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IFRS-US GAAP

Does the Market need Convergence?

Stefan Schuermann
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- History of IASB-FASB convergence;m

“exploration” to “roadmap”...

»SEC: Concept release in 2000
« To explore the possibility of eliminating reconciliations to US GAAP
« Study of US GAAP difference between IAS/IFRS and other standards

» Sarbanes-Oxley 2002

* Requires standard-setters to consider the issue of international convergence
of accounting standards for “protection of investors”

»Norwalk agreement FASB-IASB, October 2002

* “Commitment to develop ... comparable accounting standards that could be of
use in both domestic and cross-border financial reporting”

»FASB-IASB MoU signed September 2006

* Roadmap for convergence between IFRS and US GAAP between 2006 and
2008

3d GVA Association Insurance & Finance Seminar, Stefan Schirmann 3 @f CHEUVREUX

- An established against a “new” systN
UsS GAAP IFRS

Philosophy Rule-based Principle-driven

» Reliability Not really (fraud...) Data history too short

» Consistency Yes Not really in insurance

» Comparability Yes Improving

» Transparency Yes Yes, better

3d GVA Association Insurance & Finance Seminar, Stefan Schiirmann 4 Qf CHEUVREUX
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Some main differences today ‘

Issue US GAAP IFRS
Revenues (IFRS 4) FAS 60, 97, 120 classification, | IFRS 4 insurance contract
FAS 97 are “deposits” classification
Asset classification (IAS 39) | 3 classes 4 classes
Trading, AFS, HTM + FVTPL
Real estate in own use (IAS At cost, less depreciation and | At fair value, change in value in
40) impairment; depreciation equity, depreciation to P&L,
charged to P&L
Impairments (IAS 36) Impairments not reversed Impairments reversed if increase
in fair value due to new event
Foreign currency translation All change in FX on AFS Change in FX on AFS securities
(IAS 39) securities in equity in P&L; difference fair value to
amortised cost in equity
Investments for risks of Reported as separate accounts | Included in investments
policyholders (IAS39)
Deferred tax (IAS 12) Changes recorded in P&L Changes in equity
3d GVA Association Insurance & Finance Seminar, Stefan Schiirmann 5 Qf CHEUVREUX
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US GAAP reconciliation: Axa, AEGON, ING, Prude I

Local currency, m 2005 2004

des quatre IFRS USGAAP Difference  IFRS  USGAAP
Net income 14864 15484 4% 12266 11637
Shareholder fund 95053 107829 13% 71956 89768

25%

» Average 2004/5 USGAAP book value 18% higher, net income about
the same — what about share price valuation?

» IFRS Price/Book on average 16% higher, 8% in terms of P/E

- Suggests that market does adapt (at least book value view)!

European peers Current P/B  2006E P/E US peers Current P/B  2006E P/E
Allianz 1.62 10.30 AIG 2.1 11.92
Axa 1.8 12.20 Allstate 1.96 8.26
Aviva 2.28 10.60 Chubb 1.73 9.40
Generali 2.95 16.50 Metlife 1.53 11.54
ING 1.95 10.20 Prudential 1.67 13.70
ZFS 1.76 9.40 St Paul Travelers 1.62 9.12
2. 115 1.8 10.7
IFRS/USGAAP difference 16% 8%
3d GVA Association Insurance & Finance Seminar, Stefan Schiirmann 7 Qf CHEUVREUX

“Group of 47 US GAAP-IFRS reportim

» More volatility when comparison is company by company

Difference in % Max 2005 Min 2005 Max 2004 Min 2004
Net income 59% -24% 15% -82%

Shareholder funds 38% % 46% 7%
2005, Change IFRS/USGAAP Axa AEGON ING Prudential plc

25%
7%
7%

Net income
Shareholder funds
Share price performance 2006

-24%
19%
0%

-3%
13%
10%

59%
38%
20%

» Improvement in accounting treatment needed!

» But need for IFRS “inside” adjustments (local rules for liabilities):
priority over convergence with US GAAP?!

3d GVA Association Insurance & Finance Seminar, Stefan Schirmann
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- Axa, ING, Prudential P&L difference;‘_

Impact as % net profits 2005 2004  List not exhaustive
» Real estate for own use -5% -2% US GAAP vs IFRS
» Debt securities valuation -2% 0%
» Hedge accounting 6% 5%
» Pension liabilities -2% -2%
» DAC & VBA 1% 1%
» Tax treatment 6% 6%

here convergence would help

- Pensions, real estate valuation, hedge accounting, tax treatment;

3d GVA Association Insurance & Finance Seminar, Stefan Schirmann

&5 CHEUVREUX

- Axa, ING, Prudential balance sheet m_

Impact as % shareholder funds 2005 2004  List not exhaustive
» Goodwill & purchase accounting 8% 9% us GAAP vs IFRS
» Real estate valuation -5% -6%

» Debt securities valuation -1% nm

» Derivatives and hedge accounting 1% 0%

» DAC & VBA 2% 1%

» Pension liabilities 3% 5%

» Tax treatment -2% 2%

accounting

- Pensions, real estate valuation, tax treatment and purchase

3d GVA Association Insurance & Finance Seminar, Stefan Schirmann 10
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- More specific items company by COM
Impact as % net profits 2005 2004
Real estate accounting -23% -315%  Prudential
» Policy liabilities (with-profits fund) 84% 110% Prudential
» Debt securities valuation -47% -116%  Prudential
» DAC & VBA treatment 17% 113% Prudential
» Foreign currency translation 95% -57% AEGON
» Unrealised gains/losses AFS assets 40% 53% AEGON
» Hedge accounting 11% 6% ING
» Loan loss provision estimate, Europe 28% na ING
» Debt securities valuation 13% 6% AXA
- Local IFRS differences more important than IFRS-US GAAP?!
(e.g. IFRS application beyond listed companies)
3d GVA Association Insurance & Finance Seminar, Stefan Schiirmann 11 Cz{ CHEUVREUX

- Convergence roadmap 09/2006 Mou‘

Some convergence projects 2006 2007 Later
Segment reporting Q4

Income tax Q1 ED

Business combinations Standard mid-2007

Investment properties Not yet defined
Post-retirement benefits ED 2008
(incl. pensions) (5-year project)
Investment properties Not yet defined
Insurance contracts 2008 ED

ED = exposure draft
Source: IASB
3d GVA Association Insurance & Finance Seminar, Stefan Schirmann 12 Qf CHEUVREUX
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Insurance company valuation measuféé‘
Focus: KEY “RATIO” BASIS/DETAILS IFRS/ EEV
US GAAP
( Price/Earnings Net reported earnings X
us Normalised or adjusted earnings X, adj
Investors < Operating profits X
“ROE” Return on equity X
Return on economic capital X, adj
\ Return on embedded value X
(| Price/EEV Price to embedded value multiple X
European NB multiple New business multiple X
Investors < Sume-of-the-parts Appraisal value (NAV + life in-force + X
value added value non-life + life NB value)
L ROE/COC multiple by segment X
Solvency Solvency | (regulator, rating agency) X
Solvency Il (FSA, FTK, SST, US RBC) X
Source: Cheuvreux
3d GVA Association Insurance & Finance Seminar, Stefan Schirmann 14 Qf CHEUVREUX
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IFRS/US GAAP convergence to change inves iour?
European investors use embedded value figure more than IFRS
base, although EEV has lost ground in the last 12 months
US investors have started to recognise embedded value as a
valuation tool, but still broadly use ROE and book value
measures to value insurance companies
- Convergence: could help to focus more on “accounting” and less
on (European) embedded value, also depending on further
progress on the EEV framework (consistency, comparability)
Source Cheuvreux
3d GVA Association Insurance & Finance Seminar, Stefan Schirmann 15 Qf CHEUVREUX
M&A: accounting considerations ‘
Date Acquirer Aquired IFRS- IFRS IFRS- USGAAP USGAAP-USGAP Local GAAP
1/2006 Fondiaria SAI Liguria Assicurazioni 1
2/2006 Groupama Basak Sigorta 1
2/2006 AXA AP MLC Hong Kong 1
3/2006 Generali AMB Generali 1
6/2006 AXA Winterthur 1
6/2006 Generali Toro 1
7/2006 Eurizon Banca Fideuram 1
7/2006 AVIVA AmerUS group 1
712006 Munich Re Isvicre Sigorta 1
9/2006 AXA UK Thinc Destini 1
10/2006  AXA Alpha Insurance 1
10/2006 Liberty Mutual or Safeco Winterthur USA 1
11/2006 Aegon Clark 1
Source: Cheuvreux
- M&A transactions: 9x IFSR/IFRS, 2x IFRS/US GAAP (Amer US,
Winterthur)
-> 2006 M&A list suggests “cross-GAAP” acquisitions exist, but not frequent
3d GVA Association Insurance & Finance Seminar, Stefan Schirmann 16 Qf CHEUVREUX
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Challenges for convergence

»Who needs convergence more, FASB or IASB?
» Financial market attractiveness — US decreasing?

» IFRS adoption by non-European countries: Australia, Hong Kong, China, India, Middle East,
etc. > pressure on FASB?

»Too slow?

- Difference in underlying philosophy will take time to convert; convergence timetable might
be ambitious

» Many issues are addressed in the short-term plan, but no changes before 1/2009 for IFRS
(except voluntary adoption and changes due to amendments to standards)

» US GAAP ruling over IFRS?

* Rules: easier to look for guidance or resolve disputes (existing literature)?

»Outside influence!
 Pressure from European Solvency Il developments to go ahead with fair value project,
not the same interest at FASB in that regard
* SEC-CESR (1. use of IFRS and US GAAP; 2. modernisation of reporting; 3. risk
management)

- Diverse local country tax regulations
« Political influence: European Parliament endorsed IFRS; US Congress influence on SEC
3d GVA Association Insurance & Finance Seminar, Stefan Schirmann 17 Qf CHEUVREUX

RESEARCH & DISTRIBUTION CENTRES

BENELUX GERMANY SPAIN SWITZERLAND
OLE CHEUVREUX — AMSTERDAM BRANCH CREDIT AGRICOLE CHEUVREUX — FRANKFURT BRANCH CREDIT AGRICOLE CHEUVREUX ESPARA S.V. S.A CREDIT AGRICOLE CHEUVREUX — ZURICH BRANCE
HONTHORSTSTRAAT 9 MESSETURM - FRIEDRICH- EBERT-ANLAGE 49 PASEO DE LA CASTELLANA 1 BAHNHOFSTRASSE 18
1071 DC AMSTERDAM D-60308 FRANKFURT AM MAIN 28046 MADRID 8001 ZURICH
TeL: +31 20 573 06 66 TEL: +49 69 47 897 100 TeL: +34 91432 78 21 TeL: +41 44 218 17 17
Faxi+ 31 20 672 40 41 Fax: +49 69 47 897 530 Fax: +34 01 432 75 13 Fax: +41 44 212 25 50
FRANCE ITALY SWEDEN UNITED KINGDOM
CREDIT AGRICOLE CHEUVREUX S.A CREDIT AGRICOLE CHEUVREUX ITALIA SIM S.p.A CREDIT AGRICOLE CHEUVREUX NORDIC AB CREDIT AGRICOLE CHEUVREUX INTERNATIONAL LIMITED
9, QUAI PAUL DoUMER Via BRERA 21 REGERINGSGATAN 38
92400 CoURBEVOIE 121 MiLAN 10393 STOCKHOLM 122 LEADENHALL STREET
TeL: +33 1 41 89 70 00 TeL: +39 02 80 62 83 00 TeL: +468 723 5100 LoNDON EC3V 4QH
FAX: +33 1 41 89 70 05 FAX: +39 02 86 46 15 70 FAX: +468 723 5101 TEL: +44 207 621 5100

Fax: +44 207 621 5101

DISTRIBUTION CENTRES

Japan UNITED STATES
CHEUVREUX CREDIT AGRICOLE CHEUVREUX NORTH AMERICA, INC.
CALYON CAPITAL MARKETS ASIA B.V., TOKYO BRANCH NEw YoRrk SaN FRANCISCO
I0DOME SUMITOMO BUILDING, 15TH FLOOR 1301 AVENUE OF THE AMERICAS ONE MARKET
1-9-2 HIGASHI- SHIMBASHI 15TH FLOOR SPEAR TOWER, SUITE 1610
MINATO-KU NEw YORK, NY 10019 SAN FRANCISCO, CA 94105
ToKYO 105-0021 TeL: +1 (212) 492 8800 TeL: + 1 (415) 543.3111

TEL: +81 3 4580 8522 FAX: +1 (212) 492 8801 Fax: + 1 (415) 618.0821
Fax: +81 3 4580 5534

Copyright © Crédit Agricale Cheavreux, 2006. Al righs reserved

appropriate a all imes. Past performance s nat necessarly a guide o fuure peror doubt.
Rave onsue Ch CheuTow,Caon and i alflies iy efot ansacho s sectios escbed rerein e cvi acau o for e aceau. of Ghers. mey v poSions i 1 oover teret 1 ary of i ffte, o may prtom of sek o pro seeuris vesimes hankng orahrsices o such s o 1 i The

e of sl o branches coleively A Chewre) o iomaton el o b e
ciness. Any opirions or reflect the udgment of a at, oo resete o h roserch o e upon i ny . Das s oo 2 ey an B ek el Not o Sveges e

et of inferest vith respect to nvestment research are consistent wih rules, reuiaons or codes appicalie 10 the secuifes industy. These arrangements can be found in CA Cheureucs polcy for managing confcts of interes, avalable

Ths

eportis provided for nfomation purposes ony. It s na ntended as an offer, inviation or sellany of by CA Cheuwreu. To the extent permited by applicable securs laws and regulatons, CA Cheureux

The

his document o s contes

delveryof s reserchreport o U, porsons i he Unied Sttes of Americis made by and under th esponsiilty of Créit Agricole ChewreusNorth Americ,n.(gistred wih e SEC), T reserreport s any ntend forpersoms o qually asMilor U, nsuional nvestors s define i Securiies
ed ricol

o dlvryof s cesearch apot o sumimay (o any U, person shl ot bo deen reit Ag nc.t0 in erein o ' opinion expressed
heren. Créit Agricle Chemreo: o Amenca o oty o apon e vt o it supporting any Tesearcn U rdos wih .5 16pent o i resemeh sl e xecure trough Créon Aot et o Amonca, . e U Koo,
by Créc ) and Rules). As such,
n ey ™ ruiaton or istibuton efher to the publc at lrge or 1o any other partes ofher than professional
vesiors, as defined n Ar. 100 of decree law No. 58 o 24 February 1998 and i At 31 11522 0f 1 July 1998 In Spain, i e exsing public o Feopicane
i DEUTSCHL
THE INOTHE BE LAW, AND PERSONS INTO WHOSE POSSESSION AND OBSERVE, ANY BY ACCEPTING THIS REPORT YOU AGREE TO BE BOUND BY THE.
CA Cheureur.

12-9

324



