting date, the Company was a wholly-owned subsidiary of AIA Company Limited,
whose ultimate holding company was AIAGL, a company incorporated in Hong Kong and listed on the Main Board of The Stock Exchange
of Hong Kong Limited under the stock code “1299” with American Depositary Receipts (Level 1) being traded on the over-the-counter
market (ticker symbol: “AAGIY”).

The address of its registered office is Clarendon House, 2 Church Street, Hamilton HM 11, Bermuda. The Company conducts business
through branches in Hong Kong, Macau, New Zealand and Taiwan.

2. Significant accounting policies
2.1  Basis of preparation and statement of compliance
The financial statements have been prepared in accordance with International Financial Reporting Standards (IFRS).

The financial statements have 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, derivative financial instruments,
property held for own use and investment properties, all of which are carried at fair value.

The Company has applied all IFRSs, including International Accounting Standards (IAS) and Interpretations developed by the IFRS
Interpretations Committee (IFRS IC) (IFRIC — Int), effective for accounting periods starting on 1 December 2014, unless otherwise stated.

In accordance with the criteria set out in paragraph 4(a) of IFRS 10, Consolidated Financial statements, and paragraph 17 of I1AS 28,
Investments in Associates and Joint Ventures, the Company is exempt from the preparation of consolidated financial statements and
accounting for the investments in associates using the equity method, respectively, because AIAGL, the ultimate holding company of the
Company, produces consolidated financial statements in accordance with all applicable Hong Kong Financial Reporting Standards
(HKFRS), International Financial Reporting Standards (IFRS) and the Hong Kong Companies Ordinance. AIAGL is incorporated in Hong
Kong SAR, and its consolidated financial statements are available at http://www.aia.com. The Company presents separate financial
statements.

Items included in the financial statements of each of the Company’s entities are measured in the currency of the primary economic
environment in which that entity operates (the functional currency). The Company’s functional currency and the presentation currency of
the Company is the US dollar. The financial statements are presented in thousands of US dollars (US$°000) unless otherwise stated.

As disclosed in AIAGL 2018 interim report, AIAGL and the Company has started to adopt 31 December as a new year-end date this year.
Therefore, the Company also adopted this change and this set of financial statements is for the thirteen months ended 31 December 2018
with the comparative figures prepared based on the twelve months ended 30 November 2017.

The accounting policies adopted are consistent with those of the previous financial year, except as described as follows.

(@) The following relevant new amendments to standards have been adopted for the first time for the financial period ended 31
December 2018 and have no material impact to the Company:

. Amendments to |AS 7, Disclosure Initiative;
. Amendments to IAS 12, Recognition of Deferred Tax Assets for Unrealised Losses; and

. Amendments to IFRS 12, Clarification of the Scope of the Standard.

13
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2. Significant accounting policies (continued)

2.1  Basis of preparation and statement of compliance (continued)

(b) The following relevant new standards, interpretation and amendments to standards have been issued but are not effective for the
financial period ended 31 December 2018 and have not been early adopted (the financial years for which the adoption is required
for the Company are stated in parentheses). The Company has assessed the impact of these new standards on its financial position
and results of operations and they are not expected to have a material impact on the financial position or results of operations of the
Company but may require additional disclosures:

IFRIC 22, Foreign Currency Transactions and Advance Consideration (2019);

IFRIC 23, Uncertainty Over Income Tax Treatments (2019);

Amendments to IAS 1 and IAS 8, Definition of Material (2020);

Amendments to 1AS 12, Income Tax Consequences of Payments on Instruments Classified as Equity (2019);
Amendments to IAS 19, Plan Amendment, Curtailment or Settlement (2019);

Amendments to IAS 23, Borrowing Costs Eligible for Capitalisation (2019);

Amendments to IAS 28, Measuring an Associate or Joint Venture at Fair Value (2019);

Amendments to IAS 28, Long-term Interests in Associates and Joint Ventures (2019);

Amendments to IAS 40, Transfers of Investment Property (2019);

IFRS 15, Revenue from Contracts with Customers and amendments thereto (2019);

IFRS 16, Leases (2019);

Amendments to IFRS 2, Classification and Measurement of Share-based Payment Transactions (2019);

Amendments to IFRS 3, Business Combinations and IFRS 11, Joint Arrangements - Remeasurement of Previously Held
Interests (2019); and

Amendments to IFRS 3, Definition of a Business (2020).

(c) The following relevant new standards and requirements have been issued but are not effective for the financial period ended 31
December 2018 and have not been early adopted.

IFRS 9, Financial Instruments, addresses the classification, measurement and recognition of financial assets and financial
liabilities. IFRS 9 requires financial assets to be classified into separate measurement categories: those measured as at fair
value with changes either recognised in profit or loss or in other comprehensive income and those measured at amortised cost.
The determination is made at initial recognition depending on the entity’s business model for managing its financial
instruments and the contractual cash flow characteristics of the instrument. In addition, a revised expected credit losses model
will replace the incurred loss impairment model in IAS 39. The Company is yet to fully assess the impact of the standard on
its financial position and results of operations.

For financial liabilities, the standard retains most of the IAS 39 requirements. The main change is that, in cases where the fair
value option is taken for financial liabilities, part of the fair value change due to an entity’s own credit risk is recorded in other
comprehensive income rather than profit or loss, unless this creates an accounting mismatch. In addition, the new standard
revises the hedge accounting model to more closely align with the entity’s risk management strategies. The IASB made
further changes to two areas of IFRS 9. Financial assets containing prepayment features with negative compensation can be
measured at amortised cost or at fair value through other comprehensive income if the cash flow represents solely payments
of principal and interest. Non-substantial modifications or exchange of financial liabilities that do not result in derecognition
will be required to be recognised in profit or loss. The Company is yet to fully assess the impact of the above new requirements
and changes.

The standard is mandatorily effective for financial periods beginning on or after 1 January 2018 (except for prepayment
features with negative compensation and modifications or exchange of financial liabilities that do not result in derecognition
which will become effective for financial periods beginning on or after 1 January 2019), but the Company qualifies for a
temporary exemption as explained below.
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2.
2.1

2.2

Significant accounting policies (continued)

Basis of preparation and statement of compliance (continued)

On 12 September 2016, the IASB issued amendments to IFRS 4, Insurance Contracts, Applying IFRS 9 Financial Instruments
with IFRS 4, which provides two alternative measures to address the different effective dates of IFRS 9 and IFRS 17, Insurance
Contracts. These measures include a temporary option for companies whose activities are predominantly connected with
insurance to defer the effective date of IFRS 9 until the earlier of the effective date of IFRS 17 and financial reporting periods
beginning on or after 1 January 2021 (please note below that the IASB is proposing to defer the effective date of IFRS 17 to
1 January 2022), as well as an approach that allows an entity to remove from profit or loss the effects of certain accounting
mismatches that may occur before IFRS 17 is applied. Based on the amendments to IFRS 4, the Company is eligible for and
will elect to apply the temporary option to defer the effective date of IFRS 9 in order to implement the changes in parallel with
IFRS 17, Insurance Contracts.

IFRS 17, Insurance Contracts (previously IFRS 4 Phase II) will replace the current IFRS 4, Insurance Contracts. IFRS 17
includes fundamental differences to current accounting in both insurance contract measurement and profit recognition. The
general model is based on a discounted cash flow model with a risk adjustment and deferral of unearned profits. A separate
approach applies to insurance contracts that are linked to returns on underlying items and meet certain requirements.
Additionally, IFRS 17 requires more granular information and a new presentation format for the statement of comprehensive
income as well as extensive disclosures. The Company is in the midst of conducting a detailed assessment of the new standards.
The standards are currently mandatorily effective for financial periods beginning on or after 1 January 2021, however in
November 2018, IASB proposed to defer IFRS 17 and temporary IFRS 9 exemption available to insurers until the financial
period beginning on or after 1 January 2022. The proposed deferral is subject to public consultation, which is expected in
2019.

The significant accounting policies adopted in the preparation of the Company’s financial statements are set out below. These
policies have been applied consistently in all periods presented.

The Company’s investments

Subsidiaries are all entities (including structured entities) over which the Company has control. A structured entity is an entity that has
been designed so that voting or similar rights are not the dominant factor in deciding who controls the entity, such as when any voting
rights relate to administrative tasks only, and the relevant activities are directed by means of contractual arrangements.

The Company controls an entity when the Company is exposed to, or has rights to, variable returns from its involvement with the entity
and has the ability to affect those returns through its power over the entity.

Associates are entities over which the Company has significant influence, but which it does not control. Generally, it is presumed that the
Company has significant influence if it has between 20 per cent and 50 per cent of voting rights.

In the Company’s statement of financial position, subsidiaries and associates are stated at cost, unless impaired.

The Company’s interests in investment funds such as mutual funds and unit trusts are designated at fair value through profit or 10ss.
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2. Significant accounting policies (continued)
2.2 The Company’s investments (continued)

On 1 January 2018, the Company completed a business transfer of the assets and liabilities of the Company’s Korea branch to a newly
incorporated Korean company, AlA Life Insurance Co. Ltd, that is wholly owned by AIA International Limited.

Details of the carrying value of net assets transferred to AIA Life Insurance Co. Ltd. in the business transfer are set out as follows:

US$°000 Carrying value
Intangible assets 17,150
Property, plant and equipment 75,542
Investment property 229,379
Reinsurance assets 53,744
Deferred acquisition and origination costs 1,926,789
Financial investments:

Loans and deposits 1,217,805

Auvailable for sale 11,394,022

At fair value through profit or loss 1,331,181
Other assets 206,804
Cash and cash equivalents 68,654
Insurance contract liabilities (13,152,006)
Derivative financial instruments (6,045)
Provisions 466
Deferred tax liabilities (490,422)
Other liabilities (136,166)
Net assets 2,736,897

2.3 Insurance and investment contracts

Consistent accounting policies for the measurement and recognition of insurance and investment contracts have been adopted throughout
the Company to substantially all of its business.

In a limited number of cases, the Company measures insurance contract liabilities with reference to statutory requirements in the applicable
jurisdiction.

Product classification

The Company classified its contracts written as either insurance contracts or investment contracts, depending on the level of insurance risk.
Insurance 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, “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 Company applies the same accounting policies for the recognition and measurement of
obligations arising from investment contracts with DPF as it does for insurance contracts.

In the event that a scenario (other than those lacking commercial substance) exists in which an insured event would require the Company
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 Company in accounting for such contracts.
Once a contract has been classified as an insurance or investment contract, reclassification is not subsequently performed unless the terms
of the agreement are later amended.
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2. Significant accounting policies (continued)
2.3 Insurance and investment contracts (continued)

Product classification (continued)
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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 Company 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:

that are likely to be a significant portion of the total contractual benefits;
whose amount or timing is contractually at the discretion of the Company; and

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 Company 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 Company refers to such contracts as participating

business.

The Company’s products may be divided into the following main categories:

Policy type Description of benefits payable

Traditional
participating
life assurance
with DPF

Participating

Participating products include protection and
funds

savings elements. The basic sum assured, payable
on death or maturity, may be enhanced by
dividends or bonuses, the aggregate amount of
which is determined by the performance of a
distinct fund of assets and liabilities

The timing of dividend and bonus declarations is
at the discretion of the insurer. Local regulations
generally prescribe a minimum proportion of
policyholder participation in declared dividends

Other
participating
business

Participating products include protection and
savings elements. The basic sum assured, payable
on death or maturity, may be enhanced by
dividends or bonuses, the timing or amount of
which are at the discretion of the insurer taking
into account factors such as investment
experience

Benefits payable are not at the discretion of the
insurer

Non-
participating
life assurance,
annuities and

other

protection

products

Universal life Benefits are based on an account balance, credited
with interest at a rate set by the insurer, and a death
benefit, which may be varied by the customer

Unit-linked These may be primarily savings products or may

combine savings with an element of protection

Basis of accounting for:

Insurance contract liabilities

Insurance contract liabilities make
provision 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 funds
that would be allocated to policyholders,
assuming all performance would be
declared as a dividend based upon local
regulations

Insurance contract liabilities make
provision for the present value of
guaranteed benefits and non-guaranteed
participation less estimated future net
premiums to be collected from
policyholders

Insurance contract liabilities reflect the
present value of future policy benefits to
be paid less the present value of estimated
future net premiums to be collected from
policyholders. In addition, deferred profit
liabilities for limited payment contracts are
recognised

Insurance contract liabilities reflect the
accumulation value, representing
premiums received and investment return
credited, less deductions for front-end
loads, mortality and morbidity costs and
expense charges. In addition, liabilities for
unearned revenue and additional insurance
benefits are recorded

Insurance contract liabilities reflect the
accumulation value, representing
premiums received and investment return
credited, less deductions for front-end
loads, mortality and morbidity costs and
expense charges. In addition, liabilities for
unearned revenue and additional insurance
benefits are recorded

Investment contract
liabilities

Not applicable, as IFRS
4 permits contracts with
DPF to be accounted for
as insurance contracts

Not applicable, as IFRS
4 permits contracts with
DPF to be accounted for
as insurance contracts

Investment
contract
liabilities
are
measured at
amortised
cost

Not applicable as such
contracts generally
contain significant
insurance risk

Investment contract
liabilities are measured
at fair value (determined
with reference to the
accumulation value)

In the notes to the financial statements, unit-linked contracts are presented together with pension contracts for disclosure purposes.

The basis of accounting for insurance and investment contracts is discussed in notes 2.3.1 and 2.3.2 below.
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2. Significant accounting policies (continued)
2.3 Insurance and investment contracts (continued)
2.3.1 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 unit-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 represents upfront fees and other non-level charges that have been collected and released to the income statement
over the estimated life of the business. A separate liability for accumulation value is established.

Deferred profit liability

Deferred profit liability arising from traditional insurance contracts represents excess profits that have been collected and released to the
income statement over the estimated life of the business. A separate liability for future policy benefits is established.

Deferred acquisition costs

The costs of acquiring new insurance contracts, including commissions and distribution costs, 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 income statement.

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 unit-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.

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:

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

e they are explicitly identified in the contract on inception;

e 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:

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

e the Company’s accounting policies do not otherwise require the recognition of all obligations and rights arising from the deposit
component.
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2. Significant accounting policies (continued)

2.3 Insurance and investment contracts (continued)

2.3.1 Insurance contracts and investment contracts with DPF (continued)
Bifurcation

To the extent that certain of the Company’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 period, as well as
policyholder dividends accrued in anticipation of dividend declarations.

Accident and health claims incurred include all losses occurring during the period, 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)
Insurance contract liabilities 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.

For contracts with an explicit account balance, such as universal life and unit-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 Company accounts for insurance contract liabilities for participating business and other participating business written in participating
funds 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.

Liability adequacy testing

The adequacy of liabilities is assessed by portfolio of contracts, in accordance with the Company’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, 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 is 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 when loss is incurred.
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2. Significant accounting policies (continued)
2.3 Insurance and investment contracts (continued)
2.3.2 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.

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 income statement, except for the investment income
and fees attributable to those contracts, but are accounted for directly through the statement of financial position as an adjustment to the
investment contract liability, which reflects the account balance.

The majority of the Company’s contracts classified as investment contracts are unit-linked contracts, with measurement directly linked to
the underlying investment assets. 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 profit or loss. 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 unit-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 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 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.

Deferred fee income liability

Deferred fee income liability represents upfront fees and other non-level charges that have been collected and released to the income
statement over the estimated life of the business. A separate liability for accumulation value is established.
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2. Significant accounting policies (continued)
2.3 Insurance and investment contracts (continued)
2.3.3 Insurance and investment contracts

Reinsurance

The Company 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 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 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.

If a reinsurance asset is impaired, the Company reduces the carrying amount accordingly and recognises that impairment loss in the 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 Company may not receive all amounts due to it under the terms of the contract, and the impact on the amounts
that the Company will receive from the reinsurer can be reliably measured.

Shadow accounting

Shadow accounting is applied to insurance and certain investment contracts with DPF where financial assets backing insurance and
investment contract liabilities are classified as available for sale. Shadow accounting is applied to deferred acquisition costs, 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 other comprehensive income in the same way as for a realised gain or loss recognised
in the 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 Company 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 statement of financial position.
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2. Significant accounting policies (continued)

2.4 Financial instruments

2.4.1 Classification of and designation of financial instruments

Financial assets and liabilities at fair value through profit or loss

Financial assets and liabilities at fair value through profit or loss comprise two categories:

e financial assets or liabilities designated at fair value through profit or loss upon initial recognition; and
e financial assets or liabilities classified as held for trading

Management designates financial assets and liabilities 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:

e financial assets held to back unit-linked contracts and participating funds;
e  other financial assets managed on a fair value basis; consisting of the Company’s equity portfolio; and
e compound instruments containing an embedded derivative, where the embedded derivative would otherwise require bifurcation.

Financial assets and liabilities classified as held for trading include financial assets acquired principally for the purpose of selling them in
the near future and those that form part of a portfolio of financial assets in which there is evidence of short term profit taking, as well as
derivative assets and liabilities.

Dividend income from equity instruments designated at fair value through profit or loss is recognised in investment income in the 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 assets and liabilities 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, held to maturity 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 Company’s debt securities (other than those
backing participating funds and unit-linked contracts). 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 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 calculated as if they were carried at amortised cost and so are recognised in the 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 recognised in other comprehensive income and accumulated in a separate fair value reserve within equity. Impairment
losses and relevant foreign exchange gains and losses are recognised in the income statement.

Held to maturity investments

Held to maturity investments are non-derivative financial assets with fixed or determinable payments and fixed maturity that the Company
has the positive intention and ability to hold to maturity, which do not meet the definition of loans and receivables, and are not designated
at fair value through profit or loss or as available for sale. These investments are initially recognised at fair value plus any directly
attributable transaction costs. Subsequent to initial recognition, they are measured at amortised cost using the effective interest method, net
of any impairment losses. Interest income earned on these investments is recognised in investment income in the income statement using
the effective interest method.

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. Amortised 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 Company commits to purchase
or sell the assets.
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2. Significant accounting policies (continued)

2.4 Financial instruments (continued)

2.4.1 Classification of and designation of financial instruments (continued)
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 Company has
transferred substantially all risks and rewards of ownership. If the Company 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 Company 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 Company is exposed to changes in the fair value of the asset.

Financial assets and liabilities are offset and the net amount reported in the 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
method less any impairment losses. Interest income from loans and receivables is recognised in investment income in the income statement
using the effective interest 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 16 Loans and
deposits. Deposits are stated at amortised cost using the effective interest method.

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 derivative transactions and repo and reverse repo transactions, as well as cash and cash equivalents held for
the benefit of policyholders in connection with unit-linked products. Cash and cash equivalents are measured at amortised cost using the
effective interest method.

2.4.2  Fair values of non-derivative financial instruments

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 Company 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 statement of financial position. The quoted market price used for financial
assets held by the Company is the current bid price, which is considered to be the price within the bid-ask spread that is most representative
of the fair value in the circumstances. The fair values of financial instruments that are not traded in active markets are determined using
valuation techniques. The Company uses a variety of methods and makes assumptions that are based on market conditions at the date of
each 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 statement of financial position.

Financial instruments carried at fair value are measured using a fair value hierarchy described in note 18.
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2. Significant accounting policies (continued)
2.4 Financial instruments (continued)

2.4.3 Impairment of financial assets

General

Financial assets are assessed for impairment on a regular basis. The Company 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.

For loans and receivables, the Company first assesses whether objective evidence of impairment exists for financial assets that are
individually significant. If the Company determines that objective evidence of impairment does not exist 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.

Available for sale financial instruments

When a decline in the fair value of an available for sale asset has been recognised in other comprehensive income and there is objective
evidence that the asset is impaired, the cumulative loss already recognised directly in other comprehensive income is recognised in current
period profit or loss.

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 profit or loss, the impairment loss is reversed through profit or
loss. 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.

Held to maturity financial assets

Impairment losses are recognised on held to maturity financial assets if there is objective evidence of impairment as a result of one or more
events that have occurred after the initial recognition of these assets. An impairment loss is calculated as the difference between an asset's
carrying amount and the present value of the estimated future cash flows discounted at the asset's original effective interest rate, and is
recognised through profit or loss and a decrease in the carrying amount of the asset.

If, in a subsequent period, the amount of an impairment loss decreases and the decrease can be linked objectively to an event occurring
after the impairment loss was recognised, the impairment loss is reversed through profit or loss. The reversal of an impairment loss shall
not result in an asset’s carrying amount to exceed the amount that would have resulted if no impairment had been recognised.

Loans and receivables

For loans and receivables, impairment is considered to have taken place if it is probable that the Company 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.
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2. Significant accounting policies (continued)
2.4 Financial instruments (continued)
2.4.4 Derivative financial instruments

Derivative financial instruments primarily 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 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 Company enters into derivative transactions to provide economic hedges under the Company’s risk management framework, it
adopts hedge accounting to these transactions only in limited circumstances. 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. Where hedge accounting does not apply, these transactions are treated as held for trading and fair value movements are
recognised immediately in investment experience.

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.

2.5  Foreign currency translation

Income statements and cash flows of foreign operating units are translated into the Company’s presentation currency at average exchange
rates for the period 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 income statement as part of the gain or loss on sale.

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 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 income statement. Foreign exchange movements on non-monetary equities that are accounted for as available for
sale are included in the fair value reserve.
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2.6  Property, plant and equipment

Property held for own use is carried at fair value at last valuation date less accumulated depreciation. When an asset is adjusted for the
latest fair value, any accumulated depreciation at the date of valuation is eliminated against the gross carrying amount of the asset. The
movement of fair values is generally recognised in other comprehensive income. When such properties are sold, the amounts accumulated
in other comprehensive income are transferred to retained earnings.

The Company records its interest in leasehold land and land use rights associated with property held for own use separately as operating
leases or finance leases depending on whether substantially all the risks and rewards incidental to ownership of the land are transferred to
the Company. Those interests classified as finance leases are reported as a component of the property held for own use and carried at fair
value at last valuation date. The prepayments to acquire leasehold land classified as operating leases are recorded at original cost within
“Other assets” and amortised over the term of the lease (see 2.17).

Plant and equipment are 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:

Fixtures, fittings and office equipment 5 years
Buildings 20 - 40 years
Computer hardware and other assets 3 -5 years
Freehold land 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 Company. Repairs and maintenance are charged to the income statement during the financial period in
which they are incurred.

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 income statement.

2.7  Investment property

Property held for long-term rental or capital appreciation or both that is not occupied by the Company is classified as investment property.
Investment property, including land and buildings, is initially recognised at cost with changes in fair values in subsequent periods
recognised in the income statement.

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

2.8 Intangible assets

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. The amortisation charge for rights to access distribution networks is included in the
income statement under “Commission and other acquisition expenses”.

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 Company 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 to 15 years. The amortisation charge for the period is included in the
income statement under “Operating expenses”.
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2. Significant accounting policies (continued)
2.9 Impairment of non-financial assets

Property, plant and equipment 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 fair value of the asset less cost to sell and value in use. For the purposes
of assessing impairment, assets are allocated to each of the Group's cash-generating units, or group of cash-generating units, the lowest
level for which there are separately identifiable cash flows. The carrying value of 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.

The Company assesses at the end of each reporting period whether there is any objective evidence that its investments in subsidiaries and
associates are impaired. Such objective evidence includes whether there has been any significant adverse change in the technological,
market, economic or legal environment in which the subsidiaries and associates operate or whether there has been a significant or prolonged
decline in value below their cost. If there is an indication that an interest in a subsidiary or an associate is impaired, the Company assesses
whether the entire carrying amount of the investment is recoverable. An impairment loss is recognised in profit or loss for the amount by
which the carrying amount is lower than the higher of the investment’s fair value less costs to sell or value in use. Any reversal of such
impairment loss in subsequent periods is reversed through profit or loss.

In the statement of financial position of the Company, impairment testing of the investments in subsidiaries and associates is required upon
receiving dividends from these investments if the dividend exceeds the total comprehensive income of the subsidiaries or associates in the
period the dividend is declared or if the carrying amount of the relevant investment in the Company’s statement of financial position
exceeds its carrying amount in the financial statements of the investees’ net assets.

2.10 Securities lending including repurchase agreements

The Company has been a 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
Company may be required to provide additional collateral based on the fair value of the underlying assets, and such collateral assets remain
on the statement of financial position.

Assets purchased under agreements to resell (reverse repos)

The Company 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 deposits’ in the statement of financial position. In the event of failure by the
counterparty to repay the loan, the Company has the right to the underlying assets.

2.11 Collateral

The Company receives and pledges collateral in the form of cash or non-cash assets in respect of derivative 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 Company, is
recognised as an asset in the statement of financial position with a corresponding liability for the repayment. Non-cash collateral received
is not recognised on the statement of financial position unless the Company sells 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.

Collateral pledged in the form of cash which is legally segregated from the Company is derecognised from the 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 statement of financial position within the appropriate financial instrument
classification.

2.12 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 income statement over the period of the borrowings
using the effective interest 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.
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2. Significant accounting policies (continued)
2.13 Income taxes

The current tax expense is based on the taxable profits for the period, 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 statements, 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
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 tax related to fair value remeasurement 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 income statement, together with the gain or loss
arising on the underlying item.

2.14 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 accrual 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 period
end and the carrying value at the previous year end or purchase price if purchased during the period, less the reversal of previously
recognised unrealised gains and losses in respect of disposals made during the period.

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.

2.15 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 Company 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.
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2. Significant accounting policies (continued)
2.15 Employee benefits (continued)
Post-retirement benefit obligations (continued)

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 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
statement of financial position.

Remeasurements arising from defined benefit plans comprise actuarial gains and losses, the return on plan assets (excluding interest) and
the effect of the asset ceiling (if any, excluding interest). The Company recognises them immediately in other comprehensive income and
all other expenses related to defined benefit plans in staff costs in the income statement.

When the benefits of a plan are changed, or when a plan is curtailed, the portion of the changed benefit related to past service by employees,
or the gain or loss on curtailment, is recognised immediately in income statement when the plan amendment or curtailment occurs.

For defined contribution plans, the Company pays contributions to publicly or privately administered pension plans. Once the contributions
have been paid, the Company, as employer, does not have any further payment obligations. The Company’s contributions are charged to
the income statement in the reporting period to which they relate and are included in staff costs.

Share-based compensation and cash incentive plans

AIAGL launched a number of share-based compensation plans, under which the Company receives services from the employees, directors,
officers and agents as consideration for the shares and/or share options of AIAGL. These share-based compensation plans comprise the
Share Option Scheme (SO Scheme), the Restricted Share Unit Scheme (RSU Scheme), the Employee Share Purchase Plan (ESPP) and the
Agency Share Purchase Plan (ASPP).

The share-based compensation plans of AIA Group (consisting of AIAGL and its subsidiaries) are predominantly equity-settled plans.
Under equity-settled share-based compensation plan, the fair value of the employee services received in exchange for the award of
ATAGL’s shares and/or share 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 AIAGL 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 share and/or share options
awarded. Non-market vesting conditions are included in assumptions about the number of shares and/or share options that are expected to
be vested. At each period end, the Company revises its estimates of the number of shares and/or share options that are expected to be
vested. Any impact of the revision to original estimates is recognised in profit or loss with a corresponding adjustment to equity. Where
awards of share-based payment arrangements have graded vesting terms, each tranche is recognised as a separate award, and therefore the
fair value of each tranche is recognised over the applicable vesting period.

The Company estimates the fair value of share options using a binomial lattice model. This model requires inputs such as share price,
implied volatility, risk-free interest rate, expected dividend rate and the expected life of the share 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.

For cash-settled share-based compensation plans, the fair value of the employee services in exchange for the award of cash-settled award
is recognised as an expense in profit or loss, with a corresponding amount recognised 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.

2.16 Provisions and contingencies

Provisions are recognised when the Company 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 Company 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.
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2. Significant accounting policies (continued)
2.16 Provisions and contingencies (continued)

The Company 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.

2.17 Leases

Leases, where a significant portion of the risks and rewards of ownership is retained by the Company as a lessor, are classified as operating
leases. Assets subject to such leases are included in property, plant and equipment or investment property, and are depreciated to their
residual values over their estimated useful lives. Rentals from such leases are credited to the income statement on a straight-line basis over
the period of the relevant lease.

Payments made by the Company as lessee under operating leases are classified either as an operating lease prepayment or as a component
of investment property depending on whether the property interest is used as investment property. Operating leases held for long term
rental or capital appreciation or both that are not occupied by the Company are classified as investment property. They are initially
recognised at cost with changes in fair values in subsequent periods recognised in the income statement. The Company classifies amounts
paid to acquire leasehold land which are held for the Company’s own occupancy as an operating lease prepayment or as a component of
property, plant and equipment depending on whether substantially all the risks and rewards incidental to the ownership of the land are
transferred to the Company. Prepayments for land use rights under operating leases that are held for the Company’s own occupancy (net
of any incentives received from the lessor) are included within “Other assets” and charged to the income statement on a straight-line basis
over the period of the relevant lease. There are not any freehold land interests in Hong Kong.

2.18 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

Interim dividends on ordinary shares are recognised when they have been approved by directors. Final dividends on ordinary shares are
recognised when they have been approved by shareholders.

2.19 Presentation of the statement of financial position

The Company’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 Company’s products. Accordingly, the Company presents the assets and liabilities in its statement
of financial position in approximate order of liquidity, rather than distinguishing current and non-current assets and liabilities. The
Company regards its intangible assets, investments in subsidiaries, investments in associates, 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 Company.

2.20 Fiduciary activities

Assets and income arising from fiduciary activities, together with related undertakings to return such assets to customers, are excluded
from these financial statements where the Company does not have contractual rights to the assets and acts in a fiduciary capacity such as
nominee, trustee or agent.

2.21 Statement of cash flow

The statement of cash flow presents movements in cash and cash equivalents and bank overdrafts as shown in the 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 cash flows from investing activities.

2.22 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. Critical accounting estimates and judgements

The Company makes estimates and assumptions that affect the reported amounts of assets, liabilities, and revenue and expenses. 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.

Items that are considered particularly sensitive to changes in estimates and assumptions, and the relevant accounting policies are those
which relate to product classification, insurance contract liabilities (including liabilities in respect of investment contracts with DPF),
deferred acquisition and origination costs, liability adequacy testing, fair value measurement and impairment of other intangible assets.

3.1 Product classification

The Company issues contracts that transfer insurance risk or financial risk or both. Insurance contracts are those contracts that transfer
significant insurance risk, while investment contracts are those contracts without significant insurance risk. The Company exercises
significant judgement to determine whether there is a scenario (other than those lacking commercial substance) in which an insured event
would require the Company to pay significant additional benefits to its customers. In the event the Company has to pay significant
additional benefits to its customers, the contract is accounted for as an insurance contract. The judgements exercised in determining the
level of insurance risk in product classification affect the amounts recognised in the financial statements as insurance and investment
contract liabilities and deferred acquisition and origination costs. The accounting policy on product classification is described in note 2.3.

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

The Company calculates the 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 at inception 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 Company exercises significant judgement in making appropriate assumptions.

For contracts with an explicit account balance, such as universal life and unit-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 judgement is exercised in making appropriate estimates of gross profits which are based
on historical and anticipated future experiences, these estimates are regularly reviewed by the Company.

The Company accounts for insurance contract liabilities for participating business written in participating funds 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. In addition, an insurance liability is recorded for the proportion of the net assets of the participating funds 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 judgement.
In addition, the assumption that all relevant performance is declared as a policyholder dividend may not be borne out in practice. The
Company 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 judgements exercised in the valuation of insurance contract liabilities (including investment contracts with DPF) affect the amounts
recognised in the financial statements as insurance contract benefits and insurance contract liabilities. Further details of the related
accounting policy, key risk and variables, and the sensitivities of assumptions to the key variables in respect of insurance contract liabilities
are provided in notes 2.3, 22 and 24.

3.3  Deferred acquisition and origination costs

The judgements exercised in the deferral and amortisation of acquisition and origination costs affect amounts recognised in the financial
statements as deferred acquisition and origination costs and insurance and investment contract benefits.

As noted in note 2.3.1, 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.

As noted in note 2.3.1, deferred acquisition costs for universal life and unit-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. As noted in note 3.2, significant judgement is exercised in making appropriate estimates of gross profits. 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.

Additional details of deferred acquisition and origination costs are provided in notes 2.3 and 15.
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3. Critical accounting estimates and judgements (continued)
3.4  Liability adequacy testing

The Company evaluates the adequacy of its insurance and investment contract liabilities with DPF at least annually. Significant judgement
is exercised in determining the level of aggregation at which liability adequacy testing is performed and in selecting best estimate
assumptions. Liability adequacy is assessed by portfolio of contracts in accordance with the Company’s manner of acquiring, servicing
and measuring the profitability of its insurance contracts. The Company performs liability adequacy testing separately for each geographic
market.

The judgements exercised in liability adequacy testing affect amounts recognised in the financial statements as commission and other
acquisition expenses, deferred acquisition costs, insurance contract benefits and insurance and investment contract liabilities.

3.5 Fair value measurement
3.5.1 Fair value of financial assets

The Company 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 judgement is
used in measuring the fair value of financial assets for which market observable prices are not available or are available only infrequently.

The degree of judgement used in measuring the fair value of financial assets 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.

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

Further details of the fair value of financial assets and the sensitivity analysis to interest rates and equity prices are provided in notes 18
and 32.

3.5.2  Fair value of property held for own use and investment property

The Company uses independent professional valuers to determine the fair value of properties on the basis of the highest and best use of the
properties that is physically possible, legally permissible and financially feasible. In most cases, current use of the properties is considered
to be the highest and best use for determining the fair value. Different valuation techniques may be adopted to reach the fair value of the
properties. Under the Market Data Approach, records of recent sales and offerings of similar property are analysed and comparisons are
made for factors such as size, location, quality and prospective use. For investment properties, the discounted cash flow approach may be
used by reference to net rental income allowing for reversionary income potential to estimate the fair value of the properties. On some
occasions, the cost approach is used as well to calculate the fair value which reflects the cost that would be required to replace the service
capacity of the property.

Further details of the fair value of property held for own use and investment property are provided in note 18.
3.6  Impairment of intangible assets

For the purposes of impairment testing, intangible assets are grouped into cash generating units. The intangible assets are tested for
impairment by comparing the carrying amount of the cash generating unit to the recoverable amount of that cash generating unit. The
determination of the recoverable amount requires significant judgement regarding the selection of appropriate valuation techniques and
assumptions.
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4. Total weighted premium income

For management decision-making and internal performance management purposes, the Company measures business volumes during the
period using a performance measure referred to as total weighted premium income (TWPI). TWPI consists of 100 per cent of renewal
premiums, 100 per cent of first year premiums and 10 per cent of single premiums, before reinsurance ceded, and includes deposits and
contributions for contracts that are accounted for as deposits in accordance with the Company’s accounting policies.

Management considers that TWPI 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 premiums and fee income recorded
in the income statement.

Thirteen months Twelve months

ended ended

31 December 30 November

US$°000 2018 2017
TWPI 13,039,262 11,650,392
First Year premiums 2,567,342 2,821,387
Single premiums 2,783,896 2,630,405
Renewal premiums 10,193,531 8,565,965
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5. Revenue

Investment return

AN

QI

Thirteen months Twelve months
ended ended
31 December 30 November
US$°000 2018 2017
Interest income 2,328,300 2,228,436
Dividend income® 312,505 255,194
Rental income 3,931 13,589
Investment income 2,644,736 2,497,219
Available for sale
Net realised (losses)/gains from debt securities (55,612) 83,416
Impairment of debt securities (69,408) -
Net (losses)/gains of available for sale financial assets reflected in the income statement (125,020) 83,416
At fair value through profit or loss
Net (losses)/gains of financial assets designated at fair value through profit or loss
Net (losses)/gains of debt securities (10,651) 1,786
Net (losses)/gains of equity securities (1,739,762) 2,847,749
Net (losses)/gains of financial instruments held for trading
Net gains of debt securities - 102
Net fair value movement on derivatives (6,257) 83,864
Net (losses)/gains in respect of financial instruments at fair value through profit or loss (1,756,670) 2,933,501
Net fair value movement of investment property 15,623 17,142
Net foreign exchange (losses)/gains (169,280) 46,799
Other net realised losses (18,510) (8,326)
Investment experience (2,053,857) 3,072,532
Investment return 590,879 5,569,751

Note:

) Includes dividends from subsidiaries of US$80m (twelve months ended 30 November 2017: US$50m).

Foreign currency movements resulted in the following losses recognised in the income statement (other than gains and losses arising on

items measured at fair value through profit or loss):

Thirteen months Twelve months

ended ended

31 December 30 November

US$°000 2018 2017
Foreign exchange losses (49,382) (65,669)

Other operating revenue

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

N

QI

Thirteen months Twelve months
ended ended
31 December 30 November
US$°000 2018 2017
Insurance contract benefits 3,146,160 3,554,493
Change in insurance contract liabilities 9,824,878 8,291,532
Investment contract benefits (360,403) 937,119
Insurance and investment contract benefits 12,610,635 12,783,144
Insurance and investment contract benefits ceded (285,636) (289,690)
Insurance and investment contract benefits, net of reinsurance ceded 12,324,999 12,493,454
Commission and other acquisition expenses incurred 2,672,883 2,679,695
Deferral and amortisation of acquisition costs (1,088,490) (1,268,655)
Commission and other acquisition expenses 1,584,393 1,411,040
Employee benefit expenses 250,874 260,629
Depreciation 16,341 15,850
Amortisation 7,881 22,787
Operating lease rentals 77,674 71,524
Other operating expenses 262,653 296,001
Operating expenses 615,423 666,791
Investment management expenses and others 110,680 94,632
Depreciation on property held for own use 6,910 7,771
Restructuring and other non-operating costs® 7,745 25,934
Other expenses 125,335 128,337
Finance costs 25,010 14,836
Total 14,675,160 14,714,458
Note:
1) Restructuring costs represent costs related to restructuring programmes and are primarily comprised of redundancy and contract termination costs. Other non-

operating costs primarily consist of corporate transaction related costs and implementation costs for new accounting standards.

Other operating expenses include auditors’ remuneration of US$2.4m (twelve months ended 30 November 2017: US$2.4m).
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6. Expenses (continued)

Finance costs may be analysed as:

AN

QI

Thirteen months Twelve months

ended ended

31 December 30 November

US$°000 2018 2017

Repurchase agreements (see note 26 for details) 4,423 3,382

Other loans 20,587 11,454

Total 25,010 14,836
Employee benefit expenses consist of:

Thirteen months Twelve months

ended ended

31 December

30 November

US$’000 2018 2017
Wages and salaries 217,154 224,826
Share-based compensation 10,974 8,597
Pension costs - defined contribution plans 11,784 11,671
Pension costs - defined benefit plans 1,117 2,272
Other employee benefit expenses 9,845 13,263
Total 250,874 260,629
7. Income tax
Thirteen months Twelve months
ended ended
31 December 30 November
US$°000 2018 2017
Tax charged in the income statement
Current income tax - Hong Kong Profits Tax 124,624 101,066
Current income tax - overseas 71,645 50,024
Deferred income tax on temporary differences (48,412) 80,856
Total 147,857 231,946
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7. Income tax (continued)

N

QI

The provision for Hong Kong Profits Tax is calculated at 16.5 per cent. Taxation for overseas branches is charged at the appropriate current

rates of taxation ruling in the relevant jurisdictions of which the most significant jurisdictions are outlined below.

Thirteen months

ended

31 December

2018

Hong Kong 16.5%
Korea 24.2%
New Zealand 28%
Taiwan 20%

Twelve months
ended

30 November
2017

16.5%
24.2%
28%
17%

The table above reflects the principal rate of corporate income tax, as at the end of each period. The rates reflect the enacted or substantively

enacted corporate tax rates throughout the period in each jurisdiction.

During the year, Taiwan enacted changes in corporate income tax rates. For Taiwan, the corporate income tax rate increased from 17% to

20% for fiscal year 2018 and onwards.

Thirteen months Twelve months
ended ended
31 December 30 November
US$°000 2018 2017
Income tax reconciliation
Profit before income tax 229,694 3,179,320
Tax calculated at domestic tax rates applicable to profits in the respective jurisdictions 46,457 538,397
Reduction in tax payable from:
Life insurance tax® - (326,785)
Exempt investment income (8,810) (7,575)
Provisions for uncertain tax positions (2,779) -
(11,589) (334,360)
Increase in tax payable from:
Life insurance tax®® 95,694 -
Disallowed expenses 167 299
Changes in tax rate and law 1,821 -
Amounts over-provided in prior years 9,358 1,144
Provisions for uncertain tax positions - 7,209
Withholding taxes 2,060 -
Others 3,889 19,257
112,989 27,909
Total income tax expense 147,857 231,946
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.
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7. Income tax (continued)

The movement in net deferred tax liabilities in the period may be analysed as set out below:

Credited/(charged) to other
comprehensive income

N

QI

Net deferred

Net deferred tax  Impact of Korea Credited/ tax (liability)/
(liability)/asset at business  (charged) tothe  Fair value Foreign asset at period
US$’°000 1 December transfer® income statement reserve®  exchange Others end
31 December 2018
Revaluation of financial instruments (368,542) 265,011 66,392 30,174 (1,107) - (8,072)
Deferred acquisition costs (527,276) 403,272 (37,314) - (92) - (161,410)
Insurance and investment contract
liabilities 227,670 (190,594) 4,107 - 613 - 41,796
Provision for expenses 15,649 (1,904) (5,414) - (230) (57) 8,044
Losses available for offset against
future taxable income 24,648 - 4,744 - (600) - 28,792
Others (34,906) 14,637 15,897 - 334 (100) (4,138)
Total (662,757) 490,422 48,412 30,174 (1,082) (157) (94,988)
30 November 2017
Revaluation of financial instruments (351,319) - (47,112) 38,571 (8,682) - (368,542)
Deferred acquisition costs (439,187) - (61,439) - (26,650) - (527,276)
Insurance and investment contract
N 190,411 - 23,481 - 13,778 - 227,670
liabilities
Provision for expenses 19,798 - (4,618) - 1,094 (625) 15,649
Losses available for offset against
future taxable income 25,291 - (964) - 321 - 24,648
Others (40,758) - 9,796 - (2,335) (1,609) (34,906)
Total (595,764) - (80,856) 38,571 (22,474) (2,234) (662,757)
Notes:
1) For details of Korea subsidiarisation, please refer to note 2.2.
) Of the fair value reserve deferred tax credit of US$30.2m (twelve months ended November 2017: US$ 38.6m) for 2018, US$29.9m (twelve months ended November

2017: US $38.4m) relates to fair value (losses)/gains on available for sale financial assets and US$0.3m (twelve months ended November 2017: US$0.2m) relates to

fair value gains/(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 Company has not
generated any deductible temporary differences, unused tax losses, and unused tax credits for which no deferred tax is recognised in the

statement of financial position.

The Company has unused tax losses carried forward in New Zealand and Taiwan. The tax losses of New Zealand can be carried forward
indefinitely. The tax losses of Taiwan are due to expire within the period ending 2028.

38



AlA International Limited

Financial Statements for the thirteen months ended 31 December 2018

8. Dividends

Dividends to shareholders of the Company attributable to the period:

US$°000

Interim dividend declared of 1,150 US dollar per share (twelve months ended 30 November

2017: 363.33 US dollar per share)

Final dividend proposed after the reporting date of nil US dollar per share (twelve months
ended 30 November 2017: nil US dollar per share)

Total

Thirteen months
ended

31 December
2018

3,450,000

3,450,000

N

QI

Twelve months
ended

30 November
2017

1,090,000

1,090,000

Dividends were settled upon issuance of promissory notes during the thirteen months ended 31 December 2018 and twelve months ended

30 November 2017.
9. Intangible assets

Computer Distribution and

US$°000 software other rights Total

Cost

At 1 December 2016 108,913 349,177 458,090
Additions 13,244 - 13,244
Disposals (653) - (653)
Foreign exchange movements 3,475 351 3,826

At 30 November 2017 124,979 349,528 474,507
Additions 9,050 - 9,050
Disposals (1,287) (56) (1,343)
Impact of Korea business transfer® (40,817) (4,717) (45,534)
Foreign exchange movements and others (175) 22 (153)

At 31 December 2018 91,750 344,777 436,527

Accumulated amortisation and impairment

At 1 December 2016 (43,649) (15,135) (58,784)
Amortisation charge for the year (22,657) (10,637) (33,294)
Foreign exchange movements (1,964) 108 (1,856)

At 30 November 2017 (68,270) (25,664) (93,934)
Amortisation charge for the period (7,740) (14,915) (22,655)
Disposals 998 - 998
Impact of Korea business transfert®) 26,805 1,579 28,384
Foreign exchange movements 101 7) 94

At 31 December 2018 (48,106) (39,007) (87,113)

Net book value

At 30 November 2017 56,709 323,864 380,573

At 31 December 2018 43,644 305,770 349,414

Note:

1) For details of Korea subsidiarisation, please refer to note 2.2.

The Company holds intangible assets for its long-term use and the annual amortisation charge of US$21m (30 November 2017: US$33m)
approximates the amount that is expected to be recovered through consumption within 12 months after the end of the reporting period.
Intangible assets in this note exclude deferred acquisition and origination costs, which are separately disclosed with further details provided

in note 15.
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10. Investment in subsidiaries

N

QI

Asat Asat
31 December 30 November
US$°000 2018 2017
Unlisted shares, at cost 4,460,580 952,194
The principal subsidiaries of the Company are as follows:
Company’s interest %
Place of As at Asat
incorporation 31 December 30 November
and operation Principal activity Issued share capital 2018 2017
AlIA (Vietnam) Life Insurance Company Vietnam Insurance Contributed capital of VND 100% 100%
Limited 3,224,420,000,000
PT. AIA Financial Indonesia Insurance 1,910,844,140 ordinary shares of 100% 100%
Rp1,000 each
Bayshore Development Group Limited ~ British Virgin  Investment holding 100 ordinary shares of US$1 90% 90%
Islands company each
Sovereign Assurance Company Limited New Zealand  Insurance 187,805,849 ordinary shares of 100% -
NZD539,676,534 issued
share capital
AlA Life Insurance Co. Ltd Korea Insurance 60,328,932 ordinary shares of 100% -

KRW603,289,320,000 issued
share capital

On 2 July 2018, the Company acquired 100 per cent of share capital of AIA Sovereign Limited and its subsidiaries (AIA Sovereign)
(formerly named as “ASB Group (Life) Limited”), the life and health insurance businesses owned by the CBA in New Zealand. The

consideration with respect to this acquisition was AUD1,241m or US$918m at exchange rate on the date of the acquisition.

On 1 January 2018, the Company completed a business transfer of the assets and liabilities of the Company’s Korea branch to a newly
incorporated Korean company, AlA Life Insurance Co. Ltd, that is wholly owned by AIA International Limited. For details of Korea

subsidiarisation, please refer to note 2.2.

All of the above subsidiaries are unlisted and are audited by PricewaterhouseCoopers.

11. Investments in associates

Asat

31 December

US$’000 2018
Unlisted shares, at cost 560,279

Asat
30 November
2017

560,279

Investments in associates are held for their long-term contribution to the Company’s performance and so all amounts are expected to be

realised more than 12 months after the end of the reporting period.

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

Company'’s interest %

Asat Asat
31 December 30 November
Place of Principal Type of shares 2018 2017
incorporation activity held
AIA Company (Trustee) Limited Hong Kong Trusteeship Ordinary 20% 20%
Tata AlA Life Insurance Company Limited India Insurance Ordinary 49% 49%
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12.  Property, plant and equipment

N

2
=

Property held Computer Fixtures and
US$°000 for own use hardware fittings Total
Cost or revaluation
At 1 December 2016 113,706 23,388 93,695 230,789
Additions 104 3,061 15,994 19,159
Disposals - (402) (2,965) (3,367)
Net transfers from investment property 513 - - 513
Increase from valuation 3,537 - - 3,537
Foreign exchange movements 4,169 910 2,021 7,100
At 30 November 2017 122,029 26,957 108,745 257,731
Additions 87 2,737 20,394 23,218
Disposals - (1,714) (9,641) (11,355)
Impact of Korea business transfert®) (70,643) (12,931) (23,171) (106,745)
Net transfers from investment property 1,937 - - 1,937
Decrease from valuation (1,152) - - (1,152)
Foreign exchange movements 113 (51) 66 128
At 31 December 2018 52,371 14,998 96,393 163,762
Accumulated depreciation
At 1 December 2016 - (20,063) (60,830) (80,893)
Depreciation charge for the year (3,377) (2,373) (13,466) (19,216)
Disposals - (58) 2,614 2,556
Revaluation adjustment 2,796 - - 2,796
Foreign exchange movements 581 (389) (1,465) (1,273)
At 30 November 2017 - (22,883) (73,147) (96,030)
Depreciation charge for the period (1,876) (1,417) (14,924) (18,217)
Disposals - 1,525 8,135 9,660
Impact of Korea business transfert) 158 10,680 20,365 31,203
Revaluation adjustment 1,517 - - 1,517
Foreign exchange movements 201 23 (115) 109
At 31 December 2018 - (12,072) (59,686) (71,758)
Net book value
At 30 November 2017 122,029 4,074 35,598 161,701
At 31 December 2018 52,371 2,926 36,707 92,004
Note:
1) For details of Korea subsidiarisation, please refer to note 2.2.

Properties held for own use are carried at fair value at the reporting date less accumulated depreciation. The fair value at the reporting date

is determined by independent professional valuers. Details of valuation techniques and process are disclosed in notes 3 and 18.

During the reporting period, no expenditure (30 November 2017: nil) was recognised in the carrying amount of property held for own use
was in the course of its construction. Increases from revaluation on property held for own use of US$0.4m (twelve months ended 30
November 2017: US$6m) were taken to other comprehensive income.

If property held for own use were stated on a historical cost basis, the carrying value would be US$37m (30 November 2017: US$100m).
The Company 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.
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13.  Investment property

US$°000
Fair value
At 1 December 2016 275,163
Additions and capitalised subsequent expenditures 19
Disposal (5,781)
Net transfers to property, plant and equipment (513)
Fair value gain 17,142
Foreign exchange movements 15,347
At 30 November 2017 301,377
Additions and capitalised subsequent expenditures 11
Impact of Korea business transfert® (229,379)
Net transfers to property, plant and equipment (1,937)
Net transfers to other assets (26,518)
Fair value gain 15,623
Foreign exchange movements 993
At 31 December 2018 60,170
Note:

()] For details of Korea subsidiarisation, please refer to note 2.2.

Investment properties are carried at fair value at the reporting date as determined by independent professional valuers. Details of valuation
techniques and process are disclosed in notes 3 and 18.

The Company leases out its investment property under operating leases. The leases typically run for an initial period of three to seven
years, with an option to renew the lease based on future negotiations. Lease payments are usually negotiated every one to three years to
reflect market rentals. There were no material contingent rentals earned as income for the period. Rental income generated from investment
properties amounted to US$3.9m (twelve months ended 30 November 2017: US$13.6m). Direct operating expenses (including repair and
maintenance) on investment property that generates rental income amounted to US$0.7m (twelve months ended 30 November 2017:
US$3.1m).

The Company owns investment property in the form of freehold land outside Hong Kong and leasehold land under finance lease. Leasehold
land under operating leases which is held for long term rental and not occupied by the Company is classified as investment property and
carried at fair value. The Company does not hold freehold land in Hong Kong.

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

Asat Asat

31 December 30 November

US$°000 2018 2017
Leases of investment property

Expiring no later than one year 2,012 4,470

Expiring later than one year and no later than five years 2,479 8,096

Total 4,491 12,566
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14. Reinsurance assets

AN

QI

As at As at
31 December 30 November
US$°000 2018 2017
Amounts recoverable from reinsurers 203,274 237,849
Ceded insurance and investment contract liabilities 135,718 130,022
Total 338,992 367,871
15.  Deferred acquisition and origination costs
As at As at
31 December 30 November
US$°000 2018 2017
Carrying amount
Deferred acquisition costs on insurance contracts 8,310,068 8,800,703
Deferred origination costs on investment contracts 265,717 285,446
Total 8,575,785 9,086,149
Thirteen months Twelve months
ended ended
31 December 30 November
US$°000 2018 2017
Movements in the period
At beginning of financial period 9,086,149 7,743,411
Deferral and amortisation of acquisition and origination costs 1,082,508 1,246,491
Foreign exchange movements 2,681 141,512
Impact of Korea business transfert) (1,926,789) -
Impact of assumption changes 5,982 22,164
Other movements 325,254 (67,429)
At end of financial period 8,575,785 9,086,149

Note:
() For details of Korea subsidiarisation, please refer to note 2.2.

Deferred acquisition and origination costs are expected to be recoverable over the mean term of the Company’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 unit-linked products, approximates to the amount which is

expected to be realised within 12 months of the end of the reporting period.
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16. Financial investments

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

Policyholder and Shareholder Investments are further categorised as Participating Funds and other participating business with discretionary
expected sharing with policyholders and underlying distinct investment Portfolios (“Other Participating Business with distinct Portfolios™)
and Other Policyholder and Shareholder. Other Participating Business with distinct Portfolios refers to business where it is expected that
the policyholder will receive, at the discretion of the insurer, additional benefits based on the performance of underlying segregated
investment assets where this asset segregation is supported by an explicit statutory reserve and reporting in the relevant territory.

The reason for separately analyse financial investments held by Participating Funds and Other Participating Business with distinct
Portfolios is that Participating Funds are subject to local regulations that generally prescribe a minimum proportion of policyholder
participation in declared dividends and for Other Participating Business with distinct Portfolios it is, as explained above, expected that the
policyholder will receive, at the discretion of the insurer, additional benefits based on the performance of the underlying segregated
investment assets where this asset segregation is supported by an explicit statutory reserve and reporting in the relevant territory. The
Company has elected the fair value option for debt and equity securities of Participating Funds. The Company’s accounting policy is to
record an insurance liability for the proportion of net assets of the Participating Funds 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 Company’s net profit before tax for the period is impacted by the proportion of investment return that would be allocated to
shareholders as described above. For Other Participating Business with distinct Portfolios, the Company either have discretion as to the
timing or amount of additional benefits to the policyholders. The Company has elected the fair value option for equity securities and the
available for sale classification of the majority of debt securities. The investment risk from Other Participating Business with distinct
Portfolios directly impacts the Company’s financial statements, but it is expected that a proportion of investment return may be allocated
to policyholders through policyholder dividends.

Other Policyholder and Shareholder Investments are distinct from Unit-linked Investments, as there is not any direct contractual or
regulatory requirement governing the amount, if any, for allocation to policyholders or it is not expected that the policyholder will receive
at the discretion of the insurer additional benefits based on the performance of the underlying segregated investment assets where this asset
segregation is supported by an explicit statutory reserve and reporting in the relevant territory. The Company 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 Company’s financial statements. Although a
proportion of investment return may be allocated to policyholders through policyholder dividends, the Company’s accounting policy for
insurance and certain 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 varies from the best estimates, it will impact
the Company’s profit before tax.

In the following tables, “FVTPL” indicates financial investments classified 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, if applicable. External ratings for government bonds are based on issuers as well as currencies of issuances.
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 AAA
AA+ to AA- Aal to Aa3 2+ to 2- AA
A+ to A- Alto A3 3+to 3- A
BBB+ to BBB- Baal to Baa3 4+ to 4- BBB
BB+ and below Bal and below 5+ and below Below investment grade®
Note:
1) Unless otherwise identified individually.
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16. Financial investments (continued)

Debt securities (continued)

Policyholder and shareholder
Other policyholder and
shareholder

Participating funds and
Other participating

N

2
=

business with distinct Unit-linked
portfolios®

US$°000 Rating FVTPL AFS FVTPL AFS Subtotal FVTPL Total
31 December 2018

Government bonds — issued in local

currency
Korea AA - - - 302,760 302,760 - 302,760
United States AA - 642,230 - 21,412 663,642 - 663,642
Other® - 256 - 235,755 236,011 1,802 237,813
Sub-total - 642,486 - 559,927 1,202,413 1,802 1,204,215
Government bonds — foreign
currency

AAA - - - - - 7,031 7,031
AA - 378,983 - 290,761 669,744 21,379 691,123
A - 280,444 - 293,214 573,658 20,486 594,144
BBB 18,135 330,722 20,434 725,959 1,095,250 - 1,095,250
Below investment grade 2,967 2,149 5,674 8,696 19,486 - 19,486
Sub-total 21,102 992,298 26,108 1,318,630 2,358,138 48,896 2,407,034
Government agency bonds®

AAA - 35,121 - 36,942 72,063 25,634 97,697
AA - 90,987 - 222,288 313,275 10,670 323,945
A - 213,742 - 418,967 632,709 6,505 639,214
BBB - 150,856 - 322,014 472,870 - 472,870
Sub-total - 490,706 - 1,000,211 1,490,917 42,809 1,533,726
Corporate bonds

AAA - 178,378 - 160,260 338,638 5,201 343,839
AA - 1,660,618 - 1,474,190 3,134,808 - 3,134,808
A 13,046 8,530,996 12,377 9,801,471 18,357,890 - 18,357,890
BBB - 8,889,528 - 9,288,204 18,177,732 - 18,177,732
Below investment grade - 276,126 - 348,040 624,166 - 624,166
Sub-total 13,046 19,535,646 12,377 21,072,165 40,633,234 5,201 40,638,435
Structured securities®

AAA - - - 3,992 3,992 - 3,992
AA - 10,008 - 68,645 78,653 - 78,653
A - 132,543 - 181,582 314,125 - 314,125
BBB - 178,543 - 108,247 286,790 - 286,790
Not rated 16,569 - 17,002 874 34,445 - 34,445
Sub-total 16,569 321,094 17,002 363,340 718,005 - 718,005
Total® 50,717 21,982,230 55,487 24,314,273 46,402,707 98,708 46,501,415
Notes:
1) Of the total government bonds listed as “Other” at 31 December 2018, 100 per cent are rated as investment grade.
2) Government agency bonds comprise bonds issued by government-sponsored institutions such as national, provincial and municipal authorities; government-related

entities; multilateral development banks and supranational organisations.

3) Structured securities include collateralised debt obligations, mortgage-backed securities and other asset-backed securities.
(4) Debt securities of US$1,984m are restricted due to local regulatory requirement.

(5) Nil balance for Participating funds for the period/year ended.
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16.  Financial investments (continued)

Debt securities (continued)

Policyholder and shareholder

Participating funds and
Other participating
business with distinct

Other policyholder and

S

2

2
=

portfolios® shareholder Unit linked

US$°000 Rating FVTPL AFS FVTPL AFS Subtotal FVTPL Total
30 November 2017

Government bonds — issued in local

currency
Korea AA - - - 5,438,640 5,438,640 271,629 5,710,269
United States AA - 23,452 - 501,759 525,211 - 525,211
Other® - 240 - 309,086 309,326 1,780 311,106
Sub-total - 23,692 - 6,249,485 6,273,177 273,409 6,546,586
Government bonds — foreign
currency

AAA - - - - - 8,040 8,040
AA - 273,648 - 209,574 483,222 24,645 507,867
A - 251,508 - 310,789 562,297 12,342 574,639
BBB 21,673 338,048 22,217 333,431 715,369 5,199 720,568
Below investment grade 6,304 6,438 5,845 11,757 30,344 - 30,344
Sub-total 27,977 869,642 28,062 865,551 1,791,232 50,226 1,841,458
Government agency bonds®

AAA - 60,963 - 68,729 129,692 19,227 148,919
AA - 118,847 - 2,769,073 2,887,920 47,441 2,935,361
A - 205,270 3,101 618,142 826,513 7,512 834,025
BBB - 127,380 9,631 415,069 551,980 - 551,980
Below investment grade - 34,286 - 32,535 66,821 - 66,821
Sub-total - 546,746 12,632 3,903,548 4,462,926 74,180 4,537,106
Corporate bonds

AAA - 154,653 - 129,189 283,842 5,215 289,057
AA - 1,147,703 - 1,807,063 2,954,766 9,145 2,963,911
A 12,612 7,511,026 30,426 11,347,980 18,902,044 - 18,902,044
BBB - 7,540,928 67,742 10,934,143 18,542,813 - 18,542,813
Below investment grade - 391,316 3,922 563,304 958,542 - 958,542
Not rated - - - - - 9,131 9,131
Sub-total 12,612 16,745,626 102,090 24,781,679 41,642,007 23,491 41,665,498
Structured securities®

AA - 9,974 - 54,408 64,382 - 64,382
A - 143,680 - 157,183 300,863 - 300,863
BBB - 167,894 - 57,931 225,825 - 225,825
Not rated 20,637 - 20,803 1,429 42,869 - 42,869
Sub-total 20,637 321,548 20,803 270,951 633,939 - 633,939
Total® 61,226 18,507,254 163,587 36,071,214 54,803,281 421,306 55,224,587

I?f)tes. Of the total government bonds listed as “Other " at 30 November 2017, 100 per cent are rated as investment grade.

) Government agency bonds comprise bonds issued by government-sponsored institutions such as national, provincial and municipal authorities; government-related

entities; multilateral development banks and supranational organisations.

3) Structured securities include collateralised debt obligations, mortgage-backed securities and other asset-backed securities.

4) Debt securities of US$1,622m are restricted due to local regulatory requirement.

(5) The comparative information has been adjusted to conform to the current period presentation.

(6) Nil balance for Participating funds for the period/year ended.

The Company’s debt securities classified at fair value through profit or loss can be analysed as follows:

Asat Asat

US$°000 31 December 2018 30 November 2017

Debt securities — FVTPL

Designated at fair value through profit or loss 204,912 646,119
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Equity securities

Equity securities by type comprise the following:

Policyholder and shareholder

Participating funds and
Other participating business

Other policyholder

with distinct portfolios and shareholder Unit-linked
US$°000 FVTPL® FVTPL Subtotal FVTPL Total
31 December 2018
Equity shares 4,551,338 260,597 4,811,935 - 4,811,935
Interests in investment funds 2,463,565 61,782 2,525,347 6,752,481 9,277,828
Total 7,014,903 322,379 7,337,282 6,752,481 14,089,763
Policyholder and shareholder
Participating funds and Other .
A . ) Other policyholder
participating business with
L . and shareholder o
distinct portfolios Unit-linked
US$°000 FVTPL® FVTPL Subtotal FVTPL Total
30 November 2017
Equity shares 4,099,156 439,369 4,538,525 524,613 5,063,138
Interests in investment funds 963,089 93,623 1,056,712 7,661,583 8,718,295
Total 5,062,245 532,992 5,595,237 8,186,196 13,781,433
Note:
1) Nil balance for Participating funds for the period/year ended.
) The comparative information has been adjusted to conform to the current period presentation.
Debt and equity securities
Asat Asat
31 December 30 November
US$’000 2018 2017
Debt securities
Listed
Hong Kong 5,748,398 7,346,538
Overseas 35,404,871 41,983,458
41,153,269 49,329,996
Unlisted 5,348,146 5,894,591
Total 46,501,415 55,224,587
Equity securities
Listed
Hong Kong 2,321,928 1,934,585
Overseas 2,680,249 3,311,941
5,002,177 5,246,526
Unlisted 9,087,586 8,534,907
Total 14,089,763 13,781,433
Note:
1) Including US$8,554m (30 November 2017: US$8,146m) of investment funds which can be redeemed daily.
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16. Financial investments (continued)

Interests in structured entities

N

QI

The Company has determined that the investment funds and structured securities, such as collateralised debt obligations, mortgage-backed

securities and other asset-backed securities that the Company has interest in are structured entities.

The following table summarises the Company’s interest in unconsolidated structured entities:

Asat Asat
31 December 2018 30 November 2017
Investment  Structured Investment  Structured
US$’000 funds  securities® funds securities®
Available for sale debt securities 987,266 684,434 876,804 592,498
Debt securities at fair value through profit or loss - 33,571 - 41,441
Equity securities at fair value through profit or loss 9,277,828 - 8,718,295 -
Total 10,265,094 718,005 9,595,099 633,939
Notes:
1) Structured securities include collateralised debt obligation, mortgage-backed securities and other asset-backed securities.
) Balance represents the Company'’s interests in debt securities issued by real estate investment trusts.

The Company’s maximum exposure to loss arising from its interests in these unconsolidated structured entities is limited to the carrying
amount of the assets. Dividend income and interest income are received during the reporting period from these interests in unconsolidated

structured entities.

Loans and deposits

US$’000

Policy loans

Mortgage loans on residential real estate
Intercompany loans to subsidiaries (see note 36)
Other loans

Allowance for loan losses

Loans

Term deposits

Total

As at
31 December
2018

360,532
8,133
42,353
11,294
(1,046)
421,266
118,791

540,057

Asat
30 November
2017

739,821
7,225
51,614
23,563
(594)
821,629
555,680

1,377,309

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$104m (30 November 2017: US$81m).
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17. Derivative financial instruments
The Company’s non-hedge derivative exposure was as follows:

US$’000 Fair value

Notional amount Assets Liabilities
31 December 2018
Foreign exchange contracts

Cross currency swaps 600,000 399 (2,747)
Forwards 520,066 789 (6,961)
Total foreign exchange contracts 1,120,066 1,188 (9,708)
Interest rate contracts
Interest rate swaps 517,253 12,522 (20,944)
Other
Warrants and options 4,062,863 53,964 -
Forward contracts 275,000 15,514 -
Total 5,975,182 83,188 (30,652)

30 November 2017
Foreign exchange contracts

Cross currency swaps 1,709,164 30,760 (9,927)
Forwards 485,645 6,535 (112)
Currency options 7,379 279 -
Foreign exchange futures 138,576 - -
Total foreign exchange contracts 2,340,764 37,574 (10,039)
Interest rate contracts
Interest rate swaps 460,499 378 (44,122)
Other
Warrants and options 124,780 7,928 -
Netting (139,437) - -
Total 2,786,606 45,880 (54,161)
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17.  Derivative financial instruments (continued)

The column “notional amount” in the above table represents the pay leg of derivative transactions other than equity index option. For
certain equity-index call and put options with same notional amount that are purchased to hedge the downside risk of the underlying equities
by means of a collar strategy, the notional amount represents the exposure of the hedged equities.

Of the total derivatives, no contract (30 November 2017: nil) is listed in exchange or dealer markets and all contracts are over-the-counter
(OTC) derivatives. OTC derivative contracts are individually negotiated between contracting parties and not cleared through an exchange.
OTC derivatives include forwards, swaps, and options. 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 statement of financial position as financial assets at fair value through profit
or loss and derivative financial liabilities respectively. The Company’s derivative contracts are established to economic hedge financial
exposures. The Company adopts hedge accounting in limited circumstances. The notional or contractual amounts associated with derivative
financial instruments are not recorded as assets or liabilities in the 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

Foreign exchange forward and futures contracts represent agreements to exchange the currency of one country for the currency of another
country at an agreed price and settlement date. Currency options are agreements that give the buyer the right to exchange the currency of
one country for the currency of another country at agreed prices and settlement dates. Currency swaps are contractual agreements that
involve the exchange of both periodic and final amounts in two different currencies. Exposure to gains and losses on the foreign exchange
contracts will increase or decrease over their respective lives as a function of maturity dates, interest and foreign exchange rates, implied
volatilities of the underlying indices, 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.

Other derivatives

Warrants and options are option agreements that give the owner the right to buy or sell securities at an agreed price and settlement date.
Forward contracts are contractual obligations to buy or sell a financial instrument on a predetermined future date at a specified price.

Netting adjustment

The netting adjustment is related to futures contracts executed through clearing house where the settlement arrangement satisfied the netting
criteria under IFRS.

Collateral under derivative transactions

At 31 December 2018, the Company had posted cash collateral of nil (30 November 2017: US$10m) and pledged debt securities with
carrying value of US$43m (30 November 2017: US$57m) for liabilities and cash collateral held US$67m (30 November 2017: nil), and
debt securities collateral with carrying value of US$4m (30 November 2017: US$15m) for assets in respect of derivative transactions. The
Company did not sell or repledge the collateral received. These transactions are conducted under terms that are usual and customary to
collateralised transactions including, where relevant, standard repurchase agreements.
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Fair value of financial instruments

N

QI

The Company 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 present the fair values of the Company’s financial assets and financial liabilities:

Fair value
Cost/
Fair value through Auvailable amortised Total Total
US$°000 Notes profit or loss for sale cost  carrying value fair value
As at 31 December 2018
Financial investments: 16
Loans and deposits - - 540,057 540,057 538,934
Debt securities 204,912 46,296,503 - 46,501,415 46,501,415
Equity securities 14,089,763 - - 14,089,763 14,089,763
Derivative financial instruments 17 83,188 - - 83,188 83,188
Reinsurance receivables 14 - - 203,274 203,274 203,274
Other receivables 19 - - 691,530 691,530 691,530
Accrued investment income 19 - - 577,800 577,800 577,800
Cash and cash equivalents 21 - - 392,264 392,264 392,264
Financial assets 14,377,863 46,296,503 2,404,925 63,079,291 63,078,168
Cost/
Fair value through amortised Total Total
Notes profit or loss cost  carrying value fair value
Financial liabilities:
Investment contract liabilities 23 4,156,229 27,979 4,184,208 4,184,208
Borrowings 25 - 4,588,282 4,588,282 4,588,282
Obligations under repurchase agreements 26 - 138,065 138,065 138,065
Derivative financial instruments 17 30,652 - 30,652 30,652
Other liabilities 29 - 1,539,451 1,539,451 1,539,451
Financial liabilities 4,186,881 6,293,777 10,480,658 10,480,658
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18.  Fair value measurement (continued)

Fair value of financial instruments (continued)

Fair value
Cost/
Fair value through Available amortised Total Total
US$°000 Notes profit or loss for sale cost  carrying value fair value
As at 30 November 2017
Financial investments: 16
Loans and deposits - - 1,377,309 1,377,309 1,376,015
Debt securities 646,119 54,578,468 - 55,224,587 55,224,587
Equity securities 13,781,433 - - 13,781,433 13,781,433
Derivative financial instruments 17 45,880 - - 45,880 45,880
Reinsurance receivables 14 - - 237,849 237,849 237,849
Other receivables 19 - - 687,655 687,655 687,655
Accrued investment income 19 - - 557,058 557,058 557,058
Cash and cash equivalents 21 - - 927,470 927,470 927,470
Financial assets 14473432 54578468 3,787,341 72839241 72,837,947
Cost/
Fair value through amortised Total Total
Notes profit or loss cost  carrying value fair value
Financial liabilities:
Investment contract liabilities® 23 4,889,830 29,662 4,919,492 4,919,492
Borrowings 25 - 1,256,000 1,256,000 1,256,000
Derivative financial instruments 17 54,161 - 54,161 54,161
Other liabilities 29 - 1,780,882 1,780,882 1,780,882
Financial liabilities 4943991 3066544 8010535 8010535
Note:
(1) The comparative information has been adjusted to conform to the current period presentation.

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 32 for the
Company’s key foreign exchange exposures.

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 Company measures at fair value property held for own use, investment property, financial instruments classified at fair value through
profit or loss, available for sale securities portfolios, derivative assets and liabilities, investments in 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.
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18. Fair value measurement (continued)
Fair value measurements on a recurring basis (continued)
Fair value of properties is based on valuation by independent professional valuers.

The Company does not have assets or liabilities measured at fair value on a non-recurring basis during the thirteen months ended 31
December 2018.

The following methods and assumptions were used by the Company to estimate the fair value of financial instruments and properties.
Determination of fair value
Loans and receivables

For loans and advances that are repriced frequently and have not had any 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 values.

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 brokers, 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. Priority is given to values
from independent sources when available, but overall the source of pricing and/or valuation technique is chosen with the objective of
arriving at the price at which an orderly transaction would take place between market participants on the measurement date. The inputs to
determining fair value that are relevant to fixed interest securities include, but not limited to risk-free interest rates, the obligor’s credit
spreads, foreign exchange rates, and credit default rates. 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 Company 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 Company 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 judgement. 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.

When the Company holds a group of derivative assets and derivative liabilities entered into with a particular counterparty, the Company
takes into account the arrangements that mitigate credit risk exposure in the event of default (e.g. International Swap and Derivatives
Association (ISDA) Master Agreements and Credit Support Annex (CSA) that require the exchange of collateral on the basis of each
party’s net credit risk exposure). The Company measures the fair value of the group of financial assets and financial liabilities on the basis
of'its net exposure to the credit risk of that counterparty or the counterparty’s net exposure to our credit risk that reflects market participants’
expectations about the likelihood that such an arrangement would be legally enforceable in the event of default.

Property held for own use and investment property

The Company engaged external, independent and qualified valuers to determine the fair value of the Company’s properties at least on an
annual basis. The valuation on open market value basis by independent professional valuer for certain investment properties was calculated
by reference to net rental income allowing for reversionary income potential. The fair values of other properties were derived using the
Market Data Approach. In this approach, the values are based on sales and listing of comparable property registered in the vicinity.
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18.  Fair value measurement (continued)
Determination of fair value for financial instruments (continued)
Property held for own use and investment property (continued)

The properties held for own use and investment properties, in most cases, are valued on the basis of the highest and best use of the properties
that is physically possible, legally permissible and financially feasible. The current use of the properties are considered to be its highest
and best use; records of recent sales and offerings of similar property are analysed and comparison made for such factors as size, location,
quality and prospective use. On limited occasions, potential redevelopment of the properties in use would be taken into account when they
would maximise the fair value of the properties; the Company is occupying these properties for operational purposes.

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 sold under repurchase agreements and the associated payables

The contract values of payables under repurchase agreements approximate their fair value as these obligations are short-term in nature.
Other assets

The carrying amount of other financial 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 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 Company practice for insurance contract liabilities
and hence are disclosed within note 22. These are not measured at fair value as there is currently not an 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.

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 or prices obtained from brokers.

Other liabilities

The fair values of other unquoted financial liabilities is estimated by discounting expected future cash flows using current market rates
applicable to their yield, credit quality and maturity, except for those without stated maturity, where the carrying value approximates to
fair value.

Fair value hierarchy for fair value measurement on a recurring basis

Assets and liabilities recorded at fair value in the 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 marketplace 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
Company has the ability to access as of the measurement date. Market price data is generally obtained from exchange or dealer
markets. The Company 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 equities. The Company considers that government debt securities issued by G7 countries (the
United States, Canada, France, Germany, Italy, 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.
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18. Fair value measurement (continued)

Fair value hierarchy for fair value measurement on a recurring basis (continued)

e |evel 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.

e |evel 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 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 properties held for own use, investment properties, 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 Company’s assessment of the significance of a particular input to the fair
value measurement in its entirety requires judgement. In making the assessment, the Company considers factors specific to the asset or
liability.

A summary of assets and liabilities carried at fair value on a recurring basis according to fair value hierarchy is given below:

US$°000 Fair value hierarchy

Level 1 Level 2 Level 3 Total

31 December 2018

Recurring fair value measurements

Non-financial assets

Property held for own use - - 52,371 52,371
Investment property - - 60,170 60,170
Financial assets

Auvailable for sale

Debt securities
Participating funds and Other participating business with distinct portfolios® 26,617 21,646,888 308,725 21,982,230
Other policyholder and shareholder - 23,950,933 363,340 24,314,273

At fair value through profit or loss

Debt securities

Participating funds and Other participating business with distinct portfolios® - 21,103 29,614 50,717
Unit-linked - 98,708 - 98,708
Other policyholder and shareholder - 26,108 29,379 55,487
Equity securities
Participating funds and Other participating business with distinct portfolios®™ 6,387,842 94,540 532,521 7,014,903
Unit-linked 6,023,450 729,031 - 6,752,481
Other policyholder and shareholder 56,166 265,873 340 322,379
Derivative financial instruments
Foreign exchange contracts - 1,188 - 1,188
Interest rate contracts - 12,522 - 12,522
Other contracts - 69,478 - 69,478
Total assets on a recurring fair value measurement basis 12,494,075 46,916,372 1,376,460 60,786,907
% of Total 20.6 77.2 22 100.0
Financial liabilities
Investment contract liabilities - - 4,156,229 4,156,229
Derivative financial instruments
Foreign exchange contracts - 9,708 - 9,708
Interest rate contracts - 20,944 - 20,944
Total liabilities on a recurring fair value measurement basis - 30,652 4,156,229 4,186,881
% of Total 100.0
Note: - 0.7 99.3

Nil balance for Participating funds for the period/year ended.
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18.  Fair value measurements (continued)
Fair value hierarchy for fair value measurement on a recurring basis (continued)

US$°000 Fair value hierarchy
Level 1 Level 2 Level 3 Total

30 November 2017
Recurring fair value measurements
Non-financial assets
Property held for own use - - 122,029 122,029
Investment property - - 301,377 301,377
Financial assets
Auvailable for sale
Debt securities
Participating funds and Other participating business with distinct portfolios®® - 18,200,265 306,989 18,507,254
Other policyholder and shareholder - 35,755,847 315,367 36,071,214
At fair value through profit or loss
Debt securities

Participating funds and Other participating business with distinct portfolios®® - 27,976 33,250 61,226
Unit linked - 421,306 - 421,306
Other policyholder and shareholder® - 130,819 32,768 163,587
Equity securities

Participating funds Other participating business with distinct portfolios®® 4,583,306 120,176 358,762 5,062,244
Unit-linked 7,587,726 598,470 - 8,186,196
Other policyholder and shareholder 242,125 262,164 28,704 532,993

Derivative financial instruments
Foreign exchange contracts - 37,574 - 37,574
Interest rate contracts - 378 - 378
Other contracts - 7,928 - 7,928
Total assets on a recurring fair value measurement basis 12,413,157 55,562,903 1,499,246 69,475,306
% of Total 17.8 80.0 2.2 100.0

Financial liabilities
Investment contract liabilities®™ - - 4,889,830 4,889,830
Derivative financial instruments

Foreign exchange contracts - 10,039 - 10,039
Interest rate contracts - 44,122 - 44,122
Total liabilities on a recurring fair value measurement basis - 54,161 4,889,830 4,943,991
% of Total - 11 98.9 100.0
Note:
1) Nil balance for Participating funds for the period/year ended.
) The information has been adjusted to conform to the current period presentation.

The Company’s policy is to recognise transfers of assets and liabilities between Level 1 and Level 2 at their fair values as at the end of
each reporting period, consistent with the date of the determination of fair value. Assets are transferred out of Level 1 when they are no
longer transacted with sufficient frequency and volume in an active market. During the thirteen months ended 31 December 2018, the
Company transferred US$1m (twelve months ended 30 November 2017: US$3m) of assets measured at fair value from Level 1 to Level
2. Conversely, assets are transferred from Level 2 to Level 1 when transaction volume and frequency are indicative of an active market.
The Company did not transfer any assets from Level 2 to Level 1 during the thirteen months ended 31 December 2018 (twelve months
ended 30 November 2017: US$105m).

The Company’s Level 2 financial instruments include debt securities, equity securities and derivative instruments. The fair values of Level
2 financial instruments are estimated using values obtained from private pricing services and brokers corroborated with internal review as
necessary. When the quotes from third-party pricing services and brokers are not available, internal valuation techniques and inputs will
be used to derive the fair value for the financial instruments.
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Fair value hierarchy for fair value measurement on a recurring basis (continued)
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The tables below set out a summary of changes in the Company’s Level 3 assets and liabilities measured at fair value on a recurring basis
for the thirteen months ended 31 December 2018 and twelve months ended 30 November 2017. The tables reflect gains and losses,
including gains and losses on financial assets and liabilities categorised as Level 3 as at 31 December 2018 and 30 November 2017.

Level 3 assets and liabilities

Property Derivative
held for Investment Debt Equity financial  Investment
Us$°000 own use property  securities  securities assets/(liabilities)  contracts®
At 1 December 2017 122,029 301,377 688,374 387,466 - (4,889,830)
Net movement on investment contract liabilities
Total (losses)/gains
Reported under investment return and other expenses in the
. (1,876) 15,623  (24,115) (9,004) - 733,601
income statement
Reported under fair value reserve, foreign currency translation
reserve and property revaluation reserve in the statement of
A 679 993 5,608 484 - -
comprehensive income
Transfer to other assets - (26,518) - - - -
Transfer from/(to) investment property 1,937 (1,937) - - - -
Purchases 87 11 440,371 202,083 - -
Sales - - (1,080)  (23,089) - -
Settlements - - (220,003) - - -
Impact of Korea business transfer® (70,485) (229,379)  (158,097)  (25,079) - -
At 31 December 2018 52,371 60,170 731,058 532,861 - (4,156,229)
Change in unrealised (losses)/gains included in the income
statement for assets and liabilities held at the end of the reporting
period, under investment return (1,876) 15,623 (6,115) (311,949) - -
Property Derivative
held for Investment Debt Equity financial ~ Investment
US$°000 OwWn use property  securities  securities assets/(liabilities)  contracts®
At 1 December 2016 113,706 275,163 850,810 244,381 - (4,483,436)
Net movement on investment contract liabilities - - - - - (406,394)
Total (losses)/gains
Reported under investment return and other expenses in the
. (3,377) 17,142 (8,401) 21,726 - -
income statement
Reported under fair value reserve, foreign currency translation
reserve and property revaluation reserve in the statement of 11,083 15,347 20,039  (13,202) - -
comprehensive income
Transfer from/(to) investment property 513 (513) - - - -
Purchases 104 19 84,903 150,067 - -
Sales - (5,781) (7,891)  (15,430) - -
Settlements - - (251,086) - - -
Transfer into Level 3 - - - 741 - -
Transfer out of Level 3 - - - (817) - -
At 30 November 2017 122,029 301,377 688,374 387,466 - (4,889,830)
Change in unrealised (losses)/gains included in the income
statement for assets and liabilities held at the end of the reporting
period, under investment return (3,377) 17,142 (38,535) 15,357 - -

Notes:

(1)  The information has been adjusted to conform to the current period presentation.

(2)  For details of Korea subsidiarisation, please refer to note 2.2.
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Fair value hierarchy for fair value measurement on a recurring basis (continued)

N

QI

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 23.

Assets transferred out of Level 3 mainly relate to corporate debt instruments of which market-observable inputs became available during

the period and were used in determining the fair value.

There are not any 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.

Fair value of financial and insurance assets and liabilities for which the fair value is disclosed at reporting date

A summary of fair value hierarchy of assets and liabilities not carried at fair value but for which the fair value is disclosed as at 31 December

2018 and 30 November 2017 is given below.

US$°000 Fair value hierarchy

Level 1 Level 2 Level 3 Total
31 December 2018
Assets for which the fair value is disclosed
Financial assets
Loans and deposits 118,791 3,698 416,445 538,934
Reinsurance receivables - 203,274 - 203,274
Other receivables - 674,501 17,029 691,530
Accrued investment income 1,187 576,613 - 577,800
Cash and cash equivalents 392,264 - - 392,264
Total assets for which the fair value is disclosed 512,242 1,458,086 433,474 2,403,802
Liabilities for which the fair value is disclosed
Financial liabilities
Investment contract liabilities - - 27,979 27,979
Borrowings - 4,265,282 323,000 4,588,282
Obligations under repurchase agreements - 138,065 - 138,065
Other liabilities 148,262 1,360,700 30,489 1,539,451
Total liabilities for which the fair value is disclosed 148,262 5,764,047 381,468 6,293,777
US$°000 Fair value hierarchy

Level 1 Level 2 Level 3 Total
30 November 2017
Assets for which the fair value is disclosed
Financial assets
Loans and deposits 555,680 21,633 798,702 1,376,015
Reinsurance receivables - 237,849 - 237,849
Other receivables - 656,560 31,095 687,655
Accrued investment income 2,992 554,066 - 557,058
Cash and cash equivalents 927,470 - - 927,470
Total assets for which the fair value is disclosed 1,486,142 1,470,108 829,797 3,786,047
Liabilities for which the fair value is disclosed
Financial liabilities
Investment contract liabilities - - 29,662 29,662
Borrowings - 933,000 323,000 1,256,000
Other liabilities 346,108 1,418,802 15,972 1,780,882
Total liabilities for which the fair value is disclosed 346,108 2,351,802 368,634 3,066,544
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19. Other assets

As at As at

31 December 30 November

US$°000 2018 2017
Accrued investment income 577,800 557,058
Insurance receivables due from insurance and investment contract holders 563,462 432,979
Prepayments - Operating leases of leasehold land 298,511 277,028
Others 322,016 427,379
Total 1,761,789 1,694,444

All amounts other than certain prepayments are generally expected to be recovered within 12 months after the end of the reporting period.

20.  Impairment of financial assets

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

Available for sale debt securities

During the thirteen months ended 31 December 2018, impairment losses of US$69m (twelve months ended 30 November 2017: nil) were
recognised in respect of available for sale debt securities.

The carrying amounts of available for sale debt securities that are individually determined to be impaired at 31 December 2018 was nil (30
November 2017: nil).

Loans and receivables

The Company’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 16 Financial investments for further details). The Company’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 Company 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 December 2018 was US$1.1m (30
November 2017: US$0.7m).

The Company 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 one year and cover is cancelled if consideration is not received.
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As at As at

31 December 30 November

US$’°000 2018 2017

Cash 374,008 834,989

Cash equivalents 18,256 92,481

Total ® 392,264 927,470
Note:

(1) Of cash and cash equivalents, US$4m (30 November 2017: US$102m) are held to back unit-linked contracts.

Cash comprises cash at bank and cash in hand. Cash equivalents comprise bank deposits and highly liquid short-term investments 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 end of the reporting period.
22. Insurance contract liabilities

The movement of insurance contract liabilities (including liabilities in respect of investment contracts with DPF) is shown as follows:

Thirteen months Twelve months

ended ended

31 December 30 November

US$’°000 2018 2017
At beginning of financial period 58,050,672 48,198,295
Valuation premiums and deposits 12,298,588 11,312,592
Liabilities released for policy termination or other policy benefits paid and related expenses (3,207,842) (3,900,337)
Fees from account balances (275,479) (346,129)
Accretion of interest 2,204,849 1,835,116
Foreign exchange movements 227,225 761,810
Change in net asset values attributable to policyholders (279,258) 382,050
Impact of Korea business transfert®) (13,152,006) -
Other movements 187,047 (192,725)
56,053,796 58,050,672

At end of financial period

Note:
() For details of Korea subsidiarisation, please refer to note 2.2.

Insurance contract liabilities (including liabilities in respect of investment contracts with DPF) can also be analysed as follows:

US$°000

Deferred profit

Unearned revenue

Liabilities for future policyholder benefits
Total

Thirteen months
ended

31 December
2018

2,146,123
1,030,792
52,876,881
56,053,796

Twelve months
ended

30 November
2017

1,696,119
760,257
55,594,296
58,050,672
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22.  Insurance contract liabilities (continued)

Business description

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

Type of contract
Traditional Participating

participating  funds

life assurance

with DPF
Other
participating
business

Traditional non-participating

life assurance

Accident and health

Unit-linked

Universal life

Material terms and conditions

Participating products include protection and savings
elements. The basic sum assured, payable on death or
maturity, may be enhanced by dividends or bonuses,
the aggregate amount of which is determined by the
performance of a distinct fund of assets and liabilities.
The timing of dividend and bonus declarations is at
the discretion of the insurer. Local regulations
generally prescribe a minimum proportion of
policyholder participation in declared dividends

Participating products include protection and savings
elements. The basic sum assured, payable on death or
maturity, may be enhanced by dividends or bonuses,
the timing or amount of which are at the discretion of
the insurer taking into account factors such as
investment experience

Benefits paid on death, maturity, sickness or disability
that are fixed and guaranteed and not at the discretion
of the insurer

These products provide morbidity or sickness benefits
and include health, disability, critical illness and
accident cover

Unit-linked contracts combine savings with
protection, the cash value of the policy depending on
the value of unitised funds

The customer pays flexible premiums subject to
specified limits accumulated in an account balance
which are credited with interest at a rate set by the
insurer, and a death benefit which may be varied by
the customer.

Nature of benefits and

compensation for claims
Minimum guaranteed benefits
may be enhanced based on
investment experience and other
considerations

Minimum guaranteed benefits
may be enhanced based on
investment experience and other
considerations

Benefits, defined in the insurance
contract, are determined by the
contract and are not affected by
investment performance or the
performance of the contract as a
whole

Benefits, defined in the insurance
contract, are determined by the
contract and are not affected by
investment performance or the
performance of the contract as a
whole

Benefits are based on the value of
the unitised funds and death
benefits

Benefits are based on the account
balance and death benefit

xS

2
=

Factors affecting
contract cash flows

Investment performance
Expenses

Mortality

Surrenders

Investment performance
Expenses

Mortality

Surrenders

Morbidity

Mortality

Morbidity

Lapses

Expenses

Mortality
Morbidity
Lapses
Expenses

Investment performance
Lapses

Expenses

Mortality

Investment performance
Crediting rates

Lapses

Expenses

Mortality

61



AlA International Limited
Financial Statements for the thirteen months ended 31 December 2018

N

QI

22.

Methodology and assumptions

Insurance contract liabilities (continued)

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 unit-linked contracts), there is a second-order effect through the investment management fees which the Company
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

Insurance and investment Risks associated with related Significant insurance

Type of contract

contract liabilities

investment portfolio

Indirect exposure

and lapse risks

Tradl_tlc_)nal_ fParEupatmg Net neutral except for the ® Net neutral except for the @ Investment performance ® |mpact of
i;??mc:lpatlng unas insurer’s share of insurer’s share of subject to smoothing through persistency on
alsseurance participating investment participating investment dividend declarations future dividends
with DPF performance performance e Mortality

Guarantees ® Guarantees
Oth(_er_ . Net neutral except for the ® Net neutral except for the @ Investment performance ® Impact of
ﬁart_lupatmg insurer’s share of insurer’s share of subject to smoothing through persistency on
usiness participating investment participating investment dividend declarations future dividends
performance performance Mortality
Morbidity
® Guarantees ® Guarantees
Tlr{af(ilgssrsﬁlaggg-partlupatlng ® Guarantees Investment performance @ Not applicable Mortality
® Asset-liability mismatch risk @  Asset-liability mismatch Persistency
risk Morbidity
® Credit risk
Accident and health ® Asset-liability mismatch risk @ Investment performance @ Not applicable Morbidity
® Credit risk Persistency
Asset-liability mismatch
risk
Pension ® Net neutral ® Net neutral e Performance-related ® Persistency
Asset-liability mismatch risk ®  Asset-liability mismatch investment management fees
risk

Unit-linked ® Net neutral ® Net neutral e Performance-related ® Persistency

investment management fees o Mortality

Universal life ® Guarantees ® |nvestment performance  ® Spread between earned rate @ Mortality

® Asset-liability mismatch risk ®  Credit risk Sgﬂgﬁgmggme to ® Persistency
Asset-liability mismatch ® Withdrawals
risk

The Company is also exposed to foreign exchange rate 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 Company’s actuarial
valuation models assume a continuing level of business volumes.

Valuation interest rates

As at 31 December 2018 and 30 November 2017, the ranges 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:

Asat 31 December  Asat 30 November

2018 2017

Hong Kong 3.50% - 7.50% 3.50% - 7.50%
Korea N/A 2.85% - 6.50%
New Zealand 3.43% - 6.15% 2.97% - 5.75%
Taiwan 1.75% - 6.50% 1.75% - 6.50%
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Thirteen months ~ Twelve months

ended ended

31 December 30 November

US$°000 2018 2017

At beginning of financial period 5,354,801 5,036,832

Effect of foreign exchange movements (3,520) (4,629)

Investment contract benefits (360,403) 937,119

Fees charged (96,845) (117,047)

Net withdrawals and other movements (345,277) (497,474)

At end of financial period® 4,548,756 5,354,801

Note:

1) Of investment contract liabilities, US$365m (30 November 2017: US$435m) represents deferred fee income.

24.  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.

Asat

31 December

US$’°000 2018
(Increase)/decrease in insurance contract liabilities, increase/(decrease) in equity and profit before tax

0.5 pps increase in investment return 706

0.5 pps decrease in investment return (949)

10% increase in expenses (211)

10% increase in mortality rates (11,697)

10% increase in lapse/discontinuance rates 13,486

As at
30 November
2017

14,640
(33,476)
(2,342)
(21,633)
(2,009)

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 years presented there were no significant

effect of changes in assumptions and estimates on the Company’s traditional life products.

For interest sensitive insurance contracts, such as universal life products and unit-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$13.5m (30 November

2017: US$19.2m) increase in profit.
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25. Borrowings

Asat Asat

31 December 30 November

US$°000 2018 2017
Loans from holding company 4,588,282 1,256,000
Total 4,588,282 1,256,000

On 9 January 2014, the Company entered into a committed multicurrency revolving credit facility in an aggregate amount equal to
US$300m. The revolving credit facility bears floating rate interest. There were no outstanding borrowings under these credit facilities as
of 31 December 2018.

The Company did not have assets pledged as security with respect to amounts disclosed as loans above.

Several loans from holding company are unsecured, interest-free and repayable on demand. Interest expense on borrowings is shown in
note 6. Further information relating to interest rates and the maturity profile of borrowings is presented in note 32.

26. Obligations under repurchase agreements

The Company 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 Company’s statement of financial position, but are retained within
the appropriate financial asset classification. During the term of the repurchase agreements, the Company is restricted from selling or
pledging the transferred debt securities.

The following table specifies the amounts included within financial investments subject to repurchase agreements which do not qualify for
de-recognition at each period end:

As at Asat

31 December 30 November

US$°000 2018 2017
Debt securities — AFS:

Repurchase agreement 145,539 -

Total 145,539 -

Collateral

At 31 December 2018, the Company did not pledge debt securities with carrying value (30 November 2017: nil) and no cash collateral was
held (30 November 2017: nil). In the absence of default, the Company does not sell or repledge the debt securities collateral received and
they are not recognised in the statement of financial position.

At 31 December 2018, the obligations under repurchase agreements were US$138m (30 November 2017: nil).
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27. Offsetting of financial assets and financial liabilities

Offsetting, enforceable master netting agreements and similar agreements

The following table shows the assets that are subject to offsetting, enforceable master netting agreements and similar arrangements at each
period end:

Related amounts not set off
in the statement of financial
position
Gross amount of Net amount of
recognised financial financial assets
Grossamountof  liabilities set off in the presented in the Cash
recognised  statement of financial ~ statement of financial Financial collateral
US$°000 financial assets position position  instruments received Net amount
31 December 2018
Financial assets:
Derivative assets 83,188 - 83,188 (4,273) (66,986) 11,929
Total 83,188 - 83,188 (4,273)  (66,986) 11,929
Related amounts not set off
in the statement of financial
position
Gross amount of Net amount of
recognised financial financial assets
Grossamount of  liabilities set off in the presented in the Cash
recognised  statement of financial ~ statement of financial Financial collateral
US$°000 financial assets position position  instruments received Net amount
30 November 2017
Financial assets:
Derivative assets 45,880 - 45,880 (14,918) - 30,962
Total 45,880 - 45,880 (14,918) - 30,962
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Offsetting, enforceable master netting agreements and similar agreements (continued)
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The following table shows the liabilities that are subject to offsetting, enforceable master netting agreements and similar arrangements at

each period end:

Related amounts not set off
in the statement of financial

position
Gross amount of Net amount of
recognised financial financial liabilities
Gross amount of assets set off in the presented in the Cash
recognised  statement of financial ~ statement of financial Financial collateral
US$°000 financial liabilities position position  instruments pledged Netamount
31 December 2018
Financial liabilities:
Derivative liabilities 30,652 - 30,652 (43,677) - (13,025)
Repurchase agreements 138,065 - 138,065  (138,065) - -
Total 168,717 - 168,717  (181,742) - (13,025)
Related amounts not set off
in the statement of financial
position
Gross amount of Net amount of
recognised financial financial liabilities
Gross amount of assets set off in the presented in the Cash
recognised  statement of financial ~ statement of financial Financial collateral
US$°000 financial liabilities position position  instruments pledged Net amount
30 November 2017
Financial liabilities:
Derivative liabilities 54,161 - 54,161 (57,232) (9,515)  (12,586)
Total 54,161 - 54,161 (57,232) (9,515)  (12,586)

The Company entered into enforceable master netting agreements for derivative transactions, as well as the repurchase agreements for debt
instruments with various counterparties. Except for certain futures contracts executed through clearing house mechanism where the
settlement arrangement satisfied the IFRS netting criteria, the transactions under the enforceable master netting agreements and similar
agreements involving the exchange of financial instruments or cash as collateral do not satisfy the IFRS netting criteria. The provision in
the master netting agreement and similar agreements enables a party to terminate transactions early and settle at a net amount if a default

or termination event occurs.
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28. Provisions

US$°000

At 1 December 2016

Charged to the income statement
Charged to other comprehensive income
Exchange differences

Released during the year

Utilised during the year

Other movements

At 30 November 2017

Charged to the income statement
Charged to other comprehensive income
Exchange differences

Released during the period

Utilised during the period

Impact of Korea business transfert®)
Other movements

At 31 December 2018

Employee benefits

25,997
2,272
(5,088)
23
(6,872)
70
16,402
1,117
(4,552)
(€))
(2,631)
1,666
3,557

15,556

Other

36,300
18,478
158
(5,083)
(24,218)
887
26,612
4695

26
(4,923)
(21,224)
(1,200)

3,986

N
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Total

62,387
20,750
(5,088)

181
(5,083)
(31,090)
957
43,014
5812
(4,552)
23
(4,923)
(23,855)
466
3,557

19,542

Note:

1) For details of Korea subsidiarisation, please refer to note 2.2.

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 Company is unable to provide an

accurate assessment of the term over which provisions are expected to be utilised.

29. Other liabilities

US$°000

Trade and other payables
Reinsurance payables

Total

Asat

31 December

2018

1,265,212
274,239

1,539,451

Asat
30 November
2017

1,432,560
348,322

1,780,882

Other liabilities are generally expected to be settled within 12 months after the end of the reporting period.
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30. Share capital and reserves

Share capital

Asat Asat
31 December 2018 30 November 2017
Shares ‘000 US$’000  Shares ‘000 US$°000
Authorised
Ordinary shares of US$1.2 each 3,000 3,600 3,000 3,600

Issued and fully paid
At beginning and end of the financial period 3,000 3,600 3,000 3,600

Share premium 945 945

Capital contribution

At beginning of the financial period 2,316,822 2,231,428
Increase during the period 85,394 85,394
At end of the financial period 2,402,216 2,316,822

There were no shares issued under share option schemes during the thirteen months ended 31 December 2018 (twelve months ended 30
November 2017: nil). The Company and its subsidiaries have not undertaken any purchase, sale, or redemption of the Company’s issued
share capital in the reporting period.

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.

Property revaluation reserve

Property revaluation reserve comprises the cumulative net change in the revalued amount of property held for own use at the end of the
reporting period. Property revaluation surplus is not considered to be a realised profit available for distribution to shareholders.

Other reserves

Other reserves mainly include the share-based compensation and the impact of Korea business transfer.

68



AlA International Limited @

Financial Statements for the thirteen months ended 31 December 2018 4 I P

31. Company capital structure
Capital Management Approach

The Company’s capital management objectives focus on maintaining a strong capital base to support the development of its business,
maintaining the ability to move capital freely and satisfying regulatory capital requirements at all times.

The Company’s capital management function oversees all capital-related activities of the Company and assists senior management in
making capital decisions. The capital management function participates in decisions concerning asset-liability management, strategic asset
allocation and ongoing solvency management. This includes ensuring capital considerations are paramount in the strategy and business
planning processes and when determining the Company’s capacity to pay dividends to shareholders.

Regulatory Solvency

The Company is in compliance with the solvency and capital adequacy requirements applied by its regulators. The Company’s primary
insurance regulator is the Hong Kong Insurance Authority (HKIA), which requires that the Company meets the solvency margin
requirements of the Hong Kong Insurance Ordinance (HKIO). The HKIO (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. AIAGL has given
a revised undertaking to the HKIA to maintain an excess of assets over liabilities for branches other than Hong Kong at no less than 100%
of the Hong Kong statutory minimum solvency margin requirement in the Company.

The capital positions of the Company as of 31 December 2018 and 30 November 2017 are as follows:

31 December 30 November
uUsS$m 2018 2017
Total available Regulatory Solvency ratio Total available Regulatory Solvency ratio
capital minimum capital minimum
capital capital
The Company 6,772 1,855 365% 7,826 2,431 322%
Hong Kong Branch
(Long term business) 5,778 1,628 355% 5,774 1,518 380%
Hong Kong Branch
(General & other business) 79 17 480% 46 15 306%

For these purposes, the Company defines total available capital as the amount of assets in excess of liabilities measured in accordance with
the HKIO and “regulatory minimum capital” as the required minimum margin of solvency calculated in accordance with the HKIO. The
solvency ratio is the ratio of total available capital to regulatory minimum capital.

In respect of the Company’s general business, the relevant premium income, the relevant claims outstanding and the relevant amount
applicable, as defined in section 10 of the Ordinance amounted to US$154 million, US$22 million and US$18 million respectively as at
31 December 2018.

The Company’s individual branches and subsidiaries are also subject to the supervision of government regulators in the jurisdictions in
which those branches and subsidiaries operate and, in relation to subsidiaries, in which they are incorporated. The various regulators
overseeing the Company actively monitor our local solvency positions. The Company submits annual filings to the HKIA of its solvency
margin position based on its annual audited financial statements.

The ability of the Company to pay dividends to shareholders and to meet other obligations depends ultimately on dividends and other
payments being received 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 Company 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 the Company, including increasing the required margin of solvency that an operating unit must maintain. For example, capital may not
be remitted without the consent from regulators for certain individual branches or subsidiaries of the Company. The payment of dividends,
distributions and other payments to shareholders is subject to the oversight of the HKIA.
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31. Company capital structure (continued)

Capital and Regulatory Orders Specific to the Company

As of 31 December 2018, the requirements and restrictions summarised below may be considered material to the Company and remain in
effect unless otherwise stated.

Hong Kong Insurance Authority

AIAGL, its ultimate parent, has given to the HKIA an undertaking that AIAGL will:

0]

(ih)

(iii)

(iv)

ensure that (a) the Company will at all times maintain an excess of assets over liabilities of not less than the aggregate of
150% of the Hong Kong statutory minimum solvency margin requirement in respect of the Hong Kong branch and at no
less than 100% of the Hong Kong statutory minimum solvency margin requirement for the branches other than Hong Kong
(“minimum amount”); (b) it will not withdraw capital or transfer any funds or assets out of the Company that will cause the
solvency ratio to fall below the minimum amounts specified in (a), except with, in either case, the prior written consent of
the HKIA; and (c) should the solvency ratio of the Company falls below the respective minimum amounts, AIAGL will
take steps as soon as possible to restore it to at least the respective minimum amounts in a manner acceptable to the HKIA,;

notify the HKIA in writing as soon as AIAGL becomes aware of any person (a) becoming a controller (within the meaning
of Section 9(1)(a)(iii)(B) of the HKIO) of the Company through the acquisition of AIAGL’s shares traded on the HKSE; or
(b) ceasing to be a controller (within the meaning of Section 9(1)(a)(iii)(B) of the HKIO) of the Company through the
disposal of AIAGL ’s shares traded on the HKSE;

be subject to the supervision of the HKIA and AIAGL will be required to continually comply with the HKIA’s guidance on
the “fit and proper” standards of a controller pursuant to Section 8(2) of the HKIO. The HKIA is empowered by the HKIO
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 HKIA; the clarity of the Company’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 judgement 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 Company’s corporate governance; the soundness of the
Company’s risk management framework; the receipt of information from its insurance subsidiaries which are regulated by
the HKIA 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 HKIA; and

fulfil all enhancements or improvements to the guidance referred to in subparagraph (iii) above, as well as administrative
measures issued from time to time by the HKIA or requirements that may be prescribed by the HKIA in accordance with
the HKIO, regulations under the HKIO or guidance issued by the HKIA from time to time.
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32. Risk management
Risk management framework

AlA recognises the importance of sound risk management in every aspect of our business and for all our stakeholders. The Risk
Management Framework (RMF) provides the structure for identifying, quantifying and mitigating risk across the Company. An effective
RMEF is the key to avoiding the financial and reputational damage that arises from inadequate or ineffective control of the risks in the
business.

Insurance risk

Insurance risk is the risk arising from changes in claims experience as well as more general exposure relating to the acquisition and
persistency of insurance business. This also includes changes to assumptions regarding future experience for these risks.

Lapse
Lapse risk is the risk that the rate of policy termination deviates from the Company’s expectation.

Ensuring customers buy products that meet their needs is central to the Company’s Operating Philosophy. Through effective
implementation of the Business Quality Framework, comprehensive sales training programmes and active monitoring of sales activities
and persistency, the Company seeks to ensure that appropriate products are sold by qualified sales representatives and that standards of
service consistently meet our customers’ needs.

Expense

Expense risk is the risk that the cost of selling new business and of administering the in-force book exceeds the assumptions made in
pricing and/or reserving.

Daily operations follow a disciplined budgeting and control process that allows for the management of expenses based on the Company’s
very substantial experience within the markets in which we operate.

Morbidity and Mortality

Morbidity and mortality risk is the risk that the occurrence and/or amounts of medical/death claims are higher than the assumptions made
in pricing and/or reserving.

The Company adheres to well-defined market-oriented underwriting and claims guidelines and practices that have been developed based
on extensive historical experience and with the assistance of professional reinsurers.

The Company’s actuarial teams conduct regular experience studies of all the insurance risk factors in its in-force book. These internal
studies together with external data are used to identify emerging trends which can then be used to inform product design, pricing,
underwriting, claims management and reinsurance needs.

Through monitoring the development of both local and global trends in medical technology, health and wellness, the impact of legislation
and general social, political and economic conditions the Company seeks to anticipate and respond promptly to potential adverse experience
impacts on its products.

Reinsurance is used to reduce concentration and volatility risk, especially with large policies or new risks, and as protection against
catastrophic events such as pandemics or natural disasters.
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32. Risk management (continued)
Investment and financial risks
Credit risk

Credit risk is the risk that third parties fail to meet their obligations to the Company when they fall due. Although the primary source of
credit risk is the Company’s investment portfolio, such risk can also arise through reinsurance, procurement, and treasury activities.

The Company’s credit risk management oversight process is governed centrally, but provides for decentralised management and
accountability by our lines of business. A key to AIA’s credit risk management is adherence to a well-controlled underwriting process. The
Company’s credit risk management starts with the assignment of an internal rating to all counterparties. A detailed analysis of each
counterparty is performed and a rating recommended by the first lines of business. The Company’s Risk Management function manages
the Company’s internal ratings framework and reviews these recommendations and make final decision on the assigned ratings. Measuring
and monitoring of credit risk is an ongoing process and is designed to enable early identification of emerging risk.

Interest rate risk

The Company’s exposure to interest rate risk predominantly arises from any differences between the duration of the Company’s liabilities
and assets. Since most markets do not have assets of sufficient tenor to match life insurance liabilities, an uncertainty arises around the
reinvestment of maturing assets to match the Company’s insurance liabilities.

AIA manages interest rate risk primarily on an economic basis to determine the durations of both assets and liabilities. Interest rate risk on
local solvency basis is also taken into consideration for business units where local solvency regimes deviate from economic basis.
Furthermore, for products with discretionary benefits, additional modelling of interest rate risk is performed to guide determination of
appropriate management actions. Management also takes into consideration the asymmetrical impact of interest rate movements when
evaluating products with options and guarantees.

Exposure to interest rate risk

The table below summarises the nature of the interest rate risk associated with financial assets and financial liabilities. In preparing this
analysis, fixed rate interest bearing instruments that mature or reprice within 12 months of the reporting date have been disclosed as variable
rate instruments.

Variable Fixed Non-interest
US$°000 interest rate interest rate bearing Total
31 December 2018
Financial assets
Loans and deposits 160,001 374,925 5,131 540,057
Other receivables 504 - 691,026 691,530
Debt securities 1,879,354 44,622,061 - 46,501,415
Equity securities - - 14,089,763 14,089,763
Reinsurance receivables - - 203,274 203,274
Accrued investment income - - 577,800 577,800
Cash and cash equivalents 346,584 - 45,680 392,264
Derivative financial instruments - - 83,188 83,188
Total financial assets 2,386,443 44,996,986 15,695,862 63,079,291
Financial liabilities
Investment contract liabilities® - - 4,184,208 4,184,208
Borrowings - 391,282 4,197,000 4,588,282
Obligations under repurchase agreements 138,065 - - 138,065
Other liabilities 78,841 5 1,460,605 1,539,451
Derivative financial instruments - - 30,652 30,652
Total financial liabilities 216,906 391,287 9,872,465 10,480,658

Note:
(1) The comparative information has been adjusted to conform to the current period presentation.
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32.  Risk management (continued)
Investment and financial risks (continued)

Exposure to interest rate risk (continued)

Variable Fixed Non-interest
US$°000 interest rate interest rate bearing Total
30 November 2017
Financial assets
Loans and deposits 198,342 1,170,964 8,003 1,377,309
Other receivables 645 - 661,700 662,345
Debt securities 2,266,303 52,958,284 - 55,224,587
Equity securities - - 13,781,433 13,781,433
Reinsurance receivables - - 237,849 237,849
Accrued investment income - - 557,058 557,058
Cash and cash equivalents 777,994 - 149,476 927,470
Derivative financial instruments - - 45,880 45,880
Total financial assets 3,243,284 54,129,248 15,441,399 72,813,931
Financial liabilities
Investment contract liabilities® - - 4,919,492 4,919,492
Borrowings - 323,000 933,000 1,256,000
Other liabilities 85,447 - 1,695,435 1,780,882
Derivative financial instruments - - 54,161 54,161
Total financial liabilities 85,447 323,000 7,602,088 8,010,535
Note:

(1)  The comparative information has been adjusted to conform to the current period presentation.
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32. Risk management (continued)
Investment and financial risks (continued)
Equity price risk

Equity price risk arises from changes in the market value of equity securities. Investments in equity securities on a long-term basis are
expected to provide diversification benefits and enhance returns. The extent of exposure to equities at any time is subject to the terms of
the Company’s strategic asset allocations.

Equity price risk is managed in the first instance through the individual investment mandates which define benchmarks and any tracking
error targets. Equity limits are also applied to contain individual exposures. Equity exposures are included in the aggregate exposure reports
on each individual counterparty to ensure concentrations are avoided.

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 24. 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 Company has made assumptions about the corresponding impact of asset valuations on
liabilities to policyholders. Assets held to support unit-linked contracts have been excluded on the basis that changes in fair value are
wholly borne by policyholders.

Information is presented to illustrate the estimated impact on profits and total equity arising from a change in a single variable before taking
into account the effects of taxation.

The impact of any impairments of financial assets has been ignored for the purpose of illustrating the sensitivity of profit before tax and
total equity before the effects of taxation to changes in interest rates and equity prices on the grounds that default events reflect the
characteristics of individual issuers. As the Company’s accounting policies lock in interest rate assumptions on policy inception and the
Company’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 not any corresponding effect on liabilities.

31 December 2018 30 November 2017
Impact on total equity Impact on total equity
Impact on profit (before the effects of Impact on profit (before the effects of
US$°000 before tax taxation) before tax taxation)
Equity market risk
10 per cent increase in equity prices 733,728 733,728 559,524 559,524
10 per cent decrease in equity prices (733,728) (733,728) (559,524) (559,524)
Interest rate risk
+50 basis points shift in yield curves (73,733) (2,624,421) (28,443) (2,981,404)
-50 basis points shift in yield curves 73,913 2,873,350 28,813 3,263,468
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32.  Risk management (continued)
Investment and financial risks (continued)
Foreign exchange rate risk

The Company’s foreign exchange rate risk arises mainly from the Company’s operations in multiple geographical markets in the Asia-
Pacific region and the translation of multiple currencies to US dollars for financial reporting purposes. The balance sheet values of our
operating units and subsidiaries are not hedged to the Company’s presentation currency, the US dollar.

However, assets, liabilities and local regulatory and stress capital in each business unit are generally currency matched with the exception
of holdings of equities denominated in currencies other than the functional currency, or any expected capital movements due within one
year which may be hedged. Bonds denominated in currencies other than the functional currency are commonly hedged with cross-currency
swaps or foreign exchange forward contracts.

Foreign exchange rate net exposure

United States  Hong Kong Thai Singapore Malaysian China Korea
US$°000 Dollar Dollar Baht Dollar Ringgit Renminbi Won
31 December 2018
Equity analysed by original currency 3,909,686 (825,461) 124,945 289,976 42,861 114,533 910,248
Net notional amounts of currency derivative
positions (1,120,066) 595,087 - - - - -
Currency exposure 2,789,620 (230,374) 124,945 289,976 42,861 114,533 910,248
5% strengthening of original currency
Impact on profit before tax 8,563 (40,366) 6,247 14,499 2,143 5,727 45,512
Impact on other comprehensive income (8,617) - - - - - -
Impact on total equity (54) (40,366) 6,247 14,499 2,143 5,727 45,512
5% strengthening of the US dollar
Impact on profit before tax 8,563 40,362 (6,247) (14,499) (2,143) (5,727) (45,512)
Impact on other comprehensive income (8,617) 4 - - - - -
Impact on total equity (54) 40,366 (6,247) (14,499) (2,143) (5,727) (45,512)
United States  Hong Kong Thai Singapore Malaysian China Korea
US$°000 Dollar Dollar Baht Dollar Ringgit Renminbi Won
30 November 2017
Equity analysed by original currency 12,450,037 (567,041) 131,828 156,925 58,541 309,142 2,535,984
Net notional amounts of currency derivative
positions (2,167,056) 596,891 - - - 7,697 1,113,909
Currency exposure 10,282,981 29,850 131,828 156,925 58,541 316,839 3,649,893
5% strengthening of original currency
Impact on profit before tax 14,133 (26,009) 6,591 7,846 2,927 15,842 46,027
Impact on other comprehensive income (16,264) - - - - - 136,468
Impact on total equity (2,131) (26,009) 6,591 7,846 2,927 15,842 182,495
5% strengthening of the US dollar
Impact on profit before tax 14,133 26,000 (6,591) (7,846) (2,927) (15,456) (46,027)
Impact on other comprehensive income (16,264) 9 - - - (386)  (136,468)
Impact on total equity (2,131) 26,009 (6,591) (7,846) (2,927) (15,842)  (182,495)
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32. Risk management (continued)
Investment and financial risks (continued)
Liquidity risk

AlA identifies liquidity risk as occurring in two ways, financial liquidity risk and investment liquidity risk. Financial liquidity risk is the
risk that insufficient cash is available to meet payment obligations to counterparties as they fall due. One area of particular focus in the
management of financial liquidity is collateral. AIA manages this exposure by determining limits for its activities in the derivatives and
repurchase agreement markets based on the collateral available within the relevant fund or subsidiary to withstand extreme market events.
More broadly AlA supports its liquidity through committed bank facilities and use of the bond repurchase market.

Investment liquidity risk occurs in relation to the Company’s ability to buy and sell investments. This is a function of the size of the
Company’s holdings relative to the availability of counterparties willing to buy or sell these holdings at any given time. In times of stress,
market losses will generally be compounded by forced sellers seeking unwilling buyers.

While life insurance companies are characterised by a relatively low need for liquidity to cover those of their liabilities which are directly
linked to mortality and morbidity, this risk is nevertheless carefully managed by continuously assessing the relative liquidity of the
Company’s assets and managing the size of individual holdings through limits.

Due after five

Due after one years
Due in one year through through ten Due after ten No fixed
US$°000 Total year or less five years years years maturity
31 December 2018
Financial assets (Policyholders and shareholder
investments)
Loans and deposits 540,057 122,675 9,477 651 6,283 400,971
Other receivables 686,618 674,040 11,252 141 - 1,185
Debt securities 46,402,706 349,004 3,877,698 6,993,266 35,182,738 -
Equity securities 7,337,282 - - - - 7,337,282
Reinsurance receivables 203,274 203,274 - - - -
Accrued investment income 577,799 576,691 - - - 1,108
Cash and cash equivalents 388,167 388,167 - - - -
Derivative financial instruments 83,188 70,269 398 - 12,521 -
Subtotal 56,219,091 2,384,120 3,898,825 6,994,058 35,201,542 7,740,546
Financial assets (Unit-linked contract and
. . 6,860,200 - - - - 6,860,200
consolidated investment funds)
Total 63,079,291 2,384,120 3,898,825 6,994,058 35,201,542 14,600,746
Financial and insurance contract liabilities
(Policyholders and shareholder investments)
Insurance and investment contract liabilities (net
of deferred acquisition and origination costs, 45,022,382 1,005,930 3,192,811 3,789,797 37,033,844 -
and reinsurance)
Borrowings 4,588,282 815,282 3,450,000 323,000 - -
Obligations under repurchase agreements 138,065 138,065 - - - -
Other liabilities 1,546,812 1,515,714 30,827 189 82 -
Derivative financial instruments 30,652 6,987 2,747 - 20,918 -
Subtotal 51,326,193 3,481,978 6,676,385 4,112,986 37,054,844 -
Financial and insurance contract liabilities (Unit-
linked contract and consolidated investment 6,861,306 - - - - 6,861,306
funds)
Total 58,187,499 3,481,978 6,676,385 4,112,986 37,054,844 6,861,306
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32.  Risk management (continued)

Investment and financial risks (continued)

Liquidity risk (continued)

Due after five

N

2
=

Due after one years
Due in one year through through ten Due after ten No fixed
US$°000 Total year or less five years years years maturity
30 November 2017
Financial assets (Policyholders and shareholder
investments)
Loans and deposits 1,377,309 573,140 15,288 2,509 5,990 780,382
Other receivables 656,221 614,474 38,964 1,197 153 1,433
Debt securities 54,803,281 1,470,577 6,502,768 10,884,594 35,945,342 -
Equity securities 5,595,237 - - - - 5,595,237
Reinsurance receivables 237,849 237,849 - - - -
Accrued investment income 553,560 553,560 - - - -
Cash and cash equivalents 825,835 825,835 - - - -
Derivative financial instruments 37,986 11,799 2,767 23,420 - -
Subtotal 64,087,278 4,287,234 6,559,787 10,911,720 35,951,485 6,377,052
Financial assets (Unit-linked contract and
. . 8,726,653 - - - - 8,726,653
consolidated investment funds)
Total 72,813,931 4,287,234 6,559,787 10,911,720 35,951,485 15,103,705
Financial and insurance contract liabilities
(Policyholders and shareholder investments)
Insurance and investment contract liabilities (net
of deferred acquisition and origination costs, 45,438,800 1,236,843 3,339,593 3,961,990 36,900,374 -
and reinsurance)
Borrowings 1,256,000 - 933,000 323,000 - -
Other liabilities 1,769,116 1,741,109 26,926 1,046 31 4
Derivative financial instruments 54,161 436 4571 8,193 40,961 -
Subtotal 48,518,077 2,978,388 4,304,090 4,294,229 36,941,366 4
Financial and insurance contract liabilities (Unit-
linked contract and consolidated investment 8,736,958 - - - - 8,736,958
funds)
Total 57,255,035 2,978,388 4,304,090 4,294,229 36,941,366 8,736,962
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33.  Employee benefits
Defined benefit plans

The Company 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, Korea and
Taiwan. The latest independent actuarial valuations of the plans were at 31 December 2018 and were prepared by credentialed actuaries.
All the actuaries are qualified members of professional actuarial organisations to render the actuarial opinions. The actuarial valuations
indicate that the Company’s obligations under these defined benefit retirement plans are 4 per cent (30 November 2017: 50 per cent)
covered by the plan assets held by the trustees. The fair value of plan assets as at period end at the date of valuation was US$0.6m (30
November 2017: US$16.2m). The total expense relating to these plans recognised in the income statement was US$1.1m (twelve months
ended 30 November 2017: US$2.3m).

Defined contribution plans

The Company operates a number of defined contribution pension plans. The total expense relating to these plans in the current thirteen
months was US$11.8m (twelve months ended 30 November 2017: US$11.7m). Employees and the employer are required to make monthly
contributions equal to 3 per cent to 12.5 per cent of the employees’ monthly basic salaries, depending on years of service and subject to
any applicable caps of monthly relevant income in different jurisdictions. For defined contribution pension plans with vesting conditions,
any forfeited contributions by employers on behalf of employees who leave the scheme prior to vesting fully in such contributions are used
by the employer to reduce any future contributions. The amount of forfeited contributions used to reduce the existing level of contributions
is not material.
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34.  Share-based compensation
Share-based compensation plans

During the thirteen months ended 31 December 2018, the AIA Group made further grants of share options, restricted share units (RSUs)
and restricted stock purchase units (RSPUs) to certain directors, officers and employees of the Company under the Share Option Scheme
(SO Scheme), the Restricted Share Unit Scheme (RSU Scheme) and the Employee Share Purchase Plan (ESPP). In addition, the AIA
Group made further awards of restricted stock subscription units (RSSUs) to eligible agents under the Agency Share Purchase Plan (ASPP).

RSU Scheme

Under the RSU Scheme, the vesting of the awarded RSUs is conditional upon the eligible participants remaining in employment with the
AIlA Group during the respective vesting periods. RSU awards are vested either entirely after a specific period of time or in tranches over
the vesting period. For RSU awards that are vested in tranches, each vesting tranche is accounted for as a separate award for the purpose
of recognising the expense over the vesting period. For certain RSUs, performance conditions are also attached which include both market
and non-market conditions. RSUs subject to performance conditions are released to the participants at the end of vesting period depending
on the actual achievement of the performance conditions. During the vesting period, the participants are not entitled to dividends of the
underlying shares of AIAGL. Except in jurisdictions where restrictions apply, the awarded RSUs are expected to be settled in equity;
awards that the AIA Group has the legal or constructive obligation to settle in cash are insignificant to the AIA Group. The maximum
number of shares of AIAGL that can be awarded under this scheme is 301,100,000 (30 November 2017: 301,100,000), representing
approximately 2.5 per cent (30 November 2017: 2.5 per cent) of the number of shares of AIAGL in issue at 31 December 2018.

Thirteen months Twelve months
ended ended
31 December 30 November
2018 2017
Number of shares

Restricted Share Units
Outstanding at beginning of financial period 5,791,416 6,665,294
Awarded 1,519,782 2,139,781
Net transfer in/(out) 182,821 (393,415)
Forfeited (442,239) (1,799,957)
Vested (1,515,795) (820,287)
Outstanding at end of financial period 5,535,985 5,791,416

SO Scheme

The objectives of the SO Scheme are to align eligible participants’ interests with those of the shareholders of AIAGL by allowing eligible
participants to share in the value created at the point they exercise their options. Share option (SO) awards are vested either entirely after
a specific period of time or in tranches over the vesting period approximately three to five years, during which, the eligible participants are
required to remain in employment with the AIA Group. For SO awards vested in tranches, each vesting tranche is accounted for as a
separate award for the purposes of recognising the expense over the vesting period. The awarded share options expire 10 years from the
date of grant and each share option entitles the eligible participant to subscribe for one ordinary share of AIAGL. Except in jurisdictions
where restrictions apply, the awarded share options are expected to be settled in equity; awards that the Company has the legal or
constructive obligation to settle in cash are insignificant to the Company. The total number of shares under option that can be awarded
under the scheme is 301,100,000 (30 November 2017: 301,100,000), representing approximately 2.5 per cent (30 November 2017: 2.5 per
cent) of the number of shares of AIAGL in issue at 31 December 2018.
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34. Share-based compensation (continued)
SO Scheme (continued)

Information about share options outstanding and share options exercisable by the Company’s employees and directors as at the end of the
reporting period is as follows:

Thirteen months ended Twelve months ended
31 December 2018 30 November 2017
Weighted average Weighted average
Number of exercise price Number of exercise price
share options (HK$) share options (HK$)
Share options
Outstanding at beginning of financial period 566,393 41.02 723,461 39.37
Awarded 102,044 67.15 225,877 50.30
Exercised (196,946) 36.60 (265,024) 35.34
Transfer in - - 196,946 36.60
Transfer out (101,378) 45.76 (282,648) 46.35
Forfeited or expired - - (32,219) 41.90
Outstanding at end of financial period 370,113 49.27 566,393 41.02
Share options exercisable at end of financial period 94,748 36.89 218,503 32.79
Weighted average remaining contractual life (years) 7.24 7.14

At the respective dates on which the share options were exercised, the weighted average share price of AIAGL was HK$65.80 for the
thirteen months ended 31 December 2018 (twelve months ended 30 November 2017: HK$53.68).

The range of exercise prices for the share options outstanding as of 31 December 2018 and 30 November 2017 is summarised in the table
below.

Thirteen months ended Twelve months ended
31 December 2018 30 November 2017
Number of Weighted average Number of Weighted average
share options remaining share options remaining
outstanding contractual life outstanding contractual life
(years) (years)

Range of exercise price
HK$26 - HK$35 65,696 3.70 169,666 4.79
HK$36 - HK$45 92,284 7.19 195,893 7.77
HK$46 - HK$55 110,089 7.59 200,834 851
HK$66 - HK$75 102,044 9.20 - -
Outstanding at end of financial period 370,113 7.24 566,393 7.14

ESPP

Under the plan, eligible employees of the Company can purchase ordinary shares of AIAGL with qualified employee contributions and
AIAGL will award one matching restricted stock purchase unit to them at the end of the vesting period for each two shares purchased
through the qualified employee contributions (contribution shares). Contribution shares are purchased from the open market. During the
vesting period, the eligible employees must hold the contribution shares purchased during the plan cycle and remain employed by the AIA
Group. The level of qualified employee contribution is limited to not more than 8 per cent of the annual basic salary subject to a maximum
of HK$117,000 per annum. The awarded matching restricted stock purchase units are expected to be settled in equity. For the thirteen
months ended 31 December 2018, eligible employees paid US$5.7m (twelve months ended 30 November 2017: US$5.1m) to purchase
667,611 ordinary shares (twelve months ended 30 November 2017: 716,030 ordinary shares) of AIAGL.
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34. Share-based compensation (continued)
ASPP

The structure of the ASPP generally follows that of the ESPP, the key difference being that the eligible agents are required to pay a
subscription price of US$1 to subscribe for each new share of AIAGL at the end of the vesting period. Under the plan, eligible agents of
the Company can purchase ordinary shares of AIAGL with qualified agent contributions and AIAGL will award one matching restricted
stock subscription unit to them at the end of the vesting period for each two shares purchased through the qualified agent contributions
(agent contribution shares). Each restricted stock subscription unit entitles eligible agents to subscribe for one new share of AIAGL. Agent
contribution shares are purchased from the open market. During the vesting period, the eligible agents must hold the contribution shares
purchased during the plan cycle and maintain their agent contracts with AIAGL. The awarded matching restricted stock subscription units
are expected to be settled in equity. The level of qualified agent contribution is subject to a maximum of US$15,000 per annum. For the
thirteen months ended 31 December 2018, eligible agents paid US$14.7m (twelve months ended 30 November 2017: US$12.2m) to
purchase 1,709,433 ordinary shares (twelve months ended 30 November 2017: 1,672,946 ordinary shares) of AIAGL.

Valuation methodology

The Company utilises a binomial lattice model to calculate the fair value of the share option awards, a Monte-Carlo simulation model
and/or discounted cash flow technique to calculate the fair value of the RSU, ESPP and ASPP awards, taking into account the terms and
conditions upon which the awards were made. The price volatility is estimated on the basis of implied volatility of AITAGL’s shares which
is based on an analysis of historical data since they are traded in the Hong Kong Stock Exchange. The expected life of the share options
is derived from the output of the valuation model and is calculated based on an analysis of expected exercise behaviour of the Company’s
employees. The estimate of market condition for performance-based RSUs is based on one-year historical data preceding the grant date.
An allowance for forfeiture prior to vesting is not included in the valuation of the awards.

The fair value calculated for share options is inherently subjective due to the assumptions made and the limitations of the model utilised.

Thirteen months ended 31 December 2018

ESPP ASPP
Restricted Restricted
stock stock
Restricted purchase subscription
Share options share units units units
Assumptions

Risk-free interest rate 1.87% 1.48%* 1.35% - 2.27% 1.44%
Volatility 20% 20% 20% 20%
Dividend yield 1.80% 1.80% 1.50% - 1.80% 1.80%
Exercise price (HK$) 67.15 nla nfa nfa
Share option life (in years) 10 nla nla nla
Expected life (in years) 7.95 nla nla nla

Weighted average fair value per option/unit at measurement
date (HKS) 13.68 57.54 60.39 54.25

Twelve months ended 30 November 2017

ESPP ASPP
Restricted Restricted
stock stock
Restricted purchase subscription
Share options share units units units
Assumptions

Risk-free interest rate 1.90% 1.29%* 0.68% - 1.29% 1.25%
Volatility 20% 20% 20% 20%
Dividend yield 1.80% 1.80% 1.80% 1.80%
Exercise price (HK$) 50.30 nla nla nla
Share option life (in years) 10 nla nla nla
Expected life (in years) 7.95 n/a n/a n/a

Weighted average fair value per option/unit at measurement
10.27 39.53 57.98 45.81

date (HK$)

* Applicable to RSU with market conditions
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34. Share-based compensation (continued)

Valuation methodology (continued)

N

QI

The weighted average share price for share option valuation for awards made during the thirteen months ended 31 December 2018 is

HK$67.15 (twelve months ended 30 November 2017: HK$50.30).

Recognised compensation cost

The total recognised compensation cost (net of expected forfeitures) related to various share-based compensation awards made under the
RSU Scheme, SO Scheme, ESPP and ASPP for the thirteen months ended 31 December 2018 is US$15.6m (twelve months ended 30

November 2017: US$12.3m).

35. Remuneration of directors and key management personnel

Directors' remuneration

Thirteen months Twelve months

ended ended

31 December 30 November

US$°000 2018 2017
Directors’ fee 68 60
Salaries, allowance and benefits in kind - -
Retirement scheme contribution - -
Share-based compensation - -
Total 68 60
The aggregate emoluments of the three highest paid directors 68 60

Key management personnel have been identified as the members of the Company’s Board of Directors. Certain directors of the Company
are also the directors of AIA Co. The corresponding directors’ remuneration attributable to the Company were paid by AlA Co. and

recharged to the Company during the period.
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Thirteen months Twelve months
ended ended
31 December 30 November
US$°000 2018 2017
Transactions with related parties
Reinsurance related parties (income)/expense
Premiums assumed (3,071) (932)
Premiums ceded to reinsurers 91,408 49,502
Claims recovered from reinsurers (41,792) (20,541)
Claims paid on inwards reinsurance 2,663 560
Commissions and fee income (40,657) (25,528)
8,551 3,061
Non-insurance related party income
Dividend income (80,205) (49,800)
Interest income 1,774) (1,542)
Income from services provided (56,036) (7,511)
(138,015) (58,853)
Non-insurance related party expenses
Dividend declared 3,450,000 1,090,000
Interest expense 18,638 11,273
Purchases of services 97,291 74,216
Corporate service fees 167,868 161,162
3,733,797 1,336,651
Total 3,604,333 1,280,859
Payment/(receipt) on behalf of related party
Amounts paid on behalf of related parties 43,087 49,577
Amounts received on behalf of related parties (12,471) (39,677)
Total 30,616 9,900
Amounts due from related parties
Insurance-related amounts receivable 8,699 11,975
Loans receivable 42,353 51,614
Other amounts receivable 17,808 22,383
Total 68,860 85,972
Amounts due to related parties
Insurance-related amounts payable (11,295) (14,881)
Loan from holding company (4,588,282) (1,256,000)
Other amounts payable (58,435) (126,351)
Total (4,658,012) (1,397,232)

Transactions with related parties are transactions with subsidiaries of AIAGL, the ultimate parent of the Company and are carried out on

normal commercial terms and conditions.

Insurance-related and other amounts due from/to related parties are unsecured which are expected to be settled within one year.

Remuneration of directors and key management personnel is disclosed in note 35.
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37. Commitments and contingencies
Commitments under operating leases

Total future aggregate minimum lease payments under non-cancellable operating leases are as follows:

Asat Asat

31 December 30 November

US$°000 2018 2017
Properties and others expiring

Not later than one year 61,648 55,223

Later than one and not later than five years 52,357 53,258

Later than five years 224 -

Total 114,229 108,481

The Company 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 six 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.

Total future sub-lease payments receivable relating to the above operating leases amounted to US$0.5m (30 November 2017: nil).

Investment and capital commitments

Asat As at

31 December 30 November

US$°000 2018 2017
Not later than one year 899,494 893,746
Total 899,494 893,746

Investment and capital commitments consist of commitments to invest in private equity partnerships and other assets.
Contingencies

The Company 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 Company believes that these matters have been
adequately provided for in these financial statements.

The Company 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 Company believes these matters are adequately provided for in
these financial statements.

The Company is the reinsurer in a residential mortgage credit reinsurance agreement covering residential mortgages in Australia. The
Company is exposed to the risk of losses in the event of the failure of the retrocessionaire, a subsidiary of American International Group,
Inc., to honour its outstanding obligations which is mitigated by a trust agreement. The principal balance outstanding of mortgage loans to
which the reinsurance agreement relates were approximately US$486m at 31 December 2018 (30 November 2017: US$561m). The
liabilities and related reinsurance assets, which totalled US$2m (30 November 2017: US$2m), respectively, arising from these agreements
are reflected and presented on a gross basis in these financial statements in accordance with the Company’s accounting policies. The
Company expects to fully recover amounts outstanding at the reporting date under the terms of this agreement from the retrocessionaire.

As at 31 December 2018, the Company had a Standby Letter of Credit of US$65m (30 November 2017: US$65m) from a bank to comply
with Section 25C of the Insurance Ordinance (Cap.41).

38. Immediate and ultimate controlling party

At the reporting date, the Company was a wholly-owned subsidiary of AIA Co., whose ultimate holding company was AIAGL, a company
incorporated in Hong Kong and listed on The Stock Exchange of Hong Kong Limited.
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39. Events after the reporting period

In September 2017, the Company reached an agreement to acquire Commonwealth Bank of Australia’s (CBA) life insurance business in
Australia, including a 20-year strategic bancassurance partnership with CBA in Australia. The acquisition remains in progress, subject to
securing all necessary regulatory and governmental approvals. The transaction aims to expand AIAGL and its subsidiaries’ distribution
capabilities and customer reach in Australia. The total gross consideration to be paid with respect to the proposed transaction is expected
to be approximately US$2.0 billion payable in cash on completion of the proposed transaction and subject to certain adjustments at
completion. After taking into account the expected proceeds from reinsurance agreement and the expected free surplus of the acquired
business, the final net cash outlay by AIAGL is expected to be approximately US$1.0 billion.
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To the Directors of AIA International Limited
Appointed Actuary's Section 78 report

Review of actuarial information in, or used in the preparation of, financial statements

| am the Appointed Actuary of AIA International Limited — New Zealand Branch (“AlA New Zealand”). In this
capacity, | am providing a Section 78 report to accompany the AlA International Limited Financial Statements.

| have reviewed the actuarial information used in the Financial Statements and the calculation of the Solvency
Margin for AIA New Zealand. | have completed this review for AIA New Zealand only. | note that Sai Cheong
Foong is the Approved Actuary for AIA International Limited and is responsible for conducting any investigations
into the actuarial information reflected by AIA International Limited for other jurisdictions. | note that Marco
Welgemoed is the Appointed Actuary for Sovereign Assurance Company Limited (“SACL”") and is responsible for
conducting any investigations into the actuarial information reflected in relation to SACL.

AIA New Zealand relies on an actuarial model that is managed by AIA Australia Limited. AIA New Zealand
provides the inputs of data and assumptions and also performs review on the outputs.

The scope of the review was the actuarial inputs to the financial statements, including the actuarial Notes to the
Accounts and preparation of the RBNZ solvency returns for AIA New Zealand. My opinion on the financial
position of AIA New Zealand is formed on the basis of the Audited Financial Statements of AIA New Zealand.

I have no other relationship with AIA New Zealand other than that of Appointed Actuary.

No limitations have been placed on me during the review of actuarial information and all information and
explanations have been provided as required for my investigation, having appropriate regard for the size and
nature of the business of AIA New Zealand.

In my opinion and from an actuarial perspective, the actuarial information used in the preparation of the financial
statements has been appropriately used and the actuarial information contained in the financial statements has
been appropriately included in those statements.

In my opinion and from an actuarial perspective, at 31 December 2018 AIA New Zealand is maintaining the
required solvency margin under the Insurance (Prudential Supervision) Act 2010.

(o

Caroline Bennet
Appointed Actuary
Fellow of the Institute of Actuaries of Australia

30 April 2019
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AlA International Limited - New Zealand Branch

STATEMENT OF COMPREHENSIVE INCOME

For the period ended 31 December 2018

Revenue

Premium revenue from insurance contracts

Less: Quiward reinsurance expenses

Net premium revenue

Reinsurance commission income
Net investment income
Other income

Total revenue

Expenses
Claims expense
Less: Reinsurance recoveries

Net claims expenses

Management and sales expenses
Movement in insurance confract asset

{Loss)/Profit before faxation
Income tax expense

{Loss)/Profit after taxation and total comprehensive

{loss)fincome for the period/year

The above Statement of Comprehensive Income should be read in conjunction with the accompanying notes.

Note

Thirteen months
ended 31 December

Year ended 30

2018 November 2017
$ $
171,601,642 142,922,824
(83,297,023) (56,104,621)
88,304,619 86,818,203
39,266,390 20,566,339
7,164,553 8,576,340
21,340 19,661
134,756,902 115,980,543
95,575,278 70,452,072
(65,155,687) (27,818,377)
40,419,691 42,636,695
85,380,307 74,916,366
10,907,903 (8,893,490}
136,707,901 108,659,571
{1,950,999) 7,320,972
1,376,768 4,445 131
(3,327,767) 2,875,841
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AlA International Limited - New Zealand Branch

STATEMENT OF FINANCIAL POSITION

As at 31 December 2018

31 December 30 November
2018 2017
$ $
Assets
Cash and cash equivalents 9 7,907,486 14,658,481
Loans and receivables 8 31,471,886 19,787,599
Prepayments 865,637 665,915
Financial assets at fair value through profit or loss 10 160,534,320 161,782,330
Current tax asset 629,187 2,629,187
Property, plant and equipment 11 1,196,861 819,064
intangible assets 12 5,471,395 5,707,644
Insurance contract assets 20 57,557,132 56,100,265
Total Assets 265,633,904 262,150,485
Liabilities
Trade and cther payables 14 15,476,860 19,299,001
Employee benefit obligations 13 4,024,618 4,621,979
Other insurance liabilities 16 10,654,132 8,539,891
Other financial liabilities 18 2,066,015 4,802,673
Liabilities arising from reinsurance contracts 20 14,318,924 1,954,160
Deferred tax liabilities 7(b) 54,070,315 54,571,974
Total Liabilities 100,600,864 93,789,678
Net Assets 165,033,040 168,360,807
Equity and Head Office Account
Head office account 165,033,040 168,360,807
Total Equity and Head Office Account 165,033,040 168,360,807
The Financial Statements were approved for issue by the Board on 13 2019.
(N Loy e
Wing Shing Chan/ Harth Brian Jones

Director

Director

The above Statement of Financial Position should be read in conjunction with the accompanying notes.
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AIlA International Limited - New Zealand Branch

STATEMENT OF CHANGES IN EQUITY AND HEAD OFFICE ACCOUNT

For the period ended 31 December 2018

Head office
account Total

Period ended 31 December 2018
At the beginning of period 168,360,807 168,360,807
Laoss after taxation and total comprehensive loss for the period (3,327,767)  (3,327,767)
At the end of period 165,033,040 165,033,040
Year ended 30 November 2017
At the beginning of year 165,484,966 165,484,966
Profit after taxation and total comprehensive income far the year 2,875,841 2,875,841
At the end of year 168,360,807 168,360,807

The above Statement of Changes in Equity and Head Office Account should be read in conjunetion with the
accompanying notes.
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AlA International Limited - New Zealand Branch

STATEMENT OF CASH FLOWS

For the period ended 31 December 2018

Thirteen months

ended 31 Year ended 30
Note December 2018 November 2017
$ $

CASH FLOWS FROM OPERATING ACTIVITIES
Premiums received 171,854,023 143,402,851
Interest received 8,633,080 8,168,923
(Other income received 21,333 19,661
Reinsurance recoveries 44 537,186 25,334,707
Reinsurance paid (44,105,101) (31,935,697)
Policy loan advancements (293,463) (168,711)
Repayment of policy loans 147,405 222 194
Payments to suppliers and employees (91,603,774) {68,670,440)
Payments to policyholders (94,615,322) {67,697,207)
Income tax paid - {53,294)
Net cash provided (used in)/by operating activities 9(b) (5,424,633) 8,622,986
CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from sales / maturity of financial assets 61,906,782 21,807,615
Acquisition of financial assets (61,887,083} (34,091,668)
Purchase of property, plant and equipment {481,951} (760,137}
Incurred developrment costs capitalised within intangible
assets {1,164,122) {1,696,097)
Disposal of property, plant and equipment 300,022 106,115
Net cash used in investing activities {1,328,362) (14,534,173}
CASH FLOWS FROM FINANCING ACTIVITIES
Net cash provided by financing activities - -
Net {decrease) in cash and cash equivalents (6,750,995) {5,911,186)
Cash and cash equivalents at the beginning of the period/year 14,658,481 20,569,667
Cash and cash equivalents at the end of the periodfyear  9{a) 7,907,486 14,658,481

The above Statement of Cash Flows should be read in conjunction with the accompanying notes.
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AlA International Limited - New Zealand Branch

NOTES TO THE FINANCIAL STATEMENTS
FOR THE FINANCIAL PERIOD ENDED 31 DECEMBER 2018

1. GENERAL INFORMATION

AlA International Limited - New Zealand Branch (the Branch or AlA NZ) trading as AIA New Zealand, is a branch
of AIA International Limited. AlA International Limited is a wholly owned subsidiary of the AlA Company Limited
whose ultimate holding company is AlA Group Limited, a company listed and incorporated in Hong Kong. The
Branch is in the business of providing life and health insurance products within New Zealand. The financial
statements are for AlA NZ.

For the purposes of complying with Generally Accepted Accounting Practice (GAAP), the Branch is a for-proiit
entity. AlA International Limited is an overseas company registered in New Zealand under the Companies Act
1993.

{ts registered office is at:

AlA House,

74 Taharoto Road,
Takapuna, Auckland,
New Zealand

The Directors do not have the power to amend these financial statements once issued.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The principal accounting policies adopted in the preparation of the financial statements are set out below. These
policies have been applied to all the periods presented unless otherwise stated.

2.1 Basis of Preparation

The financial statements have been prepared in accordance with the requirements of the Financial Markets
Conduct Act 2013 and New Zealand Equivalents to International Financial Reporting Standards (NZ IFRS) and
other New Zealand accounting standards and authoritative notices that are applicable for for-profit entities. The
financial statements also comply with International Financial Reporting Standards (IFRS).

Accounting policies are selected and applied in a manner which ensures that the resulting financial information
satisfies the concepts of relevance and reliability, thereby ensuring that the substance of the underiying
transactions or cther events is reported. The accounting poficies adopted are consistent with those of the previous
financial year.

These financial statements have been prepared using the historical cost convention, as modified by revaluation of
certain financial assets and liabilities designated at fair value through profit or loss which are carried at fair value.
The functional and presentation currency is New Zealand dollars (NZD} rounded fo the nearest doliar.

The Branch has changed its financial year end from 30 Novernber to 31 December to align with AlA Group
Limited. These financial statements are for the thirteen-month period ended 31 December 2018 (‘the period?,
whereas the comparative period presented is for the twelve-month period ended 30 November 2017 {'the year').
Therefore, the periods presented are not entirely comparable.

In previous years the entity has prepared a set of financial statements that disclosed both the aggregated Branch
(=ggregating the Branch, AlA Financial Service Network Limited and AlA International Holdings (New Zealand)
Limited), as well as the Branch on a stand-alone basis. In the current year, this set of financial statements is for
the Branch only. As a result of the acquisition of the AlA Sovereign Limited on 2 July 2018 by AlA International
Limited, a separate set of aggregated financial statements will also be prepared that will include AlA Sovereign
Limited and its related entities for the 13-month period ended 31 December 2018, in order to represent the
aggregated operations of AlA International Limited in New Zealand.

Accounting standards approved but not vet effective

The Branch has chosen not to early adopt the following standards and amendments that were issued but are not
yet effective for the period ended 31 December 2018.

. Pwe



AlA International Limited - New Zealand Branch

NOTES TO THE FINANCIAL STATEMENTS
FOR THE FINANCIAL PERIOD ENDED 31 DECEMBER 2018

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Under NZ IFRS 15, revenue will be recoghised at an
amount that reflects the consideration to which an entity
expects to be entitled to in exchange for transferring
goods or services to a customer.

The Branch has assessed the effects of applying N2
IFRS 15 and does not expect the new standard to have
any material impact on the disciosures or the amounts
recognised in the financial statements, as it will primarily
apply to fee revenue, which for the financial 13 months
ended 31 December 208 was less than $100,000.

Life insurance premium and related revenue will continue
to fall outside the scope of NZ IFRS 15 and will be
accounted for under other applicable standards.

Title of standard Nature of change and impact Mandatory
application date
NZIFRS @ NZ IFRS § addresses the classification, measurement NZ IFRS 8 is mandatory for
Financial and derecognition of financial assets and financial financial years
Instruments liabilities, introduces new rules for hedge accounting and | commencing on or after 1
a new impairment model for financial assets. January 2018.
The Branch intends to
The Branch does not expect any material changes as a Egﬂlsyiégﬁ ronoglfle_d
; - . ption in the
result of applying this standard as: financial statements for the
+ The classification and measurement of the financial year ending 31 December
assets held by the Branch will remain the same, and | 2010.
we will continue to designate financial assets that
back insurance liabilities as fair value through profit
and loss;
* The change in classification and measurement of
financial liabilities only affect the accounting for
financial liabilities that are designated at fair value
through profit or loss which the Branch does not
hold;
s  The Branch does not apply hedge accounting;
»  Provision for doubtful debts under the new ECL
mode! prescribed by NZ IFRS 8 does not differ
materially from the current provisioning model
applied by the Branch; and
o NZIFRS 9introduces expanded disclosure
requirements and changes in presentation. These
are expected to change the nature and extent of the
Branch disclosures about its financial instruments.
NZIFRS 15 NZ IFRS 15 defines principles for recognising revenue NZ IFRS 15 is mandatory
Revenue from and introduces new disclosure requirements. for financial years
Contracts with commencing on or after 1
Customers January 2018 and will be

prospectively applied by
the Branch in the financial
statements for the year
ending 31 December 2019.
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AlA international Limited - New Zealand Branch

NOTES TO THE FINANCIAL STATEMENTS
FOR THE FINANCIAL PERIOD ENDED 31 DECEMBER 2018

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

in the Statement of Financial Position in a manner comparable to
finance leases currently accounted under NZ 1AS 17 Leases.
Lessor accounting remains unchanged compared {o

NZ IAS 17,

The Branch has completed its assessment of the impact of
adoption of this standard from 1 January 2019.

The Branch is currently a lessee under six leases and a sub-
fessor under one lease.

Upon adoption of NZ IFRS 16 all these |leases will be recognised
in the Statement of Financial Position, including the sublease.

The Branch expects to recognise right-of use assets of
approximately $3,072,910, lease liabilities of $3,730,107 and a
lzase receivable of $674,617 on 1 January 2019. Under NZ
IFRS 16, for the year ending 31 December 2019, the Branch
estimates that it will recognise depreciation expense of $599,680
on the right-of-use asset, interest expense of $79,033 on the
lease liability and interest income of $12,158 on the lease
receivable. This will be a change from current practice, where
the rental expense would have been $690,366 and rental
income $144,836 under NZ |1AS 17.

The impact of adoption on total profit or loss is not expected to
be material in any given reporting period. The only alternative
profit measure currently reported is underlying profit in Note 3,
which shows an underlying financial result of the business
before the impact of the movement in the discount rate during
the reporting period. The impact of adoption of NZ IFRS 16 on
this note disclosure will not be material.

The Branch will adopt NZ IFRS 16 using the cumulative catch-up
approach which allows the right-of-use asset to be caloulated as
equal to the lease liability, and adjusted for prepayments. Under
this transition method, comparatives are not reguired to be
restated. The only practical expedient that the Branch will apply
on transition, and in accordance with NZ IFRS 16 guidance, will
be to use a single discount rate for a portfolio of leases with
similar characteristics, which in the Branch’s case will be based
on the remaining term of each lease.

Key judgements made inciude the determination of the discount
rate to apply and whether or not ferm extension options are
reasonably certain to be exercised.

The current operating lease commitment disclosure represents
the future minimum lease paymenis under non-cancellable
leases. Under NZ IFRS 16 the lease liability will be calculated
based on the discounted present value of both committed
payments and payments resulting from extension options which
are reasonably certain to be exercised.

Title of Nature of change and impact Mandatory

standard application date

NZ IFRS 16 | NZ IFRS 16 significantly changes accounting for lessees NZ IFRS 16 is mandatory
Leases requiring recognition of all leases (subject to certain exceptions) | for financial years

commencing on or after 1
January 2019 and will be
applied by the Branch
using the cumutative catch-
up approach.
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AlA International Limited - New Zealand Branch

NOTES TC THE FINANGIAL STATEMENTS
FOR THE FINANCIAL PERIOD ENDED 31 DECEMBER 2018

2, SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {(CONTINUED)
Title of Nature of change and impact Mandatory
standard application date
NZ IFRS 17 | NZ IFRS 17 establishes principtes for | NZ IFRS 17 is mandatory for financial years
Insurance the recognition, measurement, commengcing on or after 1 January 2021.
Contracts presentation and disclosure of
insurance contracts. On 14 November 2018, the |IASB proposed a one-

year deferral of the effective date for IFRS 17, with
the proposed adoption date of 1 January 2022, This
proposal to defer is still subject to public consultation,
which is likely to occur in 2019. If the option to defer is
approved, an amendment will be issued.

The New Zealand Accounting Standards Board
{NZASB') will then need to determine if the
amendment will also be adopted in New Zealand at
that time.

The Branch has commenced a project
to assess the impact of this new
standard.

There are no other new or revised standards issued that are not yet effective and that are expected to have a
material impact on the Branch in the current or fulure reporting periods or on foreseeable future transactions.

2.2 Principles Underlying the Conduct of Insurance Business

The insurance operations of the Branch comprise the selling and administration of contracts which are classified
as either insurance contracts or investment contracts.

Insurance confracts

An insurance contract is defined as a confract under which one party (the insurer) accepts significant insurance
risk from another parly (the policyholder) by agreeing to compensate the policyholder if a specified uncertain
future event (insured event) adversely affects the policyholders.

Insurance conftracts involve the acceptance of significant insurance risk. Insurance risk is defined as significant i,
and only if, an insured event could cause an insurer fo pay significant additional benefits in any scenario,
excluding scenarios that lack commercial substance {i.e. have no discernible effect on the economics of the
transaction). Insurance contracts include those where the insured benefit is payable on the occurrence of a
specified event such as death, injury or disability caused by accident or illness. The insured benefit is either not
linked or only partly linked to the market value of the investment held by the insurer, and the financial risks are
substantially borne by the insurer.

Investment contracts

Any products sold by the Branch that do not meet the definition of an investment contract are classified as
investment contracts.

Investment contracts include investment-linked confracts where the benefit amount is directly linked to the market
value of the invesiments held. While the underlying asseis are registered in the name of the insurer and the
investment-linked policyholder has no direct access to the specific assets, the contractual arrangements are such
that the investment-linked policyholder bears the risks and rewards of the investment performance. The insurer
derives fee income from the administration of investment contracts.
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AlA International Limited - New Zealand Branch
NOTES TO THE FINANCIAL STATEMENTS
FOR THE FINANCIAL PERIOD ENDED 31 DECEMBER 2018
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
2.3 Specific Accounting Policies
a) Premium reventie
Insurance confracts

Premium revenue comprises the insurance component of premium receipts from customers. Premiums relating to
insurance contracts are recognised as premium income in the Statement of Comprehensive Income.

Premiums are recognised as income when due from policyholders. Unpaid premiums are only recognised during
the days of grace (a period of time during which a payment of the insurance premium is expected to be received)
or where secured by the surrender value of the policy and are included as “receivables” in the Statement of
Financial Position.

Investment confracts

Premium receipts are of a deposit nature and are recognised as an increase in investment contract liabilities.
Premiums for investment contracts are recognised on a cash basis.

b) Reinsurance expenses and recoveries

As the reinsurance agreements result in significant transfer of risk between the Branch and its reinsurers,
reinsurance income and expenses are recognised separately in the Statement of Comprehensive Income.

Reinsurance premiumns are recognised in the Statement of Comprehensive Income as part of reinsurance
expenses when they become due and payable. The premiums are recognised on an accrual basis over the term
of the associated reinsurance contract.

Reinsurance commissions are recognised in the Statement of Comprehensive Income as part of reinsurance
commission income when they become due and receivable. Incomie is recognised in the period in which it is
earned.

Reinsurance commissions are recognised net of any commissions payable 10 the reinsurer as a resuit of policy
discontinuances.

Reinsurance recoveries on claims are recognised in the Statement of Comprehensive Income as part of net
claims expense. Reinsurance recoveries are recognised at the time the claim event is notified to the Branch if the
underlying policy is reinsured.

¢) Investment income

Dividends are recognised on a due and receivable basis and are included in the Statement of Comprehensive
Income under investment income. Interest income and all other investment income is recognised on an effective
interest basis.

Net realised and unrealised gains and losses are included in the Statement of Comprehensive Income under
investment income (refer to Note 2(o}).

d) Other income

Other income is recognised in the Statement of Comprehensive income on an accrual basis.

e) Claims expenses

Insurance conliracls

Claims expenses comprise the expense component of claims payments to customers and relates to insurance
contracts.

Claims are recognised when the liability to the policy owner under the policy contract has been established.
Claims in respect of policies remaining in force at balance date are included in insurance contract liabilities.

H
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AlA International Limited - New Zealand Branch

NOTES TO THE FINANCIAL STATEMENTS
FOR THE FINANCIAL PERIOD ENDED 31 DECEMBER 2018

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Maturity claims are recognised on the policy maturity date. Surrenders are recognised when paid. Death and all

other future claims are recognised when the liabilily to the policyholder under the policy contract has been
established.

Provision has been made for the estimated cost of al! claims notified but not settled at balance date.
Investment contracts

Investment contracts are akin to deposits. Surrender or benefit payments in the context of an investment contract
are recognised as a reduction in investment contract liabilities.

f) Policy acquisition expenses

For the purpose of determining insurance contract liabilities, expenses involved in running the Branch's business
are categorised into acquisition, investment management and maintenance costs on the basis of a detailed
functional analysis of activities carried out by the Branch.

Policy acquisition costs comprise the costs of acquiring new business, including commissions and distribution
costs, underwriting and other policy issue expenses which vary with and are primarily related to the production of
new business. They do not include the general growth and development costs incurred by the Branch. Acquisition
costs are initially recorded in the Statement of Comprehensive Income, with any amounts to be deferred then
taken to the Statement of Financial Position as Deferred Acquisition Cost (DAC) within insurance contract
liabilities {refer to note 2.3.v). These are then amortised over the period in which they will be recoverable.

DAC is amortised for the insurance products over the expected life of the contracts. DAC recoverability test is
performed implicitly within the insurance contract liability calculation. If the recoverable amount is less than the
carrying value, an impairment loss is recognised in the Statement of Comprehensive Income as an increase in
insurance contract liability.

g) Policy maintenance expenses

Maintenance costs are fixed and variable costs of administering policies subsequent to sale {from the second year
of the policy onwards) and maintaining the Branch’s operations such that they are sufficient {o service in force
policies. Maintenance costs include renewal commissions. These expenses are recognised in the Statement of
Comprehensive income on an accrual basis.

h) Investment management expenses

Investment management expenses are fixed and variable costs of managing investment funds. These costs are
recognised as management and sales expenses in the Statement of Comprehensive Income on an accrual basis.

i}y Employee benefits

The employee benefits are recognised on the accrual basis for services rendered up to the reporting date. These
include salaries, wages, bonuses, annual leave, long service leave, pension obligations and share based
compensation.

Liabilities arising in respect of employee entitiements expected to be settled within 12 months of the reporting date
are measured at their nominal amounts. All other employee entitiements are measured as the present value of
expected future payments to be made in respect of services provided by employees up to the reporting date.
Consideration is taken based on expected future uptake of the benefit, current wage and salary levels, departures
and periods of service. Expecied future payments are discounted using market yields at the reporting date on
New Zealand government bonds with terms to maturity and currency that match, as closely as possible, the
estimated future cash flows. Obligations for contributions to defined condribution plans are recognised as an
expense in the Statement of Comprehensive Income on an accrual basis,

Share based compensation

AlA Group Limited (AIAGL) operates a number of share-based compensation plans, under which the Branch
receives services from the employees, directors and officers as consideration for the shares andfor options of
AlAGL. These share-based compensation plans comprise the Share Option Scheme (SO Scheme), the
Restricted Share Unit Scheme (RSU Scheme) and the Employee Share Purchase Plan (ESPP).

Al
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AlA International Limited - New Zealand Branch

NOTES TO THE FINANCIAL STATEMENTS
FOR THE FINANCIAL PERIOD ENDED 31 DECEMBER 2018

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

The share compensation plans of AlA Group offered to the Branch's employees are equity-settled plans. Under
equity-settled share-based compensation plans, the fair value of the employee services received in exchange for
the grant of AIAGL's shares andlor options is recognised as an expense in the Statement of Comprehensive
income over the vesting period with a corresponding amount recorded in equity of the Group’s financial
statements. Any amounts recharged from AIAGL related to equity-settled share-based payment arrangements are
offset against the amount recorded in the Head office account,

The total amount to be expensed over the vesting period is determined by reference to the fair value at grant date
of the share and/or options granted. Non-market vesting conditions are included in assumptions about the
number of shares andfor options that are expected to be vested. At each period end, the Branch revises its
estimates of the number of shares and/or options that are expected to be vested. Any impact of the revision to
origing! estimates is recognised in the Statement of Comprehensive Income with a corresponding adjustment to
Head office account. Where awards of share-based payment arrangements have graded vesting terms, each
tranche is recognised as a separate award, and therefore the fair value of each tranche is recognised over the
applicable vesting period.

The Branch estimates the fair value of options using a binomial lattice model. This medel requires inputs such as
share price of AIAGL, 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. Refer to note 15 for the details of share based compensation.

j} Other expenses

Other expenses which are not related to the above categories or to amortisation and depreciation (refer to note
2.3.p "Preperiy, plant and equipment” and 2.3.q “Intangible assets”) are recognised on an accrual basis and
included in the Statement of Comprehensive iIncome as Management and sales expenses.

k) Taxation
Current tax

Current tax is calculated by reference to the amount of income taxes payable or recoverable in respect of the
taxable profit or tax loss for the year. It is calculated using tax rates and tax laws that have been enacted or
substantively enacted by reporting date. Current tax for current and prior periods is recognised as a liability {or
asset) to the extent that it is unpaid (or refundable).

Deferred tax

Deferred tax is accounted for using the liabifity method in respect of temporary differences arising from differences
between the carrying amount of assets and liabilities in the financial staterents and the correspending fax base of
those items.

Deferred tax assets and liabilities are recognised for iemporary differences at the tax rates expected o apply
when the assets are recovered or liabilities settled, based on the tax rates enacted or substantively enacted at the
time.

Deferred tax assets are recognised to the extent that it is probable that taxable profits will be available against
which deductible temporary differences or unused tax losses can be utilised.

income tax for life insurance contracts

Under New Zealand tax law, there is a specific regime for the taxation of life insurance business. For New
Zealand tax purposes, a life insurer will be taxed under two bases of taxation, the 'Policyholder Base and the
'‘Shareholder Base’. These two bases impose tax on the benefits received by policyholders and shareholders in
the Branch respectively. For financial reporting purposes, the income tax expense recognised in the Statement of
Comprehensive Income reflects the income tax expense arising in respect of both the policyholder base and the
shareholder base.
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AlA International Limited - New Zealand Branch

NOTES TO THE FINANCIAL STATEMENTS
FOR THE FINANCIAL PERIOD ENDED 31 DECEMBER 2018

2, SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES ({CONTINUED)

Tax losses arising in the Shareholder Base are not able to be utilised by Policyholders. These tax losses can
however be offset to other companies that share the same shareholding in accordance with shareholder continuity
and commonality requirements under New Zealand tax law. Tax losses arising in the Policyholder Base cannot
be offset to other companies or the Shareholder Base.

Income fax for other business

Income tax expense for all other business is the tax payable on taxable income for the current period, based on
the income tax rate at the time and adjusted for changes in deferred tax assets and liabilities attributable to
temporary differences and unused tax losses.

Goods and services tax

All revenues and expenses are recognised net of goods and services taxes (GST) except where the GST is not
recoverable. In these circumstances the GST is included as part of an item of expense. Receivables and payables
are reporied inclusive of GST. The net GST payable to or recoverable from the tax authorities as at reporting date
is included as payable or receivable in the Statement of Financial Position. The Statement of Cash Flows have
been prepared on a GST exclusive basis.

1) Leases

Leases in which a significant portion of the risks and rewards of ownership are retained by the lessor are
classified as operating leases. Payments made under operating leases (net of any incentives received from the
lessor) are charged to the Statement of Comprehensive Income on a straight-line basis over the period of the
lease.

Leases in which the lessee has substantially all the risks and rewards of ownership are classified as finance
leases. Finance leases are capitalised at the lease’s commencement at the lower of the fair value of the leased
property and the present value of the minimum lease payments.

m)} Foreigh currency transactions
Transactions and balances

Foreign currency transactions are initially transiated into New Zealand dollars at the rate of exchange at the date
of the {fransaction. At reporting date amounts payable and receivable in foreign currencies are translated to New
Zealand dollars at rates of exchange current at that date. Resulting exchange differences are recognised in the
Statement of Comprehensive Income.

n} Cash and cash equivalents

Cash and cash equivalents includes cash on hand and depasits held at call with financial institetions, other short
term, highly liquid investments with maturities at acquisition of three months or less that are readily convertible to
known amounts of cash and which are subject to an insignificant risk of changes in value, and bank overdrafts.
Bank overdrafts are shown within trade and other payvables on the Statement of Financial Position, if applicable.

o) Financial instruments

Financial assels

The Branch classified their investments into the following categoeries: loans and receivables and financial assets at
fair value through profit or loss. The classification of financial assets depends on their nature and purpose and it is
determined at the time of initial recognition.

Loans and receivables: are non-derivative financial assets with fixed or determinable payments that are not
quoted In an active market other than those that the Branch intend to sell in the short term or that it has

designated as available for sale. Loans and receivables are recognised initially at fair value and subseguently
measured at amortised cost using the effective interest rate method less provision for impairment.
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AlA Internationat Limited - New Zealand Branch

NOTES TO THE FINANCIAL STATEMENTS
FOR THE FINANCIAL PERIOD ENDED 31 DECEMBER 2018

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Financial assets at fair value through profit or loss {(FVTPL): are financial assets that either held for trading or
designated on initial recognition as at FVTPL. A financial asset is classified in this category if acquired principally
for the purpose of selling in the short-term, required to back insurance contract liabilities or if so designated by
management. Designation by management takes place when it is necessary to eliminate or significantly reduce
measurement or recognition inconsistencies or if related financial assets or liabilities are managed and evaluated
on a fair value basis.

Assets in this category are classified as current assets if expected to be settled within 12 months, otherwise they
are classified as non-current.

Regular purchases and sales of financial assets are recognised on the trade date, which is the date on which the
Branch commits to the transactions. Financial assets carried at FVTPL are initially recognised at fair value.
Transaction costs related to the purchase of these assets are expensed in the Statement of Comprehensive
income when incurred.

Financial assets are derecognised when the rights to received cash flows from the financial assets have expired
or have been transferred and substantially all risk and rewards of ownership have been transferred. If the Branch
neither transfers nor retains substantially all the risk 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 Branch 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 Branch is exposed to changes in the fair value of the asset.

Gains and losses from changes in the fair value of the financial assets through profit or loss category are
presented in the Statement of Comprehensive income within Net Investment Income in the period in which they
arise.

Financial liabilities

Financial liabilities are classified as either at FVTPL or at amortised cost. A financial liability is classified as FVTPL
where the financial liability is either held for trading or it is designated as at FVTPL.

A financial liability is classified as held for trading if:

- It has been incurred principally for the purpose of repurchasing in the near future; or

- ltis part of an identified portfolio of financial instruments that the Branch manages together and has a
recent aciual pattern of shori-term profit-taking; or

- ltis a derivative that is not designated and effective as a hedging instrument.

A financial liability other than a financial liability held for trading may be designated as at FVTPL upon initial
recognition if:

- Such designation eliminates or significantly reduces a measurement of recognition inconsistency that
would otherwise arise; or

- It forms part of a group of financial assets or financial liabilities or both, which is managed and its
performance is evaluated on a fair value basis, in accordance with the Branch's documented risk
management or investment strategy, and information about the grouping is provided internally on that
basis; or

- It forms part of a contract containing one or more embedded derivatives, and NZ IAS 39 "Financial
Instruments: Recognition and Measurement” permits the entire combined contract (asset or liability) to
be designated as at FVTPL.

Financlal liabilities classified as held for trading are initially measured at fair value, net of transaction costs and
subsequently measured at amortised cost using the effective interest method.

Financial liabilities are recognised when an obligation arises. Financial liabilities are derecognised when they are
extinguished (i.e. when the obligation is discharged, cancelled or expires).
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AlA International Limited - New Zealand Branch

NOTES TO THE FINANCIAL STATEMENTS
FOR THE FINANGIAL PERIOD ENDED 31 DECEMEER 2018

2, SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
p) Property, plant and equipment

Property, plant and equipment are initially recorded at cost including transaction costs and subsequently
measured at cost less any subseguent depreciation and impairment losses. Depreciation is calculated on a
straight line basis to write off the net cost of the property, plant and equipment over their expected useful lives.
Estimates of remaining useful lives are made on a regular basis. The depreciation rates are as follow:

Furniture, fittings and office equipment 20%
Computer equipment 33.33%

q) Intangible assets
internally — developed software

The direct costs of developing new software or major enhancements to existing software are generally expensed
if the software development costs are below US$50,000 on a project basis.

Major enhancemenits refer to significant enhancements that result in additional functionality or significantly extend
the useful life of the software. Regular maintenance perfiormed on software is expensed as incurred.

Software development costs may include the costs of salaried employees, consultants, software purchases, travel
expenses and AlA technology related charges directly related to software development.

The capitalised costs are reviewed each reporting date by determining whether there is an indication that the
capitalised value may be impaired.

Software development costs

Software development is recorded at cost less accumulated amortisation and impairment. Software development
costs are capitalised where it is expected that future economic benefit will be derived and are amortised either
over a period of 5 years or assessed useful life using the straight-line basis method. The estimated useful life and
amortisation method is reviewed at the end of each annual reporting period.

Furchased computer software

Application software purchased is recorded at cost less accumulated amortisation and impairment. Amaortisation is
charged on a straight-line basis over a period of 5 yvears useful life of the software.

r} Impairment of assets
impairment of financial assets
Financial assets are assessed for impairment on a regular basis.

The Branch 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.

Evidence of impairment may include indication that the debtor or a group of debtors is experiencing significant
financial difficulty; a breach of contract, such as a default or delinquency in payments; the probability that the
issuer or debtor will enter bankruptcy or other financial reorganisation; disappearance of an active market for that
financial asset because of financial difficulties: and where observabie data indicates that there is a measurable
decrease in the estimated future cash flow from a group of financial assets since the initial recognition of those
assets, although the decrease cannot yet be identified with the individual financial assets in that group.

For the loans and receivables category the amount of the loan or receivable is measured as the difference
between the asset's carrying amount and the present value of the estimated future cash flows (excluding future
credit losses that have not been incurred) discounted at the financial assets original effective interest rate.

The carrying amount is reduced via an allowance account against which an uncollectible trade receivable is
written off.

lh
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AlA International Limited - New Zealand Branch

NOTES TO THE FINANCIAL STATEMENTS
FOR THE FINANCIAL PERIOD ENDED 31 DECEMBER 2018

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

If, in a subsequent period, the amount of the impairment loss decreases and the decrease can be related
objectively to an event oceurring after the impairment was recognised, the reversal of the previously recognised
impairment loss is recogrised in the Statement of Comprehensive Income.

The Branch first assesses whether objective evidence of impairment exists for financial assets that are individually
significant. If the Branch 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. Asseis 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.

impairment of non-financial assets

Assets that have an indefinite useful life are not subject to amortisation and are tested for impairment annually.
Assets that are subject to amortisation are reviewed for impairment whenever events or changes in circumstances
indicate that the carrying amount may not be recoverable. An impairment loss is recognised for the amount by
which the carrying amount of the asset exceeds its recoverable amount, which is the higher of the asset’'s fair
value less cost of disposal and value in use. For the purposes of assessing impairment, assets are grouped at the
lowest leve! for which there are separately identifiable cash flows (cash generating units).

Non-financial assets that suffered an impairment are reviewed for possible reversal of impairment at each
reporting date.

s} Trade and other payables

Trade and other payables are obligations to pay for goods and services that have been provided to the Branch in
the ordinary course of business and are recognised when the Branch becomes obliged to make future payments
resulting from the purchase of goods and services.

Trade payables are recognised initially at fair value and subseguently measured at amortised cost using the
effective interest method.

t) Provisions

A provision is recognised when the Branch has a present legal or constructive obligation as a result of past
events; it is probable that an outflow of economic benefits will be required to setile the obligation; and the amount
can be reliably estimated.

Provisions are measured at the present value of management's best estimate of the expenditure required to settle
the present obligation at the reporting date. The discount rate used to determine the present value reflects current
market assessments of the time value of money and the risks specific to the liability. The increase in the provision
due to the passage of time is recognised as interest expense.

u) Other insurance liabilities
Other insurance liabilities are recognised on an accrual basis. Cutstanding claims and premiums received in

advance liabilities are measured at amortised cost. Other provisions have been recognised on the basis of
actuarial methods with due regard 1o relevant actuarial principles.
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AlA International Limited - New Zealand Branch

NOTES TO THE FINANGIAL STATEMENTS
FOR THE FINANCIAL PERICD ENDED 31 DECEMBER 20138

2, SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
v} Insurance contract assets/liabilities

Insurance coniract assets are computed using statistical or mathematical methods, which are expected to give
approximately the same results as if an individual liability was calculated for each contract. Prophet model is used
as a tool and detailed checks were performed to ensure correctness of the Prophet model. The model utilised
recognised actuarial methods, with due regard to relevant actuarial principles, and the methodology takes into
account the risks and uncertainties of the particular classes of insurance business written.

The Branch incurs fixed and variable costs to acquire new business. This includes commissions, advertising and
underwriting costs. To the extent that costs incurred can be recovered through future margins on the contracts,
the costs are recognised in the Statement of Financial Position as a reduction in insurance contract liabilities and
amortised through the Statement of Comprehensive Income over the expected duration of the relevant insurance
contracts.

Insurance contract liabilities consist of insurance contract liabilities and investment contract liabilities.

Insurance contract liabilities are calculated gross of any reinsurance recoveries. A separate estimate is made of
amounts that will be recoverabie from reinsurers based on gross provisions.

Insurance conitracts

Insurance contract liabilittes are measured using the Margin On Services (MoS) Methodology. Under this
methodology the net present value of future receipts from and payments to policyholders and planned profit
margin is calculated on the basis of best estimate assumptions using a risk-free discount rate. Profit margins are
released over the lifetime of the contract in a manner that reflects the pattern of services provided.

For actuarial methods and assumptions refer to note 19 “Actuarial policies and methods”.
Investment contracts

Insurance contract liabilities relating to the investment contracts are recognised and measured as current account
balance, together with net present value of future receipts from and payments to policyholders on the basis of
best estimate assumptions using a risk-free discount rate. Any change in value being recognised in the Statement
of Comprehensive Income.

w} Liabilities arising from reinsurance contracts

Reinsurance expenses and reinsurance recoveries are preserted on a gross basis in the statement of
comprehensive income and statement of financial position. Liabilities arising from reinsurance contracts are
computed using the insurance contracts method as per above. In addition, the recoverability of these assets is
assessed on a periodic basis to ensure that the balance is reflective of the amounts that will ultimately be
received, taking into consideration factors such as counterparty and credit risk. Impairment is recognised where
there is objective evidence that the Branch may not receive amounts due to it and these amounts can be reliably
measured.

x) Liability adequacy test
Insurance contract liabilities are tested for liability adequacy by comparing them to the current estimate of future
cash flows. Liabilities are grouped according to major product groups and each group is tested against the current

estimate of future cash flows. If the liability of a related product group is less than current estimate, the liability is
increased with the expense being booked directly through the Statement of Comprehensive income,
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE FINANCIAL PERIOD ENDED 31 DECEMBER 2018

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
y) Statement of Cash Flows

For the purpose of the Statement of Cash Flows, cash and cash equivalents include cash on hand and in banks
and investment in money market instruments with original agreed terms to maturity of less than 3 months, net of
outstanding bank overdrafts. The following terms are used in the Statement of Cash Flows:

Operating activities: are the principal revenue producing activities of the Branch and cther activities that are not
investing or financing activities.

investing activities: are the acquisition and dispesal of long-term assets and other investments not included in
cash equivalents.

Financing activities: are activities that result in changes in the size and composition of the contributed equity and
head office account and borrowings of the entity.

z) Head office account

Head office account relates to profits/losses arising from the operations of the Branch. The Head office account is
interest free and repayable at the discretion of AlA International Limited subject fo the requirements of statutory
fund legislation.

aa) Critical accounting judgements and estimates

In the application of NZ IFRS, management is required to make judgements, estimates and assumptions about
the carrying values of assets and liabilities that are not readily apparent from other sources. The estimates and
associated assumptions are based on historical experience and various other factors that are believed to be
reasonable under the circumstances, the results of which form the basis of making the judgements. Actual results
may differ from these estimates. The estimates and underlying assumptions are reviewed on an ongoing basis.
Revisions to accounting estimates are recognised in the period in which the estimate is revised if the revision
affects only that period or in the period of the revision periods if the revision affects both current and future
periods.

The key areas where crifical accounting estimates are applied are noted below.
Insurance contract assets

Insurance contract assets are computed using statistical or mathematical methods, which are expected to result in
approximately the same values as if an individual liability was calculated for each contract. The assessments and
computations are made by suitably qualified personne! on the basis of recognised actuariai methods, with due
regard to relevant actuarial principles.

AlA NZ calculates the insurance contract liabilities for life insurance products using a Margin on Services method,
whereby the liability represents the present value of estimated future profit, future policy benefits and future
expenses to be paid, less the present value of estimated future premiums to be collected from policyholders. This
method uses best estimate assumptions, where assumptions such as mortality/morbidity, lapse and expense
assumptions are based on actual experience modified as appropriate. AlA NZ exercises significant judgement in
making appropriate assumptions.

The methodology takes into account the risks and uncertainties of the particular classes of insurance business
written. Deferred acquisition costs policy are connected with the measurement basis of insurance liabilities and
are equally sensitive to the factors that are considered in the liability measurement.

The following are the key factors that impact estimation of the insurance contract assetsfliabilities:

- the cost of providing benefits and administering these insurance coniracts;

- mortality and morbidity experience on [ife insurance products, including enhancements to policyholder
benefits;

- discontinuance experience, which affects the Branch's ability to recover the cost of acquiring new
business over the lives of the contracts;

- the amounts credited to policyholders’ accounis compared to the returns on invested assets through
asset-liability management and sirategic and tactical asset allocation; and

- policy holder take up rate.
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AIA International Limited - New Zealand Branch

NOTES TO THE FINANCIAL STATEMENTS
FOR THE FINANCIAL PERIOD ENDED 31 DECEMEER 2018

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Other factors including regulation, interest rates, taxes, securities market movements factors, compstition and
general economic conditions affect the level of these liabilities. Refer to note 19 “Actuarial policies and methods”
for details of specific actuarial policies and methods.

Liabifities arising from reinsurance contracts

Liabilities arising from reinsurance contracts can be subject to similar factors to the insurance contract liabilities.
Refer to above for key factors that impact estimation of the assets and note 19 "Actuarial policies and methods”
for details of specific actuarial policies and methods.

Deferred tax assets

Estimating the amount of deferred tax assets arising from tax losses requires a process that involves determining
appropriate provision for income tax expense, forecasting future year's taxable income and assessing the
Branch's ability to utilise the tax benefits through future earnings. The Branch has reviewed its solvency
projections over future years and considered the expected growth in annualised new premiums. Within the
forecast period, management believe the commencement of income tax payments will occur and therefore it is
probable that the Branch will be able to utilise the tax losses against future earnings, subject to maintaining
shareholder continuity.

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 judgement. The Branch assesses at each reporting date whether there is
objective evidence that a financial asset or a group of financial assets is impaired.

Objective evidence that a financial asset, or group of assets, is impaired includes observable data that comes to
the attention of the Branch 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; or
- national or local economic conditions that correlate with increased default risk,
For loans and receivables, impairment loss 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 frends in the group of
financial assets or individual accounts.

e o © & o

Impairment of intangible assets

For the purposes of impairment testing, intangible assets are grouped into cash-generating units. These assets
are tested for impairment by comparing the carrying amount of the cash-generating unit, to the recoverable
amount of that cash-generating unit. The determination of the recoverable amount requires significant judgement
regarding the selection of appropriate valuation techniques and assumptions.
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3. UNDERLYING (LOSS)/PROFIT AFTER TAX FOR THE PERIOD

AlA Internationat Limited - New Zealand Branch

NOTES TO THE FINANCIAL STATEMENTS
FOR THE FINANCIAL PERIOD ENDED 31 DECEMBER 2018

Underlying (loss)/profit after tax is presented to facilitate comparison of the Branch's (loss)profit for the reported
financial periods. It shows an underlying financial result of the business before the impact of the movement in the

discount rate during the reporting period.

The NZ IFRS statutory profit has been adjusted for the following items and their tax impact:
- Fair value movement (unrealised gains/{losses)) on the financial assets backing insurance contract

liabilities; and

- Impact of the movement in the discount rate used in valuing insurance contract liabilities.

Components of underlying (loss)/profit
Insurance contracts

Planned margins of revenues over expenses
Difference between actual and assumed experience

Change in valuation assumptions {other than discount rate}

Investment contracts
Difference between actual and assumed experience

Investment earnings on assets in excess of insurance contract

liabilities

Total underlying (loss)/profit after tax

Adjusted for:

Unrealised (gain)/loss from financial assets

Discount rate change effect on insurance contract liabilities
Fair value and discount rate change effect after tax
Reduction in deferred tax on insurance contract liabilities

(Loss)/Profit after taxation

Note

18

Thirteen
months ended
31 December

Year ended 30

2018 November 2017
$ $
6,081,907 9,643,333
(14,948,008} (11,944,159)
(8,866,099} {2,300,828)
13,677 {220,059)
13,677 {220,058)
5,928,994 6,213,228
{2,923,528) 3,692,344
{1,145,110) 529,847
(15,916,841) (4,252,282)
(17.081,951) (3,722,435}
16,657,712 2,905,932
(404,239) (816,503}
(3,327,767) 2,875,841

The disclosure of the components of profit or loss after taxation are required to be separated between
policyholders' and shareholder's interests. In the case of the Branch, all profit or loss after taxation is aftributable

to the Head office.
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AlA International Limited - New Zealand Branch

NOTES TO THE FINANCIAL STATEMENTS

FOR THE FINANCIAL PERIOD ENDED 31 DECEMBER 2018

4. NET INVESTMENT INCOME

Fixed interest securities:
- Debt securities interest and other income
- Debt securities realised gain
- Debt securities unrealised (loss)/gain
Cash and cash equivalents interest
Loan interest
Total net investment income

5. NET CLAIMS EXPENSE

Claims
Surrenders
Claims expense

Less: Reinsurance recoveries
Net claims expense

6. MANAGEMENT AND SALES EXPENSES

Investment management expense is recognised on an accrual basis.

Thirteen
months ended

31 December Year ended 30

2018 November 2017
3 3
7,731,601 7,724,827
282 644 40,189
(1,145,110) 529,847
162,394 195,021
123,024 86,456
7,164,553 8,576,340
Thirteen

manths ended

31 December Year ended 30

2018 November 2017
5 $

87,907,197 58,037,422

7,668,081 12,414,650
95,575,278 70,452,072
{55,155,587) (27,815,377)
40,419,691 42,636,695

Operating expenses are allocated into acquisition, maintenance, insurance contract, and investment contracts,
using an allocation model which factors premium percentage, and activity based on a survey across the business.

Insurance contract acquisition costs
- Commission
- Other

Insurance contract maintenance costs
- Commission
- Other

Investment management expenses

Total administration expenses

Thirteen
months ended
31 December Year ended 30
2018 November 2017
$ $
32,874,720 31,042,100
15,729,256 15,861,896
10,252,682 7,595,914
26,124,609 19,977,387
399,040 439,069
85,380,307 74,916,366
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AlA International Limited - New Zealand Branch

NOTES TOC THE FINANCIAL STATEMENTS
FOR THE FINANGIAL PERIOD ENDED 31 DECEMBER 2018

6. MANAGENMENT AND SALES EXPENSES (CONTINUED)
Specific expense disclosure

Included within total administration expenses above are the following specific items:

Thirteen
months ended
31 December  Year ended 30
Note 2018 November 2017
5 5
Share-based compensation 15 136,521 (145,143}
Salaries and other short term benefits 16,543,887 16,339,297
Post-employment benefits 530,423 388,704
Amortisation of intangible assets 1,400,373 1,311,674
Depreciation of property, plant and equipment 35817 284,258
Lease expenses 1,092,330 822,016
Group service fees 1,338,054 860,974
Sales and marketing related 4,800,618 3,520,904
Data processing 3,419,834 3,805,153
Audit fees 215,205 203,600
Fees for other assurance services paid to the auditor 18,000 8,500
Professional fees (excluding paid to auditors) 1,753,387 3,255,610
Medicat adminstrative expenses 1,806,551 1,404,726
Other administrative expenses 8,439,765 3,779,110

41,853,865 36,839,283

Other administrative expenses are largely comprised of non-operating expense (2018: $5,319,114; 2017:
$1,487,707) associated with business integration activities.

Auditor Remuneration

The audit of financial statements includes fees for the annual audit of financial statements of the Branch as well
as the aggregated New Zealand Group accounts, which includes the Branch, AlA Financial Service Network
Limited, AlA International Holdings (New Zealand) Limited and AlA Sovereign Limited and its subsidiaries.

Other assurance services relate to assurance engagement over the solvency return.

Apart from the annual audit of the financial statements and the assurance engagements over the solvency return,
ne other services were performed by PwC in the period ended 31 December 2018.

In the year ended 30 November 2017, PwC Australia performed other services including tax consulting advice
and tax due diligence services with respect to AlA International Limited — NZ Branch. The costs in relation to
these services {except for solvency return) were borne by AlA Australia.
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AlA International Limited - New Zealand Branch

NQTES TO THE FINANCIAL STATEMENTS
FOR THE FINANCIAL PERIOD ENDED 31 DECEMBER 2018

7. TAXATION

{a} Income tax expense
Current tax expense
Current taxation

Prior period adjustment
Deferred tax expense
Deferred tax expense

Prior year tax balance adjustment
Income tax expense

Thirteen
months ended Year ended 30
31 December November 2017

$ $
2,000,000 -
(121,573) (45,817)
(1,389,260) 4,673,832
887,601 {182,884)
1,376,768 4,445,131

The accounting profit can be reconciled to the income tax expense recognised as follows:

Total {ioss)/profit before taxation

Income tax at the current rate of 28%

(1,950,999) 7,320,972
(546,280) 2,040,872

Taxation effect of non-deductible expenses/non-assessable revenue

Permanent differences - current period
Prior period adjustment-deferred tax asset-other

Provision for uncertain tax position

Income tax expense

{b) Deferred tax assets and liabilities

2018

Movements in deferred tax
Provisions and accruals
Insurance contract liabilities
Tax losses

Total net deferred tax liability

2017

Movements in deferred tax
Provisions and accruals
insurance contract liahilities
Taxlosses

Total net deferred tax liability

Uncertain tax position

810,649 2,212,375

(887,6801) 182,884
2,000,000 -
1,376,768 4445131
(Charged)/

Opening Balance credited to profit Closing Balance
at 1 December or loss at 31 December
$ § $

2,444,220 (351,833) 2,092,387
(75,593,841) (2,908,452} (78,502,293}
18,577,647 3,761,944 22,339,591
(54,571,974} 501,659 (54,070,315}
(Chargedy
Opening Balance credited to profit Closing Balance
at 1 December or loss at 30 November
1,855,975 588,245 2,444 220
(64,928,143)  (10,665,698)  (75,593,841)
12,991,142 5,586,505 18,577,647

(50,081,026)  (4,490,948)  (54,571,974)

The Premium Smoothing Reserve (PSR) is used to spread the earning of premium across the expected life of
certain products. The methodology adopted for the PSR is currently under review with the Inland Revenue
Department (IRD). Depending on the cutcome of this review, revised income tax filings might need to be
completed which could impact the amount of tax losses available to the Branch. There is some judgement applied
in the calculation of tax losses and an alfernative treatment of the PSR may vary the amount of tax losses

available to the Branch, possibly significantly.

A
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AlA International Limited - New Zealand Branch

NOTES TO THE FINANCIAL STATEMENTS
FOR THE FINANCIAL PERIOD ENDED 31 DECEMBER 2018

7. TAXATION (CONTINUED)
Deferred tax on insurance contract liabilities

insurance contract liabilities represent the net present value of estimated future cash flows and planned profit
margins. Using the margin on services methodology, planned after tax profit margins are recognised in the
Statement of Comprehensive Income over the period services are provided to policyholders. A deferred tax
liability of $78.5m (2017 $75.6m) has been separately disclosed and included in the deferred tax liabilities balance
representing taxable temporary differences which are implicitly embedded within insurance contract liabilities.

The Branch has recognised a deferred tax asset resulting from tax losses in the period. The Branch has
determined that it is probable that taxable profits will be available against which the tax losses can be utilised in
the future subject to sharehelder continuity being maintained.

8. LOANS AND RECEIVABLES
31 December 30 November
2018 207
3 3

Receivables from policyholders 3,844,996 3,024,885
Impairment provision (18,208) (18,206)
Loans receivable 1,268,474 1,141,861
Loans and receivables from policyholders 5,195,264 4,148,540
Due from brokers and intermediaries 2,930,564 2,634,646
impairment provision (2,359,336) (2,175,521}
Receivables from brokers and intermediaries 571,228 458,125
Reinsurance recoveries 22,266,522 12,008,586
Receivables from reinsurers 22,266,522 12,009,596
Sovereign Services Limited 1,319,340 -
AlA Reinsurance Limited 361,475 1,007,891
Receivables from related parties 1,680,815 1,007,891
Accrued interest 1,685,683 1,906,440
Sundry debtors 72,374 256,007
Other receivables 1,758,057 2,162,447
TFotal loans and receivables 31,471,886 19,787,599
Analysed as:

Current 30,203,412 18,645,738

Non current 1,268,474 1,141,861

31,471,886 19,787,599
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AlA International Limited - New Zealand Branch

NOTES TO THE FINANCIAL STATEMENTS
FOR THE FINANCIAL PERIOD ENDED 31 DECEMBER 2018

8. LOANS AND RECEIVABLES (CONTINUED)

Included in loans and receivables balance are debfors with a net carrying amount of $2,851,498 (2017:
$2,629,295) which are past due at the reporting date for which the Branch has not provided as the amounts are

still considered recoverable.

31 December

30 November

2018 2017
3 $

Ageing past due receivables {net)

1-30 days 1,656,651 999,604
31-90 days 839,809 493784
91-365 days 298,566 479,236
Over 1 year 156,372 656,661
Total 2,851,498 2,629,295

31 December

30 November

2018 2017
$ $

Provision for impairment of receivables from brokers and intermediaries
At beginning of the period/year (2,175,521) {1,764,729)
Additional provisions {183,815) {410,792)
Af the end of the periodiyear (2,359,336) (2,175,521)
Analysed as:

Current (2,358,336) (2,175,521)

The provision is calculated on a collective basis. There are no individually assessed provisions at 31 December

2018 (2017: nil).

9. CASH AND CASH EQUIVALENTS

(a) Components of cash and cash equivalents

31 December 30 November
2018 2017
$ $
Cash at bank and in hand 7,553,188 14,351,363
Deposits at call 354,298 307,118
Total cash and cash equivalents 7,907,486 14,658,481
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AlA International Limited - New Zealand Branch

NOTES TO THE FINANCIAL STATENMENTS
FOR THE FINANCIAL PERIOD ENDED 31 DECEMBER 2018

9. CASH AND CASH EQUIVALENTS (CONTINUED}

{b) Reconciliation of (loss)/profit after taxation to net cash outflow from operating activities

Thirteen
months ended
31 December  Year ended 30

2018 November 2017
$ $
{Loss)/profit after taxation for the periodfyear (3,327,767) 2,875,841
Add/{less} non cash items
Depreciation 358,917 284,258
Amortisation of intangibles 1,400,373 1,311,574
Fair value losses/{gains) from financial assets 1,145,110 (529,847)
Movement in insurance contract assets 10,907,903 (8,893,490)
Deferred and current tax 1,376,768 4,430,948
15,189,071 (3,336,557)
Add/(less) movements in working capital relating to operating activities
Increase in loans and receivables {11,501,716) (3,489,848}
Increase in prepayments (199,724) (477,969)
Increase/(decrease) in income tax assets - (53,294)
Increase/(decrease) in trade and other payables (3,266,470} 4,366,926
Increase/{decrease) in employee benefit obligations (614,502) 1,454,905
Increase/(decrease) in other insurance liabilities 2,114,241 3,272,513
Increase/{decrease) in other financial liabilities {3,817,766) 4,010,469
(17,285,937) 9,083,702
Net cash (used in)/ provided by operating activities (5,424,633) 8,622,986
10. FINANCIAL ASSETS AT FAIR VALUE THROUGH PROFIT OR LOSS

31 December 30 November

2018 2017
$ $

Debt securities

Annuity bonds - 2,615,103

Medium term notes 160,534,320 169,167,227
Total financial assets through profit or loss 160,534,320 161,782,330
Analysed as:

Current 37,424,401 22,728,266

Non current 123,109,919 139,054,064

160,534,320 161,782,330
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AIA International Limited - New Zealand Branch

NOTES TO THE FINANGIAL STATEMENTS

FOR THE FINANCIAL PERIOD ENDED 31 DECEMBER 2018

1. PROPERTY, PLANT AND EQUIPMENT

Furniture, fittings and office equipment
Cost

At beginning of the period/year

Additions

Disposals

At end of the period/year

Accumulated depreciation

At beginning of the period/year
Depreciation charge

Disposals

At end of the periodfyear
Closing net book value

Computer equipment

Cost

At beginning of the periodfyear
Additions

Disposals

At end of the period/year

Accumulated depreciation
At beginning of the period/year
Depreciation charge
Disposals

At end of the periodfyear
Closing net book value

Total net book value of property, plant and equipment

31 December 30 November

2018 2017
$ $
2,716,709 2,042,149
508,806 677,197
(1,754,460) (2,637)
1,471,055 2,716,709

{2,007,929) (1,822,015}

(264,513) (188,139)
1,454,740 2,225
(817,702)  (2,007,929)
653,353 708,780
1,824,424 1,766,839
527,930 82,946
(96,370) (25,360)
2,255,084 1,824,424

(1,714,140)  (1,642,296)

(94,404) (96,119}
96,068 24,275
(1,712,476)  (1,714,140)
543,508 110,284
1,196,861 819,064
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AlA International Limited - New Zealand Branch

NOTES TO THE FINANCIAL STATEMENTS
FOR THE FINANCIAL PERIOD ENDED 31 DECEMBER 2018

12. INTANGIBLE ASSETS

31 December 30 November

2018 2017
$ $

Purchased computer software
Cost
At beginning of the period/year 1,804,268 1,804,268
Additions - -
Disposals (1,506,155) -
At end of the period/year 298,113 1,804,268
Accumulated amortisation
Al beginning of the period/year (1,751,543) {1,713,824)
Amortisation charge (24,682) (37.719)
Disposals 1,508,155 -
At end of the period/year (270,070} (1,751,543)
Closing net book value 28,043 52,725
Iinternally developed software
Cost
At beginning of the period/fyear 10,177,529 8,581,992
Additions 501,443 548,682
Transfers from work in progress 1,196,219 1,036,855
Disposals {1,235,759) -
At end of the period/year 10,639,432 10,177,629
Accumulated amortisation
At beginning of the year (5,718,828) (4,444,973)
Amortisation charge (1,375,681) (1,273,855)
Disposals 1,235 758 .
At end of the period/year (5,858,761) {5,718,828)
Closing net book value 4,780,671 4,458,701
Waork in progress
At beginning of the period/year 1,196,218 1,190,280
Additions 662,682 1,042,793

Transfers to internally developed software (1,196,219) (1,036,855)

Closing net book value 662,681 1,196,218

Total intangible assets 5,471,395 5,707,644
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AlA International Limited - New Zealand Branch

NOTES TO THE FINANCIAL STATEMENTS
FOR THE FINANCIAL PERIOD ENDED 31 DECEMBER 2018

13. EMPLOYEE BENEFIT OBLIGATIONS
31 December 30 November

2018 2017
$ $

Employee entitlements 4,024,618 4,621,979
Total employee benefit obligations 4,024,618 4,621,979
Analysed as:
Current 3,904,483 4,518,985
Non current 120,135 102,994

4,024,618 4,621,979

14, TRADE AND OTHER PAYABLES
31 December 30 November

2018 2017
Amounts due to reinsurers 10,625,944 11,883,093
Other payables and accruals 4,850,916 7,405,908
Total trade and other payables 15,476,860 19,299,001
Analysed as:
Current 15,476,860 19,299,001

15,476,860 19,299,001

15. SHARE BASED COMPENSATION

Stock compensation plans

During the period, AIA Group Limited ("AJA Group” or "AIAGL"} made further grants of restricted share units (RSU)
to certain employees, directors and officers of the Branch under the RSU Scheme and the empioyee share
purchase scheme (ESPP).

No further grants were made under share option (SC) scheme in the current period.

RSU Scheme

Under the RSU Scheme, the vesting of the granted RSUs is conditional upon the eligible participants remaining in
employment with the AlA Group during the respective vesting pericds. RSU grants are vested either entirely after
a specific period of time or in franches over the vesting period. If the RSU granis are vested in tranches, each
vesting tranche is accounted for as a separate grant for the purposes of recognising the expense over the vesting
period. For certain RSUs, performance conditions are also attached which include both market and non-market
conditions. R3SUs subject to performance conditions are released to the employees at the end of vesting period
depending on the actual achievement of the performance conditions. During the vesting period, the eligible
participants are not entitled to dividends of the underlying shares. The maximum number of shares that can be
granted under this scheme is 301,100,000 representing approximately 2.5 per cent of the number of shares in
issue of AIAGL at 31 December 2018.
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AlA International Limited - New Zealand Branch
NOTES TO THE FINANCIAL STATEMENTS
FOR THE FINANCIAL PERIOD ENDED 31 DECEMBER 2018

15. SHARE BASED COMPENSATION (CONTINUED)

Number of shares
31 December 30 November

2018 2017
Restricted share units
Outstanding at beginning of financial period/year 46,592 179,834
Granted 30,918 27,490
Exercised {19,966) {54,617)
Forfeited (26,389) {106,115}
Outstanding at end of financial period/year 31,155 46,592

Share Option Scheme

The objectives of the SO Scheme are to align eligible paricipants’ interests with those of the AIAGL shareholders
by allowing eligible parficipants to share in the value created at the point they exercise their options. SO grants
are vested either entirely after a specific period of fime or in tranches over the vesting period, during which, the
eligible participants are required to remain in employment with the AlA Group. If the SO grants are vested in
tranches, each vesting tranche is accounted for as a separate grant for the purposes of recognising the expense
over the vesting period. The granted share options expire ten years from the date of grant. The total number of
shares under options that can be granted under the scheme is 301,100,000, representing approximately 2.5 per
cent of the number of shares inissue of AIAGL at 31 December 2018.

Information about share options ouistanding and share opticns exercisable by the Branch’s employees and
directors as at the end of the reporting period is as follows:

Period ended Year ended
31 December 2018 30 November 2017
Weighted Weighted
Number of average Number of average
share exercise share exercise
options price options price
HK$ HK3S
Share Options
COutstanding at beginning of financial period/year - - 32,219 -
Granted - - - 41.90
Exercised - - - -
Forfeited - - (32,219) -

Outstanding at end of financial period/year - - - -

Employee Share Purchase Plan (ESPP)

Under the plan, eligible employees of the AlA Group can purchase ordinary shares of AIAGL with quaiified
employee contributions and AIAGL will award one matching restricted stock purchase unit to them at the end of
the vesting petiod for each two shares purchased through the gualified employee contributions {contribution
shares}. Contribution shares are purchased from the open market. During the vesting period, the eligible
employees must hold the contribution shares purchased during the plan cycle and remain employed by the AlA
Group. The level of qualified employee contribution is limited to not more than 8% of the annual basic salary
subject to a maximum of HK$117,000 per annum. The awarded matching restricted stock purchase units are
expected to be settled in equity. For the period ended 31 December 2018, eligible employees of the Branch paid
NZD$108,088 (2017: $85,393) to purchase 8,749 ordinary shares (2017: 8,847 ordinary shares} of AIAGL.
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AlA International Limited - New Zealand Branch

NOTES TO THE FINANCIAL STATEMENTS
FOR THE FINANCIAL PERIOD ENDED 31 DECEMBER 2018

15. SHARE BASED COMPENSATION (CONTINUED)
Valuation methodology

The AIA Group utilises a binomial lattice mode! to calculate the fair value of the share options grants, a Monte-
Carlo simulation model and/or discounted cash flow technique to calculate the fair value of the RSU and ESPP
awards, taking into account the terms and conditions upen which the awards were granted. The price volatility is
estimated on the basis of implied volatility of the AIAGL's shares which is based on an analysis of historical data
since they are fraded in the Stock Exchange of Hong Kong and takes inte consideration the historical volatility of
peer companies. The expected life of the options is derived from the oulput of the valuation mode! and is
calculated based on an analysis of expected exercise behavior of the AlA Group's employees. The estimate of
market condition for perfformance based RSUs is based on cne-year historical data preceding the grant date.

Thirteen months ended

21 December 2018 Year ended 30 November 2017

ESPP ESPP
Share Restricted Restricted Share Restricted Restricted
. . stock N . stock
options share units options  share units
purchase purchase
units units
Risk-free interest rate 2.33% 2.11% 1.35% - 2.27% 1.45% 0.83%  0.68%-1.29%
Volatility 20.00% 20.00% 20.00% 20.00% 20.00% 20.00%
Dividend yield 1.50% 1.50% 1.80% 1.80% 1.80% 1.80%
Exercise price (HK$) N/A N/A NIA N/A N/A NfA
Option life (in years) NfA N/A N/A N/A NfA NIA
Expected life {in years) NIA N/A N/A N/A NFA NIA
Weighted average fair value
per option / unit at N/A N/A 61.97 N/A 37.64 51.10
measurement date (HKS)

Recognised compensation cost

The total recognised compensation cost (net of expecied forfeitures) related to various share-based
compensation awards granted under the RSU Scheme and ESPP for the period ended 31 December 2018 is
$136,521. (2017: $(145,143)). No compensation cost was recognised in 2018 or 2017 for the SO Scheme.

16. OTHER INSURANCE LIABILITIES

31 December

30 November

2018 2017
$ $
Outstanding claims 8,670,186 7,710,230
Premiums received in advance 1,983,946 829,661
Total other insurance liabilifies 10,654,132 8,539,891
Analysed as:
Current 10,654,132 8,539,891
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17. RISK MANAGEMENT AND FINANCIAL INSTRUMENTS

The Branch operates risk management policies in accordance with AlA Group policies and procedures.

The financial condition and operating results of the Branch is affected by a variety of key financial and non-
financial risks. Financial risks include market risk (interest rate risk, foreign currency risk and price risk), liquidity
risk and credit risk. The non-financial risks are operationat risk, life insurance risk and compliance risk.

Risk management objectives and approach

Various procedures are in place to control and mitigate the risks faced by the Branch depending on the nature of
the risk. The Branch's approach to risk management involves the identification of risks by type, impact and
likelihood, implementation of processes and confrols to mitigate risks, and continuous moenitoring and
improvement of the procedures in place to minimise the chance of an adverse event occurring.

The Branch does not enter into or trade financial instruments including derivative financial instruments for
speculative purposes.
Financial risks

(i} Carrying amounis and fair values
The following table shows the carrying amounts and fair values of financial assets and financial liabilities,
including their levels in the fair value hierarchy for financial instruments measured at fair value. it does nof include
fair value information for financial assets and financial liabilities not measured at fair value where the carrying

value of the financial instruments are not considered to be materially different from the fair value due to their short-
term nature.

Carrying amount Fair value

Designated at ~ Financiat
fair value liabilities at
Loans and  through profit  amortised

receivables or [oss cost Total Level 2 Level 3 Total

$ $ 3 $ 5 $

31 Decernber 2018
Financial assets measured at fair value

Annuity bonds - “ - - - - -
Medium term noles - 160,534,320 - 160,534,320 160,534,320 - 160,534,320
Financial assets not measured at fair value
Cash and cash equivalents 7,907,486 - - 7,907,486
Loans and receivables 31,471,886 - - 31,471,886
39,379,372 160,534,320 - 199,913,692
Financial liabilities measured at fair value
Insurance contract Habifities - investment
confracts - 6,257,100 - 6,257,100 - 6,257,100 6,257,100
Financial liabilities not measured at fair value
Trade and other payables - " 15,476,860 15,476,360
Outstanding ¢laims provision - " 8,670,188 8,670,186
Other financial liabilities - - 2,056,015 2,056,015

- 6,257,100 26,203,061 32,460,161
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Carrying amount Fair value

Designated at  Financial

fair value liabilities at
Loans and  through profit amortised
receivables or loss cost Total Level 2 Level 3 Total
$ 5 $ 5 3 3 $
30 November 2017
Financial assets measured at fair value
Annuity bonds - 2,615,103 - 2,615,103 2,615,103 - 2,615,103
Medium term notes - 159,167 227 - 159,167,227 158,167,227 - 189,167,227
Financial assets not measured at fair value
Cash and cash equivalents 14,658,481 - - 14,658,481
Leans and receivables 19,787,599 - - 19,787,588
34,446,080 161,782,330 - 196,228,410

Firancial liabllities measured at fair value
Insurance contract fiabiliies - investment
contracts - 5,758,777 - 5,758,777 - 5,758,777 5,758,777
Financial liabilities not measured at fair value
Trade and cther payables - - 19,299,001 18,299,001
Ouistanding claims provision - - 7,710,230 7,710,230
Dther financial liabilities - - 4,802 673 4,802,673

- 5,758,777 31,811,904 37,570,681

(i) Measurement of fair values

The directors consider that the carrying amount of financial assets and financial liabilities recorded in the financial
statemerits approximates their fair values.

The fair value of a financial asset is normally the transaction price i.e. the amount of consideration given or
received. A clean price is used as the fair value for a bond or a fixed income security. The accrued interest
between coupon dates is subtracted from the fair value and accounted for as accrued interest {refer to note 8)
separately. The fair value included above therefore excludes an interest accrued component.

Fair value of investments classified as level 1 is based on quoted prices in active markets. The Branch did not
have any level 1 investment assets at reporting date. (2017: nil}.

Investments classified as level 2 comprise debt securities (bonds and notes) and represents 100% of total assets
at fair value. The fair value of these investments are based on inputs other than quoted prices included in level 1
that are observable for the asset either directly (i.e. as prices) or indirectly (ie derived from prices). Observable
inputs generally used to measure the fair value of securities classified at level 2 are 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 curve that are observable at commonly quoted intervals.

Insurance contract liabilities related to investment contracts are classified as fair value leve! 3. These contracts
are not quoted in active markets and their fair value is determined as net present value of future estimated cash
flows and involves the following unobservable assumptions and inputs:
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31 December 30 November
Surrender rate 2018 2017
Year 1-5 7.00% 7.00%
Year 6-10 10.00% 10.00%
Year 11-15 12.50% 12.50%
Year 16-20 15.00% 15.00%
Year 21-25 17.50% 17.50%
Assumed crediting rate 6.00% 6.00%
Discount rate, net of investment related expenses {gross of tax) 2.84% 3.50%
Discount rate, net of investment related expenses (net of tax) 2.04% 2.52%

Future policy cash flows are projected with client account balances augmented each period by the assumed

crediting rate (guaranteed minimum rate of 6% p.a. is applied), and with policies surrendering on the above
assumptions.

Future cash flows are discounted to the present using the market observed yield curve with tax deducted from this
discount rate at 28%. The discount rate in the above table shows a sample taken from the forward curve at
duration of 10 years. Investment management expense is also deducted from the discount rate by 0.22%. No
additional profit margins are added as the guaranteed minimum crediting rate (6% p.a.} exceeds the discount rate.

The following table represents the change in level 3 instruments:

Variation Insurance contfract liabilities- Investment contracts
31 December 2018 30 November 2017
$ $

Opening balance: 5,768,777 5,471,933

Fair value movements recognised in the statement of 328,041 29,061

comprehensive income

Investment income net of tax and expenses 259,543 242 583

Contributions received 125817 87,310

Withdrawals (215,078) {52,110)
Closing balance: 8,257,100 5,758,777

The following table shows the sensitivity of level 3 measurement to reasonably possible favorable or unfavorable
changes in the assumptions used to determine the fair value of insurance contract liabilities — investment
contracts as at 31 December 2018.

Profit and Profit and
equity equity
increase/ increasef
Variation {decrease) (decrease)
31 December 2018 30 November 2017
$ L
Interest rates + 1% 570,000 480,000
Interest rates - 1% {640,000} (550,000}
Surrenders + 10% 190,000 150,000
Surrenders - 10% {230,000} (170,000)
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Market risk
Market risk is the risk of change in the fair value of financial instrurments from fluctuations in the foreign exchange
rates (currency risk}, market interest rates (interest rate risk) and market prices (price risk), whether such change
in price is caused by factors specific to an individual financial instrument or its issuer or factors affecting all
financial instruments traded in a market.
Market risk is managed by the members of the AlA Australia Limited (AlA Australia) investment team who
currently handle the investment function of the Branch. There is also an Investment Committee comprised of
members of local management and the AlA Australia’s Chief Investment Officer.

(i} Foreign currency risk

Foreign currency risk arises from future commercial transactions and recognised financial assets and financial
liabilities denominated in a currency that is not the entity’s functional currency. The risk is measured using
sensitivity analysis and cash flow forecasting.
The Branch's exposure to foreign exchange risk arises primarily with respect to the Australian dollar (AUD).

The Branch's foreign currency risk exposure at the reporting date was as follows:

31 December 2018 30 November 2017
AUS % AUS $
Annuity Bonds 0 0 2,360,960 2,615,103

Foreign currency sensitivity

There was no foreign currency denominated financial instruments as at 31 December 2018. In prior year, based
on the financial instruments held at 31 December 2017, had the New Zealand dollar strengthened / weakened by
5% against the AUD with all other variables held constant, the Branch's profit after tax and equity would have
been $130,755 lower / $130,755 higher, mainly as a result of foreign exchange gains/losses on translation of AUD
denominated financial instruments as detaited in the above table.

The Branch's exposure 1o other foreign exchange movements is not material.

(i) Interest rate risk
Interest rate risk is the risk that the value or future value cash flows of a financial instrument will fluctuate due to
changes in market interest rates. Changes in ievel of interest rates can have a significant impact on the Branch's

overall investment return.

Interest rate risk sensitivity

The analyses below are based on changes in economic conditions that are considered reasonably possible at the
reporting date.

Sensitivity of floating interest rate investmenis

At 31 December 2018, if interest had changed by -/+ 1% from the year end rates with all other variables held
constant, loss after tax and equity for the pericd would have been $56,934 lower/higher (2017:profit would have
been $102,266 lower/higher) for the Branch.

Sernsitivity of fixed inferest rate investments

At 31 December 2018, if interest rate had changed by -/+ 1% from the year end rates with all other variables held
constant, the loss after tax and equity for the pericd would have been $3,577,914 higher / $3,367,217 lower
(2017: profit would have been $4,138,741 higher / $4,138,741 lower) for the Branch.

Interest rate risk sensitivity on the fair value of insurance contract liabilities is disclosed in note 19 and for
investment contract liabilities is disclosed in Note 17 under Financial Risks {ii).
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(i} Price risk

The Branch's exposure to price movements of financial assets and liabilities is not material.

(iv} Liquidity risk

Liguidity risk is the risk that in normal market conditions the Branch will be unable to liquidate assets and therefore
not have sufficient cash to meet and settle their debts (including expenses and policy payments) as they fall due.

The Chief Investment Officer in AIA Australia is responsible for ensuring any assets purchased or held can be
turned to cash within normal market settlement times. The Chief Investment Officer monitors this risk primarily by
future cash forecast requirements. Liquidity risk is managed by holding a pool of readily tradable investment
assets and deposits at call. This policy recognises that there may be extreme conditions where markets do not

operate as normal.

Maturity analysis

The table below summarises the financial liabilities of the Branch into relevant maturity groups based on the

remaining period of reporting date to contractual maturity date.

All amounts disclosed are contracted undiscounted cash flows that include interest payments.

Weighted
average
interestrate %  Under 1 year  Owver 1 years Total Carrying Value
As at 31 December 2018
Trade and other payables NIA 15,476,860 - 15,476,860 15,476,860
Cutstanding claims provision NIA 8,670,186 - 8,670,186 8,670,186
Other financial liabilities
- Amounts due to related parties N/A 2,056,015 - 2,056,015 2,056,015
Insurance contract liabllities - Investment contracts 3,03% 152,762 7,952,059 8,104,821 6,257,100
Total financial liabilities 26,355,823 7,352,059 34,307,882 32,480,151
As at 30 Novembar 2017
Trade and cther payables NIA 19,299,001 - 18,259,001 9,299,001
Outstanding claims provision N/A 7,710,230 - 7,740,230 7,710,230
Other financial liabitities
- Amounts due to refated parties N/A 4,802,872 - 4,802,672 4,802,672
Insurance contract liabilities - Investment contracts 3.53% 205,038 7,497,112 7,702,150 5,758,777
Total financial Habilities 32,016,941 7,497,112 39,544,063 37,570,680

N/A - non-interest bearing

Credit risk

Credit risk which the Branch has exposure to is the risk of default by borrowers and fransaclional counterpariies

as well as the loss of value of assets due to deterioration in credit quality.

Key areas where the Branch is exposed to credit risk are:

- Cash and cash equivalents;

- Counterparty risk with respect to debt securities;
~  Reinsurers’ share of insurance liabilities;

- Loans and receivables.
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The maximum exposures to credit risk for the above assets are their carrying values.

Exposure to credit risk is managed by placing cash and cash equivalents with high credit quality financiat
institutions only. Investments are also placed with high quality institutions. Counterpariies are assessed for credit
worthiness before credit is granted. Reinsurance is used to manage insurance risk. This does not, however,
discharge the Branch's liability as primary insurer. If a reinsurer fails to pay a claim for any reason, the Branch
remains liable for the payment to the policyholder.

The monitoring of the credit worthiness of reinsurers is centralised with the Group Enterprise Risk Management of
AlA Group in Hong Kong, who performs this function for all companies within the AlA Group. Every new freaty and
amendmeni reguires sign-off by the AIA Group Enterprise Risk Management, except for treaties with pre-
approved reinsurers and with a volume within stated limits set by AIA Group Enterprise Risk Management. The
AlA Group Enterprise Risk Management will ask for additional security in case they are not satisfied with the
status of a reinsurer and will update the companies within the AlA Group in case of deterioration of an existing
reinsurer's status,

Financial assets of the Branch are analysed in the table below using S&P Global (S&P) rating (or equivalent when
not available from S&P).

31 DBecember 30 November

2018 2017
$ $
AA 121,017,218 112,215,870
A 50,452,711 54,811,813
BEB 18,972,795 18,122,589
Non- Rated 9,470,968 11,078,138
Total Financial Assets 199,913,692 196,228,410

Capital management

The Branch manages its capital to ensure that the Branch will be able to continue as a going concern while
maximising the return to Head office, and meet the requirements of the Reserve Bank of New Zealand {(RBNZ).
The Branch's overall strategy remains unchanged.

The capital structure of the Branch consists of equity attributable to equity holders, comprising the Head Office
account as disclosed in the statement of changes in equity. During the current reporting period, the Branch
complied with all externally imposed capital requirements.

Since 31 August 2013 the Branch has established a statutory fund (*the Statutory Fund’) in accordance with the
requirements of the Insurance {Prudential Supervision) Act 2010. The assets and liabilities that solely relate to the
life insurance business were allocated to the Statutory Fund upon inception. Furiher discussion in regard to the
Statutory Fund is included in note 21.

The solvency capital of the Branch is presented below.

As at 31 December 2018
Non- Statutory

(Caleulated in accordance with RBNZ reguirements) Branch Statutory Fund Fund

$ 3 ¥
Actual solvency capital 87,133,002 60,094,711 37,038,291
Minimum solvency capital 66,416,944 39,656,749 26,760,185
Solvency Margin 30,716,058 20,437,962 10,278,086
Solvency ratio 146% 152% 138%
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As at 30 November 2017

Non- Statutory
(Calculated in accordance with RBNZ requirements) Branch Statutory Fund Fund

$ 3 $

Actual solvency capital 120,282,340 91,776,919 28,515,421
Minimum solvency capital 102,736,154 82,035,315 20,700,839
Solvency Margin 17,556,186 9,741,604 7,814,582
Solvency ratio 117% 112% 138%

The basis of caloulation of the solvency reserves for 2018 and comparative follows the requirements set out in the
Reserve Bank of New Zealand “Solvency Standard for Life Insurance Business”.

Non-financial risk
Insurance risk

The risk under any insurance contract is the possibility that the insured event occurs and the uncertainty of the
amount of the resulting claim. By the very nature of an insurance contract, this risk is random and therefore
unpredictable.

The principal risk that the Branch faces under its insurance contracts is that the actual claims and benefit
payments exceed the carrying amount of the insurance liabilities.

Insurance risks are controlled through the use of underwriting procedures, adequate premium rates and sufficient
reinsurance arrangements, all of which are approved jointly at the Branch and Regional office levels. Tight
controls are also maintained over claims management practices to ensure the correct and timely payment of
insurance claims.

Concentration of insurance risk
Concentration of insurance rigk arises due to;

=~ Large sum assured on certain individuals: The concentration of individual lump sum risk is limited as the
Branch’s retention under the treaties with reinsurers (external and AIA Reinsurance Limited, a subsidiary
of AlA Group) is either a fixed amount, or a percentage of ihe sum assured subject to a fixed amount. In
addition, excessive concentration can be detected and prevented at underwriting stage.

- Geographic concentrations due to employee group schemes: This risk is primarily covered by a
catastrophe reinsurance ireaty with AlA Company Limited, a subsidiary of AlA Group which provides
cover losses in excess of US$500,000, up to a maximum of US$20 million in case of a catastrophe as
defined in the treaty. Additional cover is provided by another catastrophe reinsurance treaty between
companies within the AIA Group and external reinsurers.

Terms and conditions of insurance contracts

The nature and the terms of insurance contracts written by the Branch is such that certain external variables can
be identified on which related cash flows for claim payments depend. The table below provides an overview of the
key variables upon which the amount of the related cash flows are dependent. Refer to Note 19 for the details of
methodology and assumptions in relation to insurance contract labilities.
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Material terms and
conditions

Type of contract

Nature of compensation for
claims

Key variables that affect
the timing and uncertainty
of future cash flows

Non-participating life
insurance contracts with
fixed terms (Term Life
and Disahility including
renewable risk)

Benefils paid on death or
ill heatth that are fixed
and not at the discretion
of the issuer

Benefits, defined by the
insurance contract and are
not directly affected by the
performance of the
underlying assets or the
performance of the contracts
as a whole

Rates of mortality and
morbidity, disconfinuance
rates and expenses

Operational and regulatory compliance risk

Operational risk is the potential loss resulting from inadequate or failled internal processes, peopte, and systems or

from external events.

Regulatory compliance risk is the risk relating to legal or regulatory sanctions, financizl loss or damage to
reputation and franchise value arising from the failure to comply with laws and regulations.

The Branch's objective is to satisfactorily manage operational risk and regulatory compliance risk. Various
procedures and mechanisms are put in place to identify, control and mitigate the risks faced by the Branch
depending on the nature of the risk. Both operational risk and regulatory compliance risks are closely monitored
by the Compliance, Enterprise Risk Management and Legal functions and are regularly reported to the New
Zealand Executive Committee, AlA Australia and AlA Group in Hong Kong.

18. OTHER FINANCIAL LIABILITIES

Amounts due (from)/to related parties:

AlA Company Limited

AlA Shared Services (Hong Kong) Limited

AlA Australia Limited

AlA Information Technology {Guangzhou) Co. Limited
AlA Information Technology {Beijing) Company, Limited
AlA Shared Services Sdn Bhd

AlA Group Limited

AlA Reinsurance Limited

AlA Financial Services Network Limited

Analysed as:
Current

31 December

30 November

2018 2017
B §
405,472 15,221
40,055 (47,031)
241,451 283,160
61,081 74,888
14,536 30,144
106,027 50,463
{15,522) 30,083
1,192,681 4,365,745
9,334 -
2,056,015 4,802,673
2,056,015 4,802,673
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The actuarial report on insurance contract liabilities and solvency reserves for the current reporting period was
prepared as at 31 December 2018.

Caroline Bennet, Fellow of Institute of Adtuaries of Australia, is the Appointed Actuary of the Branch. The value of
insurance contract liabilities has been determined in accordance with Professional Standard 20 of the New
Zealand Society of Actuaries. After making appropriate checks, the actuary was satisfied as to the accuracy of the
data from which the amount of insurance contract liabilities has been determined.

The valuation methodology and assumptions for insurance applied for the reporting period are as follows:
{Refer to Note 17 for valuation methodology and assumptions of investment contracts).

Valuation methods and profit carriers
The policies were divided into major product groups with profit carriers as follows:

Major Product Groups Carrier Valuation method

Lump sum products - Permanent Term, Express  Claims net of reinsurance Model office projection
Life, Permanent Life, Term, Total and

Permanent Disablement, Vital Care (Trauma),

Golden Life, Ex-Alico products

income protection products - Disability Income,  Claims net of reinsurance Mode! office projection
Business Continuation Cover, New to Business

Cover, Key Person Benefit, Disability Income

Claims in Payment

Medical insurance products Claims net of reinsurance Model office projection

Group Not applicable Unearned premiums, profit share
and claims reserves

Risks and Insurance Not applicable Discounted value of expected future

claim payments and expenses

Valuation assumptions

Future cash-flows are discounted using the expecled rate of retumn on risk-free investments over the duration of
the insurance contracts, and realistic esiimates of future expense, cancellation / surrender and mortality
experience. The assumptions used are set out in the table below:

All products

Discount rate, before tax, Sample of forward rate at duration of 10 years:
net of investment related  2018: 2.84% p.a.
expenses (2017: 3.50% p.a.}

2018: NZ Treasury short term rates with interpolation for long {ferm rates
{2017: NZ Zero Coupon Government Bond Yield and NZ Treasury's assumed long-term
forward rate)

Invesiment expenses 2018:0.22%
(before tax) {2017:0.17%)

41 PWQ



AlA International Limited - New Zealand Branch

NOTES TO THE FINANCIAL STATEMENTS
FOR THE FINANCIAL PERIOD ENDED 31 DECEMBER 2018

19. ACTUARIAL POLICIES AND METHODS (CONTINUED)

Other assumptions

Permanent Term,
Express Life,
Permanent Life and
Golden Life

Lump Sum Renewable
Risk Products

Income Protection
Products

Medical Insurance
Products

Mortality

54% of NZ04 Mortality
Table for non-smokers,
108% for smokers, with
initial selection benefits
(2017: 64%, 128%)

54% of NZ04 Mortality
Table for non-smokers,
108% for smokers, with
initial selection benefits.
Real Easy Life and Real
Family Protection has
additional 30% loading.
(2017: 64%, 128%)

54% of NZ04 Mortality
Table for non-smokers,
108% for smokers, with
initial selection benefits
(2017: 64%, 128%)

54% of NZ04 Mortality
Table for non-smokers,
108% for smokers, with
initiat selection benefits
(2017: 64%, 128%)

Mortality improvement

Yes (2017: Yes)

Yes (2017: Yes)

Yes (2017: Yes)

Yes (2017: Yes)

Marbidity

Nil (2017: Nil)

Percentage of reinsurer
risk premium rates,
strengthening of crisis
assumplions

{2017: Percentage of
reinsurer risk premium
rates, strengthening of
crisis assumptions)

Incidence and termination
rates as a percentage of
IAD8S-83

(2017: Incidence and
terminaticn rates as a
perceniage of 1AD89-93)

Superior Health is based
on loss ratio, varying
between 20% to 67.5%
depending on duration.
Reat Health is based on
2015 medica! claim
assumption table with
duration factors varying
between 48.31% to
102.79%

(2017: 20% to 67.5%)

Initial expense
allowance
(before tax)

Nil
(2017: Nily

14.4% to 46.7% of New
Annualised Premium
Income (API); and

$44.1 to $205.1 per cover
(2017: 14.4% to 46.7% of
APl and $44.1 to $205.1
per cover)

51.9% of New Annualised
Premium Income {(AP!);
and $224.4 per cover
(2017: 51.9% of API; and
$224 4 per cover)

59.1% of New Annualised
Premium Income (API);
and $250.2 to $463.0 per
cover

(2017: 59.1% of API; and
$250.2 to $463.0 per
cover)

Renewal expenses
(before tax)

4.3% of Annualised
Premium Income (API);
and

$83.1 p.a., escalating at
2.0% p.a.

{2017: 4.3% of API; and
$83.1 p.a., escalating at
2.5% p.a.}

5.4% to 11.8% of
Annualised Premium
Income (APH); and

$46.1 to $81.5 p.a,,
escalating at 2.0% p.a.
{2017: 5.4% to 11.2% of
APl; and 846.1 to $111.5
p.a., escalating at 2.5%
p.a}

6.2% of Annualised
Premium Inceme (APIY;
and

$79.8 p.a., escalating at
2.0% p.a.

(2017: 6.2% of AP|; and
$79.8 p.a., escalating at
2.5% p.a)

8.3% of Annualised
Premium Income (API);
and

$78.0 to $144.4 per
cover, escalating at 2.0%
p.a.

{2017: 8.3% of API; and
$78.0 to $144.4 per
caover, escalating at 2.5%
p.a.)

Cover escalation

2.5% p.a.
(2017: 2.5% p.a.)

2.5% p.a.
(2017: 2.5% p.a.)

2.5% pa.
{2017:2.5% p.a.)

4.5% p.a. graded down to
2.5% p.a. in 3 years
(2017: 4.5% 1o 2.56% p.a.}

Lapses / surrenders

Based on experience
analysis, varying
between 1% and 11%
depending on duration
and product, with shock
tapses of 50% at full
payback, then 30%, 20%
and 10% in the next 3
years respectively
{Permanent Term)
{2017: 1% and 12%,
shock lapses of 50%,
30%, 20% and 10% in
each year after the full
payback)

Based on experience
analysis, varying
between 2% and 25%
depending on duration
and product

(2017: 8% and 18%)

Based on experience
analysis, varying between
10% and 25% depending
onh duration and product
(2017: 10% and 25%)

Based on experience
analysis, varying between
5.8% and 16% depending
on duration and product
(2017: 5.8% and 16%)

Tax rale

28% {2017 28%)

28% (20117 28%)

28% (2017: 28%)

28% (2017: 28%)

Inflation rate

2.5% (2017: 2.5%)

2.5% (2017: 2.5%)

2.5% (2017: 2.5%)

2.5% (2017 2.5%)

Al
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AlA international Limited - New Zealand Branch

NOTES TO THE FINANCIAL STATEMENTS

FOR THE FINANCIAL PERIOD ENDED 31 DECEMBER 2018

19. ACTUARIAL POLICIES AND METHODS (CONTINUED)

Impact of changes in assumptions is detailed below. There have been no other changes in valuation assumptions

used from the previous year.
Impact of changes in assumptions

Thirteen months ended 31 December 2018
Insurance

Year ended 30 November 2017
insurance

Profit margin contract Profit & equity n:?::n contract F::::;
increasef liability increasef increase/ liability increase/
(decrease} increase/ {decrease) (decrease) increase/ (decrease)
{decrease) {decrease)
3 $ $ 3 % L3
Interest rate change - movement in 9,283,805 4,864,278 {4,864,278) 4,286,232 661,083 {661,083)
market rates
Operating assumptions change:
Renewal commisssion - - - (3,256,353) - -
Investment management (2,101,881) - - (818,267} - -
expenses
Mortality 17,084,438 - - - - -
Morbidity {6,391,676) - - - - -
Lapse {89,872,605) - - - - -
inflation 2,548,751 - - - - -
Total {69,438,868) 4,864,278 {4,864,278)} 221,612 661,083 {661,083)

Assumption changes in the current peried included improvement in mortality experienced studied over the past
number of years, strengthening of trauma claims rates and strengthening of level premium |lapse assumptions. In

prior year there were not many recommended assumption changes.

Sensitivity analysis

Sensitivity analysis is conducted to quantify the exposure to risk from changes in the underlying assumptions.

Thirteen months ended 31 December 2018
Insurance confract

liability increase/ Profit increase/

Year ended 30 November 2017

Insurance contract

liability increasef Profit increase/

{decrease) {decrease) {decrease) {decrease}
3 & $ $
Base
Interest rates + 1% per annum (14,000,000 14,000,000 (4,700,000) 4,700,000
Interest rates - 1% per annum 16,600,000 (16,600,000) 8,200,000 (8,200,000}
Inflation + 1% per annum 2,100,000 {2,100,000) 3,400,000 {3,400,000)
Inflation - 1% per annum 1,200,000 {1,200,000) - -

For sensitivity on termination rates of open disability income claims, insurance contract liability will not be
impacted. Open disability income diaims are included in the same Related Product Group as the disability income
products, therefore any changes in termination rates will be absorbed by profit margin for the disability income

related product group.

Sensitivity of inflation rates are applied to projected fixed expenses, and inflation on sum insured only. The
inflation rate sensitivity is not applied to premium and claims inflation on medical products.

There are no other assumptions for which a change in assumption would impact profit in the current reporting

pericd.
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AlA International Limited - New Zealand Branch

NOTES TO THE FINANCIAL STATEMENTS

FOR THE FINANGIAL PERIOD ENDED 31 DECEMBER 2018

19. ACTUARIAL POLICIES AND METHODS (CONTINUED)

Maturity analysis of insurance contracts

The table below shows the undiscounted cash flows from the model of the Branch. Cash inflows are composed of
gross premiums and investment earnings. Cash outflows are composed of claims, commissions, expenses, tax

and net reinsurance costs.

From Dec 2018 period end

valuation Under 1 year 1-2 years 2-3 years 3-4 years 4-5 years  Over 5 years
$'m $'m m m $'m 'm
Cash inflows 164.1 165.3 147.9 141.7 135.7 2,336.1
Cash outflows {145.5) (133.3) (127.3) (123.0) (120.2) (2,397.2)
From Nov 2017 year end
valuation Under 1 year 1-2 years 2-3 years 3-4 years 4-5years Qver 5 years
m $m $m $'m $m $m
Cash inflows 144.5 136.9 129.7 123.8 118.8 1,828.3
Cash outflows {111.3) (121.7) (115.1) (108.4) (104.6) (1,822.8)
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AlA International Limited - New Zealand Branch

NOTES TO THE FINANCIAL STATEMENTS

FOR THE FINANCIAL PERIOD ENDED 31 DECEMBER 2018

20. INSURANCE CONTRACT LIABILITIES/{(ASSETS)

Opening insurance contract liabilities
Movement in insurance contract liabilities - Insurance contracts

Movement in insurance contract liabilities - Investment contracts
Universal life premiums received - Investment contracts
Universal life payments to policyholders - Investment contracts
Movement through Statement Of Comprehensive Income
Movement in deferred tax

Closing insurance contract liabilities

Closing insurance conlract liabilties contain the following components:

Insurance contracts

Future premiums

Future policy benefits

Future expenses

Planned margin

Insurance contract liabilities
Investment contracts

Future insurance contract benefits
Investment contract liabilities

Net insurance contract liabilities including deferred tax and
reinsurance

Assets/(liabilities) arising from reinsurance contracts
Balance at 1 December
Moverment through Statement Of Comprehensive Income

Balance at 31 December / 30 November

Deferred tax

Total insurance contract (assets)/ liabilities excluding deferred

tax and reinsurance

Analysed as:
Current

Branch
31 December 30 November
2018 2017
] §
21,447,739 19,675,632
10,409,580 (9,180,333)
587,583 271,643
125,817 67,310
(215,077) (52,110)
10,807,803 (8,893,490)
2,908,443 10,665,697
35,264,085 21,447,739

(1,093,572,970)

{942,104,071)

705,377,109 578,927,161
361,974,047 255,136,946
55,227,899 123,728,926
29,006,985 15,688,962
6,257,100 5,758,777
6,257,100 5,758,777
35,264,085 21,447,739
(1,954,160) (1,172,014)
(12,364,764) (782,146)
(14,318,924) (1,954,160)
(78,502,293)  (75,593,841)

(57,557,132)

4,024,143

{56,100,265)

4,810,445
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AlA International Limited - New Zealand Branch

NOTES TO THE FINANCIAL STATEMENTS
FOR THE FINANCIAL PERIOD ENDED 31 DECEMBER 2018

21, DISAGGREGATED INFORMATION AND STATUTORY FUND

NZ IFRS 4 requires a life insurer to disclose disaggregated information for each life fund, as defined in the
solvency standards under the Insurance (Prudential Supervision} Act 2010.

From 1 July 2013 under the Insurance (Prudential Supervision) Act 2010 (“IPSA") AlA NZ was required to have a
statutory fund. AIA NZ statutory fund, AlA International Holdings (New Zealand) Limited ("the Statutory Fund®)
was established on 31 August 2013 and holds assets of the Branch within a Statutory Fund as bare trustee for the
purposes of meeting licensing abligations of AlA NZ.

The purpose of the Statutory Fund is to ensure that the funds received and paid out in respect of life insurance
policies are separately identifiable as being part of the Statutory Fund. The Statutory Fund’s assets were
transferred to the fund on establishment and were determined in the way that I1s compliant with the minimum
solvency reqguirement of the Reserve Bank of New Zealand.

The use of the assets was restricted in accordance with the IPSA requirements and can only be used fc meet the
liabiliies and expenses of that fund; to acquire investments to further the business of the Statutory Fund: or as
distributions, provided that solvency, capital adequacy and other regulatory requirements are met.

Disaggregated information of the statutory fund is presented in the table below.

Statutory Fund Non Statutory Fund
Investment Non-investment Non-investment
linked policies linked policies linked policies  Branch totat

As at 31 December 2018 $ 3 3 $
Cash and cash eguivalents - 4,388,616 3,807,870 7.8907 486
Investment assels 6,257,100 140,245,621 14,031,599 160,534,320
Insurance contract (liabilities) / assets (6,257,100) 34,463,011 20,351,221 57,657,132
Other assets - 59,682,617 4,384,320 64,068,937

- 238,790,865 51,275,010 250,065,375
Lizbilittes other than insurance coniract Fabililies - 113,841,479 11,191,356 125,032,835
Retained profits attributable to head office - 124,949,386 40,083,654 165,033,040

- 238,790,865 51,275,010 290,065,875
Premium revenue from insurance contracts " 148,973,721 22,627 821 171,601,642
Qutwards reinsurance expense (net of commissicen) - (44,030,633) - (44,030,633}
Investment income 360,476 6,386,689 417,388 7,164,553
Fee and other income - 21,340 - 21,340
Claims expense (200,616} (81,126,203) (14,248,460} (95,575,278)
Reinstrance recovery revenue - 55,155,587 - 55,155,587
Management and sales expenses - (80,339,043} (5,041,264) (85,380,307)
Movement in insurance contract liabiliies (498,323) (16,859,475} 6,449,895 (10,907,903)
Profit before taxation {338,463) (11,818,018} 10,205,480 {1,950,999)
Incoms lax expense 100,833 (345,331) 1,621,166 1,376,768
Profit after taxation for the pariod {439,396) {11,472,687} 8,584,314 (3,327,767)

Investment linked business is business for which the insurer issues a contract where the benefit amount is directly
linked to the market value of the investments held in the particular investment linked fund. Non-investment linked
business is insurance business other than investment-linked business.
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AlA International Limited - New Zealand Branch

NOTES TO THE FINANCIAL STATEMENTS
FOR THE FINANCIAL PERIOD ENPED 31 DECEMBER 2018

21. DISAGGREGATED INFORMATION (CONTINUED)

AlA Statutory Fund

Non Statutory Fund

As at 30 November 2017

Cash and cash equi;.'alents
Investment assets

Insurance coniract {liabilities) / assels

Other assets

Liabilities other than insurance contract liabilities

Retained profits attributable to head office

Premium revenue from insurance contracts
Outwards reinsurance expense (net of commission}
Investment income

Fee and other income

Claims expense

Reinsurance recovery revenue

Management and sales expenses

Maovement in insurance contract liabitities

Profit before taxation

Income tax expense

Profit after taxation for the year

22, OWNERSHIP AND TRANSACTIONS WITH RELATED PARTIES

a) Immediate and ultimate controlling party

Investment Non-investment Non-investment
Iinked policies linked policies linked policies Branch total
$ H] $ $

- 6,577,281 8,081,200 14,658,481
5,758,777 150,023,320 5,000,233 161,782,330
{5,758,777) 38,957,715 22,901,327 56,100,265
- 46,600,711 4,030,585 50,631,276

- 242,159,027 41,013,325 283,172,352

- 105,510,794 9,300,751 114,811,545

u 136,648,233 31,712,574 168,360,807

- 242,159,027 41,013,325 283,172,352

- 124,775,552 18,147,272 142,922,824
- (35,538,282) - (35,538,282)
336,921 8,150,558 88,8561 8,576,340

- 19,848 13 198,861
(52,110} (59,305,025) {11,094,937) {70,452,072)

- 27,815,377 - 27,815,377
- (70,462,422) {4,453,944) (74,916,366)
(286,844} 8,084,475 1,095,859 8,893,490
(2,033} 3,539,881 3,783,124 7,320,972
94,339 4,336,564 14,228 4,445,131
(96,372) {796,683) 3,768,886 2,875,841

AlA International Limited - New Zealand Branch is a branch of AIA International Limited, whose immediate holding
company is AIA Company Limited, whose ultimate holding company is AIA Group Limited a company
incorporated in Hong Kong and listed on The Stock Exchange of Hong Kong Limited.

b) Transactions with related parties

The Branch entered into transactions with its related pariies in the normal course of business. The aggregate
amount of income and expenses arising from these transactions during the reporting period with the related

parties are as follows:
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AlA International Limited - New Zealand Branch

NOTES TO THE FINANCIAL STATEMENTS
FOR THE FINANCIAL PERIOD ENDED 31 DECEMBER 2018

22, OWNERSHIP AND TRANSACTIONS WITH RELATED PARTIES (CONTINUED)

31 December 30 November

2018 2017
$ $

Parent
AlA International Limited
Share based compensation 136,521 (145,143)
Data processing 28,197 37,237
Other administrative fees 1,499,941 996,031

1,664,659 588,125
Fellow subsidiaries of the ultimate holding company
(i) New Zealand
AlA Financial Services Network Limited
Commissions 801,457 1,081,581
Reimbursement of various expenses and other payables 749,411 277,345

1,550,868 1,358,926
Sovereign Services Limited

Reimbursement of various expenses and other payables (1,319,340) -
(ii) Overseas

Data processing 1,041,125 1,162,028
Investment service and administration fee 272,182 276,043
Actuarial fees 1,232,986 1,136,622
Reinsurance premiums 29,131,878 9,544,252
Reinsurance commission income (30,887,106} {13,600,941)
Reinsurance claims recoveries (7,229,567) (1,037,891)
Other administrative fees 1,153,582 745,185

For balances with related parties refer to notes 18 "Other Financial Liabilities” and 8 "Loans and Receivables”,
All transactions were based on normal commercial terms and conditions. Amounts owing to/ffrom related parties
are interest-free and payable on demand.

c) Key management personnel compensation

Key management personnel (KMP) are those persons having authority and responsibility for planning, directing
and controlling the activities of the Branch directly or indirectly. KMP includes executive members of the Branch.

During the period ending 31 December 2018, executives in AlA Australia performed certain functions for the
Branch. The compensation to these executives is paid by AlA Australia, which makes no recharge to the Branch,
From 1 July 2018, executives in AIA Sovereign Limited and the Branch performed certain functions for both
entities. Cross charges were done for the net cost between AlA Sovereign Limited and the Branch and is included
above under Reimbursements of various expenses and other payables in note 22 (b){i). The compensation for key
management personnel disclosed helow excludes executives from AlA Sovereign Limited as they are not on the
payroll of the Branch.

31 December 30 November

2018 2017
3 $
The compensation for key management personnel during the periodfyear was as follows:
Salaries and other short term benefits 1,993,645 2,041,621
Terminations 682,661 944,248
Share based compensation 136,521 (145,143}

2,812,827 2,840,726

B,
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AlA International Limited - New Zealand Branch

NOTES TO THE FINANCIAL STATEMENTS
FOR THE FINANCIAL PERIOD ENDED 31 DECEMBER 2018

23. OPERATING LEASES

31 Becember 30 November
2018 2017

$ $
Future operating non cancellable lease commitments on premises and assets leased are as follows:

Period from balance date payable:

Not later than one year 688,905 1,159,761
Later than one year but not later than five years 2,408,148 3,249,577
Over five years 918,038 156,286

4,015,091 4,565,624

Operating lease payments represent the future rentals payable for premises and assets leased under current
leases. These |ease agreemenis have varying terms, escalation clauses and renewat rights.

24, CAPITAL COMMITMENTS

There are no material capital commitments at reporting date (2017: nil).

25. CONTINGENT LIABILITIES

There are no material contingent liabilities at reporting date (2017: nil).

26. EVENTS OCCURRING AFTER BALANCE DATE

There were no events occurring after batance date that required adjustment to or disclosure in the financial
statements (2017:nil}.
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Independent auditor’s report
To the Directors of ATA International Limited

We have audited the financial statements of AIA International Limited — New Zealand Branch (the
Branch) which comprise:

¢ the statement of financial position as at 31 December 2018;

e the statement of comprehensive income for the 13 month period then ended;

o the statement of changes in equity and head office account for the 13 month period then ended;

e the statement of cash flows for the 13 month period then ended; and

o the notes to the financial statements, which include a summary of significant accounting policies.
Our opinion

In our opinion, the accompanying financial statements of the Branch, present fairly, in all material
respects, the financial position of the Branch as at 31 December 2018, its financial performance and its
cash flows for the 13 month period then ended in accordance with New Zealand Equivalents to

International Financial Reporting Standards (NZ IFRS) and International Financial Reporting
Standards (IFRS).

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (New Zealand) (ISAs
NZ) and International Standards on Auditing (ISAs). Our responsibilities under those standards are
further described in the Auditor’s responsibilities for the audit of the financial statements section of
our report.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our opinion.

We are independent of the Branch in accordance with Professional and Ethical Standard 1 (Revised)
Code of Ethics for Assurance Practitioners (PES 1) issued by the New Zealand Auditing and Assurance
Standards Board and the International Ethics Standards Board for Accountants’ Code of Ethics for
Professional Accountants (IESBA Code), and we have fulfilled our other ethical responsibilities in
accordance with these requirements.

Our firm carries out other services for the Branch through an assurance engagement over the solvency
return. The provision of these other services has not impaired our independence as auditor of the
Branch. In addition, certain partners and employees of our firm may deal with the Branch on normal
terms within the ordinary course of trading activities of the Branch.

Pricewa terhouseCoopers, 188 Quay Street, Private Bag 92162, Auckland 1142, New Zealand
T: +64 (9) 355 8000, F: +64 (9) 355 8001, www.pwe.com/nz
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Our audit approach

Overview

statements are free from material misstatement.

Overall Branch materiality: $1.5 million, which represents approximately
1% of average premium revenue from insurance contracts for the past three
financial reporting periods.

Materiality
We chose average premium revenue from insurance contracts because, in
our view, it is a key financial statement metric used in assessing the
performance of the Branch and is not as volatile as other profit and loss

gty measures, and is a generally accepted benchmark for life insurers. The 1% is
based on our professional judgement, noting that it is also within the range
of commonly accepted revenue related thresholds.
Key audit
Tmatters We have determined that there are two key audit matters:

e Measurement of insurance contract assets and associated liabilities
arising from reinsurance contracts

e Operation of financial reporting Information Technology (IT) systems
and controls

Materiality
The scope of our audit was influenced by our application of materiality.

Based on our professional judgement, we determined certain quantitative thresholds for materiality,
including the overall Branch materiality for the financial statements as a whole as set out above. These,
together with qualitative considerations, helped us to determine the scope of our audit, the nature,
timing and extent of our audit procedures and to evaluate the effect of misstatements, both
individually and in aggregate on the financial statements as a whole.

Audit scope

We designed our audit by assessing the risks of material misstatement in the financial statements and
our application of materiality. As in all of our audits, we also addressed the risk of management
override of internal controls including among other matters, consideration of whether there was
evidence of bias that represented a risk of material misstatement due to fraud.

We tailored the scope of our audit in order to perform sufficient work to enable us to provide an
opinion on the financial statements as a whole, taking into account the structure of the Branch, the
accounting processes and controls, and the industry in which the Branch operates.

Key audit matters

Key audit matters are those matters that, in our professional judgment, were of most significance in
our audit of the financial statements for the 13 month period. These matters were addressed in the
context of our audit of the financial statements as a whole, and in forming our opinion thereon, and we
do not provide a separate opinion on these matters.
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Key audit matter

contracts

As at 31 December 2018 the Branch has
insurance contract assets of $57,557,132
(30 November 2017: $56,100,265) and
insurance contract liabilities arising from
reinsurance contracts of $14,318,924 (30
November 2017: $1,954,160).

The Directors’ valuation of these balances
involves complex and subjective
judgements about future events, both
internal and external to the business, for
which small changes in assumptions can
result in a material impact to the
measurement of these balances.

We considered this a key audit matter due
to the subjective judgements made by the
Directors around the key actuarial
assumptions used in determining the
balances. These key actuarial assumptions
represent best estimate assumptions at
reporting date and include:

e Expected cost of providing benefits
and administering the insurance
contracts, likely lapse rates of policies
by policyholders, mortality and
morbidity rates, initial and renewal
expenses, investment expenses; and

e Long term economic assumptions
including discount rates and inflation
rate.

Further, the Directors perform a liability
adequacy test (at individual related
product group level) to ensure that any
deficiency in the measurement of
insurance contract liabilities are
appropriately recognised at the reporting
date. This involves a comparison of the
amount of insurance contract liabilities
against the estimated future cash flows
calculated based on best estimate
assumptions. Any deficiencies in the
measurement of insurance contract
liabilities are recognised through the
statement of comprehensive income.

How our audit addressed the key audit matter
Measurement of insurance contract assets and associated liabilities arising from reinsurance

Together with PwC actuarial experts, we:

Assessed the reasonableness of the key
assumptions including those for cost of
providing benefits and administering the
insurance contracts, lapse rates of policies by
policyholders, mortality and morbidity rates,
initial and renewal expenses, investment
expenses, discount rates and inflation rate.
Our assessment of the assumptions included:

o Obtaining an understanding of the
controls in place to determine the
assumptions;

o Examining the approach used by
management to derive the
assumptions by applying our industry
knowledge and experience; and

o Challenging the key assumptions used
by management against past
experience, market observable data (as
applicable) and our experience of
market practice.

Assessed the valuation methodologies used by
applying our industry knowledge and
experience to compare whether the
methodologies and changes to those are
consistent with recognised actuarial practices
and expectations derived from market
experience.

Checked the calculation of the liability
adequacy test and assessed the outcome in
order to ascertain whether the insurance
contract liabilities are adequate in the context
of a valuation on best estimate assumptions at
reporting date.

Policy data is a key input to the actuarial estimates.
Accordingly, we:

Evaluated the design effectiveness and tested
the operating effectiveness of controls over
underwriting and policy administration
processes;
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Key audit matter

How our audit addressed the key audit matter

Measurement of insurance contract assets and associated liabilities arising from reinsurance

contracts

Refer to the following notes in the
Branch’s financial statements: Note 2(v)
and (w) for related accounting policies,
Note 2(aa) for critical accounting Refer to
the following notes in the Branch’s
financial statements: Note 2(v) and (w)
for related accounting policies, Note 2(aa)
for critical accounting judgements and
estimates, Note 19 and Note 20.

e Tested the completeness and accuracy of data
between source and actuarial valuation
systems; and

e Tested the completeness and accuracy of data
between source and

o Assessed a sample of premiums received
during the 13 month period to confirm that
they were supported by appropriate
documentation and approved within delegated
authority limits.

We have no matters to report from the procedures
performed.

Operation of financial reporting Information Technology (IT) systems and controls

We focused on this area because the
Branch’s operations and financial
reporting processes are heavily dependent
on IT systems, including automated
accounting procedures, IT dependent
manual controls and controls preventing
unauthorised access to systems and data.

The Branch’s controls over IT systems
include:

e The framework of governance over IT
systems;

e Program development and changes;

e Access to process, data and IT
operations; and

e Governance over generic and
privileged user accounts.

Our procedures included evaluating and testing the
design and operating effectiveness of certain controls
over the continued integrity of the IT systems that are
relevant to financial reporting.

We also carried out direct tests, on a sample basis, of
system functionality that was key to our audit testing in
order to assess the accuracy of certain system
calculations, the generation of certain reports and the
operation of certain system enforced access controls.

When we noted design or operating effectiveness
matters relating to IT systems and application controls
relevant to our audit, we performed alternative or
additional audit procedures. This involves a
combination of the following procedures:

o Testing mitigating controls;

e Investigating to determine that the exception
has not been exploited;

e Validating the appropriateness of transactions
associated with the identified exception;

e Determining whether key programs have
changed during the period under audit; and

o Increasing sample sizes for our substantive
test of details for the relevant attributes.
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Responsibilities of the Directors for the financial statements

The Directors are responsible, on behalf of the Branch, for the preparation and fair presentation of the
financial statements in accordance with NZ IFRS and IFRS, and for such internal control as the
Directors determine is necessary to enable the preparation of financial statements that are free from
material misstatement, whether due to fraud or error.

In preparing the financial statements, the Directors are responsible for assessing the Branch’s ability
to continue as a going concern, disclosing, as applicable, matters related to going concern and using
the going concern basis of accounting unless the Directors either intend to liquidate the Branch or to
cease operations, or have no realistic alternative but to do so.

Auditor’s responsibilities for the audit of the financial statements

Our objectives are to obtain reasonable assurance about whether the financial statements, as a whole,
are free from material misstatement, whether due to fraud or error, and to issue an auditor’s report
that includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee
that an audit conducted in accordance with ISAs NZ and ISAs will always detect a material
misstatement when it exists. Misstatements can arise from fraud or error and are considered material -
if, individually or in the aggregate, they could reasonably be expected to influence the economic
decisions of users taken on the basis of these financial statements.

A further description of our responsibilities for the audit of the financial statements is located at the
External Reporting Board’s website at:

https://www.xrb.govt.nz/standards-for-assurance-practitioners/auditors-responsibilities /audit-
report-2/
This description forms part of our auditor’s report.

Who we report to

This report is made solely to the Directors of AIA International Limited, as a body. Our audit work has
been undertaken so that we might state those matters which we are required to state to them in an
auditor’s report and for no other purpose. To the fullest extent permitted by law, we do not accept or
assume responsibility to anyone other than the Branch and the Directors of ATA International Limited,
as a body, for our audit work, for this report or for the opinions we have formed.

The engagement partner on the audit resulting in this independent auditor’s report is Karl Deutschle.
For and on behalf of:

Wiraslagmetionies

Chartered Accountants Auckland
13 March 2019



To the Directors of AlA International Limited ~ New Zealand Branch

Appuointed Actuary’s Section 78 report

Review of actuarial information in, or used in the preparation of, financial statements

I am the Appeinted Actuary of AIA International Limited — New Zealand Branch {“AlA New Zealand”).

I have reviewed the actuarial information used in the Financial Statements and the calculation of the Solvency
Margin for AlA New Zealand.

AlA New Zealand relies on an actuarial model that is managed by AlA Australia. AlA New Zealand provides the
inputs of data and assumptions and also performs review on the outputs,

The scope of the review was the actuarial inputs to the financial statements, including the actuarial Notes to
the Accounts and preparation of the 2018 Financial Condition Report for AlA New Zealand. My opinion on the
financial position of AIA New Zealand is formed on the basis of the Audited Financial Statements of AlA New
Zealand. | have investigated the financial position of AJA New Zealand only,

| have no other relationship with AIA New Zealand other than that of Appointed Actuary.

No limitations have been placed on me during the review of actuarial information and all information and
explanations have been provided as required for my investigation, having appropriate regard for the size and
nature of the business of AIA New Zealand.

in my opinion and from an actuarial perspective, the actuarial information used in the preparation of the
financial statements has been appropriately used and the actuarial information contained in the financial
statements has been appropriately included in those statements.

in my opinion and from an actuarial perspective, at 31 December 2018 AlA New Zealand is maintaining the
required solvency margin under the Insurance {Prudential Supervision} Act 2010.

e

Carofine Bennet

Appointed Actuary

Fellow of the Institute of Actuaries of Australia
27 February 2019
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Income Statement

$ millions

Revenue
Premium revenue from insurance contracts
Less' Qutward reinsurance expenses

Net premlum revenue

Reinsurance commission
investment revenue
Other revenue

Total Revenue

Expenses
Claims expense
Less Reimsurance recoveries

Nat clalms eXpense

Other operating expenses
Life insurance contract liabilities - Increasef{decrease)
Lsfe Investment contract tiabilities - (daerease)

Tofel Expenses

Profit before taxatlon

Taxation expense

Profit after taxation and comprehensive Income for the perlod/year

Note

10
21
24

13 menths to 12 months to

31 December 30 November
2018 2017
536 143
{ 260) {56}
276 a7
789 21
il 8
B -
1,084 it6
320 |
(144} {28)
76 43
250 74
648 {9}
{22) -
1,052 108
32 8
26 5
& 3

Statement of comprehensive income

$ millions

Net profit after taxaflon

Total comprehenslve Income

13 months te 12 monihs to
31 December 30 November
2018 2017

5
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Statement of financial position

$ miliions

Assets

Cash and cash equivalanis

Trade and other receivables
Financial assets at fair value through profit or loss
Current taxation asset

Liabilities ceded under reinsurance
Derivative assets

Plant and equipment

Intangible assets

Policyholder assets

Other assaets

Retirement benefit surplus

Total assets

Liabilities

Trade and other payables

Derivative liabilities

Life investment conlract hablitles

Life insurance confract liabilities

Other financial abililies

Employee benefit obfigations

Liabilifies arising from rensurance contracts
Deferred taxation fiabllity

Tatal labllitles
Net Assets

Shareholders’ Equity

Head office account

Contributed capital

Retzined earnings

Total shareholders® equity

Total Habilities and shareholders! equity

The Board of Directers authorised these financial staternents for issue on § Apri} 2019

Director

Note

22
3t
21
2

20
21
25

26

31 December

30 November

208 2017
369 &
133 20
1,582 162
9 2
33
a4 .
i5 1
531 [
58 56
1 1
1 -
3136 264
161 28
2 .
646 -
26
2 5
4 5
723 2
605 55
2,169 a5
367 169
164 68
620 -
183 1
967 169
3,136 264

These statements are to be read in conjunction with Lha notes on pages & to 55 and the Independent Auditor's Reporl on pages 56 and 57,
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Statement of changes in equity and head
office account

Total
Head offlee  Contributed Retalned Shareholders!

$ millions Note aceount Capital Earnings Funds
For the 13 months ended 31 December 2018
Balance &l beginning of vear 168 - 1 169
Acquisition of Sovereign - 1,080 172 1,252
Net profit after taxation (4} - ic )
Total comprefiensive income 164 1,080 183 1427
Share buyback 26 - {460) - {460)
Balance as at 31 December 2018 164 620 183 967
For the year ended 30 November 2017
Balance at beginning of year 165 - 1 66
Profit after taxation 3 - - 3
Total comprehensive income 168 - 1 169
Balance as at 30 November 2017 168 - ) 169

A

Pwe

AlA International LLd - Mew Zealand 3

. 'Theée:slatements are to be readn conjunction with #he notes on pages 6 to 55 and the Independent Audior’s Report on pages 56 and 57



Statement of cash flows

S millons

Cash flows from operating activities
Cash was provided from:
Premium and deposit premium receipts
Dividend receipis
Interest receipts
Reinsurance receipts
Management fees snd commission receipts

Cash was applied to:
Claims, surrenders and maluriies payments
Commission payments
Payments ta suppliers and employees
Tax payments
Remsurance premiums

Net cash flows from operating activities

Cash flows from investing activities
Cash was provided from:
Cash balances acquired on acquisition
Proceeds from sale of sacurities

{ash was applied to:
Purchase of securities
Purchase of plant and equipment
Purchase and developmant of intangible assets
Net seitlernent of foreign exchange contracts

Net cash flows from Investing activities

Cash flows from financing activities
Cash was applied to:
Share buyback

Net cash flows from financing activitles

Summary of movements in cash flows
Net increase/(decrease) in cash and cash equivalents
Add: cash and cash equivalents at beginning of year
Cash and cash equlvalents at and of year

Thése 'ité"ie‘menls afe to be read In conjunction with ihe notes on pages 6 (o 55 and the Indegendent Audior's Report or pages 56 and 57,

13 months to 12 months to
31Dacember 30 November
Note 2018 2017
543 143
‘r -
36 8
842 25
2 -
1,430 176
365 68
T4 -
172 &8
g -
197 32
817 168
613 8
461 -
304 22
765 22
557 34
1 1
) 1
1 -
565 36
200 (i4)
460 -
460
(460) -
as3 {6)
16 22
369 16

b
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Statement of cash flows (continued)

12 months to 12 months {o
31 Decembar 30 November
S millions Note 2018 2017
Reconclilation of net profit after taxation to net cash flows from operating
activitles
Net profit after taxatlon G 3
Non-cash Items inciuded In net profit after taxation
Amaorbisation and depreciation 4 2
Net realised and unrealised gaing 34 [§}]
Non-cash dividends received (3} -
Deferred Tax 1 4
Lile insurance contract habilties recognised in the Income Staterent - increasef{decrease} 649 {8}
Life investment contract lizbilities recogrised in the income statment - {decrease) {23} -
662 {3)
Movements In assets and llablfitles - Working Capital relatling to Operating Acitivities
Trade and other recgivables ~ increase (51) (3}
Employee benefit obligations provisions - {(decrease)increase f(}] 1
Other Assets - (decrease) - [¢)]
Net income tax hiability - increase 16 -
Trade and ofher payablas - increase 24 4
QOther tinancial katilities - (decreaselincrease [7:4) 4
Life invesiment coniract liabilities recogrised in the statement of finencial
position - (decrease) (41}
Other insurance liabifities movement - inerease z 3
(55) 8
Net cash flows from operating activities 813 8
‘ Thgsg statements are to be read in conunchicn with the nolss on pages &to 55 and the independent Audilor's Report on pages 56 and 57. E}WQ
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Notes to the Financial Statements

For the 13 months ended 31 December 2018

1 General iInformation

AlA Internaticnat Limited-New Zealand {the Group) comprises the New Zealand Branch of AJA International (the Branch), AfA
Financial Services Network Limited (FSN), AlA International Holdings (New Zealand) Limited (Holdings), plus AfA Sovereign Limited
and its subidiaries (Soveraign). AIA International Limiled (AIAl) is domiciled i1y Bermuda and 1s the parent entity of Sovereign. The
ulbmate parent entity is AlA Group Lirnited (AIAGL) domiciled in Hong Kong. The Group is in the business of providing life and heaith
insurance products within New Zealand, The financial statements are for the New Zealand based operations of the Group.

For the purposes of complying with Generally Accented Accounting Practice in New Zealand (NZ GAAP), the Group is a {or-profit
entity. AIA Infernational Limited Is an overseas company registerad under the Companies Act 1993,

Acquisition of AIA Sovereign Limited

On 21 September 2017, the Commonwealth Bank of Australia (CBA} announced the sale of 100% of its ife Insurance businesses in
Australia and New Zealand, of which AlA Sovereign Limited and its subsidiaries {Sovereign) is a part, to AlA International Limited, a
subsldiary of AIA Group Limited (AJAGL) for AUD $3.8 bilfion The sale agreement includes a 20-year distribution agreement with
AIAGL for the provision of fife insurance products to CBA and ASS Bank customers in Australia ahd New Zealand. The New Zealand
sale completed on 2 July 2018.

Accordingly, these financial statements include for the first time the financial activity of Sovereign.

Change in Financial Year End Date

In February 2018, the board cf Directors of AlAl resolved to changs ATAl's financial year-end date from 30 November to 3t
December, The Branch. FSN and Heldings have aligned their reparling dates ko those of ALAL Accordingly, the current financial
period-end date of the Branch is 21 Decernber 2018, in conjunction with this change the financial mformation presented in thase
financial statements covers a thirteen {13) month period from 1 Decemnber 2017 to 31 Decernber 2018 (the period) for the current
period and i twelve (32) menth period from 1 December 2016 to 30 Novernber 2017 (the year) for the prior perlod.

Sovereign changed its financial year end date to 31 December, from 30 Juns o align its financial year end date with that of AfAL
These financial statements reflect the results for the period from the date of acguisition to 31 December 2018,

Registered Office
The registered office for AJA International Limted - New Zealand 1s:

AlA House

74 Taharoto Road
Takapuna Auckland 0622

The Directors do not have the power to amend these financial statements onca issued.

Fh
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Notes to the Financial Statements

For the 13 months ended 31 December 2018

2 Statement of Accounting Policies
Statement of significant accounting policies

The aggregated financial statements have been prepared in accordance with Generally Accepted Accounting Practice in New Zealand
(NZ GAAP} and comply with International Finangial Reporting Standards {IFRS) and the New Zealand equivalents to International
Financial Reporting Standards (NZ IFRS), other New Zeatand accounting stondards and authoritative notices that are applicable to
entities that apply NZ IFRS, as appropriate for for-profit entities,

The linancial staterments have been prepared in accordance with the Companies Act 1993 and the Financial Reparting Act 2013,

Comparative infermation has been reclassified or restated to ensure cansistency wilh presentation in the current reperting period.
These reclassifications and restatements have no impact on net profit after taxation.

There are no new or revised NZ IFRS applicable for the first time for the financial pericd beginning on or after 1 December 2017 that
would have a material impact to the Group.

The followaing new standards refevant to the Group have been 1ssued. The Group does not intend to apply thase standards until their
elfective dates.

o NZIFRS 9 Fnancial Instruments addresses the classification, measurement and recegnifion of financial assets and financlal
lighilittes. The complete version of NZ IFRS 9 was 1ssued in September 2014, It replaces the quidance 1n NZ 1AS 39 Financial
Instrurnenis: Recognition snd Measurement that relates io the classification and measurement of financlal instrurnents. This
standard will apply to the Group from 1 January 2019,

NZ [FRS @ retains but simplifies the. mmxed measurernent mode! and establishes three primary measurernent categories tor
financiaf assets: amortised cost, fair value through ather comprehensive income and fair value through orofit or foss. The basis of
classification depends on the entity's business model and the contractual cash flow characteristics of lhe flinancial asset. There i5
now a new expected credit losses model that replaces the incurred toss impairment medel for financial assets used in NZ 1AS 39,

NZ IFRS  relaxes the requirements for hedge effectiveness. and requires an economic relationship between the hedged itern and
hedging instrument, and for the ‘hedged ratio” to be the same that Is used by management for risik management purposes. The
standard is effective for the Graup's reporting period beginming on't January 2019. Early adoplion 15 perrmttad.

o NZIFRS15 Revenue from Coniracts with Cusfomers addresses recoqgnition of revenue {rom contracts with customers. It replaces
the current revenue recognition guidance in N7 1AS 18 Revenue and N2 1AS % Cansfruction Confracts and is applicable to all
eniities with revenuz fram contracts with customers. It seis out a five-step model for revenue recognition to depict the transfer of
promised geods or services to customers In an amount that reflects the consideration, to which the entity expects l¢ be entitled In
exchange for those goods or services. This standard is effactive for the Group's reporting periods beginning on or after ) January
2019. Early adoption is permitted. The Group has assessed the effect of adopling NZ IFRS 15 on its financial statements, deeming
the impact to te low, Jmplementation of NZ IFRS 15 will have no impact on existing revenue recognition process; hawever. it will
recuire addittonal disclosures and changes in presentation for investment linked products. This standard will be applied by the
Group from 1 January 2019

For the purpeses of preparation of this consolidated financial statements, NZ IFRS 15 15 adopted but the implementation has had
minimal impact on the financial pesition as only a small portion of Its revenue is within the scope of the new standasd given most
of AlA Sovereign's revenue recognition is determined under IFRS 4 Insurance Contracts.

o NZIFRS16 Leases replaces the current guidance m NZ IAS 17 Leases, Under NZ IFRS 16, a contract Is, or contains, a lease if the
contract conveys the right to control the use of an identified asset for a period of time in exchange for consideration. NZ IFRS 16
now requlres a tessee o recognise a lease fiabilily reflecting future lease payments and a ‘right-of-use (ROW) asset’ for virtuatly all
lease contracts. included is an optional exemption for certain short-terrn leases and leases of low-value assets; however, this
exemption can only be apphied by lessees. This standard is effective for reporting periods beginning on or after 1 Janvary 2019.
Early adoptien is only permitted following adoption of NZ IFRS 15 Revenue from Coniracts with Cusforners. The Group has
assessed the effects of adapting NZ IFRS 16 on its financial statemants as low,

NZ IFRS 16 requires lessees to recognise most leases on their balance sheet. Lessees are required {o inthally recognise a lease
liability for the cbligation to make lease payments and ROU asset for the right te use the underlying asset for the term of the
tease term. The lease liahillty is measured at the present value of ihe fease payment to be made over the leasa term. The asset
will then be subject to depreciation, while interest will be recognised on the lease liability over the lease term,

NZ IFRS 16 prescribes two transtional methods for lessees Lo implersent the new standard. Under the fulirefrospective approach,
lessees must restate comparative information. Under the cumulative catch up approach, lessees do not need to restate
comparative information, but are required to adjust the opening value of equity for the eccumulative effect af initially applying NZ
IFRS 15 2t the initiat date of application, If this method is adopted, a numsber of more specific transitional requirements and
oplional reliefs also apply.

Al
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Notes to the Financial Statements

For the 13 months ended 31 Decembear 2018
2 Statement of Accounting Policies (continued)

General Accounting Pollcles {continued)
The transitional appreach adopted by the Group will be aligned with that taken by the parent company at Lhe time of adeption,

o NZIFRS Y7 /nsurance Conlracts was issued in Aug 2017 as a replacement for NZ IFRS 4 Jnsurance Contracts and is mandatory for
financial years commencing on or after 1.Jan 2021 It requires a current measurement model where astimates are re-measured
each reporling perlad. Contracts are measured using the building blocks of:

- discounted probability-welghted cash flows

+ an explicit risk adjustment, and

- a contractual service margin (CSM} representing the uneamed profi of the contract which is recognised as revenue over the
coverage period

The standard allows a chorce between recognising changes i discount rates either in the income statement or directly in other
comprehensive income. The cheice is Ikely 1o reflect how insurers account for their financial assets under NZ [FRS S, An optional,
simplified premium allocaticn approach is permitted for the liabliity for the remaining coverage for shorl duration contracts,
which are often written by non-life insurers.

There is a modification of the general measurement model cailed the *variable fee approach’ for certain contracts written by life
insurers where policyholders share in the returns from underlying ifems, When applying the variable fea approach the entity's
share of the fair value changes of the undertying items Is Included in the contractual service roargin. The resuits of insurers Using
this model are therefore likely to be fess volatile than under the general model.

The new rules will affect the financial statements and key performance incicators of all entities that lssue insurance contracts or
investment contracts with discretionary participation features, The Group is currently assessing the effect of adopting NZ IFRS 17
on its financial statements.

Basls of Preparation
The measurement base adopted is historical cost, modified by the fair value measurement of financia instruments, inciuding derivative
contracls, at fair value through the income staternent,

The financial statements have been prepared in accordance with New Zealand Equivalents to [nternalional Financlal Reporting
Standards (NZ IFRS). The financial staternents also comply with Internaticnal Financial Reporting Standards (IFRS).

Accounting palicies are selected and applied in a manner which ensures that the resulting financial information satisfies the concepts of
relevance and reliabliity, thereby ensuring that the substance of the underlying transactions or other evenis is reperted. Tha
eccounting policies adopted are consistent with those of the previous financial year

These financia! statements are prepared in accordance with the falr value basis of accounting with certain exceptions as described in
the accounting policies below and the functional and presentation currency is New Zealand dollars (NZD) rounded o the nearest dollar.

The Branch has changed its financial year end from 30 November to 3 December to align with AlAL These audited financlal staternents
are for the thirteer-month period ended 3t December 2018 (the period”), whereas the comparative period presented Is for the twelve-
manth period ended 30 Novernber 2017 {'the year'), Therefore, the periods presented are not anfirely comparable,

In previcus years the Branch has prepared a set of financial staternents that disclosed both the consolidated Branch, AlA Financiat
Service Network Limited and AlA international Holdings (New Zealand} Urnited accounts, as weil as disclosing the Branch only financlal
statements for comparison. In the current year, this set of financlat staternents, as a result of the acquisition of the AlA Sovereign
Lirnited and its subsidiaries on 2 July 2018 by AlA International Limiled, are aggregated financial statements comprising the Branch,
FSN and Holdings, plus AlA Sovereign Limited and its subsidiaries for the 13-month period ended 31 December 2018. These financial
statements represent the aggregated operations of AlA Internaticnal Limited in New Zealand.

Principles Underlying the Conduct of Insurance Business

The Insuranee eperations of the Group comprise the selling and administration of contracts which are classified as either Insurance
contracts or investment contracts.

Insurance conlracts

An insurance contract is defined a5 a contract under which one party {the mnsurer) accepts significant insurance risk from another
party {Lhe policyholder) by agreeing to compensaie the poiicyholder if a specifiad uncertain future event (insured event) adversely
affects the policyholders,

Insurance contracts involve the acceplance of significant insurance risk. Insurance risk is defined as significant if, and only if, an insured
event could cause an insurer fo pay significant additional benafits in any scenario, excluding scenarios that lack caramercial substance
{Le. have no discernible effect on the economics of the transaction). Insurance contracts include those where the insured benetit is £
payable on the occurrence of a specified event such as death, injury or disabifity caused by accident or itlness. The Insursd benefit is
either not linked or only partly linked to the market value of the investment held by the insurer, ard the financial risks are substantially
borne by the insyrer,

Investment contracls n%

‘ Ar_w products sald by the Group that do not meet the definition of an investrent contract are classified as investment contracts. pwc
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Notes to the Financial Statements

For the 13 months ended 31 December 2018
2 Statement of Accounting Policies (continued)

Principles Underlying the Conduct of Insurance Business fcontinaed)

Investmenl contracts include investment-inked contracts where the benetit arnount is directly tinked to the market value of the
investments held, While the underlying assets are registerad in the name of the insurer and the investment-linked policyholder has
no direct access to the specific assets, the contractual arrangemants are such that the investment-linked policyholder bears the

risks and rewards of the nvestment performance. The insurer derives fee incorne from the administration of investrrent contracts.

Critical zccounting estimates and judgemants

Preparaton of financial statermnents requires management to make estimates and assumnptions that sffect the amounts reported in
the financial staternents and accornpanying noles. Note 3 cutlines Information on the Group critical accountmg estimates and

judgements.
Presentatlon cusrency and rounding

The functional and presentation currency of the Group is New Zealand dollars, All ameounts are presented m millions, unless

olherwise stated.

Speclfic accountlng policies
Accaunting policles hiave been consistently applied to 21l periods presentad, unless otharwise stated.

(a) Basls of consoildation

Where AlAl have determined that there is a capacity to control, the Group financial statements consolidale the AIAL financisl
statements of a parent and all Its subsidiaries using the acquisition method of consolidation. Control exists when AlAl is
exposed. or has rights, 1o variable returns from its involverent with the investee and has the abllity to affeck those raturns
through its power over the investee. Subsidiaries are consohdated from the date on which control is transferred to AlAf and
are no longer consolidated from the date that control ceases. AlAl has 100% ownership of each of its subsidiaries (refer note

13}. There are no substantial removal rights and it has controlling economic interests,

All infragroup balances and lransactions have been eliminated in nreparing the consolivated financial statements.

The cost of an acquisition is measured as the fair value of the assels transierred, the ligbilities incurred, and the equity
interests issved by the Group. The excess of purchase cansideration over the fair value of identifiable net assets acquired is
recorded a5 gocdwill, except m the case of acquisitions of entities under cornmon contrel, where the dilference is recorded

dicectly in equity.
Goodwill on Acquisition

Following initial recagnition, gocdwill on acquisition of a business combination is not amortised but is tested anrually for
impairment, or rmore regularly where an indication of smpairment exists. If any such indication exists, the asset's recoverable
amount is estimated, and an impairment loss is recognised imemediately in the Statement of Comprehensive (ncome,
Irmpairment losses on goodwill are hot reversed. For the purposes of impairment testing, goodwill is sllecated to cash
generating units or groups of units, based on hiow goodwill Is monitored by managemeni. A cash generating unit is the
smallest identifiable group of assets that generate independent cash [llows. Gains and losses on the disposal of an entity

include the carrying value of goodwill relating to the entity sold.

Group Companies Acting as Trustee or Manager of Superennuation Schemes

As at the batance date, the Group provides investment management services for the Sovereign Superannuaticn Retirernent
Fund (SSRF). The assets and lisbilities of SSRF are not included In the Group financial statements as there is no capacity to

conirol.

{b} Forelgn eurrency translation

All foreign currency monetary assets and lizbiihies are translated to New Zealand currency at the exchange rate rtling as at

balance date.

Non-monetery assets and fiabilities denomnated in forelgn currencies, measured at fair value, are translated to New Zealand
currency at the exchange rate ruling at the dates that the values were deterrmined. Forelgn currency exchange differences

relating to securities and derivative financial instruments ase included in investment income or other income,

Foreign currency transactions ara iransiated to New Zealand currency at the exchange rate ruling at the date of the

transaction.

Eh
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Notes to the Financial Statements

For the 13 months ended 31 December 2018
2 Statement of accounting policies (continued)

(c} Revenue recognition
Revenue I recognised to the extent that ¢t 15 probable that economic Benefits wilf flow to the Group, and that the revenue ang

stage of completion of the transaction can ba reliably measured. The principal sources of revenue are pramiurn revenue and
investment income.
Fremiurm Revenue
{i} Lifeinsurance Contracts
Premiums received for providing servicas and bearing risks are recognised as ravenue on an accrual basis,

(i} Lifeinvestment Contracts
Premiums received ore split, with the fee portion recognises as revenue on an accrual basis and the deposit portion
recognised as an increase in life investment cantract liabilites.

inifial entry fae income on #ife investment contracts is recognised as reverue at the outset of the contract only If a speciic Initial
service (for which the fee refates) is provided by the Group at that time. Otherwise initsal entry fee income Is deferred as a
component of life investment contract Fabilitles and is amortisad as related services are provided under the contract.

investrment Income

interest incoma 1s recognised in the Income Statement using the effective interest method. Dividend income is recognised in the
Incorne Statement when the Groug's right of receipt is established. Realised gains and losses on financial inskruments are included
@s part of Investment income. Unreslised gains and losses from falr value re-measurement of financial instruments are aiso
included in investment income (refer to note 2(f).

Reinsurance revenue

Upfront reinsyrance commissians are initizlly recognised in the Income Statement and then deterred as liabilitles arlsing from
reinsrance contracts. This amount is then amortised aver the life of the underlylng policies, in fine with the releass of profit
margins associated with these policies, Ongoing reinsurance commission income is recognised in the period in which it is earned.
Other Revenue

Other revenue is recogmised on an accrual basis,

(d) Expense recognltion
Claims
Life insurance contract claims are recognised as an expense when a lishility has been established. Claims under life investment
contracts represent withdrawals of investment deposits and are recognised as a reduction in life investment contract liabilities.
Commission and Management Expenses
Cornmission and managemenl expenses are categorised into acquisition, investment management or maintenance costs on the
basis of a detaited functfonal analysis of activities carrled out by the Group. Expenses are further categorised into life insurance
and life Investment expenses based on new business volumes {acquisition costs) and inforce volumes (maintenance and
investment management costs),
Acquisition Costs
Acquisition costs are the fixed and variable costs of accepting, issuing and initially recording policies, including initial commission
and similar distribution cests. Acquisition costs do nat Include general growth and development costs that are not specifically
related to acquisition activity.
Acguisition Cosfs - Life insurance Confracts

Acquisitior: costs attributable to life insurance contracts are deferred as an alement of life insurance contract liabilities. These
costs are amortised over the life of the policies written. Unamortised acdisition costs are a component of the life nsurance
contract liabilities. Amortisation of acquisition costs are recognised in the income statement as a component of 'net change in
insurance confract fiabilities* at the same Hime as potley marqins are refeased.

Acquisition Costs - Life Invesinent Confracts

Cornmisston that varies with and is directly related to securing new contracts is capitalised as a deferred acquisition cost assat and
is included in intangible assets. The deferred acquisition cost asset is subseguently amortised over the life of the contracts and s
recognised in ofther operating expenses in the Income statement.

Mainfensnice and investment Management Expenses

Maintenance costs are the fixed and varizble costs of administering policies subsequent te sale and are recogrused in the income
staternent on an accrual basis. These include general growth and development cosls. Malntenance costs include all operating
costs other than acquisition and investment mansgement costs.

Investment management casls are the fixed and variable costs of managing investrent funds and are recognised in tha incorne
statement on an acerual basis.

Other Operating Expenses
Ali ether operating expenses are recagnised in the income staterment on an accruzl basis. “@1—,

pwe
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Notes to the Financial Statements

For the 13 months ended 31 Decemiber 2018

2 Statement of Accounting Policies (continued)
(d} Expense recognition (continued;

Other operating expenses also include employes benefits, tepreciation, amortisation and other management costs. Employee
benefits include salaries and wages, annuat and long service leave. annual bonuses, KiwiSaver contributions, and premiums ¢n
employee life, disabity income and medical schemes

(a) Dividend recegnition
Ordinary dividends are recegnised as a mavement m equity In the reparting period within which they have been approved,

Where a dividend is declared post reporting date, but prior to the date of issue of the flnancial statements, disclosure of the
declaration 15 made in the notes to the financial statements but no liability 15 recognised on the Balance Sheet.

{f) Flnanctal Instruments
BASIS OF RECOGNITION AND MEASUREMENT

Savereign classifies financlal instruments into ona of the following categories at initial recogmition; financial assets at falr value
through the income statermnent, held for trading, ioans and receivables, financiat liabilities at fair value {hrough the income
statement and financiat fiabilities at amortised cost. Regular purchases and sales of financial assels are recognised and
derecognised, as applicable, using trade date aceounting.

Samea of these categories require measurement at fair value, Where available, queted market prices are used as a measure of fair
value, Where quoted market prices do not exist, fair values are estimated using present value or other rearket accepted valuation
techiniques, using methods and assumptions that are based on market conditions and risks existing as &t balance date.

Financial assets that are stated at cost or amortised cost are reviewed at each balance date to determine whether there s
cbjective evidence of impairment. lrmpairment losses are calculated by discounting the expected future cash flows, at the ariginal
effective interest rate or approxmation thereot, and comparing the resultant present value with the assets current carrying
amount. An impairment loss is reversed if the subsequent Increase in fhe recoverable amount can be refated objectively to an
event occurring after the impairment J0ss was recognised. The Impairement loss 15 reversed only to the extent that the financisl
assel's tarrying amount does not exceed the carrying amount that would have been determined if no impatrraent loss had been
recognised.

Financial assets are derecogrused when the rights to recelve cash fiows fram the financlal assets have expired. Derecognition also
occurs when the rights to receive cash flows from financial assets bave been transferrad {ogether with substantially all of ther
risks and rewards. A financial liability is derecognised when the obligation under the liabifity is discharged, canceiled or expired,
FINANCIAL ASSETS AT FAIR VALUE THROUGH INCOME STATEMENT

Assets n this category are measured at fair vatue at inception and on an ohrgoing basss and include:

Securities

Securities held by li{e insurance compatues are recognised at falr value through the income statement at inception because they
back fife insurance contract liabibties or fife inveslment contract fiabilities. Gains and lesses arising from the fair vafue
remeasurement of securities areincluded as part of investmant revenue in the income statement.

Securities include equity securities, fund certificates, property securilies, fixed interest secustlies.
HELD FOR TRADING

Forward currency contracts are used to reduce Sovereign's exposure o currency movements affecting the market value of
Sovereign's investments denominated in foreign currencies.

Derivative linancial instruments are recorded at far vaiue through the income statement, based on market accepted valuztion
technigues using observable market inputs. Subsequent gains and losses arising from the fair value remeasurement of derivalive
financial instruments are recognised imenediately in investment revenue in the income staternent. All derivatives used by
Sovereign are classified as held for trading as they do not meaet the critena (or hedge accounting under NZ 1A% 39.

Sovereign recognises derivatives In the statement of financlat position at their fair value. Derivallve assets are $he falr value of
derivatives which have a positive fair value. Derivative lisbilities are the fair value of desivatives which have a nagative fair vatue.

LOANS AND RECEIVABLES

Assets in this cateqory are recognised nitially at fair value blus transaction casts and are subsequently measured at amortised
cost using the effective Interest method less any allowance for uncollectible ameunts. Loans and receivables inciude:

Cash and cash equivatants

Cash and Cash Equivalents include bank current accounts, cash on deposit and registered certificates of deposit, readily

convertible to known ameunts of cash, that are subject to an insignificant risk of changes in value, Assets in this category are at

face value and interest Is taken fo the income statement when earned. Bank overdrafts are shown within cash and cash

equivalents if the net pesttion Is an asset due to Sovereign's right to offset overdratts within its banking facility.
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Notes to the Financial Statements

For the 13 months ended 31 December 2018
2 Statement of Accounting Policles {(continued)

(i Financlal instruments {confinued)

Trade and otfier receivables

Trade and other receivables include investment receivables, amaunts due from related parties. amounts due from agents and
ather current assets, These assets are short term in nature and the carrying amount includes allowanees for impaired receivables
and therefore is considered a reasonable eshimate of fair valye.

FINANCIAL LIABILITIES AT FAIR VALUE THROUGH INCOME STATEMENT

Life investment contract liatilittes are measured at fair value, with subsequent gams and Josses arising from far value
remeasurement recagnised in the iIncome statement. Refer to note 2(k) for more details of Jife Investment contract liabilities.
FINANCIAL LIABILITIES AT AMORTISED COST

This category Includes all financial habilities other than those designated by the Group as st fair value through the income
statement, Liabillties In this categary include:

Trade and Other Payables

Trate and other payables mcludes amounts due to agents, outstanging ctaims, investment creditors, trade creditors and zccruals,
amounts due to refated parties and other payablas. Lisblfities in this category are initially measured at fair value plus transaction
costs. After initial recognition, they are measured at amortised cost using the eifective interest method,

{g) Plant and equipment
Plant and equipment are stated at cost less accumulated depreciation and Impairment losses.
The cost of property, plant and equioment less the estimated residual value is depreciated over thelr useful fives on a straight-line

basis. Depreciation of work in progress will not begin until the asset is available for use i.e. when it is in the location and condition
necessary for it to be operating in the manner intended by management. The estimated usefus lives of the major assets are;

4 Leasehold improvements and sarvices 0 -18 years
> Office equipment, furniture and fittings and corputer equipment 3-10 years
Plant and equipment assets are reviewed for impairment at least annually and whenever events or changes in circumstances
indicate that the carrying amount may not be recoverable. An asset's carrying amount is written down immediately to its
recoverable amount if the asset's carrying amount is greater than its estimated recoverable amount. Any impairment loss is
recognised immediately i the incoma statement. The recoverable amount is the higher of the asset's fair value less costs to sell
and valug in use,

(h) Intangible assets
Goodwill
Refer to {a) for details on goodwill,
internally developed software, acquired soffware licences and application soffware
The Group generally expenses computer soflware costs in the year incureed, However, some costs associated with developing
identiflable and unique software products controlled by the Group, including employee costs and an appropeiate portion of
retevant overheads, are capitalised and treated as Intangible assets when cectain criteria are met. Acouired computer software
Iicenses are capitelised on the basis thal they are costs incurred to acquire and to use specific software. These assets are
amoriised vsing the siraight-line method over their usefut lives (not enceeding five years).
Other Intengiple Assets and Deferred Acquisition Costs
Costs for the right to service policies have been capitalised and treated as infangible assets. These assets are amortised using the
straight-ine method over their useful lives. Other operating cosis (refer note 2(d)) that vary with, and are directly related to
securing new life investment policies. are capitalised as a daferred acquisitlon cost Intangible asset, and are subsequently
amortised over the life of the coniracts.
> Agency purchases 18 - 84 monihs
b Deferred acquisition costs 6+17 years
Intangible assels impairment reviews
intangible assels are assessed at an asset level when they generate independent cash inflows, otherwise they are grouped into
Cash Generating Units (CGU) for impalrment purposes. Impairment reviews are performed annually to identify events or changes
in circumstances that indicate that the carrying amount may not be recoverable, If the assel or the CGU's carrying amount is
greater than its estimated recoverable amount. lhe carfying amount of the asset or CGU is written down to its recoverable
amount. The recoverable amount is the higher of the asset or CGU's fair value less costs ta sell and the value in use, Any
impairment loss is recagnised immediately In the income staternent.

{I) Taxatlon
Tax expense for the period comprises current and deferred tax. Tax is recognised in the income statement, except to the extent
that it retates to items recognised in other comprehensive income or directly in equity. in which case, the tax is recognised in other
comprehensive Income or directly in equity, respectively
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Notes to the Financial Statements

For the 13 months ended 31 December 2018

2 Statement of Accounting Policies (continued)
1y Taxatlon (continued)

Cusrent tax is the expected tax pavable on the taxable income for the period, using tax rates enacted or substantially enacted at
balance date after taking advantage of all aliowable deductions under current taxation tegislation. It alse includes any adiusiment
to tax paysble in respect of previous financial years. Current tax is racognised as & tability {or asset) to the extent that it is unpaid
{or refundable).

Deferred fax is provided using the balance sheat lishility methad, providing for temporary differences between the carrying
amounts of assets and liabilities for financial reporting purposes and the amounts used for taxation purposes. The amount of
deferred tax provided is based on the expecled manner of realisation or settlement of the carrying amount of assels and
labilities, using tax rates enacted or substanbwvely anacted at balance date.

In accordance with NZ FAS 12 fcome Taxes, a deferred taxation asset is recognised only to the extent that it 15 probable {Le, more
likety than not} that a future taxable proft will be avalable against which the asset can be ulllised, Deferred tasation assels are
reduced to the extent that it is no longer probable that the related fax benefit will be reatised. Apy reduction is recognised in the
income statement.

Tax Habfiities and assets are transferred among group companies through intercompany accounts at the current tax rale if, and
enly If, the entities concerned have a legally enforceable right to make or receive a single net payment and the entities intend to
make or receive such a net payment or to recover the assel and settle the liability simultanecushy.

Life Insurance Tax

From3.July 2010, life insurers have been subject to a new tax regime. Two tax bases are maintained; the shareholder base which is
subject [e tax on life rsk products (premiums less claims and expenses) and net Investment income from shareholdar (unds, ang
the policyholder base which is subject to tax an net inveslment Income from policyholder funds. The life insurer pays tax on both
bases at the prevailing torperate fax rate of 28% (30 November 2017 28%). As the lfe insurer is taxed as proxy for the
policyholder. returns to policyhoiders are tax exempt.

The regime is applicable lo 2l life insurance policies, irrespective of when they were issued. However, the new regirne offers a
cencessionat tax treatment (known as a transitienal adjustment) for life insurance pelicies that were in force prior to 1 July 2010,
The impact of the transitional adjustment is that 1t effectively treats designated polities (known as grandparented policies) as
having Income tax levied on & basis equivalent to the life office base under the old tax regime. In general, grandparented status
lasted for 5 years frem 1 July 2010. However, for certan policy types. namely level term policies. the grandparented status can be
for the duration of the policy.

Goeds and Services Tax

Where a transaction 15 subject to Goods and Services Tax (GST), the financial staternents have been prepared so that all
components are slated exclusive of GST, with the exception of trace receivables and trade payables. which inciudes GST invoiced.

@ Provislons
A provision is recogrused in the statement of financial position when the Group has a present legal or consiruchive cbligation as a
result of past events: it is probable that an cutflow of resources wilt be requiced to settle the cbligation, and a reliable estimate can
be made of the amount of the ob%gation.

¢k} Life Insurance business

Statutory ebligations

The New Zealand Insurance industry is regulated by the Reserve Bank of New Zealand {RBNZ), under the insurance (Prudential
Supervision} Act 2010 (IPSA}. IPSA requires all entities carrying on insurance business in New Zealand (as defined by [PSA) Lo hold
a licence. Both the Branch and Soverelgn Assurance Company Limited (SACL, a subsidiary of AlA Soverelgn Limited) held a full
licence under IPSA. Key elements of the Insurance prudential supervision regime include minimum solvency requirements and
reqular reporting to the RBNZ, the need for direciors and other relevant officers to meet fit and proper standards, and
governance and risk rnanagement requirements.

IPSA requires that a tite insurer must at all times have at least one statutory fund in respect of its fife Insurance business, On 1 July
2013, the Branch and SACL establishad a statutory fund, that relates solely to the fife insurance business as defined by IPSA. SACL
standalone health insurance business (which is not classified as life insurance business under IPSA) and business that does not

refate to contracts of insurance are included in Other Fund. The activities of the statutary fund are reported in aggregate with the
Other Fund in the financial stataments. Further information on the statutory fund is provided in notes 27 and 33.

The Branch has a current insurer financial strength rating of AA- (Very Strong) issued by International rating agency Standard &
Poor's. SACL has an Insurer financiat strength rating of A+ {Superior) issued by international rating agency AM, Best Company
Inc. with an eftective date of 14 December 2018,

Life insurance and life invesiment conlracis - classification

The Group's life instrance business is split belween life insurance contracts and life invesiment contracts. Life insurance contracts
are accounted {for in accordance with the reguirements of NZ IFRS 4 /nsurance Coriracls, Life invesiment contracts are
accounted for in accordance with N2 145 39
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Notes to the Financial Statements

For the 13 months ended 31 December 2018
2 Statement of Accounting Policles (continued)

(ky Llfeinsurance business (contlnued)

0

Life insurance contracts are those contracts that transfer significant insurance risk. Life investment contracts are those contracis
with no significant insurance risk, but which give risa to = financlal liability under NZ tAS 395.

Contracts that contain a discretionary participation fealure are also classified as Efe insurance ¢ontracts.

The financial reporting methodology used to determine the value of life insurance contract tabilities is referred to as Margin on
Setvices (MOS), as sel out in New Zealand Society of Actuaries Professional Standard No, 20 Defermination of Life Insurance
Policy Liabilities. MoS is designed to recogmise profits on life insurance policies as services are provided to poficyholders and
incore is received. Under MoS, the planned profit margins of premium cecelved less expenses 1s deferred and amortised over the
lite of the contract, whereas losses are recognisad Immediately

Life insurance contract liabilities are calculated in a way that allows for the systematic release of planned profit margins as
services are provided to poficyhoiders and the revenues relating to those services are received, Services used to determine profit
recognifion include the cost of expected Insurance claims and annuity payments. Life insurance contract liabilities are genarally
determined as the present value of all future axpected payments, expenses, taxes and profit marging, reduced by the present
value of all future expected pramiums,

Profit Is analysed into the following categories:

(1} Plenned margins of revenues over expenses
At the time of writing a poficy and at each balance date, best estimate assumptions are used to determine all expected
fulure payments (including tax) and premiums. Where actual experience replicates best estimate assumptions, the expected
profit margins will be refeased to profit over the life of the policy.

(i) The difference between Actual and Assumed experience
Experience profits and losses are realised where actual experience differs from best estimate assumptions. Instances glving
rise to experience profits and losses inclhude variations in ciaims, expenses, mortaty, discontinuance and investment returns
(to the extent the shareholder assumes investment risk).

(iiiy Changes fo underlving assumpdions
Assumptions wsed for measuring e insurance contract liabilities are reviewed each year. Where the review leads io a
change in assurmptions, the change is deemed to have occurred from the end of the year.
The financial effect of a change in discount rates resulbing fram changes in market conditions is recognised In {he year that
the rales ara changed. The financial eftect of all other changes to assumptions Is recognised in the income statement over
the future years during which services are provided to policyholders. If, based on best astimate assumptions, written
business of & group of related products Is expected to be unprofifable, the total expected loss for that related proguct qroup
is recognised in the income statement immediately. When loss making business becomes profitable previcusly recognised
losses are reversed.

{iv} invesiment earnings on assets in excess of policy habilities
Profits are generated from investmant assels in excess of those required to meet poilcy liabilties. Investment earnings are
directly influenced by market conditions and as such this component of MoS profit will vary from vear to year,

Life investment contract liabiitics

All coniracts issued by the Group which are classified as life Investment contracts are unit linked. The tair value of a unit knked

coniract is determined using the current unit velues that refect the fair value of the financial assets backing the contract,

multiplfied by the number of units attributed to the contract holder,

Identification of Assels Backing Life Investment Copfracls

All contracts issued by the Group that are classified as Hfe insurance contracls are non linked. The assets backing unit linked

contracts are In separate investment funds from those backing non linked contracts.

Remnsurance

Contracts entered into by the Group with reinsurers all meet the definition of an insurance contrack.

As the reinsurance agreements provide for indemnification of the Group by the reinsurers against loss or fiability, reinsurance

Income and expenses are recognised separately in the Income statement when they became due and payabla in accordance with

the reinsurance agreements.

Relnsurance recoverles for clzlms are recognised as reinsurance income, and reinsurance premiums are recognised as
retnsurance expenses when they become due and payable in accerdance with the reinsurance agreements.

Ligbilities ceded under reinsurance are the present value of future reinsurance claims receivable and premiums payable by lhe
Group and have been classified as an asset. They are assessed for impairment on 3 quarterly basis.

Retirement beneflis obligations

SACL currently sponsors the Sovereign Superannuation Rekirernent Fund (SSRF) superarnuation plan for its employees and ex-
emplayees. The assets and liabilities of this plan are held independently of SACL's assels in a separate trustee adrministered fund,
The plan has both & defined benefit and defined contribution section and has been closed to new members since 0f July 2004.

Full disclosures of the defined benefit ang contribution plan a5 required by NZ IAS 19 Emplopee Benefits have not been presented
on the basis that these assets and liabilities are not material in the context of the Group's statement of financlal position,
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Notes to the Financial Statements

For the 13 months ended 31 December 2018

2 Statement of accounting policies (continued)
() Retirement Benefits Obligations (continued)
Jefined Berefil Plans
Defined benefit plans are format arrangements under which an entity provides post-employmeant benefits.

The assel recognised on the staternent of financial position in raspect of SSRF is calcufated as the present value of the defined
benefit obligation and the fair value of the plan's assets deducted. The discount rate is ke yleld at balance date on government
securities which have approximataly the same terms to maturity. Where the caleulation resuits in a benefil to the Group, the
recognised asset is limited to the present value of any future employer contributions to the plan thal can be funded from the plan
surpius.

Actuarial gains and fosses arising from the above valuation are ¢harged or credited directly to retained earnings.

Detined coniribution plans

The SSRF Defined Contribution Plan is a post-employment benefit plan under which the Group pays fixed contrititions to the plan
and will have no legal er constructive obligation to pay further contributions if the fund does not hold sufficient assels to pay all
employee benefits relating to employee service in the current and prior years,

Contributions te SSRF are recognised as an expense in the income statement a5 incurred.

Contingent labilitles

The Group discloses a contingen! liabiliiy when it has a possibie obligation arising from past events, that will be confirmed by the
occurrence or aen-occurrence of one or more uncertain future events not wholly within the Group's control. A contingent liability
15 disclosed when a present obligation is not recognised because it is not probable that an outflow of resources will be required fo
seille an chligation, or the amount of the obligation cannot be measured with sufficient reliability.

S

{m

{n} Cashflow statement
This has been prepared using the direct appreach, modified by the netting of cash flows associated with related parties and
foreign exchange forward contracts. For these iterns, the Group considers that knowledge of gross receipts and payments is not
essentisl to understanding the activities of the Group and it is considered acceplable to report only the net cash flows. This is
based on the fact that the turnover of these sterns 1s quick, the amounts are large, and the maturities are short,

(o) Seqment reporting
The Group is not required to disciose geographic or operating segment information under NZ IFRS 8 Operating Segments. On this
basis there are no disclosures relating to the Group's geographic or operating segments.

(p) Operating leases
Leases in which a significant portion of the risks and rewards of ownership are retained by the lessor are classified as operating
teases. Payments made under operating leases are charged to the income statement on a stralght-line basis over the pariod of
the lease.

{q) Head offlce accounts

Head office account refates fo profits/losses arising from the operations of the Branch. The Head oifice account is interest free
and repayable at the discretion of AlA International Limited subject to the requirements of statutory fund legistation.

3 Critical accounting estimates and judgements
In the agplicatior: of NZ [FRS, management is required to make judgments, estimates and assumptions abeut the carrying valies of
assets and liabilities that are not readily apparent from other sources. The estimates and associated assurnptions are based on
hislorical experience and various other factors that are believed to be reasonable under the circumstances, the results of which form
the basis of making the judgments. Actual results may differ from these estimates. The estimates and underlying assumpticns are
reviewed on an ongoing basis. Revisions to accounfing estimates are recognised in the period in which the estimats is revised if the
revision affects only that period or in the period of the revision periogs if the revision affecis both current and future periads, The key
aress where crifical accounting estimates are applied are noted below.

Poleyholder assets

Policyholder Assels for insurance cantracts are cornputed using statistical or mathematical methods, which are expected to result in
approximately the same values as if an individual liabllity was calculated for each contract. The assessments and computations are
made by suitably qualified personnet en the basis of recagnised actuarial methods, with due regard to relevant actuariat princmples,

The methodology takes into account the risks and uncertainties of e particular classes of insurance business written. Deferred
acquisition costs policies are connected with the measurement basis of insurance tiabilities and are equally sensitive to the factars that
zre considered in the fiability measurement,

The follawing are the key factors that impact estimation of the liabilities:

- the cost of providing benefits and administering these insurance contracts:

- mortality and morbldity experience on life insurance products, including enhancements to policyholder benefits;

- discentinuance experience, which affects the Group's ability to recover the cost of acquiring new business over the lives of the

contracks; ”gt‘_,
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Notes to the Financial Statements

For the 13 months ended 31 December 2018

3 Critical accounting estimates and judgements (continued)
- the amounts credited to policyhoiders’ accounts compared to the returns on invested assets throuoh asset-lisbility
management and strategic and tacical asset allocation,
- nterest rates; and
poticy hoider take-up rate,
Other factors including regulation, nterest rates, taxes, securities market movemerss factors, competlition and general economic
condltions affect the level of these liabilties,

The Group calculates the insurance contract fiabilities for life insurance products using a Margin on Services method, whereby the
liabihty represents the present value of estimated future profit, future policy benefits and future expenses lo be paid, less the
present value of estimated future premiums to be collected from policyholders. This method uses best estimate assumptions,
where assumptions such as mortality/morbidity. lapse and expense assurmptfons are based on actual experience modifiee as
appropriate, The Branch exercises significant judgement In making appropriate assumpfions.

Liabilives arising from rémnsurance contracts

Lisbaitles arising from reinsurance contracts ¢an be subject 1o simiiar factors to the policy liabibties, Refer to above for key factors
that impact estimation of the assets and note 4 "Actuarial policies and methods” for details of specific actuarial policies and
methods.

Deferred lax asseis

Estimating the amount of deferred tax assets arlsing Irom tax losses requires a process {hat invelves determining appropriate
provisien for income tax expense, forecasting future year's tavable income and assessing the Group's ability to utilize the tax
henefits through future earnings The Group has reviewed ils sofvency projections over future vears and consldered the expected
growth In annualized new premiums, Within the forecast period, management believe the commencement of incorne tax payments
will accur and therefare it is probable that the Group will be able to utihize the tax losses against fukure earnings, subject o
maintaining sharehalder continuity

Finzncial assets, other than those at fair value through profit or Ioss, are assessed for impairment regularly. This requires ihe
exercise of significant judgement  The Group assesses at each reporting date whether there is objective evidence that a financial
asset or a group of financial assets is impaired.

Obective evidence that a financial asset, or group of assets, is impaired includes observable data that eames to the attertion of the
Group about the foffowing events:

- significant financial gifficulty of the issuer or debtor;

- abreach of conlract, such a5 a defauit or delinquency in payments:

- significant financial difficuity of the $suer or debtor;

- itbecomes probable that the issuer or debtor will enter baniruptcy or other financial rearganisation,
- the disappearance of an active marke! for that financesl asset because of financial difficulties: or

observable data, Including market prices, indicating that there is a potential decreasa i the estimated future cash flows since
- the inttial recognition of those assets, including:

- adverse changes in the paymen! status of issuers; or
- nattonal or local economic conditions that correlate with increased default risk,

For Inans and receivables, impalrment loss 1s determined using an analyticat methed based on knowledge of each lpan group or
receivable. The methed is usvally based an historical statistics, adjusted for trends in the group of financial assets or indivicual
accounts,

lmpairment of intangible assels

For the purposes of impairment testing, intangible assets are grouped into cashrgenerating units. These assels are tested for
frpairment by comparing the carrying amount of the cash-generating unit, to the recoverable amount of Lhat cash-generating
unit. The determination of the recoverable smount requires significant judgernent regarding the selection of appropriate valuation
techniques and assumptions.

Life insurance coniract fiabillties and life investment contract fabilities

Estimates and assumptions made by the managerent refates to life insurance contract and life Investment contract Sabilitles that
affect the amounts reported in the financial staternents and accompanying notes are within note 20k).

PWE
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Notes to the Financial Statements

For the 13 months ended 31 December 2018
4 Actuarial assumptions and methods

Both the Branch and Sovereign currently operate separate life msurance and life invesiment activities. Both currently operate their
own IPSA statutory funds. The pianis to bring both insurance and investment businesses fogether into a singte operating unit in the
near future. Until this has occurred, for purposes of financial reporting and disclosure, this note wili detail actuarial assumplions and
rmethods adopted by both business units.

The Branch

The actuariaf report on insurance contract lisbilities and solvency reserves for the current reporting period was prepared as
at 31 Decernber 2018.

Carcline Bennet, Fellow of Institute of Actuaries of Austzaka, is the Appomted Actuary of the Branch. The value of insurance contract
liabilitles has been determined in accordance with Professional Standard 20 of lhe New Zealand Scciety of Actuaries. After making
appropriate chacks, the actuary was satistied as to the accuracy of the data frorn which the amount of insurance contract liabifitias has
been determined.

The vaiuation methodology and assumplions for Insurance applied for the reporting penod are as foftows: (Refar to Note 34 for
valuation methodology and assumplions of investment contracts),

Vaiuatlon methods and profit carrlers

The policies were divided intc majer product groups with profit carriers as foliows:

Major Product Groups Carrler Valuatlon method
Lump sum products - Permanent Term, Express  Claims nel of reinsurance Model office projection
i.ife, Permanant Life, Term, Total and Permanent

Disablement, Vital Care (Trauma), Goiden Life, Ex-

Alico producis

Income protection products - Disability income,
Business Continuation Cover, New fo Businass

Cover, Key Person Benefit. Disability Income Claims net of relnsurance Mode! office projection
Claims in Payment

Medical insurance products Claims net of reinsurance Model office projechon

Risks and Insurance Net applicable E;fé?: Efaﬁg,lvggﬁn‘fni:giﬁed

Valuation assumptlons

Future cash-flows are discounted using the expected rate of return on risk-free investments over the duration of the insurance
contracts. and realistic estimates of future expense, cancellation £ surrender and imortality experience,
The assumptions used are set out in the table below:

All vroducts

Discount rate, before tax, net of investrank

related expenses Sample of forward rate at duration of 10 years:

20M8: 2.84% p.a.
(2017: 3.5085 p.a)

2018: NZ Treasury shoert term rates with
interpolation for long term rates

{2017: NZ Zero Coupon Government Bond Yield and
NZ Treasury's assumed long-terrn farward rate)

Investment expenses (before tax) 20i8:0.22%
(2017:017%)
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Notes to the Financial Statements

For the 13 months ended 31 December 2018
4 Actuarial assumptions and methods (continued)

Other assumptions
Permanent Term, Lump Sum income Protection  Medlcal insurance Products
Express Life, Permanent Renewable Risk Products
Life and Golden Lije Products
Mortahty 5a% of NZ04 Mortality Table 549 of NZ04 Mortafity 5406 of NZO4 Mortality 54% of NZ04 Mortality Table for
for non-smolkers, 108% for Table for non-smolers,  Table for non-smokers, non-stnokers, 108% for smokers,
smokers, with Initial selection  1089% for smalers, with 10886 for smokers, with initial sefectlon benefiis
benefits (2017: 549, 1289) initial selection benefits.  with initial selection (2017 6495, 12898}
Real Easy Life and Real  benefits (2017 6495,
Family Protection has 128%)
additional 30% loading.
{2017: 64%,128%5)
Mortahty Yes {2017, Yes) Yes (2017 Yes) Yes (2017 Yes) Yes (2017 Yes)
improvement
tfarbicity MNil (2017 Nib) Percentage of reinsurer  Incitence and Superior Health is based on loss
risk prerniurn rates, termination rates asa  ratio, varying between 20% to
strengthening of crisis percentage of IADB9-  67.5% depending on duration.
assumgptlons (2017 93 {2017 Incidance Real Health is based an 2015
Percentage of reinsurer  and terminationrates  medical claim assumption table
risk premium rates, as a percentage of with duration factors varying
strengthening of crisis |ADB9-93) between 483196 o 102.79%
assumptions) {2017 20% to 67.5%)
Initiat expense  NA (2017 Nil} 144% {0 467% of New  51.9% of New 59.196 of New Annualised
allowance Annualised Premium Annuglised Premalum  Premium Income {API): and
(before tax) Income (API) and $443  Income {APY: and 5250.2 to 5463.0 per cover
to $205.1 per cover §224.4 per cover {2O17: 59.1%4 of APl and $250.2
(2017:14.4% to 80L1% of  {2017: 5199 of AP to $463.0 per cover)
APLand 544.1t0 $336.7  and $224.4 per cover)
per cover}
Renawai 4.3% of Annuahsed Premigm 548 Lo 11.8% of 6.2% of Annualised 8 395 of Annualised Premium
axXpenses Income (AP} and $831pa,  Annualised Premium Premium Incorne (API); Income (API): and $78.0 to
{beforelax)  escalatingat 2.0% p.a (2017 Income (APD; and $4631  and $79.8pa., 5144.4 per cover, escalating al
4.3% of APl and 3831 p.a. to $815 p.a. escalating at escafating at 2.0% pa. 2G% p.a. (2017: 8.39% of APk and
escalating at 2.5% p.a) 20% p.a. (2017:54%to  (2017: 6.2% of APk and $78.0 to Sid4.4 per cover,
1.2% of APl; and $461t0  $79.8 pa. escalating  escalating at 25% p.a)
$MSpa, escalatingat  at 2.5% pa)
2.5% p.a)
Cover 2.5% p.a (2017: 25% p.a.) 25% pa. (2007, 25% p.a.) 25% paf2017: 25%  4.5% pa. graded down to 2.5%
escalation p.ad p.a.in 3 years (2017: 45% to
2.5% p.a.)
Lapses / Based on experiance analysis, Based on experience Based on experience  Based on experience analysis,
surrenders varying betwaen 1% and %  analysis, varving between analysls, varying varying between 5.8% and 16%
depending on duration and 2% and 2595 depending  batween 1095 and 259 depending en duration and
product, with shock Japses of  on duration and product depending on duration  product (2077: 5.8% and 16%)
50%6 at full payback, then (2017; B% and 19%) and product (2617
309, 20% and 10% in the 10% and 2596)
nexi 3 years respectively
(Permanent Term) (2017: 1%
and 12%, shock lapses of
5086, 30%, 20% and 10% In
each year after the full
paybaci)
Taxrate 28% (2017; 28%) 2895 (2017: 2895) 28% (2017, 28%%) 28% (2017; 28%%)

Inflation rate

2.5% (2017: 2.5%)

2.5% {2017 259}

2.5% {2017: 2.5%) 2.59 (2017: 2.5%)

p—
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Notes to the Financial Statements

For the 13 months ended 31 December 2018

4 Actuarlal assumptions and metheds (continued)

Impact of changes in assumpiions is detailed below. There have been no other changes in valuation assumplions used from
the previous year.

{rapact of changes in assumptions

13 months fo 12 months {o
31 December 2018 30 November 2017
Insurance Profit & Insurance
Profi{ margin contract equity Profit margin  contract  Profit & equity
incresse/ Hablitty Inc‘rqe of incraase/ liability increase/
(decreasa) increase/ @ decr::se) (decrease)  increase/ {decrease}
S mititons {decrease) (dacreasa)
Interest rate change -
moverment in market rates g 5 (5) 4 1 )
Qperating assumpiions
change
Renewal Commisssion - - - 3) - .
Invesirnent management
expensas {2 - - ) -
Martality 17 - - . . -
Morbidity (6) - - - - -
Level lapse om - - - . -
inflation 3 “ - - - -
Total {69} 5 (5) 0 1 (1}

Sentivity Analysis

Impact of changes in assumptions is detalled below. There have been no other changes in valuation assumptions used from
the previous year

13 months to 12 months to
31 December 2018 30 November 2017
Insurance Insurance
contract contract
liabiity Prafit liability

increase/  increase/  increase/  Profif increase/
$ mithons (decrease)  {docremse) (decrease)  (decrease)
Base
Interest rates + 186 per annurn {149 14 (5} 3
Interest retes ~ 136 per annum 17 {i7) 8 8
Inflztfon + 186 per annura 2 {2) 3 3
Inflation - 196 per annum 1 i - -

For sensitivity on termination rates of apen disabllity income claims, insurance contract liability will not be impacted. Open
disability incorne ¢laims are included in the same Related Product Group as the disability income praducts, therefore any
changes in termination rates will be absorbed by profit margin for the disability income related product group.

Sensitivity of inflation rates are applied to projected fixed expenses, and inflation on sum insured only. The inflation rate
sensitivity Is not applled to premium and claims inflation on medical products.

There ara no other assumptions for which a change in assumption would impact profit in the current reporting period.
Maturity analysls of Insurance contracts
The table below shows the undiscounted cash flows from the model of the Branch. Cash Inflows are cornposed of gross

premiums and investrment earnings, Cash outflows are composed of claims, commissions, expenses, tax and net
reinsurance

Annia

From Dec 2018 perlod
end valuation Under 1 year 12 years 2-3 years 3-4 years 4-Syears  Over 5 years
$'m 5'm $™m $'m S'm §'m
Cash Inflows 164 155 148 142 136 2,336
.Casf outfiows (145) (133) {127 {123) (iza) {2,397
From Nov 2017 perlod end
valuation Under 1 year 1-2 years 2-3 years 3-4 years 4-5 years Qver 5 years
S'm 5'm S'm S'm S'm $'m
Cash inflows 145 137 130 124 ne 1,928 E
Cash outflows (]33] {122} (115) (108) (108) {L823) @W@
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Notes to the Financial Statements

For the 13 months ended 31 December 2018
4 Actuarlal assumptions and methods (continued)

Saverelgn

The actuarlal report on insurance contract liabilitias and solvency reserves for the current reporting periad was prepared as at 31
December 2008

Charmaine Green, Fellow of Institute of Actuaries of Australia (FIAA), was the Acting Chief Actuary of Sovereign as at 31 December
2018, After malung appropriate checks, the actuary 1s satisfied as to the accuracy of the data from which the amaunt of life
insurance, and fife investment contract ilabilities has been determined. As of the 1dth January 2019, Jack Chau {FIAA) has been
appeinted Head of Actuarlal of Sovereign.

The projection method is used to determine life insurance, and life invesiment contract liabdlities. In principle, the projection
rmethod uses expected cash flows (premiurmns, investment Income, surrenders or benefit payments, expenses) plus profit margins
to be released in future periods, to calculate the present value of contract liabilities.

Life isurance and life investment contract Iiabilitles have been determined in accordance with Profassioral Standard No. 20 of the
New Zealand Sociely of Actuaries and the requirements of NZ IFRS 4.

Key assumphions used In determining life insurance and Iife investment contract habllities are as follows:

6)]
)

€Y

b

€}

{d)

{e)

0

Discount Rates
Business Where Benefils are Confrectually Linked lo the Performance of Assets Held

The discount rates used {o determine life Insurance and life investment contract liabilities reflect the expected future gross
returns on Sovereign's current strategic assef mix, Fixed interest investments were assumed to earn 2.4% o8 and equity
investments 6.4% pa. The discount rates used for individual classes of business varied belween 2.4% pa and 3.8% pa.

Cther Business

The discount rate used to determine fife insurance conlract liabilities is a risk free discount rate. Single point discount rates
have been delermired so that the term structure of the products is taken inte account in setting the discount rate. For
annuities and risk business rates between 2.2% and 3.3%6 pa were used.

Profit Carrlers

Policies are divided Into related product groups with profit carriers and profit margins as follows:

Pollcy type Carrier
Risk Expected claims paymenis
Savings business Funds under management/investment management expense

Traditionz| participating business  Bonuses

Invastment and Maintenance Expenses

Future maintenance and hvestment expenses have been assumed at current levels In line with contractual fees set out In
agreement with Soverefgn Serwices Limited (SSL), a wholly owned subsidiary of SACL, and external fund managers. Future
inflation has been assumed to be 2.0% pa for determining future expenses and inflation finked increases in benefits and
premiums.

Taxation

The rates of taxation enacted or substantially enacted at the date of the valuation are assurmed to continue into the future,
The corporate tax rate used is 28%%. Allowance has baen made for Lhe "fair dividend rate" rules that apply to globat equities,
where tax is paid on 5% of the market value of investments. regardless of the sctual rate of investment income.

Rates of Growth of Unit Prices

Unit price growth is assumed to be equal to the assumed investrent earning rates less tax and asset based charges for each
product.

Mortality and Morbidity

Projected future rates of mortality experience are based on a proportion of the NZ97 tables. These are then adjusted by
comparing lhe standard tables with Sovereign's own experience using geometric smocthing technigues or moving averages.
Anntitant mortality is assumed to be a proportion of the PMA9Z and PMFO2 tables, adjusted for mertality improvements
prior to and after the valuation data, '

tr general, mortality assumpians are reviewed based on apnual experience studies.
There have been no changes i mertality assumptions since 2 July 2018,
For the ather business, there have been no changes in mortality assumptions since 2 July 2018.

The proportions of NZ97 adopted for the major products range Irom 479 to 563,

Projected future morbidity experience are based on & combination of reinsurers' tables, industry tables, industry experience
and internal investigations. For significant classes of businass, internal experience is compared with reinsurers' tables using
geomelric smoothing techniques or moving averages.
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Notes to the Financial Statements

For the 13 months ended 31 December 2018
4  Actuarial assumptions and methods (continued)

(f) Mortality and Morbidity (continued)
In general, morbidity assumptions are reviewed based on annua! experience studies.
There have been no changes in marbidity assumptions since 2 July 2018,

) Rates of Discontinuance

Assumphions for the incidence of withdrawal, parlial termination and transfer of pelicies 1o pad-up are primarily based on

investigations of Severeign's own experience.
Discontinuance rates were reviewed siance 2 July 2018.

Future rates of discontinuance are:

Pollcy Duration (years)
Age 1 2 3 4 5 6

As at 3% December 2018

Life rate for age <30 9% 149 16% 155 5% 14%
0-39 6% 10% 14% 13% 1286 1286
40 - 4% 7% 10% 14% 13% 12% 12%
50 ~64 8% 13% 17% 14% 1596 14%
65+ 13% 179%  23% 21% 2186 20%

Lite level to age 80 <30 16%6 138 149 139 1% 8%
30-39 2% 10% 1096 99% 8% &%
40 - 49 8% 655 79% &% 5% 4%
50 -64 G% T% 8% 6% 6%6 5%

65+ 5% 5% 7% 5% 6% 5%

Age Lite

Other Risk <30 20%
30-389 14%%
40~ 49 1%
50-~64 10%
&5+ 885

Particlpating

Savings

{h} Basis of Calculatlon of Surrender Values

7 8 4 10+

13% 13% 12% 10%
1% 1156 10% 9%
186 116 1% 10%
14% 15% 13% iZ%
20% 19% 19% 189%

8% 7% &% 6%
6% 5% 5% A%
4% 3% 3% 3%
5% 4% 4% 3%
4% 4% 4% 3%

31 December 2018
Non-Life Total

12%
1256
1%
12%
15%
3%
8%

Surrender values are set using an asset share approach and talung into consideration equity between continuing ang terminating

policyholders,
The surrender value basis has not been changed since 2 July 2018,
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Notes to the Financial Statements

For the 13 months ended 31 December 2018
4 Actuariaf assumptions and methods (continued)

() Participating business
For most participating business, bonus rates are set such that, over fong per1ods, the returns to policyholders are commensurate
with the investment returns achieved on the refevant assets, together with other sources of profit arising from this business.
Distributions are split between policyhalders and shareholders with the valuation allowing for shareholders to share in
diskributions at a maximurn allowable rate of 20%
In applyng the policyholders® share of profits to provide bonuses, consideration is given to equity between generations of
policyholders and equity betwaen the various classes and sizes of policies in force. Assumed future bonus rates included in life
insurance contract liabifities were set such that the present value of Iife insurance contract liabilities equates fo the present value
of asseis supporting the business fogether with assumed future investrment refurns, allawing for the shareholder's right to
participate in distributions,
Assumed future bonus rates per annum for the major classes of Individual participating husiness were.
31 Decembor
2018
Ex-Colonial policies Bonus rate on sum assured 0.20%
Bonus rate on existing bonus Q.20%
Ex-Prudential policies Bonus rate on surn assured 0.25%
Bonus rate on existing bonus 0.25%
Ex-NZI pohicies Bonus rate on sum assured 0.13%6
Bonus rate on existing bonus 0.25%
Ev-Metropoiitan life policies Bonus rate on sum assured 0.00%
Bonus rate on existing bonus 0.00%
Investment account policies Crediting Rate 2,65%
() Impact of Changes In Assumptions

Refer to note 2(k} for an explanation of the treatment of changes in actuarial assumptions on fife insurance contract ligbilities.
The impact of ¢hanges in actuarial sssumplions made during the reporting period are:

Effect on Future Profit Effect on Life Insurance

$ millions Margins Confract Liabliitlos

For the perfod ended 31 Pecember 2018 3 Pecember 2018 31 December 2018
Market related changes to discount rates 23 18
Mortality and marbidity 30 .
Discontinuance rates - -
Maintenance expenses 3 1
Reinsurance* (477) -
Other assumptions {5 -

The implementation of a new reinsurance treaty has adversely impacted on future profil margins.

*This refates o the impact from the reinsurance treaty entered into by the Group during the pericd,
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Notes o the Financial Staterﬁemts

For the 13 montis ended 31 December 2018
S Sources of profit

13 months to 12 months te

31 Becember 30 November
$ milons 2018 2017
Life Insurance
Planned margins of revenues over expenses 29 10
Cifference between actual and assumed experience (23) (12}
Effects of changes in underiying assumptions {in -
Reversal / {recognition) of future expected losses 1) -
Net profit after taxation arising from iIfe Insurance contracts (6) (2)
Life investment
Planned margins of revenues over axpenses 3 -
investrnent earnings on assets in excess of insurance contract lizbilities [ 5]
Net profit after taxatlen arlsing from life Investment contracts 9 6
Sharenolder investment earnings 4
Total underlylng Joss)/profit after tax 7 4
Adusted for:
Unrealised (gain)/fioss from financial assets (1} 1
Discount rate change effect on instirance contract liakilities {16) {5)
Falr value and discount rate chonge effect affer tax (17} {4)
Reduction in deferred tax on insurance contract liabilities - current period 16 3
Net profit after taxation atiributed to shareholders & 3

6 Premium revenue

13 months {o 12 months to

31 Decembor 30 Novembey
S millions Note 2018 2017
Life insurance contract premiums 535 143
Lite investment contract deposit premiums and fae income 10 "
Total premlums 545 143
Less' Deposit premiums recognised as an increase In [ife nvestment centract
fiabillties 21 (9} -
Total premium Inceme 536 143
Less. Reinsurance expense {260) {56}
Total net premium income 276 a7

7 Investment and Other Revenue
13 months {o
31 December

12 months to
30 November

$ mitllons 2018 2017
Dividends 6 -
Realised and unrealised losses {43) -
Total equity securlties and fund certificates (37) -
Dividends 1 -
Realised and unreaiised losses (3)

Total property securltios 2)

Interest e i23 7
Realised and unrealised gains 8 1
Total fixed Interest securltles and cash A6 8
Realised and unrealised gains 4 -
Total darlvatives 4 -
Total Investment revenue 1 8
Other revenus

Invesiment fae 3

Total other revenue B "
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Notes to the Financial Statements

For the 13 months ended 31 December 2018
8 Reinsurance Commission

13 monthsfo 12 monthsto
31 Dacember 30 November

S miflions Note 2018 2017

Intial commission
Ongoing commissian
Tetal Relnsurance CommIsston

725 .
64 21
789 21

Sovereign entered into a new reinsurance ireaty arrangernent on 2 July 2018, subsequent ko the acquisition by AIA International
Limited. Under this reaty, Sovereign received an upfront reinsurance commission af $725mil, and ongoing commission of $25 mil for

the six month period to 3ist December 2018,

9 Claims expense

S millions Mote

Death, disability and medical claims

Maturities

Surrenders

Annuities

Total claims

Less: Clalms recognised as a decrease in life investrent contract liabilities 2
Total claims expense

Less: Reinsurance recoveries

Total net clalms expense

10 Other operating expenses

Life insurance contracts Life Investment contracts

B monthsto Rmonthsto 13 monthsto 12 months to

13 months to 12 months to
31 December 30 November

2018 2017
294 59
15 .
51 12
2 -
362 i
(42) -
320 Kl
(144} (28)
176 43
Total

12monthsto 12 monthsto

31 D,eéei;nber 30 November 31 December 30 November 31December 30 November

$ millions 2013 2017 208 2017 2018 2007
Inlttal commission &0 30 - - &0 30
Other acquisition expenses 49 16 1 - 50 16
Polley acquisitlon cxpenses 109 46 1 - 110 46
Renewal commission 55 8 1 - 56 8
Other maintenance expenses 81 20 1 - 82 20
Poiley malntenance expensos 136 28 2 - 138 28
Investment management expense: 1 - 1 - 2
Total iife expenses 246 T4 4 - 250 74
Totat other operating expenses 250 74
Included above:
Qperating lease expenses 3 1
Amortisation of intangible assels 2 1
Depreciztion 1 -
Empioyee benefils expense
Wages and salaries 58 17
Defined contributicn plan expense 2
Fiduciary expenses i
Group service faes 1 1
Sales and marketing related 5 4
Data Processing 3 4
Professional fees (exciuding paid o auditors) 2 3
Medical administrative expenses 2 1
Gther administrative expenses g 4
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Notes to the Financial Statements

For the 13 months ended 31 December 2018
1 Auditor's remuneration

12 months to 12 months to
3 December 20 November
$ thousands 20i8 2017

PricewaterhouseCoopers (PwC) is the appointed auditor of he Group for the current and prior vear.
Fees paid to PricewaterhouseCocpers are as follows:

Fees for the sudit of {inancial statemenis 969 204
Assurance and agreed upon procedures over solvency return 62 9
Other assurance services refated to the acquisition of the Group 582 -
Agreed upon procedures related to reinsurance 72

{r the year ended 30 November 2017, PWC performed other services meluding tax consulting advice and tax due diligence services
with respect to the Branch. The ¢osisin relation Lo these services (except for solvency return) were barne by AlA International Limited
- Australia,

12 Taxation
3t December 30 November

5 millions Note 2018 2017
Current taxation expense 4 -
Deterred taxation expense 25 22 5
Total taxatlon expense recognised In the Income Statement 26 5

The taxation expense on AlA N2 ref profit before taxation differs from the theoretical amount that would arise using the domastic
rate as foftows.

Net profit before taxatlon 32 8
Income tax at the current rate of 28% (2017 289%) 9

Investrent income adjustments 13 -
imputation and PIE tax credit adjusiments {2)

Movement in investrment coniract liabilities and adjustments (8)

Movement in insurance contract liabitities, reserves and adjustments 10 -
Other non-deductible expenditure and permanent differences 3 3
Prier perled adjustments 1 -
Total taxation eupense recognised In the Income Statempnt 256 5
Weighted average effective tax rate B2% 60%

13 Imputation credit account

Companies may atiach imputation credits to dividends paid, which represent the New Zealand tax already paid by the company or tax
group on protfits. New Zealand resident shareholders may claim a tax credit to the value of the imputation credit attached to dividends.

The Group has formed an imputation group with eligible members of the MA NZ Group {ICA Group). The closing balance of imputation
credits available to alt members of the ICA Group as at 31 December 2018 1s $7 million {30 November 2017 nif). This amount includes
imputation credits that will arise from the payment of the provision for income tax and from the receipt of dividends recognised as
receivables as al the reporting date, and imputation debits that will arise from the payment of dividends recognised as payables as at
the reporting date.
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Notes to the Financial Statements

For the 13 months ended 31 December 2018

14 Cash and cash equivalents

15

16

$ millions

Cash at bank and on deposit
Foreign currency deposits
Total cash and cash equivalents

Securities

$ mitllons

Equity securities and fund certificates
Fixed interest securities
New Zealand government stock
Corperate bonds
Foreign government stock

Tofal fixed interest securities
Property securities

Total securities

31Dacember 30 Novernber
2018 2017
387 16
2 .
369 16
31 Decembar 30 November
2018 2087
604 -
1,036 1
" 151
107 -
1,314 162
&4
1,982 162

As st 31 Becember 2018 no wvestments were pledged under repurchase agreements or ather arrangements (30 November 2017
nii. A maturity analysis for equity securilies, fund cerfificates, and property securibies has not been presented because these
investments are liquid assets and Ehe timing of realisation is not known,

Fixed Interest Securities

Maturity analysls

Under one year

Between one and Ewo years
Between two and three years
Between three and four years
Bebween four and five years
Greater than five years

Investments in subsidiaries

AlA internabional Limited has an interest in the follawing entities;

Entity Nama

ARA International Limited - New Zeafand Branch
AlA International Holding (New Zealand) Lim#ed

AlA Financlal Services Netwaork Limited
AlA Soverelgn Limited

Sovereign Assurance Cormpany Limited
Soverelgn Services Limited

Sovereign Superannuation: Trustees Limited

Westside Properiies Limited

Sovereign Superannuation Funds Limited*

k)

180
100
100
100
100
160
160
100
100

Neture of Business

Life Insurance

Holding company

Insurance brokerage

Halding company

Life insurance

Administration services
Trustee company

Asset leasing

Asset management company

a4 23
20 58
76 5
20 20
497 13
657 43
1314 162

Baiance Date

31 Becarmber
31 December
31 December
31 Decernber
3 Decernber
31 Dacember
31 December
31 December
31 Decernber

On 2 July 2018 AlA International Limited acquired 100% of the issued capital of AlA Severeign Limited and its subsidaries from the

Commonweaith Banit of Australia.

All entities were incorporated in New Zealand.

*Sovereign Superarnualion Funds Limited ceased frading during the period, and was de-registered from the New Zealand Company

Register on 30 Janusry 2015,
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Notes to the Financial Statements

For the 13 months ended 31 December 2018

17 Trade and other recelvables

31 December 30 November

$ millions 2018 2017
Recewvables from Policyholidars 23 3
Loan receivable 1 1
Loans and recoverables from Pollcyholders 24 4
Bue from brokers and mbermediaries 82 3
Impairment provision {2) (2}
Recelvables from brokers and Intermadlaries a0 1
Reinsurance recoveries 22 12
Recelvable from reinsurars 22 12
AlA Reinsurance Limited - 1
Recelvables from related partles - i
Accrued interest 2 2
Investment Receivables 8

Other Assets T -
Other receivables 27 2
Tota! foan ond recelvables 133 20

Anelysed as:

Current 132 19
Noen current 1 1
133 20

The Branch

Included in loans and receivables balance are debtors with a carrying amount of § 2,854,498 (2017: $2,629.295 ) which are past
due at the reparting date for which the Branch has not provided as there has not been a significant change in credit qualty and
the arnaunts are still considered racoverable.

Agelng past due recelvable

1- 30 days 2 1
31-90 days 1 -
01- 365 days - 1
Over 365 days - 1
Total 3 3
Provislon for Impalrment of recelvables from brokers and Intermedlarlas
Opening balance 2) (2}
Closing halance 2 2}
Andlysed as:

Currenl 2} (2)
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Notes to the Financial Statements

For the 13 months ended 31 December 2018

iB Intangible assets

The Group has goodwill of $507 miilien (30 November 2017 SN for which the cash generating unit 15 the life insurance and life
frvestment business, being for the acquisition of AlA Sovereign and it's subsiclaries on 2 July 2018,

The recoverable amount for |be life Insurance and investment business is based on fair value calculations. The market value
estimate has been used in assessing excess market value over net tangible assets of the Group.

No impairment losses were recognised agamst the carrying amount of gocdwill for the year ended 31 Decernber 2018.

31 December 30 November
$ millions 2018 2017

Purchased computer sofiware

Cost
Cpening balance z2 2
Disposals {2} -
Closing Balance - 2

Accurnulated amortisation
Opening balance {2 (2)
Disnosals . 2 -
Ciosing Balance - (2)
Net Book Value -

Software develepment

Cost .
Opening balance a6 2
Additions 5 1
Transfers fram work in progress 1 -
Disposats (1} -
Closing Balance 41 10

Accumulsted amortisation
Opening balance {23) )
Amortisalion charge [u; [4}]
Disposals 1 -
Ciosing Balance ) {23} (5)
Net Book Volue 18 5

Life investment contract deferred acquisttion cost

Cost
Openitg bafance 6 -
Cioslng Balance 3] -

Accumulated amortisation
Amortisation charge . {1 -
Closing Batance 1] -
Net Book value 5 -

~ Work In progress

Cost
Opening balance 1 1
Additlons 1 1
Transfer to internally developed soflware {i) (1)
Closing Balance 1 1
Net Bonk Value 1 1
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Notes to the Financial Statements

For the 13 months ended 31 December 2018
18 Intangible assets {continued)

31Pecember 30 Navember

$ miflions 2018 2017
Goodwift
Cost
Opening balance 507
Closing Balance 507
Net Book Value 507 -
Other Intanglble assets
Cost
Cpening balance 1 -
Closing Balance 1 N

Accumulated amortisation

Opening balance (1) -
Closing Batance (i) -
Net Book Value - . -
Teotal Intangible assets 53 6

No Impairment losses were recognised against the carrying amount of other intangible assats for the period ended 3§ December
2018 {30 November 2017 $nilk
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Notes to the Financial Statements

For the 13 months ended 3t December 2018

19 Plant and Equipment
31 Decamber 30 November
$ millions 2018 2007
Furniture, fittings and offlce Equipment
Cost
Gpening balance 43 2
Additions 1 H
Disposais {2} -
Closing Balance 42 3
Accumulated Depreciation
Opening balance (28) {2)
Depreciation charge [{3] -
Disposals 1 -
Closing Bafance (28} (2}
Net Book Vafue 14 1
Computer equipment
Cost
Opening batance 10 2
Addittons 1 -
Closlng Balance ] 2
Accumudated Depreclation
Opening balance {10) {2)
Closing Balance {103 {2)
Net Book Value 1
Total net book value of property, plant and equipment 15 1

20

Employee benefit obligation

31 December

30 Movember

5 milllons 28 2017
Employee Entitlemnents 4
Total employee beneflt obfigations 4
Analysed as:
Current 4 5
4 5

Retirement benefits surplus
Actuarial gains and losses are recognisad in full each vear.

SSRF s a superannualion scheme with a defined benefit section and a defined contribution section. The last full triennia!
actuarizl review was completed in 2096. The next triennial actuariat review is scheduled for 31 March 2019

S millions 2018
Reconciliation of amounts recognised In the statement of financlal position

Present value of funded obligations (3)
Fair value of fund assets 9
Surplus 6
Adjustment for lamit on the use of net assets * {5)

Total retirement beneflt surplus (Inclusive of specified
superannuatton contribution withholding tax)

3t December

* SSRF's estimated net assels at 31 December 2018 ware $9 million, but a large part of the value of
the surplus assets cannot be brought into the employer's financial staternents, This Is because SSL is not expected to be gbla
to make use of all the surplus assets for its future employer contributions due to the current size of SSRF™s membership.
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Notes to the Financial Statements

For the 13 months ended 31 December 2018
21 Policyholder Liabilities (Assets)
The following disclosures refate to the Branch's recognised policyholder assets;

31 December 30 November

$ milltans 2018 2017
Opening Insurance contract ifabliltles 21 20
Moverment in msurance contract Habilities - Insurance contracts 10 9)
Movement in insurance contract labilities - Investment contracts 1 -
Mavemeant through income statement 32 {9}
Mavement in deferrad tax 3 10
Closing Insurance contract fabilities 35 2l
Closing Insurance contract ifabliftles contaln the following components:
Insurance contracts
Fulure premiums {1,093} {942)
Future poficy benefits 705 579
Future expenses a2 255
Planned rargin 58 124
Insurance centract labllities 29 16
Invastment contracts
Future Insurance contract benedits & 5
Investment contract liabllitles & &
Net Insurance contract Habllittes Including deferred fax and relnsurance 35 22
Assets/(llabilitles) arilsing from relnsurance contracts
Balance at1December (2) n
Movement thraugh income statement {13} (1)
Bolance at 31 December / 30 November as) (2}
Deferred tax {78} {76)
Total Insurance contract {assets)/ flabllitles excluding deferred tax and relnsurance (58} (56)
Analysed as:
Current 4 5
Non current (62) (61)

(58) (56)
Life insurance and life investment contract liabilities

The following disclosures relate to Sovereign's recognised life (nsurance and life investment contract habilities
Life Insurance confracts Life Investment contract

flabHitles
§ miltons 31 December 2018 31 December 2018
Reconclilation of movemants in policy liabiiltes
Bafance at the beginning of the period 73 110
Decrease In liabilities recognised in the mcome statement,
excluding reinsurance and deferred fee income reserve 47 (22)
Investment confract fees - {8}
Decrease in deferred fee income reserve racognised in the
Income statement - 0
Deposit prermium recognised as an increase In policy liablhties - [+
Claims recognised as a decrease In policy fiabilities - {42)
Total pollcy Habllitles 26 546

Life Insurance contracts
Betweon Greater
Under one and than

5 milllons one year five years flve years Teotal
Expected reallsatlon materlty analysls
Expected reallsation of policy Uabilities as at 31 Decembar 2018 (26) {194} 246 26

The maturity value of life investment contract lighilitias is determined by the fair value of the linked assets at maturity date. Refer to

note 35 for a contractual maturily analysis of life investrment contract liabilities.
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Notes to the Financial Statements

For the 13 months ended 31 December 2018

Life insurance and life Investment contract Habilities (continued)

The following table provides information on the net of liabllities ceded under reinsurance, $33mil and liabilities arising from reinsurance

cantract, 5708mil,

S millions
Liabtfitles ceded uader relnsurance
Balance al the beginning of the period

Decrease in llabilities ceded under reinsurance recognised in the

Income Statemeni
Total lfabllities ceded under reinsurance
Maturity analysls

Under one year
Greater than one year

$ milllons
Pollcy llabllitles related to quarantees

Palicy llabilities with a discretionary participation feature

Vaiuatlon of poilcy llabllities

Cash flows net of tax:

Future policy benefits

Future bonuses

Future expenses

Future planned rnargins of revenue aver expenses
Future premiums

Unvested policyholder benefits

Deferred tex gross up

Total pollcy Habliltles

Life insurance contracts
3 December 2018

10
(685)

Ltfe Investment contracts
31 December 2018

(675)

(38}
{637}

-

(675)

Life Insurance
contracts

3t December
2018

664

8,606
41
3402
1326
(12,866)
2
{555)

26

Life investment contract policy flabitities with an investment performance guarantee at 31 December 2018 were 56 million

LIfe Insurance contract flabliitles future net cash Inflows

Under one year
Between one and {ive years
Greater than five vears

151
512
2,615
3,278

The table above shows the estimated timing of undiscounted fuiure net cash flows resulting from life Insurance contract liabilities. This
includes estimated future surrenders, clairms and maturity benefits, and bonuses, affset by expected future premiums and reinsurance
recoveries, Al values are undiscounted to the reporting date using the assumed future investment earning rate for each product.

Reconcfllation of amounts recognised within the Income Statement to Infarmation within the above note

$ mitfions
Life insurance contract Habllitles

The Branch
Movement in insurance contract liabilities

Soveralpn

Movement iri insurance conlract tiabilities excluding reinsurance and deferred fee income reserve

Movement in liabllities ceded under reinsurance

Life investment canfract ltablilties

The Branch
wMovement In investment contract fabilities

Soverelgn

Moverment in investment contract liabilities excluding reinsurance and deferred fee Income reserve

Movemnent in deferred tee incomne reserve

31 December 30 November
2018 20017
10 9
&7} -
685 -
648 9
! -
(22)
@ =h,
(22) .
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Notes to the Financial Statements

For the six months ended 31 December 2018

22 Trade and other payables
31 December

$ miilians 2018 30 November 2017
Cutstending claims 65 8
Expense creditors 13 -
Prepaid premiums 1 1
Employee benefits 9

Investrent creditors 5

Agent balances ] .
Amounts due to reinsurers 35 12
Amounts due to related parties il

Other payables and accruals 5 7
Total trade and other payables 161 28

As at 31 December 2018 all trace and othar payables have an expacted seftlement date of less than 12 months. with the exception
of 52m long term employee benefits (30 Novernber 2017 SN,
A malurity analysis of current and non-current financial iiabiities is presentad in note 36.

23 Share based compensation

Buring the peried ended 31 December 2018, AlA NZ made further awards of restricted share units (RSUs} to certan employees,
directors and officers under the Restricted Share Unit Scheme (RSU Scheme) and the Employee Share Purchase Plan (ESPP).

RSU Scheme

Under the RSU scheme, the vesting of the granted RSUs Is conditional upon the eligible participants remaining in employment with
the Group during the retrospective vesting periods, RSU arants are vested either entirely after a specific period of lime or in
tranches over the vesting period. If the RSU grants are vested in franches, each vesting tranche is accounted lor as a separate
grant for the purpeses of recognising lhe expense over the vesting perrod. For cartain RSUs, performance conditions are also
attached which include both markel and non-market conditions. RSUs subject to performance conditions are released ko the
employees at the end of the vesting period depending on the actual achieverment of the performance conditions. During the
vesting period, the eligible parlicipants are not entitled to dividends of the underlying shares. The maximum number of shares that
can be granted under the scheme 15 301,100,000 representing approximately 2.5 per cent of the number of shares on issue of
AIAGL at 31 December 2018,

Number of

. Number of Shares
. Shares
13 months to 31 12 months te 30
December November
2018 2017
Restricied share unlts
Outstanding at beqinning of financial period/year 46,592 179,834
Granled 30,918 27,490
Vested or exercised (19,966) (54,617)
Transfer in - .
torfeited or expired {26,38%) {106,115)
Outstanding at end of financlal period/year 31,155 46,592

Share Option Scheme

The cbjeciives of the Share Option (SO) Scheme 1s to align eligible participants’ mterests with those of the AJAGL sharehclders by
allowing eligible participants to share in the value created at the point they exercise their options, SO grants are vested either
entirely after & specific period of time or in tranches over the vesting period, during which, the eligible participants are required to
remain in employment with the Group. If the SO grants are vested in tranches, each vesting tranche is accounted for as a separate
grant for the purposes of recognising the expense over the vesting period. The granted share options expire ten years from the
date of grant. The fotat number of shares under aptions that can be granted under the scheme is 301,100,000, representing
approximately 2.5 per cent of the number of shares In issue of AIAGL at 31 Decemnber 2018,

Information about share optians outstanding and share options exercisable by the Group's emplovees and directors as at the end
of ihe reporting perlod is as fallows:

5B
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Notes to the Financial Statements

For the six months ended 31 December 2018
23 Share Based Compensation (continued)

Number Welghted Number of

of Share avereage Share Walghtad average
Options  exercise price Optlons exerclse price
13 months to 12 months o
31December 30 November
§ 2018 2017
Share Optlons HKDS HKDS
Qutstanding at beginning of financial period/year - - az2,21e -
Granted - - - 41,90
Exercised - - - -
Transfer cut - - {32,219} -
Cancelled - - - -
Forfeited or expired - - - -
Cutstanding at end of flnanclal period/year - - - 4.90

Share opticns exercisable at end of financial period/year - -
Weighted average remaining contractual ife (years) - -
Na share options were ctitstanding as ol 31 December 2018 and 30 Navember 2017

Employee Share Purchase Plan (E5PP)

Under the plan, eligible employees of the Graup can purchase ordinary shares of AIA Group Limited (AIAGL) with qualifisd
employee contributions and AIAGL will award ona matching restricled stock purchase unit to them at the end of the vesting
peried for each two shares purchased through the qualified emplayee contributions {contribution shares). Cantribution
shares are purchased from the open rnarkel, During the vesting period, the eligible employees must nold the contribution
shares purchased during the plan cycle and remain employed by the Group. The level of gualified employee contribution 1s
linited to not more than 8% of the annual basic salary subject to a maximum of HKSN7.000 per annum. The awarded
matching restricted stock purchase units are expected to be settled in equity. For the pericd ended 31 Decernber 2018,
eligible employees of the Group paid NZD $124,719 (30 November 2017. $85,393 ) to purchase 20,204 ordinary shares (30
November 2017: 9,847 ordinary shares) of AIAGL.

Valuation methodology

The AlA Group utilises 3 binomia fattice model to calculate the fair value of the share opiions granis, a3 Moente-Carlo
simulation meded and/or discounted cash flow technique te calculate the fair value of the RSU and ESPP awards, taking into
account the ferms and conditions upon which the awards were granted. The price volatility is estimated on the basis of
implied volatiity of the AIAGL’s shares which Is based on an analysls of historical data since they are traded in the Stock
Exchange of Heng Kong and takes into consideration the historical volatility of peer companies. The expected Iife of the
options is derived from the outputl of the valuation model and is calculated based on an analysls of expecied exercise
behavior of the Group's employees, The estimate of market condition for performance based RSUs is based on one-year
historical data preceding the grant date.

ESPP Restricted
S Losbn o Restijcted stock purchase
Year erided 31 December 2018 Share optlons © shafe units units
Risk-free interest rate 2.33% 21196 1.35% = 2.27%
Volatitity 20.00% 20.00% 20.00%
Bividend yieid 1.50% 1.50% 1.80%
Exercise prica (HK$) N/A - -
Option life {in years) N/A - -
Expacted life (in years) N/A - -
Weighted average fair value per option / unit at measurerment date {H¥ - g 61.97
ESPP Resfricted
Restricted stock purchase
Year enced 30 November 2017 Share optlens  share unlts unlts
Risk-free interest rate 145% 0.83% 0.68% -1.29%
Volatility 20.008% 20.00% 20.00%
Dividend yield 1.80% 180% 1.80%
Exercise price (HKS) NIA N/A N/A
Option fife {in years) N/A N/A N/A ﬂ
- Expecied life (in vears) N/A N/A NfA
Welghted average fair value per opltion / unit at measurement date (Hk NIA 37.64 W@
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Notes to the Financial Statements

For the 13 months ended 31 December 2018

23 Share Based Compensation (continved)

The weighted average share price for share option valuation for grants made during the period ended 31 December 2018 is not
applicable as ail the options were forfeited. {2017 HKS$4190),

Recognised compensation cost

The total recognised cormpensation cost (net of expected forfeitures) related to various snare-based compensaticn awards

granted under the RSU Scheme and ESPP tor the peried ended 31 December 2018 is $153,152. (30 November 2017 $(145,143)). No
compensation cost was recognised in 2018 or 2017 for the SO Scheme.
24 Directors and Key Management Persennel

31 December 30 November

§ miilions 2018 007
Short term employee benefits 7 2
Diractors fees -

Terminations 1 1
Share based compensation (refund)/payrents - -
Total diractors and key management persanne! compensation 2] 3
Provisions for shorl lerm benefits 2

Provisions for long term benelits 1 -

Key management personnel are defined as members of the executive leadership tearn,

Executives in AtA Austrahia perform certain functions for the Group The compensation to these execuhives is paid by AlA
Australia, which makes no recharge to the Group.

Information n relation to Share based compensation for Directors and Key Management personnel is disclosed in note 23.
25 Deferred Taxation Liability

3iDecember 30 November

$ millions 2018 2007
Balance at beginning of year 583 50
Recognised in the income statement 22 5
Recognised in shareholders’ equity - -
Total deferred taxation flablilty 605 55
Deferred taxation relates to:

Life Insurance and life investrent contract liabilities 631 76
Losses available for offset against future taxabie income (28} (21}
Other = .
Total deferred toxatlon Habllity 605 55

Deferred toxatlon recognlsed In the Income statement:

Life insurance and life investment conlract liabilites 28 n
Lasses avatlable for offset against future taxable incoma (8) (&)
Gther 2 -
Total deferred taxation recognised In the Income statement 22 S

Deferred tax on policybolder liabifities

Paticyhelder liabilities represent the net present value of estimated future cash flows and plerned profit margins. Using tha
margin on services methodology, planned after tax profit margins are recognised In the income statement over the periad
services are provided o policyholders, A deferred fax liability for the Group of $631 m (2017 $76m) included in the deferred tax
lizbllities balance represents taxable tempdrary differences which are implicitly embedded within policyholder liabilities.

The Group bas recognised a deferred tax asset resulting from tax losses in the period. The Group has debermined that it is
probable that taxable profits will be avaitable against which the tax losses can be utilised in the future subject to shareholder
continuity being Imaintzined
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Notes to the Financial Statements

For the 13 months ended 31 December 2018
26 Contributed Capital

December
$ millions 2018
Issued ordinary share capltal
Balance al beginning of year -
Acqguisition of Soveraign 1,080
Share buyback {460)
Balance af end of year 620

Share capltal consisis of 30,000,000 ordinary shares pakd to 100 and 105,000,000 ordinary shares paid to $10.00 and
10,000,000 unpatd ordinary shares, On 31 August 2018, {he Company brought back 61.830,000 shares for $460,000,000; being
$7.44 per share. Share capital at 31 December comprises 73170000 ordinary shares paig to $8.47 and 10,000,000 unpaid
crdinary shares.

All ordinary shares have equal voting rights and share equally in dividends and surplus on winding up.
Mo dividend was paid during the year ended 31 December 2018 {30 November 2017 SNl

Share capltal is represented by 10 ordinary shares of AlA FSN issued and fully paid. All crdinary shares rank equally with one vote
attached to each fully paid share. Ordinary shares have no par value.

27 Capital Management
Soverelgn
the ablectives of Sovereign with regard to the maragement of capital adequacy are

(1 mainkain a level of targat surplus fer SACL which creates a butfer over minlmum regulatory capital while stiif aftowing for
eificient use of capital

(iiy mantain a strong capital base to cover the inherent risks of the business; and

(iil} support the future development and growth of the business to maximise sharehelder valus,

The SACL Board has ultimate respensibility for compliance with the solvency standard and managing capital. The SACL Board
approves the capilal policy and minimurn capital levels and limits, Minimum capital levels are set based on mairitaining a lerget
surplus in excess of solvency margin requirements under the Solvency Standard for Life Insurance Business issued in accordance
with IPSA. Under is licence, the RBNZ requires 1o hold a solvency margin of at least SO (30 June 2017 $0)} for each life fund.
SACL operates two life funds; the Statutory Fund and the Other Fund.

if the SACL Board has reasonable grounds to believe that a fallure te maintain a solvency margin In either life fund is likely to
occur at any time within the next 3 years, the likely failure must be reported to the RBNZ as soon as is reasonably practicable,
Compliance with these requirements is a continuous obligation. As a minimum. calculations must be undertaken twice a year, at
six monthly intervals, and reported to the RBNZ.

Target surplus is & capital buffer held on top of requiatory requirements to ensure the likelihood of a breach of regulatory
requirements Is at a lavel consistent with SACL's risk appetite. The level of target surplus takes account of managernent
assessments of actual risk and forecasts/strass testing of future capitel requirements. The Board Audit and Risk Cammittee
(BARC) approves the methodology and basis for determining target surplus.

The solvency pesition of Sovereign Tor the two life funds is as follows:

Soverelgn

Statutory Soverelgn
¢ milllons Fund Other Fund Tetzl
As at 31 December 2018
Actual solvency capital 128 123 251
Minirnum solvency capital - 105 105
Solvency margin 128 18 146
Solvency ratlo NfA 1i7% 240%

Refer to note 34 for the Branch capital management and soivency position.
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Notes to the Financial Statements

For the 13 months ended 31 December 2018

28 Related Party Transactions and Bajances

During the period ended 31 Decernber 2018, the Group has entered mto, or had in place. financiel transactions with the following
reporting entities.

a) immediate and ultimate controling party
AlA International Limited-New 2zaland is refated to Al International Limited, whose inmediste hoiding company 15 Ala
Company Limited. The ultimate holding company s AlA Group Limited a company incorperated i Hong Kong and listed on
The Stock Exchange of Hong Kong Limited.

b} Key managsment personel

Key management personnel have been identified as members of the New Zealand Group executive commiilee. More
infermation for key management personel in note 24

¢t} Share based compensation
Information on share based compensation is outfined in note 23,
d) Transactions with refated parlies

The Group entered inte transactions with s related parties in the norrmal course of business. The aggregate arnount of
@come and expenses arising from these fransactions during the reporting period with the related parties are as follows:
31 Deeember 30 Novemnber
% millions 2018 217
AlA International (Parent}
Share based compensation (refunds) / payments) - -

Other administrative fees 2 i
2 1
Qther related partles of AIA Group
Data processing 1 i
Actuarial fees 1 1
Reinsurance prerasums 29 10
Reinsurance commisston incorme (3 (14)
Reinsurance claims recoveries o ]
Other admenistrative fees 1 1
Paid to AlA Australia for recharge costs of group integration B '
2 {2)
Refer to the Statement of Changes in Equity and note 26 for detalls of dividends paid and share buy back to the sharehoider of
Sovereign.

29 Leasing commitments and capital commitments

31 December 30 Novamber
5 miltions 2018 2017

The Branch
The following non-canceliable operating lease commitments existed at the eng of the year:

Within one year 2 1
Between one and five years 1 4
Over five years 1 1
Total leasing commitments 4 6

Operating lease payments represent the future rentals payable for premises and assets leased under current leases. These lease
agreements have varying terms, escalation clauses and renewat rights.

Sovereign

The Jollowing nor-canceltable operating lease commitments existed at the end of the year

Within one year 5 -
Between one and five years 18 -
Qver five years 9

Total leasing commitments 32 -

All of the Sovereign's leases are classified ag operating leases as a significant portion of the risks and rewards of awnership are
retained by the lessor. Refer nobe 2 on how NZ IFRS 16 will irpact leases when implernented on 1 January 2019.
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Notes to the Financial Statements

For the 13 months ended 31 December 2018
30 Fair Value of Financial Instruments

)

The Group's financial assets and financial habilities are measured on an en-going basis either at fair valua or amortised cost.

The lair value of a financia! instrument Is the price that woutd be recelved to sell a financial asset, or paid {o transfer a financial Rabikity,

in an orderly transaction between market participants at the measurement date.

A significant number of financial instruments are carried on the statement of financial position at fair value. The best evidence of far

vatue 15 a quoted market price in ar active market Therefore, where possible, fair value is based on quoted market prices. Where a

quoted market price for a financial mstrument 15 nof avaitable, its far value 1s based on present value estimates or oiher valuabion

technigues based on current market conditions. These valuation techrugues rely on market abservable inputs wherever possible, or m

imited instances, rely on inpuis which are unobservable but are reasonable assumptions based on rarket conditions.

There are three levels in the hierarchy of fair valye measurements which are based on the inputs used {6 measure fair values:

o Levell:inpuis are quoted prices (Unadjusted) in active markets for identical financial assets or financial liabllitles that the Group can
access Level 1 assets comprise;

Equity and properly securilies measured based on the bid market price quoted by the stock exchange
External fund cerbificates measured based on the unadjusted unit price provided from the fund manager,
8ank bonds and governmant bonds measured based on a quoted bid market price or third party pricing information.

o Level 2: where quoted market prices are not avaiiable, fair values have been estimated using present value or ether valuation
techniques using inputs that are observable for the financral asset or financial iablilty, either directly or indirectly. Level 2 assels
corprise:

External fund cartificates measured based on the most recently available unit price from the fund mranager at the time of
vaiuation, adjusted appropriately using market observable benchmarks to accurately reflect the fair valua,

Corporate bonds measured based on third party pricing information.

Held for trading foreign exchange contracts measured based on market observabie foreign currency inputs sourced from third
party gricing information.

= Level 3:Fair values are estimaled usng inputs that are unobservable for the financial asset or finaneial liability.

Carrying amaunts and fair values

The following table shows the carrying amounts and fair values of financial assels and Bnancial habiities, including their levels in the fair
value hierarchy for fimancial mstruments meastired at fair value, It does not include fair value information for financial assets and
sinanciat lishilities not measured st fair value if the carrying amount is a reasanable approximation of fair value.

Carrylng Amount Falr Value
Deslgrated

stFalr  Firanclal

Valig " Liabllitles

tirough =~ at
Loans and  the Proflt  Amorbsed
S miflions Recelvables  and Loss Cost Total Levell LevelZ Leveld Total
37 Becomber 2018
Flnanclaf assets measured at falr value
Medium term notes - 161 - 161 - 51 - 161
Securiies
Eqiitty securities and fund certificates - 604 604 197 407 - 604
Fixed interest securities - 1153 1,153 1139 14 - 1153
Property securities - 64 64 64 - - 54
Derivative assets - 4 - 4 - 4 - 4
- 1,986 - 1386 1,400 586 - 1,986
Financlal Assets not measured at Falr
Value
Cash and cash equivalents 369 - “« 369
Trade and other receivables 133 - - 133
502 - - 502
Financia! Liobliitles measurad at Falr
Value
Life investrnent contracts liabilities - 646 - G646 - 646 - 646
Insurance contract [abilikies - Investment
contracts - & - 6 - - 6 6
Derivative liabilittes - 2 - 2 - 2 - 2
- 654 - 654 - 648 <} 654
Financial Llabllitles not measured at
Falr Value
Trade and other payables - - 13 131
Outstanding claims provision - - 9 9 ﬁ
Other financial llabilities - - 2 2

- - 142 142 HBWQ

AlA International Lid -~ New Zealand 38

o et




Notes to the Financial Statements

For the 13 months ended 31 December 2018

30 Fair Value of Financial Instruments (continued)

Designated
at Falr Financlal
Valug Liabilities

through at
Loans and  the Profit Amortised
$ millions Recelvables  and Loss Cost Total Levell Level2 lLevell Total
30 Novernber 2047
Finanelal Assets measurad at Fair
Valuve
Annkity Bonds - 3 -7 3 - 3 - 3
Medium Termy Notes - 159 - 159 - 159 - 159
- 162 - 162 - 162 - 162
Flnanclat Assets not measured ot
Falr Value
Cash and Cash equivalents 16 - - 16
Trade and other receivables 20 - - 20
36 - - 36
Financlal Llabillles measurad at
Fair Vaiue
Policyholders Liabilities - - 6 - 6 6 6
6 - & - [ &
Finanecial LlabIities not measured
at Falr Value
Trade and other payables - - 19 19
Cuistanding claims provision - - 8 8
Qther financiaf llabikties - - 5 5
- 32 32

pwe
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Notes to the Financial Statements

For the 13 months ended 31 December 2018
31 Categorles of Financial Instruments

At Fair value through
Income Statement At Amortised Cost
Peslgnated
Held for on inltial Loans and  Flnanclal
$ millions Trading  Recognltlon  Receivables LiabHitles Total Falr Valie

The following tables summarise the carcying amounts and fair values of categories of financial assets ang financial liabgities, Refer
{o note 2(f} for a description of the categories and how fair values are estimated,

Ax at 31 December 2018

Flnanclal assets

Cash and cash equivalents - - 369 - 369 369
Trade and other receivables - - 133 - 133 133
Securities - 1,82t - - 1,821 1.821
Medium term netes - 161 - - 161 161
Derivative assets 4 - - - L 3
Total financlal assets 4 1,982 502 - 2,488 2488
Financlal Habllities

Trade and other payables - - - 131 131 &1
Qutstanding ctaims provision - n - 9 } 9 9
Other financial llabitities - - - 2 2 2
Life investment contracts - 646 - - G646 646
Palicyholders Lizbilities -

Investrnent Contracts - G B - & )
Derivative kabilities 2 " . - 4 2
Total flnanclat Habllltlas 2 652 oo 142 796 796

As at 30 November 2017

Financlaf assets

Cash 2nd cash aquivalents - . 16 - 16 16
Trade and other receivables - - 20 . 20 20
Annuity bonds - 3 - - 3 3
Medium term notes - 159 - - 159 158
Total financlal assets - 162 36 - 188 198
Financlal {labllitles

‘Frade and other payables - - - 19 19 19
Cuistanding claims pravision - - - 8 =] 8
Other financial lizbilitles - - - 5 5 5
Policyholders Liabilities -

Investment Contracts - 6 - - & &
Total flnanclel Habillties - 6 - 32 38 38
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Notes to the Financial Statements

For the 13 months ended 31 December 2018

32 Asset Quality
The Group has no material Impaired or past due assets Only current period data is reparted
Credit Quality of Financlal Assets that are not Past Bue or Impalred
Cash and Cash Equivalents
The Standard and Poors {S&P) credil ratings for the Group's major ¢ash holdings are.

3i December
28
ASB Bank Limited AA-
Westpae New Zealand Limited AA-
ANZ Bank New Zealand Lirmited AA-
Citibank NA A+
Securifies
The Group helds fixed interest securities Issued by counterparties with the following S&P credil ratings:
31 December 31 becember 31 Dacember 30 November
2008 2018 2018 2077
S millions Investment-linked® Non-Linked Total Total
Ratlngs
AAA - 4 4 -
AA+ 28 1,079 1107 2
Al 2 39 4 9
AA- 15 T2 ar 87
A+ 2 5 7 13
A 1 9 10 -
A- 2 33 35 217
BBB+ - K 7 5
BBB - 12 12 13
Non-rated . 4 4 &
Total flxed Interest securities 50 1,264 1,314 162

* For Invesiment-finked assels, the liability to poticyholders is liaked to the performance of and value of the assets that back {hese
liabilities. The shareholder has no direct expostire to any risk in the assets which back these Itabllities,

Credil ratings are not provided for equity and property securitles because they are nct subject to credit risk.

Derfvalive Financial Instrurnents

The counterparty far Sovereign’s derivative financial Instruments at balance date is ASB Bark ¢ imited.

Investment Receivables

This batance comprises outstanding sates, accrued interest, and cutslanding dividends. All outstanding sales have subsequently been

settled. The credit ratings of counterparties for which acerued interest arises are disclosed in the tsble above, Credit risk associated
with eutstanding dividends is deemed to be negligible.

Outstanding Fremiums

Outstanding premwmims are primarily aged less than 90 days, and in the case of pariicipating policies, have surrender values Lhat are
equal to or greater than the premiurn amount outslanding.

Arnounts Due from Reinsurers

The credit ratings for the Group's major reinsurers are

31Decomber

As at 31 December 2018 Rating Agency 2018

General Reinsurance Life Australiz Limited S&P Al
RGA Reinsurance Company of Australia Limited S&P AA-
Swiss Re Life and Heallh (Australiz) Limited S&P AA-
Munich Reinsurance Cormpany of Australasia Limited S&P AA-
Lioyd's S&P A
Assicurazioni Generah S.P.A. AM Best A
AlA Reinsurance Limited SEP AA~

H
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For the 13 months endad 31 December 2018
33 Disaggregated Information

The Branch

NZ IFRS 4 requires a life insurer to disclose disaggregated information for each life fund, as defined in the sclvency stendards
under IPSA. Diszggregated intormation for major components of the Branch's life funds are presented below.

Both the Branch ang Sovereign maintain separate and distinct life funds. In order to provide the users of these financial
statements relevant information, this aote has been prepared to report both the Branch and Sovereign dissaggregated
information separately.

From 1 July 2013 under the Insurance (Prudential Supervision) Act 2010 {"IPSA") the Branch was required to have a statutory
fund, AlA NZ statutery fund, AlA International Holdings (New Zealznd) Limited ("the Statutory Fund™) was established on 31 August
2013 and holds assets of the Branch within a Slatutory Fund as bare {rustee for the purposes of meeting licensing obligations of
the Branch.

The purpose of the Statutery Fund is to ensure that the funds received and paid out in respect of fe insurance policies are
separately identifizhle as being part of the Statutory Fund The Stalutery Fund's assels were transferred to the fund on
establishment and were determined in the way that is compliant with the minimurn solvency requirernent of the Reserve Bank of
New Zealand.

The use of the assets was restricted in accordance with the IPSA requirements and can only be used te meet the hiabilities and
expanses of that fund; to acquire investments to further the business of the Statutory Fund, or as distributions, provided that
salvency, capital adeguacy and other reguiatory requirements are met.

Disaggregated Information of the statutory fund is presented in the table below.

AlA NZ Branch Statustory Fund Gther Fund
Insurance thvestment
$ millions contracts contracts Total
As at 31 Decemnber 2018
Cash and cash equivalents 4 - 4 4
Investrnent assets 14 6 147 14
nsurance contract (liabilivies) / asseis 24 &) 28 29
Other assets &0 - &0 4
239 - 239 51
Liabilities ather than insurance contract labilities H4 - 4 H
Retalned profits attributable to head office 125 - 125 40
239 - 239 S5t
Premium revenue from Insurance ¢contracls 149 - 149 23
Dulward reinsurance expensa (net of commission} (44} - {44) -
investment income & - & -
Clairns expense (an - [6:1)] (149
Reinsurance recovery revenue 55 . 55 -
Management and sales expensas (80) - {80) {5)
Investrment income paid or allocated to policyholders {17) - {i7) G
Profit before taxation {12} - {12) 0
Income tax expense - - - 2
Frofit after taxation for the periog {12} “ {12} 8
Met distributions made from funds " - - “
As at 30 November 2017
Cash and cash equivalents 7 - 7 ]
Investment assets 150 6 156 &
Policyholder assels 39 &) 33 23
Other assets 46 - 46 4
242 - 242 41
Life instirance contract zbilities 105 - 105 -
Life investrment contract liabititias . - - g
Retained provits/{losses) directly attributable to
shareholders 137 - 137 32
242 - 242 41

B
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33 Disaggregated Information (continued)

AlA NZ Branch Statutory Fund Other Fund

Life Insurance  Life investment
$ millions contracts contracts Total
As at 30 November 2017
Premium revenue from insurance contracts 125 . 125 8
Qutward reinsurance expense (nef of commission) (38) - (36} -
Investrment income 8 - 8 -
Claims expenze (5%) - {59 {1
Reinsurance recovery revenue 28 - 28 -
Management and sales expenses (70} - {440} (4}
Movement in policyholder liabilities 8 - 8 i
Profit before taxation 4 - 4 4
income tax expense 4 4 .
Profit after taxation for the perlod - - 4

Net distributions made from funds - - - .

IPSA requires a life insurer to allocate the operating profit or loss of a stalutary fund or a calegory of business of a staiutory fund.
The requlztions define two calegories of business: participating business and non-participating business. AlA NZ classifies al: its ife
insurance business as participating business or nomrperticipating business in order to ensure the appropriate aflocation of profit, as
shown below

Savereigh

NZ IFRS 4 requires a life insurer to disclose disaggregaled information for each life fund, 25 defined n the solvency standards under
IPSA. Disaggregated infarmation for major compenents of SACL's life funds are presented in the tables below.

Soverelgn Statutory Fund Other Fund

Life insurance  Llife favestment
$ millions contracts contracis Total

For the 6 months ended 31 Pecember 2018

Premium income 3. 1 319 46
Investrnent income 25 {23) 2 2
Ciaims expense 193 - 193 H
Other operating expenses 128 4 132 15
Investment income paid ot allocated to policyholders 9 (23} (14} -

Net profit before tax a8 4 42 1
Net profit after tax 14 3 17 a
Net distributions made from funds {462) - {462) 2

5l
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33

34

bisaggregated Information {continued)

Soverelgn Statutory Fund Other Fund
Life Instirance  Life Investment

$ millions contracts contracts Total
As at 31 December 2018
tife nsurance contract kabilities/(assets) 145 - 45 (119}
Life Investrment condract Eabilities - 646 646 .
Other habilities 646 (9} 637 743
Refained profils/{losses) directly attributable o
sharehoiders {250) 5 (245) {7}
Investment assels 1,279 542 1,821 -
Other assets (358) 803 445 74

IPSA requires a life insurer to allocate the operating profit or loss of a statutory fund or a category of business of a statutory fund,
The regulations define two categorles of business: participating buslness and non-participating business, Sovereign classifies all its lite
insurance business as participating business or non-participating business In order to ensure the appropriate allocation of profit, as
shown helow:

For the 6 months ended 31 December 2018

Participating net profit after tax 1 - 1 -
Non-participating net profit after tax _ 13 3 16 8
Net profif allocated to shareholders 14 3 7 8

Risk Management Policigs - The Branch
The Branich operates risk management palicies in accordance with AJAGL policies and procedures.

The financal condition and operating results of the Branch is affected by a varlety of iey financial and non-financial risks. Financial
risks include market risk (interest rate risk, foreign currency risk and price risk), liguidity risk and credit risk. The non-financiat risks
are operational risk, life insurance risk and compliance risis, .

Risk management objectlves and approach

Varfous procedures are in place to confrol and mitigate the risks faced by the Branch depending on the nature of the risk The
Branch's approach 1o risk management involves the idenification of risks by type, impact and likelihood, implementation of processes
and controis to mitigate risks, and continuous monitoring and iraprovement of the procedures In place to minimise the chance of an
adverse event oceurring.

The Branch does not enter into or trade financial instruments including desivative financial instruments for speculative purposes.

Eh
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34 Risk Management Policies - The Branch (continued)
0 AMeasurement of fair values

The directors consider that the carrying amount of financlal assels and financial liabilities racordzd in the {inancial statements
appreximates their falr vatues,

The fair value of a financial asset 1s normally the transaction price ke, the amount of consideration given or received. & clean
price is used as the fair value for a bond or a fixed ncome security. The accrued interest between coupon dates 1s subtracted
from the fair value and accounted for as accrued interest (refer fo note 8) separately. The fair value included above therelore
excludes an mierest accrusd cornpanent,

invesiments classified as evel 1 comprise thares in lisled companies Fair vatue of these investrments 15 based on quoted prices in
active rarlets. The Branch did not have any level | Invesiment assats at reporting date. {2017; nil),

Investments classified as level 2 comprise debt securities (bonds) and represents 1009 of iotel assets at fair value. The fair values
of these investments are based o inputs ather than quated prices included 1n level T that are abservable for the assat either
directly (i.e. as prices) or indirectly (Le. derived frorn prices), Observable inpuls generally used to measure the far vake of
securtties classified at level 2 are quoted prices for similar assets and liabitities in active marlets, quated prices for identical or
similar assets or abilities in markets that are not actlve and inputs other than guoted prices that are abservable for the asset and
lighility, sueh 25 interest rates and yield curve thal are observable at commonly quoted intervals

Policyholder fiabilties related lo investrment contracts are classified as fair value fevel 3. These contracts are not quoted in active
markets and their fair valuz is determined as net present value of future estimated cash flows and involves the following
unobservable assumptions and inputs.

A
31 Becember Novermnber

Surrender rate 2018 207

Year1-5 7.00% 7.00%
Year 6-10 10.00% 10.00%
Year 11-15 12.50% 12.50%
Year16- 20 15.00% 15.00%
Year 21- 25 17.50% 17.50%
Assumed credi rating &8.00% 6,00%
Discount rate, net of investment related expenses 2.84% 350%
Biscount rate, net of investment relates expenses (net 2.04% 2.52%

Future policy cash flows are projected with client account balances augmented each period by the assumed crediting rate
(guaranteed minimum rate of 6% p.a. is applied), and wilh pohcies surrendering on the above assumptions,

Future cash flows are discounted to the present using the markef observed yleld curve with tax deducted from this discount rate
at 28%. The discount rate in the above table shows a sample taken from the forward curve at duration of 10 years. investment
management expense is also deducted from the discount rate by 0.17% No additional profit margins are added as the
guaranteed minimum crediling rate (696 p.a.) exceeds the discount rate,

The following table represents the charge in level 3 nstruments:
Polley Linbllitles - Investment

“Contracts .
31becember ©  November

% thousands 2018 . 2017

Opening Balance 5,759 5,472

Falr Vaiue movemenls recognised in the stalement of Comprehensive Income 328 29

Investment income net of taxes and expenses 260 243

Contributions received 126 67 z
Withdrawals {215) {52) i
Closing Balance 6,257 5759 i

The follewing table shows the sensitivity of levet 2 measurement o reasonably possible favorable or upfavorable changes in the
assumptions used to determine the fair value of policyholder lisbitities - Investment contracts as at 31 December 2018,

Proflt after tax and equity
fncreasel(decreasegv

31 December November ;
$ thousands 2018 2017 ;
Vartatlons ;
Inferest rates + 1% 570 480 ;
Interest rates - 19 {640) {550}

Surrenders +10% . 120 150 ﬁ

Surrenders -10% (230} (E@wﬁ
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34 Risk Management Policies ~ The Branch (Continued)

Marlet risk

Markel risk is the nisk of change in the fair value of financial instruments from fluctuations in the foreign exchange rates {currency
risk), market interest rates (interest rate ¢isl) and market prices (price risk), whether such change in price is caused by factars
specific to an individual financtal instrument or its issuer or factors affecting all financial instruments traded in a market.

Market risk is managed by the members of the AlA Australia Limited (AlA Australia) investrent team who curr'ently handle the
Investment function of the Branch, Alsa, there 15 2n Investrment Committee comprised of members of local management and Lthe
AlA Austraiiz’s Chief investment Qfficer.

(77 Forelgn currency risk

Foreign currency risk anises from future cormamercial transactions and recognised financial assets and financial fabtlities
denominated in a currency that is not the enlity’s functional currency. The risk Is measured using sensitivily analysis and cash flow
torecasting.

The Branch's exposure to foreign exchange risk anses primarily with respect fo the Australian dollar {AUD).
The Branch’s forelgn currency risk exposure at the reporting date was as follows:
$ in mifilons 31 December 2018 30 November 2017
$AL s AT S
Annuity Bonds . . 2 3
Forelgn currency sensitivity

Based on the financlat instruments held at 31 Dacernber 2018, had the New Zealand dollar strenglhened / weakened by 5% against
the AUD with all other variables held constant, the Branch's profit after tax and equity would have been $130,755 lower / $130,755
higher, mainly as a result of foreign exchange gains/losses on translation of AU denominated financial Instruments as detailed in
the above table.

The Branch's exposure to other foreign exchange movements is not material.

(1) fnterast rate tlsk

Interest rate risk is the risk that the value or future value cash flows of a financial instrument will fluctuate due to changes in
market interest rates. Changes in level of intarest rates ean have a significant impact on the Branch's averall investment return.

Inferast rale risk sensitivity .
The analyses below are based on changes in economic conditions that are considered reasonably possible at the reporting date.

Sensitivily of floating interest rate investments

Al 31 December 2018, if interest had changed by -/+ 1% from the vear end rates with alf other variables held constani, profit/loss
after tax and equity for the period would have been $56,934 lower/higher (20i7; $102.266 lower/higher) for the Branch.

Sensitivity of fixed inferest rate investments

At 31 Decernber 2018, if interest rate had changed by +/+ 196 from the vear end rates with all other variables held constant, the
profit and less and equity would have been $3.577,914 higher / $3,367,217 lower (2017: 54138741 higher / $4,138.741 lower) for the
Branch,

(il Price risk
The Branch's exposure to price movements of financial assels and liabHities is not material,

) Liguldity risk

Liquidity risk is the risk that in normal market conditions the Branch will be unable to Houidate assets and therefore not have
sufficient cash to meet and settle their debts (including expenses and paliey payrnents) as they fall dus.

The Chief Investment Officer in ATA Australia is respoensibie for ensuring any assets purchased or held can be turned to cash within
normal market settlement times. The Chief Investment Officer monitors this risk primarily by future cash forecast requirements,
Liguidity risk is managed by holding a poo! of readily tradable investment assets and deposits al call. This policy recognises that
there may be extreme conditions where markets do not operate as normal.

Maturity analysis

The finantial liabilities of the Branch into retevant maturity groups based on the remmaining period of reporting date to confractuat

maturity date is reported under note 36.
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34 Risk Management Policies - The Branch (Continued)
(v} Cradit risk

Credit risk which the Branch has exposure to is the risk of defauli by borrowers and transactional counterparties as wel as the

loss of value of agsets due to deterioration in credit quailty.
Key areas where the Branch Is exposed to eredi risk are:

- Cash and cash equivalents:

- Counterparly risk with respect to debt securities;
- Reinsurers’ share of iInsurance liabililies;

- Logns and receivables.

The maximum exposures to credit risk for the above assets are therr carrying values.

Exposure to credit risk is managed by placing cash and cash equivalents with high credit quality inancial institutions enly,
Investments are also placed with high qualty institutions, Counterparties are assessed for credit worthiness bafore credit is
granted. Reinsurance Is used to manage insurance risk. This does not. however, discharge the Branchvs liability as primary insurer
It a reinsurer fails to pay a claim for any reason, Ine Branch remans liable for the payment to the policyhotder.

The monitoring of the credit worthiness of rensurers is centralised with the Group Enterprise Risk Management of AfA Group in
Hong Kong, wha performs this function for all companies within the AIA Group. Every new trealy and amencdment raquiras sign-
off by the AfA Group Enterprise Risk Management, except for treaties with pre-approved reinsurers and with a volume within
stated limits set by AIA Group Enterprise Risk Management. The AlA Group Enterprise Risk Management will ask for additional
securify in case they are not satisfied with the status of a reinsurer, and wilt update the companies within the AlA Group in case of

deterioration of an existing reinsurer's status.

Capltal managemant

The Branch rnanages its capital to ensure that the Branch will be able fo continue a5 a going concern while maximizing the return
to Head office, and meet the requirements of the Reserve Bank of New Zealand (RBNZ). The Branch's overall strategy remains
The capital structure of the Branch consists of equity attributable to equity holders, comprising mainly Head Office account and

retaned earnings as disclosed m notes 23 and 25 respectively. During {he current report:

externally imposed capital requirements.

ng period the Branch complied with alt

Since 31 August 2013 the Branch has established a statutory fund (“the Statutory Fund™) in accordance with the requiremenis of
the insurance (Prudential Supervision) Act 2010, The assets and liabllitles that sotely relats to the life instrance business were
ellocated to the Statutory Fund upon inception. Further discussion in regard to the Statutory Fund is included in note 27,

The solvency capital of the Branch are presented below,

As at 31 Decembar 2018

(Calculated In accordance with RBNZ requirements) Branch
$ in miflions

Actual solvency capital
Minimum solvency capital

Solvency Margin
Solvency Ratlo

A5 at 30 November 2017

(Calculated In accordance with RBNZ requirements) Branch
$in milllons

Actual sclvency capital
Minimurn solvency capital

Solvency Margin
Solvency Ratto

Nom-Statutory
Statutory Fund Fund
&0 37
40 27
20 10
15286 138%
Non-Statutory
Statutory Fund Fund
a2 29
82 21
10 8
H2% 1389

The basis of calculation of the solvency reserves for 2018 and comparative follows the requirements sat out in tha Reserve Bank

of New Zealand "Solvency Standard for Life insurance Business”

Al
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34

34

Risk Management Policies - The Branch (Continued)

Non-flnancial risk

Insurance risk

The risk under any insurance contract is the possibiity that the insured event occurs and the uncertainty of the amount of Lhe
resulling claim. By the very nature of an insurance contract, this risk is random and therefore unpredictable.

The principal risk that the Branch faces under its insurance coniracts is that the actual clams and benefit payments exceed the
carrying amount of the insurance liabifities,

insurance risks are controfled through the use of underwriting procedures, adequate premiumn rates and sufficient reinsurance
arrangements, all of which are approved jeintly at the Branch and Regional office levels, Tight controls are also maintained over
claims managernent practices to ensure the correct and timely paymani of surance claims.

Concentration of Insurance risk
Concentrabion of Insurance risk arses due to:

- Large surn asstred on certain individuals: The concentration of individual lump sum risk is limited as the 8ranch's retention
under the treaties with reinsurers (external and AlA Reinsurance Limited, a subsidiary of AlA Group) is elther a fixed amount, or
apercentage of the sum assured subject o a fixed amount. In addition, excessive concentration can be detected and
prevented at underwriting stage.

- Geographic concentrations due to employee group schemes: This risk 1s primarily covered by a catastrophe relnsurance treaty
with AlA Company Limited, a subsidiary of AIA Group which provides cover losses in excess of US$500,000, up to a maxirmum
of US520 million in case of a cataslrophe as defined in the treaty. Additional cover Is provided by another catastrophe
remsurance treaty between companles wilhin the AlA Group and external reinsurers,

Terms and condltions of Ihsurance contracts

The nature and the terms of insurance contracts wrilten by the Branch is such that certain external variables can ba Identified on
which related cash flows for claim payments depend. The table below provides an overview of the key variables upon which the
amounts of the related cash flows are dependent. Refer to Note 20 for the details of methodology and assumptions in refation to
insurance centract liabilities.

Key variables that affect the

Type of contract

Material terms and conditions

Nature of compensation for
claims

timing and uncertainty of
future cash flows

Nen-parkicipating life
insurance coniracts with
fixed terms {Tesm Life

Benefits paid on death or ill health
that are fixed and not at the
discretion of the issuer

Benefits, defined by the inserance
contract and are not directly
affected by the performance of

Rates of mortality and
morbidity, discontinuance rates
and expenses

the underlying assets or the
performance of the contracts asa
whole

ang Disabllity including
renewable rish)

Operatlonat and requlatory compliance risk

Operztional risk Is the potential loss resulting from inadequate or failed internal processes, people, and systerns or from external
Regulatory compliance risk is the risk refating to legal or reguiatery sanctions, financlal loss or damage to reputation and franchise
value arising from the failure to comply with laws and regulations.

The Branch's objective is to satisfactorily manage operational risk and regulatory compliance risk. Varlous procedures and
mechanisms are put in place to identify, contrel and mitigate the risks faced by the Branch depending on the nature of the risk. Both

operational risk and regulatory compliance risks are closely monitored by the Complignce, Enterprise Risk Managemenl and Legal
functions and are regularly reported to the New Zealand Executive Committee, AlA Australia and AIA Group In Hong Kong.

Risk Management Policies - Soverelgn

Introduction

Sovereign Is exposed o risk through its financial assets, financlal fabilities, reinsurance assets and tife insurance contract tiabillgtes,
Risk management polictes focus on ensuring cash flows from assets are sufficlent to fund obligations arising from life insurance and
lite investment contracts. The primary risks are those of insurance, credit, market, llquidity. cperational and strategic business risk.

For Soverelgn, the risk functien is the respensibllity of the Chief Risk Officer (CRO), who reports to the Chief Executlve Oflicer. The
risk management strategy is set oy Severeign' Board through the BARC. This cammittee comprises members of the Board and is
chaired by an independent member of the Board. The CRO is responsible for implementation of risk management strategy and all
executives have respensibility for the day o day management of risk across Soverelgn.

Sovereign has management structures and information systems to manage individual risks, has separated risk Initiation an{;@_:h

monitoring tasks where feaslble, and subjects all material systems to reqular review. Periodic assessments of alf risk management
systems, key business processes and applications are undertaken by the internal audit function. @
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34 Risk Managemeni Policies - Sovereion (continued)

Sovereign canducts sensitivity analysis to quantify the exposure to risk of changes in the key underlying varlables such as interest rate,
currency rate, mortality, merbidity and inffation. The valuations inctuded in the reported resuits and Sovereign's best estimate of future
perfarmance are calculated using certain assumptions about these variables, The movermnent any kay variable will impact the
performance and net assels of Sovereign and as such represents a risk,

The sensitivity analysis in the risk categories that follow, 15 based on changes n econormic conditions that are considered reasonably
possible at the reporling date. The correlation of assumptions will have a significant effect in determining Lhe ultimate profit impact,
but to demonstrate the impact of & specific assurption change, modeling had to be done on the basis that all other assumpticns were
held constant.

The fallowing seclions describe the risk management framework compenents:

Operational and Strateqic Business Risk

Operational nisl is defined as the risk of econormic gain or loss resulting from inadequate or failed internal processes and
methodologies, people, systems or external events,

Strateqgic business risk Is deflned as the risk of economic gain or foss resulting from changes in the business environment caused by
econornic, competitive, sodal trend or reguiatory lactors.

Each business manager is responsible for the wentification and assessment of these risks and for maintaining appropriate internat
cantrols, and is supported by Soverelgn's governance structures, aperationa!l risk management framework and cperational risk policy.

Soverergn's aperational risk measurement methadofogy combines expert assessment of Individual risk exposures with Internal loss
data to determine petential losses and caleulate operstional risk economic capital,

Buslness Continulty Managemant

Business Continuity Managernent (BCM) within Soverelgn invalves the development, maintenance and testing of action plans to
manage business disruption risk. This ensures that businass processes continue with mimmal adverse Impact on customers, stalf,
products, services and brands.

BCM constitutes an essential companent of Soverelgn's risk management process by providing a controlled response tc potential
operational risks that could have a significant impact on Sovereign's critical processes and revenue streams. it includes both cost
effective responses te mikigate the impacl of risk events or disasters and crisis management plans to respond ko crisis events,

A BCM programme including plan development, testing and education is in place across all divisions and includes technology disaster
recovery planning.

internal Audlt

Sovereign was serviced by ASB's Audit & Assurance function up to completion of the Sale Transaction on 2 July. Following completion,
the Audit & Assurance function will repart to MIA's Head of Internal Audit for Australia and New Zealzand,

Internat audit provides an ndependent assurance service designed to assist Sovereign in achieving its cbjectives by bringing a
systematic and disciplined approach to improving the effectiveness of risk managemeant systemns, the framework of controls, and
governance processes. Operallanal, compliance, financlal and systems reviews of Sovereign's operations are performed based on an
assessment of risk, The independent internal audit function is ultimately accountatle to the Board through the BARC.

The BARC meets on a regular basis to consider financral reporting, internal contred, and corporate governance Issues. it reviews the
interim and annual financral staterments, the activities of the internal and external auditors and monitors the relfationshup between
management and the external auditors.

Insurance Rlsk
Insurance risk 1s risk, other than financial sk, that is transferred from the holder of a contract to the issuer.

Severeign's objectives in managing risks arising from insurance business are:

{)  To ensure insurance risk Is managed In accordance with the principles set out n the Risk Appetite Statement. The Risk Appelite
Statement describes Sovereign's tolerance and intolsrance to key risks via a set of statements and principles.

(1} To ensure that an appropriate return on capital is made in return for aceepting insurance risk,

(i} To ensure that strong internal controls are embedded within the business to mitigate underwnting rish.

v} To ensure that internal and external soivency and capital requirements are met.

{v} Tousereinsurance as a compaonant of insurance sk managernent strategy.

Variations in claim lavels will aftect reported profit and shareholders’ equity. The impact may ba magnified if the variation leads to a
change in actuarial assumptions which cannct be absorbed within the presen{ vaiue of planned margins for a group of related

products,
_Eh,
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34 Risk Management Policles - Sovereign (continued)

Insurance risk may arise through the reassessment of the incidence of claims, the trend of future claims and the effect of
unforeseen diseases or epidemics. In addition, in the case of morbldity, the time to recovery may be longer than assumed.
Insurance risk Is controlled by ensuring underwriting standards adequately identify potential risk. retatning the right to amend
premiums on risk policies where appropriate and through the use of reinsurance, The experience of the Sovereign's life Insurance

business is reviewed regularly

Concentrations of insurance risk arise due to:

- Large sums assured on certain individuals, The largest exposures all relate to rnortaiity.
- Geographic concentrations due to employee group schemes, During the period ended 3i December 2018, Sovereign participaled
in the Colonial Mutua! Life Assurance Society Limited (CMLA) catastrophe cover relnsurance programme which provides cover

of AUDS90 miflion for single event claims in exceass of AUDS20 milkon,
- Geographic concentrations due to a pandemic affecting Fives in a certain country or region. Curing the perled Soverelgn
cancelled its pandemic cover as a new reinsurance arrangerment reduced the retained sum at risk significantly, making it
extremely unlikely that the pandemic cover cauld ever be claimed upen.

Terms and conditions of life Insurance confracts

The nature of terms of life insurance contracts written is such thak certaln external variablas can be identified an which related
cash flows for claim payments depend. The table below provides an overview of these:

Type of contract

Non-participating life insurance
contracts with fixed and guaranteed
terms (term life and disabllity, major
medical)

Life insurance contracts with
discretionary participating benefits
{endowment and whele of life)

Life annuity contracts

Sensltivity to insurance rlsh

Betall of confract terms
and conditions

Benelits paid on death, il
health or maturity that
are fixed and gugranteed
and nat at the discrefion
of the issiter, Premiums
may be guarantegd
through the tife of the
cantract, guaranteed for
a specified term or

These policles include a
clearly defined initiaf
guaranteed sum assured
which is payable on death
The guaranteed amount
Is a enuitiple of the
amount that is increased
throughout the duration
of the policy by the
addition of regular
bonuses annually which,
once added, are not
reroved. Reqular

These policies provide
guaranteed reqular
payments to {he life

Nature of compensation
for chalms

Benefits, defined by the life
insurance contract, are
determined by the contract
anhd are not direclly affected
by the performance of
underlying assets or the
performance of the
contracts as a whole.

Benefits arising frorn the
discretlonary participation
feature are based on the
perfermance of 2 specified
pood of cantracts or a
specified type of contract.

The amount of the payment
is set at inception of the
policy.

ey verlables that affect
the {iming and uncertalnty
of tuture cash flows

- Mortality
- Morbidity
- Discontinuance rates

- Mortatity

- Morbidity

- Market risk

- Discontinuance rates
- Market returns on
underlying assefs

- Longevity
- Market refurns on
underiying assets

Insurance risk is measured by using sensitivity analysis to show the effects on equity and profit. The below sensitwities are
calculsted based on all other assumptions remaining unchanged.

Mortality rates

For life insurance contracts, greater mortality rates would lead to higher levels of claims occurring socner then anticipated,
increasing associated claims cost and therefore reducing profil and shareholder's equity. This is offset by increased annuitant
rmortality which would reduce expected future annuity payrents and therefore reduce life insurance contract Tiabilities.

Morbldity rates

The cost of health-related claims depends on both the incidence of pelicyhalders becoming ili and the duration with which they
remain ill. Higher than expected incidence and duration would be likely o increase claim costs, reducing profit and shareholders’

eguity,
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34 Risk Management Policies - Sovereign (continued)

Discontinuance

The impact of the discontinuance rate assumption depends on a range of factors inctuding the type of confract, the surrender value
basis {where applicable} and the duration In farce. For example, an increase in discontinuance rates at earlier durations of life
insuranee contracts usualiy has a negative effect on parformance and net assets. However, due to the interplay between the factors,
there is not always an adverse outcome to profits from an increase i discontinuance rates.

The {able below iliusirates the sensitivity of reported net profit and loss aiter tax and equity to changes in insurance risk assumptions:

Change In following financial year's nat profit after tax and
shareholders® equity

$ miltians 31 December 2018
Insurance Risk
Before After
relnstrance relnsurance
Mortality Improvement by 10%% 17 7
Deteriotion by 109 {22) (13)
pMaorbidity Improvernent by 109 G 4
Deteriotion by 10% {383 (33)
Discontinuance Irnprovement by t0%% g 1
Deteriotion by 10% {12) {18}
Expenses increase by 10% 3 {2)
Decrease by 10% 3 3
Credit Risk

Credit risk is the potential risk for loss arising from failure of a counterparty to meet their contrachual obfigalions

Credit risk principally anises within Sovereign from investments of shareholder funds or funds where Lhe sharehalder participates in
investonent returns in cash and fixed interest securities, and reinsurer payment obligations Credit risk also arises from loans fo
agents, foreign currency contracts and trade receivables, No coflateral exists for any of the securities neld by Sovereign The
maximum credit risk agsociated with each class of recognised financial asset held by Sovereign is the carrying value. Soveraign has
a credit policy that covers the approval and management of all credit risk

Investment concentrations for shareholder funds are managed within established guldelines and fimits set by the Asset and Lishihity
Committee (ALCQ). Some criterta are referred to the BARC for approval. Guidelines and Bmits are sat for security credit ratings and
agoregate exposure to any single geographic region or counterparty as documented within 1he investment managerment agreement.

Reinsurance 1s entered into for the purpose of risk transfer. The credit risk inherent in reinsurance areangements Is managed by
establishing minimum credit standards for reinsurers.

Forinvesiment linked contracts tha investments credit risk is appropriate for each particular product and the risk is borne by the
policyholder. There is no significant credit risk assumed by AlA NZ. The impact on the fair value of life investment contract labihties
due to changes in credit risk is ml (30 Novemboer 2017 nil), except to the extent that the market value of securities backing tife
investrnent contract liahitities 15 affected by changes in credit nsk. Any such eredit risk impact is reflected in the movement of
securities balances during the year.

The credit ratings of counterparties are disclosed in note 32,

Liquldity Risk

Liguidity risk is the risk that an entity will enceunter difficulty in meeting obligations asseciated with financial Iizbilities
that are seltled by deflivering cash or ancther firancial asset.

Wanagerenz of hiquidity risk is designed to ensure that Sovereign has the ability to meet its financial obligafions as they
Sovereign manages this risic by holding 3 pool of readity iradable investment assets and deposits on call.
The maturity of Iife insurance and life investment coniract Babilities are disclosed in notes 17 and 31 respectively,

Market Risk

Market risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because of changes in market
prices.

Market nisk arises from the mismatch between assets and liabilities, Savereign is exposed to market risk on diverse finangial
instruments including interest bearing assets, foreign currency mvestrments, equities, and derivative instruments. Far each distnct
category of lizbilifies, a separate portfolic of assets is maintained and investment mandatas are set that are appropriate for each.

A significant proportion of assels are held for investment linked policies where markel risk is transferred to the poficyholder.
Sovereign earns fees on investment linked policies that are based an the amount of assels invested and it may receive fower fees
should markets fall. Asset allocation for investment finked paticles is decided in accordance with the policyholders’ fund sefections. )
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Markef Risk (continued)
Market risk srises on discretionary perticipation business as these contracts have investment guarantees. Risk 1s mitigated by using an
approprizle bonus / cradit rate policy and a suitable growth / income investment allocation.

Markel risk arises from refurns obtained from invasting the shareholders’ funds held in Severeign. Appropriate investment mandates
are set by ALCG for the investrent of shareholders funds. As at 30 June 2018, shareholders’ funds in Sovereign were invested 19 (30
June 2017 198) in growth assets (equity and property) and $99s (30 June 2017 999%) in Income assets (cash ang fixed interest).

Market risk comprises three bypes of risk: currency risk, (nterest rate risk ang price nisk.

Currency Risk
Currency risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate betause of changes in foraign
currency rafes.

Sovereign does not fully hedge forelgn curcency denominated equity instrurnents. Atverse raovements in currency rates relating o
the New Zealand dollar will subsequently reduce the value of poticyholder assets and lizbitities.

Sovereign uses foreign currency forward contracts to mitigate its exposure o currency risk from foreign currency denominated
investments. Global equity i hedged within the Collective Investment Vehicle (CIV). The hedge ratio benchmark for Global Equities i
the C1V 15 100%. All other equity and property investments denominated in foreign currency have a weighted average hedgirg ratio of
67% and fixed inferest investments denominated in & foreign currency have a hedging ratio o1 100%. Allinvestments denominated In
emerging market currencies are unhedged.

Interest Rate Rlsk

Interest rate risk is the risk that the fair value or future cash flows of 3 financlal Instrumant will fluctuate because of ¢hanges in market
interest rates.

Fair value interest rate risk arises froem the potentiz] for a change in interest rates to cause a fluctuation i the fair value of Anancial
instrurnents and the value of Ilfe Insurance contract liabilities. interest rate risk arises from the structure and characteristics of
Scverelgn's assets, liabilities and equity. and the mismatch in cash flows of its assets and liabilities, The objective is to manage the
interest rate risk to achleve stable and sustainable net profit,

For fixed Interest investments hald to match fixed interest style products selected by policyholders, the interest rate risl is borne by the
policyholder.

Interest rate risk also arises on risk contracts where negative poticy llabilities (arising from the deferral of acquisitton costs) are valued
at current risk-free inferest rates,

Cash flow interest rate risk is the potential for a change in Interest rates to change interest expense and interest Income in the current
year and in future years.

Sovereign reduces Interest rate risk by seeking to match the cash flows of assets and lisbifities.
Depending on the profile of the investment portfolio, the investment income of AlA NZ will decrease a5 Interest rates decrease, This

may be offset to an extent by changes in the market vaiue of fixed interest investments. The impact on profit and shareholder's equity
depends on the relative profiles of assets and liabilities, to the extent that these are not matched.

Price Risk

Price nisltis the risk that the fair value or future cash flows of a financial Instrurment wili fluctuate because of changes In market prices
{other than those arising from interest rate risk or currency risk), whether those changes are caused by factors specific to the
individual financial instrument or Its issuer, or by factors atfectlng all similar financial instruments traded in the rmarket.

This risk is managed by ensuring a diverse range of investmants, limits an counterparty exposure and restrictions on types of
instruments.

Equity Frices

For life investment contracts and fife insurance contracts with discretionary participation features, llabilities depend cn the value of
underiying assefs. Equity price risk may be entirely borne by policyho!ders. However, Sovereign derives fee income based on the valye
of the underlying funds; hence revenues are always sensitive to changes in market value. For assets which are not contractually linked
to policy liabilities, Sovereign is exposed fo equity price risk.
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34 Risk Management Policies - Sovereign (continued)
Market Risk {continued)
Senslitivity to market risk

Market rigk is measured by using sensitivity analysis te model changes in interest rates, aquily vatues and foreign currency rates.

The lable below dlustrates the sensifivity of reported profit and loss after tax and equily to changes in markef risk assumptions;

Change in followlng financlal year's proflt
after tax and shareholders® equity

S millions 13 months to
2018
Market risks
Equity prices Favourable by 10% 2
Adverse by 109% (2}
Interest rates Increase of 100 bps (3}
Decrease of 100 bps {9

35 Derlvative Financlal Instruments

The Branch via Sovereign enters info derivative transactions which provide economic hedges for risk exposures but do not meet the
accounting requirements for hedge accounting treatment. The Group enters into foreign currency forward contracts as economic
hedgas ta manage currency risk (refer note 2(1)). Gains or losses on the forward conbracts have been recorded in investment
Income with the gains or losses on the investments they have hedged

The forward currency contracts taken out do not exceed three months. At balance date $hese contracts have varying maturity gates.

Face and Fair Values

The face value is the contractual amount of the derivatives and provides a basis for comnparison with instruments recognised on the
statement of financial position. This amount Is not exchanged and does not indicate the Group's exposure Lo credit risk. The amount
predominantly acls as a reference value upon which the net setllements can be caleulated and on which revaluation is based. The
face value of derivative financial instruments on hand, the favourable or unfavaurable market values of these instruments, and the
consequent aggreqate falr values of derivative financial assets and fiabilities ¢an fuctuate significantly from ime to time.

The fair values of derivalive financial instrumants held by Sovereign are sst out In the following table:

Ca 31 December 30 November
S millions’ - 2018 2017
FInanclaf instruments subject te enforceable master netting agreements

Forward coniract assels

Total derlvative financlal assets
Forward confract liahibties

Total derlvative financlat flabilitles
Total net derivative fnancla! Instruments *

N PN [

Currency contracts face value
Forward contract assets 129 -
Forward contract liabilities 141 -

A
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36 Maturity Analysis of Financial Liabilitles

37

The maturity analysis for the Group has been split oul ler the Branch and Soveraign as {ollows

The Branch

S milllons

As at 31 Dacember 2018

Trade and other payables
Qutstanding Claims Provision
Other Financial Ligbililies
- Amounts due to related parties
Policy Holder habllities - Investenent Contracis

As at 30 November 2017

Trade and other payables
Outstanding Claims Provision
Cther Financial Elabilitles
- Amounts due to related parties
Policy Hoider liabilities - Investment Contracts

Welghted
average
Interast Under1 Qverl Carrying
rato 9% year year Total Value
. i5 . 15 15
- 9 - 9 g
- 2 - 2 2
3.03% - 9 9 &
26 2 35 32
19 - 19 9
- 8 - 8 8
- 5 - 5 5
3.53% - 7 7 2]
[¢] 32 7 39 38

The ahove analysis is summaries the financiat liabilitias of the Branch into refevant maturity groups based on the remaining period of
reporting date to contractual maturity date. All amount dfisclosed are contracted undiscounied cash flows that include interest

Soverelgn
Between . Between
Withiné  6-12  Betweenl 2-5 Over 5 Carrylng
$ millions OnDemand Months  Months -2 Years Yaars Years Total Value
As at 31 December 2018
Non derlvative flnanclaf llablilties
Trade and other payables 16 95 - - - 5 ne s
Life investment contracts 644 - - - - - 544 G646
660 95 - - - 5 760 762
Derlvative financtai liabilitles
Inffows from derivatives - 14t - - - - 141 -
Outtlows from derivatives - 143 - - - - 143 -
- 284 - - - . 284 “

Funds Under Management and Administration

The Group (under Sovereign) manages and administers investment products that are closed te new business. As at 31 December 2018
the Group had $&644milllon funds under management and administration (30 November 2017 SNil). The Branch utitises external fund

managers and investment consultants in the management of these funds.

A
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38 Commitments and Contingencies
Comrmtments under operaling leases
Total future aggregate minimun: fease payrrents under non-cancellable are disclosed under note 29.
Refer to note 2 inrelation to impact of NZ IFRS16 will have on [2asing commitments that takes affect from 1 January 2019.
Thera are no material capital cornrmitrnents at reporiing date (203i7: nid).

Contingent Liabilities

The Group is subject to regutation from insurance. securities, capital markefs, pension, data privacy and othar regulators andis
exposed fo the risk of regulatory actions m response to perceived or actus!non-compliance with regulstions relating to suitsbility.
sales or underwriting practices, claims payrments and procecures, 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
these financial staternents.

The Group 15 exposed to legal proceedings, complaints and olher actions from its activities Inciuding those arising from
commercial activities, sales practices, suitability of products, policies and claims. The Group befieves that these ratters are
adeguately provided for in these financizl staternents.

As part of the purchase agreement of Sovergign from CBA on 2 July 2018, Sovereign Assurance Company Limited enteradinio a
Transitional Service Agreement {TSA) with CBA, whereby CBA would provide certain services o the Group until June 2019,

As at 31 Decerber 2018 the Group believe that they may execute the option to extend the TSA agreement. As at the financiat
statement signing date it i5 believed that the extension of the TSA agreement would not have a material financial impact to the

Group.
There 1s no other know material caplial commitments or contingent liabilibies at reporting date (30 November 2017; Nil),

39 Events after the Reporting Period

SACL executed 2 new reinsurance agreement on 7 January 2012 with an effective cate of 31 Decernber 20i8. The impact of this
new reinsurance agreement on the profit of the Group is forecasied to be immaterial.

There were no other events subsequent to the reporting period which would materially affect the financial statements, (2017 Nib.
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Independent auditor’s report
To the Directors of AIA International Limited

We have audited the financial statements which comprise:

e the statement of financial position as at 31 December 2018;

e the income statement for the 13 month period then ended;

e the statement of comprehensive income for the 13 month period then ended;

e the statement of changes in equity and head office account for the 13 month period then ended,;

e the statement of cash flows for the 13 month period then ended; and

o the notes to the financial statements, which include a statement of significant accounting policies.
Our opinion

In our opinion, the financial statements of AIA International Limited - New Zealand (the Group)
present fairly, in all material respects, the financial position of the Group as at 31 December 2018, its
financial performance and its cash flows for the 13 month period then ended in accordance with New

Zealand Equivalents to International Financial Reporting Standards (NZ IFRS) and International
Financial Reporting Standards (IFRS).

Eisisfor opinion
We conducted our audit in accordance with International Standards on Auditing (New Zealand) (ISAs
(NZ)) and International Standards on Auditing (ISAs). Our responsibilities under those standards are

further described in the Auditor’s responsibilities for the audit of the financial statements section of
our report.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our opinion.

We are independent of the Group in accordance with Professional and Ethical Standard 1 (Revised)
Code of Ethics for Assurance Practitioners (PES 1) issued by the New Zealand Auditing and Assurance
Standards Board and the International Ethics Standards Board for Accountants’ Code of Ethics for
Professional Accountants (IESBA Code), and we have fulfilled our other ethical responsibilities in
accordance with these requirements.

Our firm carries out other services for the Group in the areas of assurance and agreed upon procedures
over the solvency return, other assurance services related to the acquisition of the Group on behalf of
the parent company auditor and agreed upon procedures related to reinsurance. The provision of
these other services has not impaired our independence as auditor of the Group. In addition, certain
partners and employees of our firm may deal with the Group on normal terms within the ordinary
course of trading activities of the Group.

Responsibilities of the Directors for the financial statements
The Directors are responsible, on behalf of the Group, for the preparation and fair presentation of the
financial statements in accordance with NZ IFRS and IFRS, and for such internal control as the
Directors determine is necessary to enable the preparation of financial statements that are free from
material misstatement, whether due to fraud or error.

In preparing the financial statements, the Directors are responsible for assessing the Group’s ability to
continue as a going concern, disclosing, as applicable, matters related to going concern and using the

' PricewaterhouseCoopers, 188 Quay Street, Private Bag 92162, Auckland 1142, New Zealand
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going concern basis of accounting unless the Directors either intend to liquidate the Group or to cease
operations, or have no realistic alternative but to do so.

Auditor’s responsibilities for the audit of the financial statements
Our objectives are to obtain reasonable assurance about whether the financial statements, as a whole,
are free from material misstatement, whether due to fraud or error, and to issue an auditor’s report
that includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee
that an audit conducted in accordance with ISAs (NZ) and ISAs will always detect a material
misstatement when it exists. Misstatements can arise from fraud or error and are considered material
if, individually or in the aggregate, they could reasonably be expected to influence the economic
decisions of users taken on the basis of these financial statements.

A further description of our responsibilities for the audit of the financial statements is located at the
External Reporting Board’s website at:
https://www.xrb.govt.nz/standards-for-assurance-practitioners/auditors-responsibilities/audit-
report-7/

This description forms part of our auditor’s report.

Who we report to
This report is made solely to the Directors of AIA International Limited, as a body. Our audit work has
been undertaken so that we might state those matters which we are required to state to them in an
auditor’s report and for no other purpose. To the fullest extent permitted by law, we do not accept or
assume responsibility to anyone other than the Group and the Directors of ATA International Lmiited,
as a body, for our audit work, for this report or for the opinions we have formed.

The engagement partner on the audit resulting in this independent auditor’s report is Karl Deutschle.
For and on behalf of:

/\Dricwn‘rerlnmfw@

Chartered Accountants Auckland
9 April 2019



To the Directors of AlA International Limited
Appointed Actuary's Section 78 report

Review of actuarial information in, or used in the preparation of, financial statements

| am the Appointed Actuary of AlA International Limited — New Zealand Branch ("AlA New Zealand™). In this
capacity, | am providing a Section 78 report to accompany the New Zealand Group accounts (comprising AlA
New Zealand, AlA Financial Services Network Limited and AIA Sovereign Limited including its subsidiary
Sovereign Assurance Company Limited ("SACL")

t have reviewed the actuaral information used in the Financial Statements and the calculation of the Solvency
Margin for AIA New Zealand. | have completed this review for AIA New Zealand onily. | note that Marco
Welgemoed is the Appointed Actuary for SACL and is responsible for conducting any investigations into the
actuarial information reflected in refation to SACL.

AlA New Zealand relies on an actuarial model that is managed by AlA Ausiralia Limited. AIA New Zealand
provides the inputs of data and assumptions and also performs review on the outputs.

The scope of the review was the actuarial inputs fo the financial statements, including the actuarial Notes to the
Accounts and preparation of the RBNZ solvency returns for AIA New Zealand. My opinion on the financial
position of AIA New Zealand is formed on the basis of the Audited Financial Statements of AIA New Zealand.

| have no other relationship with AIA New Zealand other than that of Appointed Actuary.

No limitations have been placed on me during the review of actuarial information and all information and
explanations have been provided as required for my investigation, having appropriate regard for the size and
nature of the business of AlA New Zealand.

In my opinien and from an actuarial perspective, the actuarial information used in the preparation of the financial
statements has been appropriately used and the actuarial information contained in the financial siatements has
been appropriately included in those statements.

In my opinion and from an actuarial perspective, at 31 December 2018 AIA New Zealand is maintaining the
required solvency margin under the Insurance (Prudential Supervision) Act 2010.

(e

Caroline Bennet
Appointed Actuary
Fellow of the [nstitute of Actuaries of Australia

30 April 2019






