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A13.5  Extracts from the IFRS financial statements 2005 
This section of appendix 13 presents extracts of the financial statements of AEGON, Fortis, and ING, 

all prepared under IFRS as adopted in the EU. It includes the primary financial statements, the 

accounting policies, and the impact of the transition of Dutch GAAP to IFRS. For AEGON and ING,   

the section also includes the reconciliation schedules between IFRS and US GAAP and a description of 

the differences in accounting policies under these two regimes.  
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A13.5.1 AEGON 

Table A13.422 AEGON – consolidated balance sheet at 31 December 2005 and 2004
1
 

 2005 2004 

   

ASSETS   

Intangible assets 4,678 4,183 

Investments 146,075 128,516 

Investments for account of policyholders 127,547 106,838 

Derivatives 2,295 1,716 

Investments in associates 542 484 

Reinsurance assets 4,125 3,298 

Defined benefit assets 409 323 

Deferred tax assets 83 13 

Deferred expenses and rebates 11,348 9,058 

Other assets and receivables 6,806 6,460 

Cash and cash equivalents 7,307 7,803 

   

Total assets 311,215 268,692 

   

EQUITY AND LIABILITIES   

Shareholders' equity 19,276 14,875 

Other equity instruments 3,379 2,869 

   

Issued capital and reserves attributable to equity holders of AEGON N.V. 22,655 17,744 

Minority interests 15 15 

   

Total group equity 22,670 17,759 

   

Trust pass-through securities 437 378 

Subordinated borrowings 284 254 

Insurance contracts 95,690 82,816 

Insurance contracts for account of policyholders 70,280 59,904 

Investment contracts 38,842 33,630 

Investment contracts for account of policyholders 58,724 47,142 

Derivatives 2,202 1,975 

Borrowings 5,532 5,662 

Provisions 253 280 

Defined benefit liabilities 2,015 1,958 

Deferred revenue liabilities 84 76 

Deferred tax liabilities 2,911 3,416 

Other liabilities 10,733 12,939 

Accruals 558 503 

   

Total liabilities 288,545 250,933 

   

Total equity and liabilities 311,215 268,692 

 

 

 

 

  

                                                           
1
 AEGON Financial Statements 2005, page 82. The consolidated balance sheet is also presented in US dollars. 
For the purpose of this dissertation, these amounts are omitted. 
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Table A13.423 AEGON – consolidated income statement for 2005 and 2004
2
 

   

 
2005 2004 

      

INCOME 
  Premium income 18,882 18,329 

Investment income 9,937 9,337 

Fee and commission income 1,444 1,303 

Other revenues 73 331 

      

TOTAL REVENUES 30,336 29,300 

      

Income from reinsurance ceded 1,691 1,548 

Fair value and foreign exchange gains 698 206 

Gains on investments for account of policyholders 11,340 5,873 

Gains on investments   1,269 1,290 

Other income 176 138 

      

TOTAL INCOME 45,510 38,355 

      

CHARGES 
  Premiums to reinsurers 1,554 1,563 

Policyholder claims and benefits 33,807 26,984 

Profit sharing and rebates 171 156 

Commissions and expenses 5,522 5,784 

Fair value and foreign exchange losses 385 199 

Losses on investments for account of policyholders 2 13 

Losses on investments   112 87 

Impairment charges/reversals -14 183 

Interest charges and related fees 373 398 

Other charges 3 218 

      

TOTAL CHARGES 41,915 35,585 

   

INCOME BEFORE SHARE IN PROFIT/(LOSS) OF ASSOCIATES AND TAX 3,595 2,770 

Share in profit/(loss) of associates 20 25 

   INCOME BEFORE TAX 3,615 2,795 

   Income tax -885 -537 

   INCOME AFTER TAX 2,730 2,258 

   Attributable to minority interests 2 -2 

   NET INCOME ATTRIBUTABLE TO EQUITY HOLDERS OF AEGON N.V. 2,732 2,256 

 

  

                                                           
2
 AEGON Financial Statements 2005, page 83. The consolidated income statement is also presented                   
in US dollars. For the purpose of this dissertation, these amounts are omitted. 



A-500 
 

Table A13.424 AEGON – consolidated statement of changes in equity for 2005
3
 

         

 

Share 
capital 

Retained 
earnings 

Revaluation 
reserves 

Other 
reserves 

Other equity 
instruments 

Issued 
capital and 

reserves (1) 
Minority 
interests Total 

                  

YEAR ENDED DECEMBER 31, 2005 
        At January 1 6,590 6,825 2,141 -681 2,869 17,744 15 17,759 

                  

Revaluations - - -293 - - -293 - -293 

Transfers between revaluation reserves 
and retained earnings - 4 -4 - - 0 - 0 

Gains/(losses) transferred to income 
statement on disposal and impairment - - 54 - - 54 - 54 

Equity movements of associates - - - 19 - 19 - 19 

Foreign currency translation differences - - 142 - - 142 - 142 

Movements in currency translation and 
net foreign investment hedging reserves - - - 1,515 - 1,515 - 1,515 

Aggregate tax effect of items recognised 
directly in equity - 

 
242 - - 242 - 242 

Other 
 

-55 11 - - -44 2 -42 

                  

NET INCOME RECOGNISED DIRECTLY IN 
EQUITY - -51 152 1,534 - 1,635 2 1,637 

         Net income recognised in the income 
statement - 2,732 - - - 2,732 -2 2,730 

                  

TOTAL RECOGNISED NET INCOME FOR 
2005 - 2,681 152 1,534 - 4,367 - 4,367 

                  

Shares issued 2 - - - - 2 - 2 

Treasury shares 220 -146 - - - 74 - 74 

Other equity instruments issued - - - - 1,456 1,456 - 1,456 

Other equity instruments redeemed 
  

- - -950 -950 - -950 

Dividends paid on ordinary shares - -193 - - - -193 - -193 

Preferred dividends - -79 - - - -79 - -79 

Coupons on perpetuals - -132 - - - -132 - -132 

Share options - - - - 4 4 - 4 

Other   - 362 - - - 362 - 362 

         

         AT DECEMBER 31, 2005 6,812 9,318 2,293 853 3,379 22,655 15 22,670 

          
(1) Issued capital and reserves attributable to equity holders of AEGON N.V. 

     

  

                                                           
3
 AEGON Financial Statements 2005, page 84.  
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Table A13.425 AEGON – consolidated statement of changes in equity for 2004
4
 

 
Share 

capital 
Retained 
earnings 

Revaluation 
reserves 

Other 
reserves 

Other equity 
instruments 

Issued 
capital and 

reserves (1) 
Minority 
interests Total 

         

         YEAR ENDED DECEMBER 31, 2004 
        At January 1 6,353 5,269 1,660 15 1,517 14,814 29 14,843 

                  

Revaluations - - 921 - - 921 - 921 

Gains/(losses) transferred to income 
statement on disposal and impairment - - -23 - - -23 - -23 

Equity movements of associates - - - 59 - 59 - 59 

Foreign currency translation differences - - -77 - - -77 - -77 

Movements in currency translation and 
net foreign investment hedging reserves - - - -755 - -755 - -755 

Aggregate tax effect of items recognised 
directly in equity - -29 -329 - - -358 - -358 

Other - 5 -11 - - -6 -16 -22 

                  

NET INCOME RECOGNISED DIRECTLY IN 
EQUITY - -24 481 -696 - -239 -16 -255 

         Net income recognised in the income 
statement - 2,256 - - - 2,256 2 2,258 

                  

TOTAL RECOGNISED NET INCOME FOR 
2004 - 2,232 481 -696 - 2,017 -14 2,003 

         Shares issued 1 - - - - 1 - 1 

Treasury shares 236 -214 - - - 22 - 22 

Other equity instruments issued - - - - 1,352 1,352 - 1,352 

Dividends paid on ordinary shares - -256 - - - -256 - -256 

Preferred dividends - -95 - - - -95 - -95 

Coupons on perpetuals - -84 - - - -84 - -84 

Other   - -27 - - - -27 - -27 

         

         AT DECEMBER 31, 2004 6,590 6,825 2,141 -681 2,869 17,744 15 17,759 

          
(1) Issued capital and reserves attributable to equity holders of AEGON N.V. 

     

 

  

                                                           
4
 AEGON Financial Statements 2005, page 85.  
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Table A13.426 AEGON – consolidated cash flow statement for 2005 and 2004
5
 

 
2005 2004 

      CASH FLOW FROM OPERATING ACTIVITIES 
     

INCOME BEFORE TAX 3,615 2,795 

ADJUSTMENTS -9,225 -4,332 

   

   CASH GENERATED FROM OPERATIONS -5,610 -1,537 

   

Interest received 9,259 8,491 

Dividends received 868 796 

Interest paid -238 -297 

Income tax paid -680 -296 

      

NET CASH FLOW FROM OPERATING ACTIVITIES 3,599 7,157 

      

CASH FLOW FROM INVESTING ACTIVITIES 
  Purchase of financial assets, excluding fair value option assets and derivatives -58,771 -64,532 

Purchase of investments in real estate and real estate held for own use -242 -109 

Acquisition of a subsidiary -152 -7 

Proceeds from sale and maturity of financial assets excluding fair value option assets and derivatives 55,007 59,646 

Proceeds from sale of investments in real estate and real estate held for own use 262 245 

Divestiture of a subsidiary 317 5,571 

Changes in money market investments -133 -1,361 

Other -326 -110 

      

NET CASH FLOW FROM INVESTING ACTIVITIES -4,038 -657 

      

CASH FLOWS FROM FINANCING ACTIVITIES 
  Proceeds from issue of share capital 2 1 

Proceeds from issue of perpetuals 1,457 1,352 

Proceeds from borrowings and amounts due to banks 1,038 571 

Proceeds from issue of treasury shares 112 99 

Repayment of perpetuals -950 - 

Repayment of capital securities and subordinated borrowings - -183 

Repayment of borrowings and amounts due to banks -1,573 -3,403 

Purchase of treasury shares -38 -77 

Dividends paid -272 -351 

Coupons on perpetuals -132 -84 

Other -649 -739 

      

NET CASH FLOWS FROM FINANCING ACTIVITIES -1,005 -2,814 

      

NET INCREASE/(DECREASE) IN CASH AND CASH EQUIVALENTS -1,444 3,686 

Net cash and cash equivalents at the beginning of the year 6,804 3,563 

Effects of exchange rate changes on cash and cash equivalents 708 -445 

   NET CASH AND CASH EQUIVALENTS AT THE END OF THE YEAR 6,068 6,804 

 
The cash flow statement is prepared according to the indirect method.

                                                           
5
 AEGON Financial Statements 2005, page 86. The consolidated cash flow statement is also presented                
in US dollars. For the purpose of this dissertation, these amounts are omitted. 
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1 GENERAL INFORMATION6 

AEGON N.V., incorporated and domiciled in the Netherlands, is a limited liability share company organised under Dutch law 
and recorded in the Commercial Register of The Hague under its registered address at AEGONplein 50, 2591 TV The Hague. 
AEGON N.V. serves as the holding company for the AEGON Group and has listings of its common shares in Amsterdam,  
New York, Frankfurt, London, Tokyo and Zurich.  
 
AEGON N.V. and its subsidiaries and joint ventures (AEGON or ‘the Group’) have life insurance and pensions operations in 
over ten countries in Europe, the Americas and Asia and are also active in savings and investment operations, accident and 
health insurance, general insurance and limited banking operations in a number of these countries. The largest operations 
are in the United States. 
Headquarters are located in The Hague, the Netherlands. The Group employs approximately 27,000 people worldwide. 

2  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES7 

2.1  BASIS OF PREPARATION 

The consolidated financial statements have been prepared in accordance with International Financial Reporting Standards 
(IFRS), as adopted by the European Union (EU).  
 
These are the Group’s first consolidated financial statements prepared in accordance with IFRS, with the 2004 comparatives 
restated accordingly. Previously, the financial statements were prepared based on the reporting requirements embodied in 
Part 9 of Book 2 of the Netherlands Civil Code. The effects of the transition to IFRS as of January 1, 2004 on the financial 
position, financial performance and cash flows can be found in note 56. 
 
With regard to the income statement of AEGON N.V., article 402, Part 9 of Book 2 of the Netherlands Civil Code has been 
applied, allowing a simplified format.  
 
New standards become effective on the date specified by IFRS, but may allow companies to opt for an earlier adoption 
date. In 2005, the Group has chosen to early adopt the following relevant standards: 
 

• The amendments to IAS 39 Fair value option — required date of adoption January 1, 2006; 
• The amendments to IAS 39 and IFRS 4 Financial Guarantee Contracts — required date of                               

adoption January 1, 2006; 
• The amendments to IAS 19 Actuarial Gains and Losses, Group Plans and Disclosures — required date of     

adoption January 1, 2006. 

 
The early adoption of these standards and interpretations did not have an impact on equity or net income. 
 
The amendments to IAS 39 Fair value option revised the fair value option previously included in IAS 39 by limiting its use to 
those financial instruments that meet certain conditions. The amendments to IAS 39 and IFRS 4 introducing a definition of  
a financial guarantee contract include requirements on the accounting for such contracts. The Group’s accounting policies, 
including the designation of financial instruments as at fair value through profit or loss, were not affected by the adoption 
of these two amendments. 
The adoption of the amendments to IAS 19 has resulted in more extensive disclosures on the Group’s post-employment 
benefit plans. The option provided by the amendment to IAS 19 to recognise actuarial gains and losses immediately outside 
income has not been adopted. In accordance with the transitional provisions to the amendments, the amounts included in 
disclosures that require comparatives for four previous years will be determined for each annual period prospectively    
from 2005 onwards. 

 
The following standards and interpretations will be introduced in the coming years: 
 

• IFRS 7 Financial Instruments: Disclosures — required adoption date January 1, 2007; 
• The amendments to IAS 1 Capital Disclosures — required adoption date January 1, 2007; 
• The amendments to the guidance on implementation of IFRS 4 Insurance Contracts — required adoption          

date January 1, 2007; 
• The amendments to IAS 21 Net investments in foreign operations — required date of adoption January 1, 2006; 
• IFRIC 4 Determining whether an arrangement contains a lease — required date of adoption January 1, 2006; 
• IFRIC 8 Scope IFRS 2 Share-based Payment — required adoption date January 1, 2007. 

                                                           
6
 AEGON Financial Statements 2005, page 87. 

7
 AEGON Financial Statements 2005, pages 87-100. 
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The Group intends to apply these standards and interpretations as of the required date of adoption, subject to EU 
endorsement. IFRS 7, the related amendments to IAS 1 and the implementation guidance to IFRS 4 will affect the 
disclosures on financial instruments, insurance contracts and capital provided in the Group’s consolidated financial 
statements. The Group will adopt these standards effective January 1, 2007. 
 
The amendments to IAS 21 redefine which monetary items should be included in an entity’s net investment in a foreign 
operation. In order to meet the definition of a net investment in a foreign operation, monetary items no longer need to be 
denominated in either the functional currency of the parent company or the functional currency of the foreign operation. 
Also, the new standard clarifies that monetary items resulting from transactions between subsidiaries may also qualify. 
 
IFRIC 4 addresses how to determine whether an arrangement is, or contains, a lease as defined in IAS 17 Leases, when the 
assessment or reassessment of the arrangement would be made and, if applicable, how the payments for the lease should 
be separated from payments for any other elements in the arrangement. IFRIC 8 clarifies that IFRS 2 Share-based Payment 
applies to all transactions in which an entity receives non-financial assets or services as consideration for the issue of its 
equity instruments, even where nil consideration seems to be received. 
 
The Group intends to adopt the amendments to IAS 21, IFRIC 4 and IFRIC 8 effective January 1, 2006, subject to EU 
endorsement, and is currently investigating the effect of these standards and interpretations on its accounting. 

 
As allowed by IFRS 4 Insurance Contracts, the Group values its insurance contracts in accordance with the accounting 
principles that were applied prior to the transition to IFRS. The assets and liabilities relating to insurance contracts issued in 
the United States and Canada are accounted for in accordance with United States Generally Accepted Accounting Principles 
(US GAAP). On September 19, 2005, the Financial Accounting Services Board (FASB) released SOP 05-1 Accounting by 
Insurance Enterprises for Deferred Acquisition Costs in Connection with Modifications or Exchanges of Insurance Contracts. 
This SOP provides guidance on the accounting for replacements of one contract by another. Depending on whether certain 
conditions are met, the replacement is accounted for as either an extinguishment or as a continuation of the replaced 
contract. The classification will affect the accounting for unamortised deferred policy acquisition costs (DPAC),        
unearned revenue liabilities and deferred sales inducement assets from the replaced contract. 
The Group will adopt SOP 05-1 for insurance contracts issued in the United States and Canada effective January 1, 2007. 
The Group is currently investigating the effect of SOP 05-1 on its accounting. 

2.2  BASIS OF CONSOLIDATION 

The following accounting principles have been applied consistently to the interests in subsidiaries and joint ventures 
acquired after the transition to IFRS on January 1, 2004. Business combinations that occurred before this date have not 
been restated. 
 
a.  Subsidiaries 
The consolidated financial statements include the financial statements of AEGON N.V. and its subsidiaries. Subsidiaries are 
entities over which AEGON has direct or indirect power to govern the financial and operating policies so as to obtain 
benefits from its activities (‘control’). The assessment of control is based on the substance of the relationship between the 
Group and the entity and, among other things, considers existing and potential voting rights that are currently exercisable 
and convertible. 

Special purpose entities are consolidated if, in substance, the activities of the entity are conducted on behalf of the Group, 
the Group has the decision-power to obtain control of the entity or has delegated these powers through an autopilot,      
the Group can obtain the majority of the entity’s benefits or the Group retains the majority of the residual risks related to 
the entity or its assets. 

 
The subsidiary’s assets, liabilities and contingent liabilities are measured at fair value on the acquisition date and are 
subsequently accounted for in accordance with the Group’s accounting principles and reporting year. Intra-group 
transactions, including AEGON N.V. shares held by subsidiaries, are eliminated. Intra-group losses are eliminated, except to 
the extent that the underlying asset is impaired. Minority interests are initially stated at their share in the net assets on the 
acquisition date and subsequently adjusted for the minority’s share in changes in the subsidiary’s equity. 

 
The excess of the cost of acquisition, comprising the consideration paid to acquire the interest and the directly related 
costs, over the Group’s share in the net fair value of assets, liabilities and contingent liabilities acquired is recognised as 
goodwill. Negative amounts are recognised directly in the income statement. If the fair value of the assets, liabilities and 
contingent liabilities acquired in the business combination has been determined provisionally, adjustments to these values 
resulting from the emergence of new evidence within twelve months after the acquisition date are made against goodwill. 
Also, goodwill is adjusted for changes in the estimated value of contingent considerations given in the business combination 
when they arise. 
When control is obtained in successive share purchases, each significant transaction is accounted for separately.               
The identifiable assets, liabilities and contingent liabilities are stated at fair value when control is obtained. 
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Subsidiaries are deconsolidated when control ceases. Any difference between the net proceeds and the carrying amount of 
the subsidiary is recognised in the income statement. 

 
Investment funds 
Investment funds managed by the Group in which the Group holds an interest are consolidated in the financial statements 
if the Group can govern the financial and operating policies of the fund. In assessing control all interests held by the Group 
in the fund are considered, regardless of whether the financial risk related to the investment is borne by the Group or by 
the policyholders. 
 
On consolidation of an investment fund, a liability is recognised to the extent that the Group is legally obliged to buy back 
participations held by third parties. Where this is not the case, other participations held by third parties are presented as 
minority interests in equity. The assets allocated to participations held by third parties or by the Group on behalf of 
policyholders are presented in the consolidated financial statements as investments for account of policyholders. 
 
Equity instruments issued by the Group that are held by the investment funds are eliminated on consolidation. However, 
the elimination is not reflected in the measurement of the related financial liabilities towards policyholders or other third 
parties. 
 
b.  Jointly controlled entities 
Joint ventures are contractual agreements whereby the Group undertakes an economic activity with other parties that is 
subject to joint control. 
 
Interests in joint ventures are recognised using proportionate consolidation, combining items on a line by line basis from 
the date the jointly controlled interest commences. Gains and losses on transactions between the Group and the joint 
venture are recognised to the extent that they are attributable to the interests of other venturers, with the exception of 
losses that are evidence of impairment and that are recognised immediately. 
 
The acquisition of an interest in a joint venture may result in goodwill, which is accounted for consistently with the goodwill 
recognised on the purchase of a subsidiary. 
 
The use of proportionate consolidation is discontinued from the date on which the Group ceases to have joint control. 

2.3  FOREIGN EXCHANGE TRANSLATION 

a.  Translation of foreign currency transactions 
A group entity prepares its financial statements in the currency of the primary environment in which it operates. 
Transactions in foreign currencies are translated to the functional currency using the exchange rates prevailing at the date 
of the transaction. 
 
At the balance sheet date monetary assets and monetary liabilities are translated at the prevailing exchange rate.           
Non-monetary items carried at cost are translated using the exchange rate at the date of the transaction, whilst assets 
carried at fair value are translated at the exchange rate when the fair value was determined. 
 
Exchange differences on monetary items are recognised in the income statement when they arise, except when they are 
deferred in equity as a result of a qualifying cash flow or net investment hedge. Exchange differences on non-monetary 
items are recognised in equity or the income statement, consistently with other gains and losses on these items. 

 
b.  Translation of foreign currency operations 
On consolidation, the financial statements of group entities with a foreign functional currency are translated to euro,       
the currency in which the consolidated financial statements are presented. Assets and liabilities are translated at the closing 
rates on the balance sheet date. Income, expenses and capital transactions (such as dividends) are translated at average 
exchange rates or at the prevailing rates on the transaction date, if more appropriate. Goodwill and fair value adjustments 
arising on the acquisition of a foreign entity are translated at the closing rates on the balance sheet date. 
 
The resulting exchange differences are recognised in the ‘foreign currency translation reserve’, which is part of equity.      
On disposal of a foreign entity the related cumulative exchange differences included in the reserve are recognised in the 
income statement. 
 
On transition to IFRS on January 1, 2004, the foreign currency translation reserve was reset to nil. 
 
The US dollar information provided in the consolidated financial statements for comparative purposes is translated from 
euro by translating balance sheet items at the closing rate on the balance sheet date and income statement items at the 
average exchange rate. 
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2.4  SEGMENT REPORTING 

As the Group’s risks and rates of return are predominantly affected by the fact that it operates in different countries,        
the primary basis for segment reporting is geographical segments. Geographical segments are defined based on the 
location of assets. Secondary information is reported for groups of related products. 
 
Segment reporting includes information on operating earnings. Included in operating earnings are segment revenues and 
segment expenses. Segment revenues consist of premium income, investment income, fee and commission income, 
income from banking activities and other revenues. Segment expenses consist of premiums to reinsurers, policyholder 
claims and benefits (excluding the effect of charges to policyholders in respect of income tax), profit sharing and rebates 
and commissions and expenses. In addition to segment revenues the following income items are also included in the 
calculation of operating earnings: income from reinsurance ceded, fair value and foreign exchange gains and gains on 
investments for account of policyholders. Similarly, in addition to segment expenses, the following expense items are also 
included in the calculation of operating earnings: fair value and foreign exchange losses, losses on investments for account 
of policyholders and interest charges and related fees. 

2.5  OFFSETTING OF ASSETS AND LIABILITIES 

Financial assets and liabilities are offset in the balance sheet when the Group has a legally enforceable right to offset and 
has the intention to settle the asset and liability on a net basis or simultaneously. 

2.6  INTANGIBLE ASSETS 

a.  Goodwill 
Goodwill is recognised as an intangible asset for interests in subsidiaries and joint ventures acquired after January 1, 2004 
and is measured as the positive difference between the acquisition cost and the Group’s interest in the net fair value of the 
entity’s identifiable assets, liabilities and contingent liabilities. Subsequently, goodwill is carried at cost less accumulated 
impairment charges. It is derecognised when the interest in the subsidiary or joint venture is disposed of. 
 
b.  Value of business acquired 
When a portfolio of insurance contracts is acquired, whether directly from another insurance company or as part of              
a business combination, the difference between the fair value and the carrying amount of the insurance liabilities is 
recognised as value of business acquired (VOBA). The Group also recognises VOBA when it acquires a portfolio of 
investment contracts with discretionary participation features. 
 
VOBA is amortised over the useful life of the acquired contracts, based on either the expected future premiums or the 
expected gross profit margins. For products sold in the United States and Canada, with amortisation based on expected 
gross profit margins, the amortisation period and pattern are reviewed at each reporting date. Any change in estimates is 
recorded in the income statement. For all products, VOBA is assessed for recoverability at least annually on                             
a country-by-country basis and the portion determined not to be recoverable is charged to the income statement. VOBA is 
considered in the liability adequacy test for each reporting period. 
 
When unrealised gains or losses arise on available-for-sale assets, VOBA is adjusted to equal the effect that the realisation 
of the gains or losses would have had. The adjustment is recognised directly in equity. 

 
VOBA is derecognised when the related contracts are settled or disposed of. 

 
c.  Future servicing rights 
On the acquisition of a portfolio of investment contracts without discretionary participation features under which AEGON 
will render investment management services, the present value of future servicing rights is recognised as an intangible 
asset. Future servicing rights can also be recognised on the sale of a loan portfolio or the acquisition of insurance agency 
activities. 
 
The present value of the future servicing rights is amortised over the servicing period as the fees from services emerge and 
is subject to impairment testing. It is derecognised when the related contracts are settled or disposed of. 
 
d.  Other intangible assets 
Other intangible assets are recognised to the extent that the assets can be identified, are controlled by the Group,             
are expected to provide future economic benefits and can be measured reliably. The Group does not recognise internally 
generated intangible assets arising from research or internally generated goodwill, brands, customer lists and similar items. 
 
The intangible assets are carried at cost less accumulated amortisation and impairment losses. The depreciable amount of 
the asset is amortised over its useful life as the future economic benefits emerge and is recognised in the income statement 
as an expense. The amortisation period and pattern are reviewed at each reporting date, with any changes recognised in 
the income statement. 
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An intangible asset is derecognised when it is disposed of or when no future economic benefits are expected from its use  
or disposal. 

2.7  INVESTMENTS 

Investments for general account comprise financial assets, excluding derivatives, as well as investments in real estate and 
real estate held for own use. 
 
a.  Financial assets 
Financial assets are recognised on the trade date when the Group becomes a party to the contractual provisions of the 
instrument and are classified for accounting purposes depending on the characteristics of the instruments and the purpose 
for which they were purchased.  

 
Classification 
The following financial assets are measured at fair value through profit or loss: financial assets held for trading, financial 
assets managed on a fair value basis in accordance with the Group’s risk management and investment strategy and 
financial assets containing an embedded derivative that is not closely related and that cannot be reliably bifurcated.            
In addition, the Group designates financial assets to this category when by doing so a potential accounting mismatch in the 
financial statements is eliminated or significantly reduced. 
 
Financial assets with fixed or determinable payments that are not quoted in an active market and that the Group does not 
intend to sell in the near future are accounted for as loans. To the extent that the Group has the intention and ability to 
hold a quoted financial asset with fixed payments to the maturity date, it is classified as held-to-maturity. 
 
All remaining non-derivative financial assets are classified as available-for-sale. 
 
Measurement 
Financial assets are initially recognised at fair value excluding interest accrued to date plus, in the case of a financial asset 

not at fair value through profit or loss, any directly attributable incremental transaction costs. 

Loans and assets held-to-maturity are subsequently carried at amortised cost using the effective interest rate method. 
Financial assets at fair value through profit or loss are measured at fair value with all changes in fair value recognised in the 
income statement as incurred. Available-for-sale assets are recorded at fair value with unrealised changes in fair value 
recognised directly in equity. Financial assets that are designated as hedged items are measured in accordance with the 
hedge accounting requirements. 

 
• Amortised cost 

The amortised cost of a debt instrument is the amount at which it is measured at initial recognition minus principal 
repayments, plus or minus the cumulative amortisation of any difference between the initial amount and the maturity 
amount, and minus any reduction for impairment. The effective interest rate method is a method of calculating the 
amortised cost and of allocating the interest income or expense over the relevant period. The effective interest rate is the 
rate that exactly discounts estimated future cash payments or receipts through the expected life of the debt instrument or, 
when appropriate, a shorter period to the net carrying amount of the instrument. When calculating the effective interest 
rate, all contractual terms are considered, with the exception of future credit losses. Fees and points paid or received 
between parties to the contract that are an integral part of the effective interest rate, transaction costs and all other 
premiums or discounts are included in the calculation. 
 

• Fair value 
The consolidated financial statements provide information on the fair value of all financial assets, including those carried   
at amortised cost where the values are provided as comparative data in the notes to the financial statements. 
The fair value of an asset is the amount for which an asset could be exchanged between knowledgeable, willing parties in 
an arm’s length transaction. For quoted financial assets for which there is an active market, the fair value is the bid price at 
the balance sheet date. In the absence of an active market, fair value is estimated by using present value or other valuation 
techniques. Where discounting techniques are applied the discount rate is based on current market rates applicable to 
financial instruments with similar characteristics. 
 
Interest accrued to date is not included in the fair value of the financial asset. 
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Derecognition 
A financial asset is derecognised when the contractual rights to the asset’s cash flows expire, when the Group has 
transferred the asset and substantially all the risks and rewards of ownership, or when the Group has transferred the asset 
without transfer or retaining of substantially all the risks and rewards of ownership, provided the other party can sell or 
pledge the asset. A transfer of an asset generally involves the transfer of the contractual right to receive cash flows of the 
asset. Financial assets, in respect of which the Group has neither transferred nor retained all the risks and rewards,           
are recognised to the extent of the Group’s continuing involvement. 
 
On derecognition the difference between the disposal proceeds and the carrying amount is recognised in the income 
statement as a realised gain or loss. Any cumulative unrealised gain or loss previously recognised in equity is also 
recognised in the income statement. 
 
Security lending and repurchase agreements 
Financial assets that are lent to a third party or that are transferred subject to a repurchase agreement at a fixed price are 
not derecognised as the Group retains substantially all the risks and rewards of the asset. A liability is recognised for cash 
collateral received, on which interest is accrued. 

A security that has been received under a borrowing or reverse repurchase agreement is not recognised as an asset in the 
financial statements. A receivable is recognised for any related cash collateral paid by AEGON. If the Group subsequently 
sells that security, a liability is recognised to repurchase the asset and measured at fair value. 
 
Collateral 
With the exception of cash collateral, assets received as collateral are not separately recognised as an asset until the 
financial asset they secure is foreclosed. When cash collateral is recognised, a liability is recorded for the same amount. 
 
b.  Real estate 
Property that is occupied by the Group and that is not intended to be sold in the near future is classified as real estate held 
for own use. Investments in real estate is property held to earn rentals or for capital appreciation, or both. Considering the 
Group’s asset liability management policies, under which both categories of property can be allocated to liabilities resulting 
from insurance and investment contracts, both are classified as investments. 
 
Property is initially recognised at cost. Subsequently, investments in real estate are measured at fair value with the changes 
in fair value recognised in the income statement. Real estate held for own use is carried at its revalued amount, which is the 
fair value at the date of revaluation less any subsequent accumulated depreciation and impairment losses. Depreciation is 
calculated on a straight-line basis over the useful life of a building. Land is not depreciated. On revaluation the accumulated 
depreciation is eliminated against the gross carrying amount of the asset and the net amount is restated to the revalued 
amount. Increases in the net carrying amount are recognised in the related revaluation reserve in equity and are released 
to retained earnings over the remaining useful life of the property. 
 
Valuations of both investments in real estate and real estate held for own use are conducted with sufficient regularity to 
ensure the value correctly reflects the fair value at the balance sheet date. Valuations are mostly based on active market 
prices, adjusted for any difference in the nature, location or condition of the specific property. If such information is not 
available, other valuation methods are applied, considering the current cost of reproducing or replacing the property,      
the value that the property’s net earning power will support and the value indicated by recent sales of comparable 
properties. 
 
On disposal of an asset, the difference between the net proceeds received and the carrying amount of the asset is 
recognised in the income statement. Any remaining attributable surplus in the revaluation reserve is transferred to retained 
earnings. 
 
Property under construction 
The Group develops property itself with the intention to hold it as investments in real estate. During the construction phase 
both the land and the building are presented as real estate held for own use, are held at cost, including directly attributable 
borrowing costs, and are not depreciated. When the construction phase is completed, the property is transferred to 
investments in real estate and revalued at fair value. Any resulting gain or loss is recognised in the income statement. 
 
Maintenance costs and other subsequent expenditure 
Expenditure incurred after initial recognition of the asset is capitalised to the extent that the level of future economic 
benefits of the asset is increased. Costs that restore or maintain the level of future economic benefits are recognised in the 
income statement as incurred. 
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2.8  INVESTMENTS FOR ACCOUNT OF POLICYHOLDERS 
Investments held for account of policyholders consist of investments in financial assets, excluding derivatives, as well as 
investments in real estate and real estate held for own use. Investment return on these assets is passed on to the 
policyholder. Also included are the assets held by consolidated investment funds that are backing liabilities towards third 
parties. The accounting principles are consistent with those applicable to general account investments with the same 
classification, as described in note 2.7. 

2.9  DERIVATIVES 

a.  Definition 
Derivatives are financial instruments whose value changes in response to an underlying variable, that require little or no net 
initial investment and are settled at a future date. 
 
Assets and liabilities held by the Group may include derivative-like terms and conditions. With the exception of features 
embedded in contracts held at fair value through profit or loss, embedded derivatives that are not considered closely 
related to the host contract are bifurcated, carried at fair value and presented as derivatives. In assessing whether                
a derivative-like feature is closely related to the contract in which it is embedded, the Group considers the similarity of the 
characteristics of the embedded derivative and the host contract. Embedded derivatives that transfer significant insurance 
risk are accounted for as insurance contracts. 
 
Derivatives with positive values are reported as assets and derivatives with negative values are reported as liabilities. 
Derivatives for which the contractual obligation can only be settled by exchanging a fixed amount of cash for a fixed 
amount of AEGON N.V. equity instruments are accounted for as equity and are therefore discussed in the notes on equity. 
 
b.  Measurement 
All derivatives are recognised on the balance sheet at fair value. All changes in fair value are recognised in the income 
statement, unless the derivative has been designated as a hedging instrument in a cash flow hedge or a hedge of a net 
foreign investment. 
 
The fair value is calculated net of the interest accrued to date and is based on market prices, when available. When market 
prices are not available, other valuation techniques, such as option pricing or stochastic modeling, are applied.                  
The valuation techniques incorporate all factors that market participants would consider and are based on observable 
market data, when available. 
 
c.  Hedge accounting 
As part of its asset liability management, the Group enters into economic hedges to limit its risk exposure.                      
These transactions are assessed to determine whether hedge accounting can and should be applied. 
 
To qualify for hedge accounting, the hedge relationship is designated and formally documented at inception, detailing the 
particular risk management objective and strategy for the hedge (which includes the item and risk that is being hedged), 
the derivative that is being used and how hedge effectiveness is being assessed. A derivative has to be effective in 
accomplishing the objective of offsetting either changes in fair value or cash flows for the risk being hedged.                       
The effectiveness of the hedging relationship is evaluated on a prospective and retrospective basis using qualitative and 
quantitative measures of correlation. Qualitative methods may include comparison of critical terms of the derivative to the 
hedged item. Quantitative methods include a comparison of the changes in the fair value or discounted cash flow of the 
hedging instrument to the hedged item. A hedging relationship is considered effective if the actual results of the hedge are 
within a ratio of 80 to 125%. 
 
For hedge accounting purposes, a distinction is made between fair value hedges, cash flow hedges and hedges of a net 
investment in a foreign operation. 
 
Fair value hedges are hedges of a change in the fair value of an unrecognised firm commitment or an asset or liability that is 
not held at fair value through profit or loss. The hedged item is remeasured to fair value in respect of the hedged risk and 
the resulting adjustment is recorded in the income statement. 

Cash flow hedges are hedges of the exposure to variability in cash flows that is attributable to a particular risk of a forecast 
transaction or a recognised asset or liability and could affect profit or loss. To the extent that the hedge is effective,          
the change in the fair value of the derivative is recognised in the related revaluation reserve in equity. Any ineffectiveness is 
recognised directly in the income statement. The amount recorded in equity is released to the income statement to 
coincide with the hedged transaction, except when the hedged transaction is an acquisition of a non-financial asset or 
liability. In this case, the amount in equity is included in the initial cost of the asset or liability. 
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Net investment hedges are hedges of currency exposures on a net investment in a foreign operation. To the extent that the 
hedge is effective, the change in the fair value of the derivative is recognised in equity. Any ineffectiveness is recognised in 
the income statement. The amount in equity is released to the income statement when the foreign operation is disposed 
of. 
 
Hedges that are no longer considered effective are discontinued prospectively. When hedge accounting is discontinued for 
a fair value hedge, the derivative continues to be carried on the balance sheet with changes in its fair value recognised in 
the income statement. When hedge accounting is discontinued for a cash flow hedge because it is no longer probable that  
a forecasted transaction will occur, the accumulated gain or loss in equity is recognised immediately in the income 
statement. In other situations where hedge accounting is discontinued for a cash flow hedge, including those where the 
derivative is sold, terminated or exercised, accumulated gains or losses in equity are amortised into the income statement 
when the income statement is impacted by the variability of the cash flow from the hedged item. 

2.10  INVESTMENTS IN ASSOCIATES 

Entities over which the Group has significant influence through power to participate in financial and operating policy 
decisions, but which do not meet the definition of a subsidiary or joint venture, are accounted for using the equity method. 
Interests held by venture capital entities, mutual funds and insurance funds that qualify as an associate are accounted for as 
an investment held at fair value through profit or loss. 
 
Interests in associates are initially recognised at cost, which includes positive goodwill arising on acquisition.             
Negative goodwill is recognised in the income statement on the acquisition date. If associates are obtained in successive 
share purchases, each significant transaction is accounted for separately. 
 
The carrying amount is subsequently adjusted to reflect the change in the Group’s share in the net assets of the associate 
and is subject to impairment testing. The net assets are determined based on the Group’s accounting policies. Any gains 
and losses recorded by the associate directly in its equity are reflected in Group equity, while the share in the associate’s 
net income is recognised as a separate line item in the consolidated income statement. The Group’s share in losses is 
recognised until the equity investment and any other long-term interest that are part of the net investment are reduced    
to nil. 
 
Gains and losses on transactions between the Group and the associate are eliminated to the extent of the Group’s interest 
in the entity, with the exception of losses that are evidence of impairment and are recognised immediately. Own equity 
instruments that are held by the associate are not eliminated. 
 
On disposal of an interest in an associate, the difference between the net proceeds and the carrying amount is recognised 
in the income statement and gains and losses previously recorded directly in equity are reversed and recorded through the 
income statement. 

2.11  REINSURANCE ASSETS 

Reinsurance contracts are contracts entered into by the Group whereby it will receive compensation for losses on contracts 
written by the Group from another insurer. For contracts transferring sufficient insurance risk, a reinsurance asset is 
recognised for the expected future benefits, less expected future reinsurance premiums. Reinsurance contracts with 
insufficient insurance risk are accounted for as investment or service contracts, depending on the nature of the agreement. 
 
Reinsurance assets are measured consistently with the amounts associated with the reinsured contracts and in accordance 
with the terms of each reinsurance contract. They are subject to impairment testing and are derecognised when the 
contractual rights are extinguished or expire or when the contract is transferred to another party. 

2.12  DEFERRED EXPENSES AND REBATES 

a.  Deferred policy acquisition costs 
DPAC relates to insurance contracts and investment contracts with discretionary participation features and represents     
the variable costs that are related to the acquisition or renewal of these contracts. 
 
Acquisition costs are deferred to the extent that they are recoverable and are subsequently amortised based on either the 
expected future premiums or the expected gross profit margins. For products sold in the United States and Canada with 
amortisation based on expected gross profit margins, the amortisation period and pattern are reviewed at each reporting 
date and any change in estimates is recognised in the income statement. Estimates include, but are not limited to:              
an economic perspective in terms of future bond and equity returns, mortality, disability and lapse assumptions, 
maintenance expenses and expected inflation rates. For all products, DPAC is assessed for recoverability at least annually 
on a country-by-country basis and is considered in the liability adequacy test for each reporting period. If appropriate,      
the assumptions included in the determination of estimated gross profits are adjusted. The portion of DPAC that is 
determined not to be recoverable is charged to the income statement. 
 



A-511 
 

When unrealised gains or losses arise on available-for-sale assets, DPAC is adjusted to equal the effect that the realisation 
of the gains or losses would have had on its measurement. The adjustment is recognised directly in the related revaluation 
reserve in equity. 
 
DPAC is derecognised when the related contracts are settled or disposed of. 
 
b.  Deferred transaction costs 
Deferred transaction costs relate to investment contracts without discretionary participation features under which AEGON 
will render investment management services. Incremental costs that are directly attributable to securing these investment 
management contracts are recognised as an asset if they can be identified separately and measured reliably and if it is 
probable that they will be recovered. 
 
For contracts involving both the origination of a financial liability and the provision of investment management services, 
only the transaction costs allocated to the servicing component are deferred. The other transaction costs are included in 
the carrying amount of the financial liability. 
 
The deferred transaction costs are amortised in line with fee income, unless there is evidence that another method better 
represents the provision of services under the contract. Deferred transaction costs are subject to impairment testing          
at least annually. 
 
c.  Deferred interest rebates 
An interest rebate is a form of profit sharing whereby the Group gives a discount on the premium payable based on the 
expected surplus interest that will be earned on the contract. The expected return on investments is based on a portfolio of 
existing government bonds. The rebate can be subject to additional conditions concerning actual returns or the 
continuation of the policy for a specified number of years. 
 
Interest rebates that are expected to be recovered in future periods are deferred and amortised as the surplus interest is 
realised. They are considered in the liability adequacy test for insurance liabilities. 

2.13  OTHER ASSETS AND RECEIVABLES 

Other assets include fixed assets other than property, trade and other receivables and prepaid expenses. Fixed assets are 
initially carried at cost, depreciated on a straight-line basis over their useful life to their residual value and are subject to 
impairment testing. Trade and other receivables are recognised at fair value when due and are subsequently measured      
at amortised cost. 

2.14  CASH AND CASH EQUIVALENTS 

Cash comprises cash at banks and in-hand. Cash equivalents are short-term, highly liquid investments that are readily 
convertible to known cash amounts, are subject to insignificant risks of changes in value and are held for the purpose of 
meeting short-term cash commitments. 

2.15  IMPAIRMENT OF ASSETS 

An asset is impaired if the carrying amount exceeds the amount that would be recovered through its use or sale.      
Tangible and intangible assets, financial assets and reinsurance assets, if not held at fair value through profit or loss,         
are tested for impairment when there are indications that the asset may be impaired. Irrespective of the indications, 
goodwill and other intangible assets that are not amortised are tested at least annually. For assets denominated in a foreign 
currency, a decline in the foreign exchange rates is considered an indication of impairment. 
 
a.  Impairment of non-financial assets 
Assets are tested individually for impairment when there are indications that the asset may be impaired. The impairment 
loss is calculated as the difference between the carrying and the recoverable amount of the asset, which is the higher of    
an asset’s value in use and its net selling price. The value in use represents the discounted future net cash flows from the 
continuing use and ultimate disposal of the asset and reflects all its inherent risks and uncertainties. 
 
Impairment losses are charged to equity to the extent that they offset a previously recorded revaluation reserve relating to 
the same item. Any further losses are recognised directly in the income statement. 
 
With the exception of goodwill, impairment losses are reversed when there is objective evidence that there has been           
a change in the estimates used to determine the asset’s recoverable amount since the recognition of the last impairment 
loss. The reversal is recognised in the income statement to the extent that it reverses impairment losses previously 
recognised in the income statement. The carrying amount after reversal cannot exceed the amount that would have been 
recognised had no impairment taken place. 
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Assets that only generate cash flows in combination with other assets and liabilities are tested for impairment at the level 
of the cash-generating unit. When impairing a cash-generating unit, any goodwill allocated to the unit is first written-off 
and recognised in the income statement. The remaining impairment loss is allocated on a pro rata basis among the other 
assets, on condition that the resulting carrying amounts do not fall below the individual assets’ recoverable amounts.    
With the exception of goodwill, impairment losses on other non-financial assets can be reversed. 
 
b.  Impairment of debt instruments 
Debt instruments are impaired when it is considered probable that not all amounts due will be collected as scheduled. 
Individually significant loans and other receivables are first assessed separately. All non-impaired assets measured               
at amortised cost are then grouped by credit risk characteristics and collectively tested for impairment. 
 
For debt instruments carried at amortised cost, the carrying amount of impaired financial assets is reduced through            
an allowance account. The impairment loss is calculated as the difference between the carrying and recoverable amount of 
the investment. The recoverable amount is determined by discounting the estimated probable future cash flows at the 
original effective interest rate of the asset. For variable interest debt instruments, the current effective interest rate under 
the contract is applied. 

For debt instruments classified as available-for-sale, the asset is impaired to its fair value. Any unrealised gain or loss 
previously recognised in equity is reversed and recognised in the income statement. After impairment the interest accretion 
on debt instruments that are classified as available-for-sale is based on the rate of return that would be required by the 
market for similar rated instruments at the date of impairment. 
 
Impairment losses recognised for debt instruments can be reversed if in subsequent periods the amount of the impairment 
loss decreases and that decrease can be related objectively to a credit related event occurring after the impairment was 
recognised. For debt instruments carried at amortised cost, the carrying amount after reversal cannot exceed its amortised 
cost at the reversal date. 
 
c.  Impairment of equity instruments 
For equity instruments, a significant or prolonged decline in fair value below initial cost is considered objective evidence of 
impairment and always results in a loss being recognised in the income statement. Equity investments are impaired to the 
asset’s fair value and any unrealised gain or loss previously recognised in equity is reversed and recognised in the income 
statement. 
 
Impairment losses on equity instruments cannot be reversed. 
 
d.  Impairment of reinsurance assets 
Reinsurance assets are impaired if there is objective evidence, as a result of an event that occurred after initial recognition 
of the reinsurance asset, that not all amounts due under the terms of the contract will be received and the impact of the 
event on the amount to be received from the reinsurer can be reliably measured. Impairment losses are recognised in the 
income statement. 

2.16  EQUITY 

Financial instruments that are issued by the Group are classified as equity if they evidence a residual interest in the assets 
of the Group after deducting all of its liabilities. In addition to common shares and preferred shares, the Group has issued 
perpetual securities that are classified as equity, rather than as debt, as these securities have no final maturity date, 
repayment is at the discretion of the issuer and AEGON has the option to defer coupon payments at its discretion.        
These securities are measured at par and are translated using historical exchange rates. 
 
Incremental external costs that are directly attributable to the issuing or buying back of own equity instruments are 
recognised in equity, net of tax. 
 
Dividends and other distributions to holders of equity instruments are recognised directly in equity, net of tax. A liability for 
non-cumulative dividends payable is not recognised until the dividends have been declared and approved. 
 
Treasury shares are own equity instruments reacquired by the Group and are deducted from equity, regardless of the 
objective of the transaction. No gain or loss is recognised on the purchase, sale, issue or cancellation of the instruments. 
The consideration paid or received is recognised directly in equity. All treasury shares are eliminated in the calculation of 
earnings per share and dividend per share. 

2.17  TRUST PASS-THROUGH SECURITIES, SUBORDINATED BORROWINGS AND OTHER BORROWINGS 

A financial instrument issued by the Group is classified as a liability if the contractual obligation must be settled in cash or 
another financial asset or through the exchange of financial assets and liabilities at potentially unfavorable conditions for 
the Group. 
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Trust pass-through securities, subordinated loans and other borrowings are initially recognised at their fair value and are 
subsequently carried at amortised cost using the effective interest rate method, with the exception of specific borrowings 
that are designated as at fair value through profit or loss to eliminate, or significantly reduce, an accounting mismatch.    
The liability is derecognised when the Group’s obligation under the contract expires or is discharged or cancelled. 

2.18 INSURANCE CONTRACTS 

Insurance contracts are contracts under which the Group accepts a significant risk — other than a financial risk — from        
a policyholder by agreeing to compensate the beneficiary on the occurrence of an uncertain future event by which he or 
she will be adversely affected. Contracts that do not meet this definition are accounted for as investment contracts.         
The Group reviews homogeneous books of contracts to assess whether the underlying contracts transfer significant 
insurance risk on an individual basis. This is considered the case when at least one scenario with commercial substance can 
be identified in which the Group has to pay significant additional benefits. Contracts that have been reclassified as 
insurance are not reclassified subsequently. 
 
Insurance liabilities are recognised when the contract is entered into and the premiums are charged. The liability is 
derecognised when the contract expires, is discharged or is cancelled. 
 
Insurance assets and liabilities are valued in accordance with the accounting principles that were applied by the Group prior 
to the transition to IFRS, as further described in the following paragraphs. In order to reflect the specific nature of the 
products written, subsidiaries are allowed to apply local accounting principles to the measurement of insurance contracts. 
All valuation methods used by the subsidiaries are based on the general principle that the carrying amount of the net 
liability must be sufficient to meet any reasonably foreseeable obligation resulting from the insurance contracts. 
 
a.  Life insurance contracts 
Life insurance contracts are insurance contracts with guaranteed life-contingent benefits. The measurement of the liability 
for life insurance contracts varies depending on the nature of the product. 
 
Some products, such as traditional life insurance products in continental Europe and products in the United States,            
for which account terms are fixed and guaranteed, are measured using the net premium method. The liability is determined 
as the sum of the discounted value of the expected benefits and future administration expenses directly related to the 
contract, less the discounted value of the expected theoretical premiums that would be required to meet the future cash 
outflows based on the valuation assumptions used. The liability is either based on current assumptions or calculated using 
the assumptions established at the time the contract was issued, in which case a margin for risk and adverse deviation is 
generally included. A separate reserve for longevity may be established and included in the measurement of the liability. 
Furthermore, the liability for life insurance comprises reserves for unearned premiums and unexpired risks as well as for 
claims outstanding, which includes an estimate of the incurred claims that have not yet been reported to the Group. 
 
Other products with account terms that are not fixed or guaranteed are generally measured at the policyholder’s account 
balance. Depending on local accounting principles, the liability may include amounts for future services on contracts where 
the policy administration charges are higher in the initial years than in subsequent years. In establishing the liability, 
guaranteed minimum benefits issued to the policyholder are measured as described in 2.18(c) or, if bifurcated from the 
host contract, as described in 2.9. 
 
One insurance product in the United States is carried at fair value through profit or loss as it contains an embedded 
derivative that could not be reliably bifurcated. The fair value of the contract is measured using market consistent valuation 
techniques. 
 
b.  Life insurance contracts for account of policyholders 
Life insurance contracts under which the policyholder bears the risks associated with the underlying investments are 
classified as insurance contracts for account of policyholders. The liability for the insurance contracts for account of 
policyholders is measured at the policyholder account balance. Contracts with unit-denominated payments are measured 
at current unit values, which reflect the fair values of the assets of the fund. If applicable, the liability representing the 
nominal value of the policyholder unit account is smoothed so that interest on actuarial funding is at an expected rate        
of return. 
 
c.  Embedded derivatives and participation features 
Life insurance contracts typically include derivative-like terms and conditions. With the exception of policyholder options to 
surrender the contract at a fixed amount, contractual features that are not closely related to the insurance contract and 
that do not themselves meet the definition of insurance contracts are accounted for as derivatives. If the embedded 
derivative cannot be reliably bifurcated, the entire insurance contract is carried at fair value through profit or loss. 
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Other terms and conditions, such as participation features and expected lapse rates are considered when establishing the 
insurance liabilities. Where the Group has discretion over the amount or timing of the bonuses distributed resulting from 
participation features, a liability is recognised equal to the amount that is available at the balance sheet date for future 
distribution to policyholders. 
 
Guaranteed minimum benefits 
The Group issues life insurance contracts, which, as a rule, do not expose the Group to interest risk as the account terms 
are not fixed or guaranteed or because the return on the investments held is passed on to the policyholder. However,         
in some cases these contracts may contain guaranteed minimum benefits. An additional liability for life insurance is 
established for guaranteed minimum benefits that are not bifurcated. Bifurcated guaranteed minimum benefits are 
classified as derivatives. 
 
In the United States the additional liability for guaranteed minimum benefits that are not bifurcated is determined each 
period by estimating the expected value of benefits in excess of the projected account balance and recognising the excess 
over the accumulation period based on total expected assessments. The estimates are reviewed regularly and any resulting 
adjustment to the additional liability is recognised in the income statement. The benefits used in calculating the liabilities 
are based on the average benefits payable over a range of stochastic scenarios. Where applicable, the calculation of the 
liability incorporates a percentage of the potential annuitisations that may be elected by the contract holder. 
 
In the Netherlands, an additional liability is established for guaranteed minimum benefits that are not bifurcated on group 
pension plans, based on stochastic modeling. The liability is measured by applying the accrual method based on market 
assumptions less actual claims incurred. A corridor for the provision is determined regularly based on stochastic modeling 
methods. If the provision develops outside the corridor, a charge or credit is recognised in the income statement. Due to 
the nature of the product, these guarantees have a long-term horizon of 30 to 60 years. 
 
d.  Shadow accounting 
In some instances, realised gains or losses on investments have a direct effect on the measurement of the insurance assets 
and liabilities. For example, some insurance contracts include benefits that are contractually based on the investment 
returns realised by the insurer. In addition, realisation of gains or losses on available-for-sale investments can lead to 
unlocking of VOBA or DPAC and can also affect the outcome of the liability adequacy test to the extent that the test 
considers actual future investment returns. In such cases, shadow accounting is applied. Shadow accounting ensures that all 
recognised gains and losses on investments affect the measurement of the insurance assets and liabilities in the same way, 
regardless of whether they are realised or unrealised and regardless of whether the gains and losses are recognised in the 
income statement or directly in equity. If an unrealised gain or loss triggers a shadow accounting adjustment to VOBA, 
DPAC or the insurance liabilities, the corresponding adjustment is recognised in equity, together with the unrealised gain   
or loss. 
 
e.  Liability adequacy testing 
At each reporting date the adequacy of the life insurance liabilities, net of VOBA and DPAC, is assessed using the existing 
liability adequacy test that is acceptable under local accounting principles. Additional recoverability tests for policies written 
in the last year may also result in loss recognition. 
 
Life insurance contracts for account of policyholders and any related VOBA and DPAC are considered in the liability 
adequacy test performed on insurance contracts. To the extent that the account balances are insufficient to meet future 
benefits and expenses, additional liabilities are established and included in the liability for life insurance. 
 
All tests performed within the Group are based on current estimates of all contractual future cash flows, including related 
cash flows and policyholder options and guarantees. A number of valuation methods are applied, including discounted cash 
flow methods, option pricing models and stochastic modeling. Aggregation levels and the level of prudence applied in the 
test are consistent with local requirements. To the extent that the tests involve discounting of future cash flows,                
the interest rate applied may be prescribed by the local regulator or may be based on management’s expectation of the 
future return on investments. In the Netherlands, the discount rate is the lower of the tariff rate and management’s 
prudent assumption based on current market interest rates. 
 
Any resulting deficiency is recognised in the income statement, initially by impairing the DPAC and VOBA and subsequently 
by establishing a technical reserve for the remaining loss. In subsequent periods, the liability for a block of business that has 
failed the adequacy test is based on the assumptions that are established at the time of loss recognition. The assumptions 
do not include a margin for adverse deviation, unless required under local accounting policies. Impairment losses resulting 
from liability adequacy testing can only be reversed if allowed by local accounting principles. 
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f.  Non-life insurance contracts 
Non-life insurance contracts are insurance contracts where the insured event is not life-contingent. For non-life products 
the insurance liability generally includes reserves for unearned premiums, unexpired risk, inadequate premium levels and 
outstanding claims and benefits. No catastrophe or equalisation reserves are included in the measurement of the liability. 
 
The reserve for unearned premiums includes premiums received for risks that have not yet expired. Generally the reserve is 
released over the term of the contract and is recognised as premium income. 
 
The liability for outstanding claims and benefits is established for claims that have not been settled and any related cash 
flows, such as claims handling costs. It includes claims that have been incurred but have not been reported to the Group. 
The liability is calculated at the reporting date using statistical methods based on empirical data and current assumptions 
that may include a margin for adverse deviation. Liabilities for claims subject to periodic payment are calculated using 
actuarial methods consistent with those applied to life insurance contracts. Discounting is applied if allowed by the local 
accounting principles used to measure the insurance liabilities. Discounting of liabilities is generally applied when there is    
a high level of certainty concerning the amount and settlement term of the cash outflows. 

The adequacy of the non-life insurance liability is tested at each reporting date. Changes in expected claims that have 
occurred, but that have not been settled, are reflected by adjusting the liability for claims and future benefits. The reserve 
for unexpired risk is increased to the extent that the future claims and expenses in respect of current insurance contracts 
exceed the future premiums plus the current unearned premium reserve. 

2.19  INVESTMENT CONTRACTS 

Contracts issued by the Group that do not transfer significant insurance risk, but do transfer financial risk from the 
policyholder to the Group are accounted for as investment contracts. Depending on whether the Group or the policyholder 
runs the risks associated with the investments allocated to the contract, the liabilities are classified as investment contracts 
or as investment contracts for account of policyholders. 
 
Investment contract liabilities are recognised when the contract is entered into and are derecognised when the contracts 
expire, are discharged or are cancelled. 
 
a.  Investment contracts with discretionary participation features 
Some investment contracts have participation features whereby the policyholder has the right to receive potentially 
significant additional benefits which are based on the performance of a specified pool of investment contracts,           
specific investments held by the Group or on the issuer’s net income. If the Group has discretion over the amount or timing 
of the distribution of the returns to policyholders, the investment contract is measured based on the accounting principles 
that apply to insurance contracts with similar features. 
 
Some unitised investment contracts provide policyholders with the option to switch between funds with and without 
discretionary participation features. The entire contract is accounted for as an investment contract with discretionary 
participation features if there is evidence of actual switching resulting in discretionary participation benefits that are            
a significant part of the total contractual benefits. 
 
b.  Investment contracts without discretionary participation features 
At inception the Group designates investment contracts without discretionary features as at fair value through profit or loss 
if by doing so a potential accounting mismatch in the financial statements is eliminated or significantly reduced or if the 
contract is managed on a fair value basis. Some investment contracts with embedded derivatives that have not been 
bifurcated are also carried at fair value through profit or loss. All other contracts are carried at amortised cost. 
 
The contracts are initially recognised at transaction price less, in the case of investment contracts not carried at fair value 
through profit or loss, any transaction costs directly attributable to the issue of the contract. Fees and commissions incurred 
with the recognition of a contract held at fair value through profit or loss and that are not related to investment 
management services provided under the contract are recognised immediately in the income statement. 
 
Subsequently, contracts designated as at fair value through profit or loss are measured at fair value, which generally equals 
the contract holder’s account value. All changes in the fair value are recognised in the income statement as incurred.   
Other investment contracts without discretionary participation features are carried at amortised cost based on the 
expected cash flows and using the effective interest rate method. The expected future cash flows are re-estimated at each 
reporting date and the carrying amount of the financial liability is recalculated as the present value of estimated future cash 
flows using the financial liability’s original effective interest rate. Any adjustment is immediately recognised in the income 
statement. 
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The consolidated financial statements provide information on the fair value of all financial liabilities, including those carried 
at amortised cost. As these contracts are not quoted in active markets, their value is determined by using valuation 
techniques, such as discounted cash flow methods and stochastic modeling. For investment contracts that can be cancelled 
by the policyholder, the fair value cannot be less than the surrender value. 
 
c.  Investment contracts for account of policyholders 
Investment contracts for account of policyholders are investment contracts for which the actual return on investments 
allocated to the contract is passed on to the policyholder. Also included are participations held by third parties in 
consolidated investment funds that meet the definition of a financial liability. 
 
Investment contracts for account of policyholders are designated as at fair value through profit or loss. Contracts with   
unit-denominated payments are measured at current unit values, which reflect the fair values of the assets of the fund. 
 
For unit-linked contracts without discretionary participation features and subject to actuarial funding, the Group recognises 
a liability at the funded amount of the units. The difference between the gross value of the units and the funded value is 
treated as an initial fee paid by the policyholder for future asset management services and is deferred. It is subsequently 
amortised over the life of the contract or a shorter period, if appropriate. 

2.20  PROVISIONS 

A provision is recognised for present legal or constructive obligations arising from past events, when it is probable that it 
will result in an outflow of economic benefits and the amount can be reliably estimated. 
 
The amount recognised as a provision is the best estimate of the expenditure required to settle the present obligation        
at the balance sheet date, considering all its inherent risks and uncertainties, as well as the time value of money.                   
The unwinding of the effect of discounting is recorded in the income statement as an interest expense. 
 
Onerous contracts 
With the exception of insurance contracts and investment contracts with discretionary participation features for which 
potential future losses are already considered in establishing the liability, a provision is recognised for onerous contracts in 
which the unavoidable costs of meeting the resulting obligations exceed the expected future economic benefits. 

2.21  ASSETS AND LIABILITIES RELATING TO EMPLOYEE BENEFITS 

a.  Short-term employee benefits 
A liability is recognised for the undiscounted amount of short-term employee absences expected to be paid within one year 
after the end of the period in which the service was rendered. Accumulating short-term absences are recognised over the 
period in which service is provided. Benefits that are not service-related are recognised when the event that gives rise to 
the obligation occurs. 
 
b.  Post-employment benefits 
The Group has issued defined contribution plans and defined benefit plans. A plan is classified as a defined contribution 
plan when the Group has no further obligation than the payment of a fixed contribution. All other plans are classified as 
defined benefit plans. 
 
Defined contribution plans 
The contribution payable to a defined contribution plan for services provided is recognised as an expense in the income 
statement. An asset is recognised to the extent that the contribution paid exceeds the amount due for services provided. 
 
Defined benefit plans 
On transition to IFRS on January 1, 2004, assets or liabilities relating to defined benefit plans were recognised for the 
differences between the defined benefit obligations and the fair value of the plan assets. 
 
The defined benefit obligation is based on the terms and conditions of the plan applicable on the balance sheet date.      
Plan improvements are charged directly to the income statement, unless they are conditional on the continuation of 
employment. In this case the related cost is deducted from the liability as past service cost and amortised over the vesting 
period. In measuring the defined benefit obligation the Group uses the projected unit credit method and actuarial 
assumptions that represent the Group’s best estimate of future variables. The benefits are discounted using an interest rate 
based on the market yields for high-quality corporate bonds on the balance sheet date. 
 
Plan assets are qualifying insurance policies and assets held by long-term employee benefit funds that can only be used to 
pay the employee benefits under the plan and are never available to the Group’s creditors. They are measured at fair value 
and are deducted in determining the amount recognised on the balance sheet. 
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The cost of the plans is determined at the beginning of the year, based on the prevalent actuarial assumptions, discount 
rate and expected return on plan assets. Changes in assumptions, discount rate and experience adjustments are not 
charged to the income statement directly, but are deferred and included in the liability on the balance sheet date as 
unrecognised actuarial gains and losses. 
 
The unrecognised actuarial gains and losses are amortised in a straight line over the average remaining working life of the 
employees covered by the plan, to the extent that the gains or losses exceed the corridor limits. The corridor is defined as 
ten percent of the greater of the defined benefit obligation and the plan assets. The amortisation charge is reassessed at 
the beginning of each year. 
 
c.  Share-based payments 
The Group has issued share-based plans that entitle employees to receive equity instruments issued by the Group or cash 
payments based on the price of Group equity instruments. Some plans provide employees of the Group with the choice of 
settlement. 
 
For share option plans that are equity-settled, the expense recognised is based on the fair value on the grant date of the 
share options, which does not reflect any performance conditions other than conditions linked to the price of the Group’s 
shares. The cost is recognised in the income statement, together with a corresponding increase in equity, as the services 
are rendered. During this period the cumulative expense recognised at the reporting date reflects management’s best 
estimate of the number of shares expected to vest ultimately. 
 
Share appreciation right plans are initially recognised at fair value at the grant date, taking into account the terms and 
conditions on which the instruments were granted. The fair value is expensed over the period until vesting, with recognition 
of a corresponding liability. The liability is remeasured at each reporting date and at the date of settlement, with any 
changes in fair value recognised in the income statement. 
 
Share option plans that can be settled in either shares or cash at the discretion of the employee are accounted for as            
a compound financial instrument, which includes a debt component and an equity component. 

2.22  DEFERRED REVENUE LIABILITY 

Initial fees and front-end loadings paid by policyholders and other clients for future investment management services 
related to investment contracts without discretionary participation features are deferred and recognised as revenue when 
the related services are rendered. 

2.23  TAX ASSETS AND LIABILITIES 

a.  Current tax assets and liabilities 
Tax assets and liabilities for current and prior periods are measured at the amount that is expected to be received from or 
paid to the taxation authorities, using the tax rates that have been enacted or substantively enacted by the reporting date. 
 
b.  Deferred tax assets and liabilities 
Deferred tax assets and liabilities are recognised for the estimated future tax effects of temporary differences between the 
carrying value of an item and its tax value, with the exception of differences arising from the initial recognition of goodwill 
and of assets and liabilities that do not impact taxable or accounting profits. A tax asset is recognised for tax loss carry 
forwards to the extent that it is probable at the reporting date that future taxable profits will be available against which the 
asset can be utilised. 
 
Deferred tax liabilities relating to investments in subsidiaries, associates and joint ventures are not recognised if the Group 
is able to control the timing of the reversal of the temporary difference and it is probable that the difference will not be 
reversed in the foreseeable future. 
 
Deferred tax assets and liabilities are reviewed at the balance sheet date and are measured at tax rates that are expected to 
apply when the asset is realised or the liability is settled. The carrying amount is not discounted and reflects the Group’s 
expectations concerning the manner of recovery or settlement. 

2.24  CONTINGENT ASSETS AND LIABILITIES 

Contingent assets are disclosed in the notes if the inflow of economic benefits is probable, but not virtually certain. When 
the inflow of economic benefits becomes virtually certain, the asset is no longer contingent and its recognition is 
appropriate. 
 
A provision is recognised for present legal or constructive obligations arising from past events, when it is probable that it 
will result in an outflow of economic benefits and the amount can be reliably estimated. If the outflow of economic benefits 
is not probable, a contingent liability is disclosed, unless the possibility of an outflow of economic benefits is remote. 
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2.25  PREMIUM INCOME 

Gross premiums, including recurring and single premiums, from life and non-life insurance and investment contracts with 
discretionary participation features are recognised as revenues when they become receivable. Not reflected as premium 
income are deposits from certain products that are sold in the United States and Canada, such as deferred annuities.        
For these products the surrender charges and charges assessed have been included in gross premiums. 
 
Premium loadings for installment payments and additional payments by the policyholder towards costs borne by the 
insurer are included in the gross premiums. Rebates that form part of the premium rate, such as non-claim rebates,          
are deducted from the gross premium; others are recognised as an expense. Depending on the applicable local accounting 
principles, bonuses that are used to increase the insured benefits may be recognised as gross premiums. 

2.26  INVESTMENT INCOME 

For interest-bearing assets, interest is recognised as it accrues and is calculated using the effective interest rate method. 
Fees and commissions that are an integral part of the effective yield of the financial assets or liabilities are recognised as   
an adjustment to the effective interest rate of the instrument. 
 
Investment income also includes dividends accrued and rental income due, as well as fees received for security lending. 

2.27  FEE AND COMMISSION INCOME 

Fees and commissions from investment management services and mutual funds and from sales activities are recognised as 
revenue over the period in which the services are performed or the sales have been closed. 

2.28  POLICYHOLDER CLAIMS AND BENEFITS 

Policyholder claims and benefits consists of claims and benefits paid to policyholders, including excess benefit claims for 
products for which deposit accounting is applied and the change in the valuation of liabilities for insurance and investment 
contracts. It includes internal and external claims handling costs that are directly related to the processing and settlement 
of claims. Amounts receivable in respect of salvage and subrogation are also considered. 

2.29  GAINS AND LOSSES ON INVESTMENTS 

Gains and losses on investments includes realised gains and losses on general account financial assets, other than those 
classified as at fair value through profit or loss, and gains and losses on investments in real estate. It also includes fair value 
changes for derivatives that are used for economic hedge purposes, as part of the Group’s asset liability management,    
and for which no hedge accounting is applied. These derivatives are considered economic hedges of certain exposures 
related to an existing asset or liability. The fair value movements of these derivatives are not offset by fair value movements 
as the underlying asset or liability is not valued at fair value through profit or loss. Gains and losses on investments also 
include the ineffective portions of hedge transactions. The impact of gains and losses on the valuation of DPAC, VOBA and 
insurance liabilities are included in gains and losses on investments. 
 
The gains and losses on investments are aggregated by country, per category of financial assets and, in the case of 
available-for-sale financial assets, per type of instrument included in the category as reported in note 7 of the consolidated 
financial statements. 

2.30  IMPAIRMENT CHARGES 

Impairment charges on investments in financial assets are disclosed in note 41. Other impairment charges are included in 
fair value and foreign exchange losses. 

2.31  OPERATING 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, where the Group is the lessee, are charged to the income statement on a straight 
line basis over the period of the lease. 
 
Where the Group is the lessor under an operating lease, the assets subject to the operating lease arrangement are 
presented in the balance sheet according to the nature of the asset. Income from these leases are recognised in the income 
statement on a straight line basis over the lease term, unless another systematic basis is more representative of the time 
pattern in which use benefit derived from the leased asset is diminished. 

2.32  EVENTS AFTER THE BALANCE SHEET DATE 

The financial statements are adjusted to reflect events that occurred between the balance sheet date and the date when 
the financial statements are authorised for issue, provided they give evidence of conditions that existed at the balance 
sheet date. 
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Events that are indicative of conditions that arose after the balance sheet date are disclosed, but do not result in                 
an adjustment of the financial statements themselves. 

3  CRITICAL ACCOUNTING ESTIMATES AND JUDGMENT IN APPLYING ACCOUNTING 

POLICIES8 

 
Application of the accounting policies in the preparation of the financial statements requires management to apply 
judgment involving assumptions and estimates concerning future results or other developments, including the likelihood, 
timing or amount of future transactions or events. There can be no assurance that actual results will not differ materially 
from those estimates. Accounting policies that are critical to the financial statement presentation and that require complex 
estimates or significant judgment are described in the following sections. 
 
Valuation of assets and liabilities arising from life insurance contracts 
The liability for life insurance contracts with guaranteed or fixed account terms is either based on current assumptions or 
on the assumptions established at inception of the contract, reflecting the best estimates at the time increased with a 
margin for adverse deviation. All contracts are subject to liability adequacy testing which reflects management’s current 
estimates of future cash flows. To the extent that the liability is based on current assumptions, a change in assumptions will 
have an immediate impact on the income statement. Also, if a change in assumption results in the failure of the liability 
adequacy test, the entire deficiency is recognised in the income statement. 
 
Some insurance contracts without a guaranteed or fixed account term contain guaranteed minimum benefits.       
Depending on the nature of the guarantee, it may either be bifurcated and presented as a derivative or be reflected in the 
value of the insurance liability in accordance with local accounting principles. Given the dynamic and complex nature of 
these guarantees, stochastic techniques under a variety of market return scenarios are often used for measurement 
purposes. Such models require management to make numerous estimates based on historical experience and market 
expectations. Changes in these estimates will immediately affect the income statement. 
 
In addition, certain acquisition costs related to the sale of new policies and the purchase of policies already in force are 
recorded as DPAC and VOBA assets respectively and are amortised to the income statement over time. If the assumptions 
relating to the future profitability of these policies are not realised, the amortisation of these costs could be accelerated 
and may even require write offs due to unrecoverability. 
 
Actuarial assumptions 
The main assumptions used in measuring DPAC, VOBA and the liabilities for life insurance contracts with fixed or 
guaranteed terms relate to mortality, morbidity, investment return and future expenses. Depending on local accounting 
principles, surrender rates may be considered. 
 
Mortality tables applied are generally developed based on a blend of company experience and industry wide studies,  
taking into consideration product characteristics, own risk selection criteria, target market and past experience.      
Mortality experience is monitored through regular studies, the results of which are fed into the pricing cycle for new 
products and reflected in the liability calculation when appropriate. For contracts insuring survivorship, allowance may be 
made for further mortality improvements. Morbidity assumptions are based on own claims severity and frequency 
experience, adjusted where appropriate for industry information. 
 
Investment assumptions are either prescribed by the local regulator or based on management’s future expectations. In the 
latter case, the anticipated future investment returns are set by management on a countrywide basis, considering available 
market information and economic indicators. A significant assumption related to estimated gross profits on variable 
annuities and variable life insurance products in the United States and Canada is the annual net long-term growth rate of 
the underlying assets. As equity markets do not move in a systematic manner, assumptions as to the net long-term growth 
rate are made after considering the net effects of short-term variances from the long-term assumptions (a reversion to the 
mean assumption). The reconsideration of this assumption may affect the original DPAC or VOBA amortisation schedule, 
referred to as DPAC or VOBA unlocking. The difference between the original DPAC or VOBA amortisation schedule and the 
revised schedule, which is based on estimates of actual and future gross profits, is recognised in the income statement as 
an expense or a benefit in the period of determination. 
 
Assumptions on future expenses are based on the current level of expenses, adjusted for expected expense inflation if 
appropriate. 
 
 

                                                           
8
 AEGON Financial Statements 2005, pages 100-102. 
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Surrender rates depend on product features, policy duration and external circumstances such as the interest rate 
environment and competitor and policyholder behaviour. Credible own experience, as well as industry published data,     
are used in establishing assumptions. Lapse experience is correlated to mortality and morbidity levels, as higher or lower 
levels of surrenders may indicate future claims will be higher or lower than anticipated. Such correlations are accounted for 
in the mortality and morbidity assumptions based on the emerging analysis of experience. 
 
Fair value of investment contracts 
Investment contracts issued by AEGON are either carried at fair value (if they are designated as financial liabilities at fair 
value through profit or loss) or amortised cost (with fair value being disclosed in the notes to the consolidated financial 
statements). These contracts are not quoted in active markets and their fair values are determined by using valuation 
techniques, such as discounted cash flow methods and stochastic modeling. All models are validated and calibrated.            
A variety of factors are considered, including time value, volatility, policyholder behaviour, servicing costs and fair values of 
similar instruments. 
 
Fair value of investments and derivatives determined using valuation techniques 
Financial instruments 
In the absence of an active market, the fair value of non-quoted investments in financial assets is estimated by using 
present value or other valuation techniques. For example, the fair value of non-quoted fixed interest debt instruments is 
estimated by discounting expected future cash flows using a current market rate applicable to financial instruments with 
similar yield, credit quality and maturity characteristics. For mortgage and other loans originated by the Group interest 
rates currently being offered for similar loans to borrowers with similar credit ratings are applied. The fair value of floating 
interest rate debt instruments and assets maturing within a year is assumed to be approximated by their carrying amount. 
 
Financial derivatives 
Where quoted market prices are not available, other valuation techniques, such as option pricing or stochastic modeling, 
are applied. The valuation techniques incorporate all factors that market participants would consider and are based on 
observable market data when available. All models are validated before they are used and calibrated to ensure that outputs 
reflect actual experience and comparable market prices. 
 
Fair values for exchange-traded derivatives, principally futures and certain options, are based on quoted market prices.   
Fair values for over-the-counter (OTC) derivative financial instruments represent amounts estimated to be received from or 
paid to a third party in settlement of these instruments. These derivatives are valued using pricing models based on the net 
present value of estimated future cash flows, directly observed prices from exchange-traded derivatives, other OTC trades, 
or external pricing services. Most valuations are derived from swap and volatility matrices, which are constructed for 
applicable indices and currencies using current market data from many industry standard sources. Option pricing is based 
on industry standard valuation models and current market levels, where applicable. The pricing of complex or illiquid 
instruments is based on internal models. For long-dated illiquid contracts, extrapolation methods are applied to observed 
market data in order to estimate inputs and assumptions that are not directly observable. The values for OTC derivatives 
are verified using observed market information, other trades in the market and dealer prices, along with management 
judgment. 

Derivatives embedded in insurance and investment contracts 
Certain bifurcated embedded derivatives in insurance and investment products are not quoted in active markets and their 
fair values are determined by using valuation techniques. Because of the dynamic and complex nature of these cash flows, 
stochastic techniques under a variety of market return scenarios are often used. A variety of factors are considered, 
including expected market rates of return, market volatility, correlations of market returns, discount rates and actuarial 
assumptions. 
 
The expected returns are based on risk-free rates, such as the current London Inter-Bank Offered Rate (LIBOR) forward 
curve or the current rates on local government bonds. Market volatility assumptions for each underlying index are based on 
observed market implied volatility data or observed market performance. Correlations of market returns across underlying 
indices are based on actual observed market returns and relationships over a number of years preceding the valuation date. 
The current risk-free spot rate is used to determine the present value of expected future cash flows produced in the 
stochastic projection process. 
 
Assumptions on customer behaviour, such as lapses, included in the models are derived in the same way as the 
assumptions used to measure insurance liabilities. 

 
Impairment of financial assets 
There are a number of significant risks and uncertainties inherent in the process of monitoring investments and 
determining if impairment exists. These risks and uncertainties include the risk that the Group’s assessment of an issuer’s 
ability to meet all of its contractual obligations will change based on changes in the credit characteristics of that issuer and 
the risk that the economic outlook will be worse than expected or have more of an impact on the issuer than anticipated. 



A-521 
 

Also, there is a risk that new information obtained by the Group or changes in other facts and circumstances will lead the 
Group to change its investment decision. Any of these situations could result in a charge against the income statement in    
a future period to the extent of the impairment charge recorded. 
 
Debt instruments are impaired when it is considered probable that not all amounts due will be collected as scheduled. 
Factors considered include industry risk factors, financial condition, liquidity position and near-term prospects of the issuer, 
nationally recognised credit rating declines and a breach of contract. 
 
Objective evidence of impairment for an investment in an equity instrument includes information about significant changes 
with an adverse effect that have taken place in the technological, market, economic or legal environment in which the 
issuer operates, and indicates that the cost of the investment in the equity instrument may not be recovered. A significant 
or prolonged decline in the fair value of an investment in an equity instrument below its cost is also objective evidence of 
impairment. 
 
Valuation of defined benefit plans 
The liabilities or assets recognised in the balance sheet in respect of defined benefit plans is the difference between the 
present value of the projected defined benefit obligation at the balance sheet date and the fair value of plan assets, 
together with adjustments for unrecognised actuarial gains or losses and past service costs. The present value of the 
defined benefit obligation is determined by discounting the estimated future cash flows using interest rates of high-quality 
corporate bonds that are denominated in the currency in which the benefits will be paid and that have terms to maturity 
that approximate the terms of the related pension liability. Actuarial assumptions used in the measurement of the liability 
include the discount rate, the expected return on plan assets, estimated future salary increases and estimated future 
pension increases. To the extent that actual experience deviates from these assumptions, the valuation of defined benefit 
plans and the level of pension expenses recognised in the future may be affected. 
 
Recognition of deferred tax assets 
Deferred tax assets are established for the tax benefit related to deductible temporary differences, carry forwards of 
unused tax losses and carry forwards of unused tax credits when in the judgment of management it is more likely than not 
that AEGON will receive the tax benefits. Since there is no absolute assurance that these assets will ultimately be realised, 
management reviews AEGON’s deferred tax positions periodically to determine if it is more likely than not that the assets 
will be realised. Periodic reviews include, among other things, the nature and amount of the tax income and expense items, 
the expected timing when certain assets will be used or liabilities will be required to be reported and the reliability of 
historical profitability of businesses expected to provide future earnings. 
 
Furthermore, management considers tax-planning strategies it can utilise to increase the likelihood that the tax assets will 
be realised. These strategies are also considered in the periodic reviews. 
 
Valuation of share appreciation rights and share options 
Because of the inability to measure the fair value of employee services directly, fair value is measured by reference to the 
fair value of the rights and options granted. This value is estimated using the binomial option pricing model, taking into 
account the respective vesting and exercise periods of the share appreciation rights and share options. 
 
The volatility is derived from quotations from external market sources and the expected dividend yield reflects AEGON’s 
current dividend yield. Future blackout periods are taken into account in the model in conformity with current blackout 
periods. The expected term is explicitly incorporated in the model by assuming that early exercise occurs when the share 
price is greater than or equal to a certain multiple of the exercise price. This multiple has been set at two based on 
empirical evidence. The risk-free rate is the interest rate for Dutch government bonds for periods ending on the last day of 
the exercise period. 
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56  FIRST-TIME ADOPTION OF IFRS9 
Table A13.427 AEGON – reconciliation of shareholders’ equity from DAP to IFRS 

 
December 31,2004 January 1, 2004 

      

DAP SHAREHOLDERS' EQUITY 14,413 13,947 

   

Investments 
     Revaluation from amortised cost to fair value and changes in impairments 4,062 3,738 

   Release of bond default reserve 170 192 

   Release of deferred bond gains 1,456 1,386 

   Other -89 -47 

Derivatives 107 -445 

DPAC, VOBA and liability valuation -2,693 -2,704 

Defined benefit plans -1,490 -1,642 

Goodwill 251 0 

Tax differences -1,160 -936 

Other -152 -192 

      

TOTAL 462 -650 

      

IFRS SHAREHOLDERS' EQUITY 14,875 13,297 

Minority shareholders' interests 15 29 

Perpetual capital securities 2,869 1,517 

      

IFRS GROUP EQUITY 17,759 14,843 

REVALUATION FROM AMORTISED COST TO FAIR VALUE AND CHANGES IN IMPAIRMENTS 

Investments in bonds are mostly classified as either available-for-sale financial assets or as financial assets at fair value 
through profit or loss under IFRS. These bonds were valued at cost under DAP and consequently have been revalued to fair 
value under IFRS. 
 
Where applicable, impaired financial assets have been adjusted to fair value at the date of impairment, rather than 
amounts expected to be recovered. This difference in valuation of impaired financial assets also results in differences in 
impairment reversals. 

RELEASE OF BOND DEFAULT RESERVE 

Under DAP, a default reserve was required for bonds. This default reserve is not recognised under IFRS and is therefore 
released to equity. 

RELEASE OF DEFERRED BOND GAINS 

Under DAP, interest related gains and losses on debt securities were deferred and released into the income statement over 
the estimated average remaining term to maturity. Under IFRS, gains and losses are recognised in the income statement 
when realised. The net deferred gains that existed in the DAP balance sheet have been released to shareholders’ equity    
for IFRS. 

DERIVATIVES 

Under IFRS, all derivatives have been valued at fair value. Under DAP, accounting for derivatives follows the accounting for 
the related investment or debt instrument. 

DPAC, VOBA AND LIABILITY VALUATION 

The deferred transaction costs for products classified as investment contracts without discretionary participation features 
have been reduced in the Opening Balance Sheet and the amount of transaction costs that can be deferred in the future 
under IFRS will be lower. Under IFRS, only certain costs directly related to the rendering of investment management 
services can be deferred. 
 
For certain products, DPAC and VOBA balances are amortised based on expected gross profits under both DAP and IFRS. 
Due to the removal of the deferred interest-related gains and other changes to the underlying basis of the assets under 
IFRS, expected gross profits under IFRS will change when compared to DAP and consequently the DPAC and VOBA balances 
were reduced. 

                                                           
9
 AEGON Financial Statements 2005, pages 178-181. 
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Liability valuation changes are mainly caused by the application of shadow accounting, the valuation of embedded 
derivatives, the recognition of losses from liability adequacy testing and the valuation of a specific liability at fair value. 
 
Shadow accounting is applied when there is a direct relationship between the measurement of the invested assets and the 
measurement of the insurance liabilities or related DPAC and VOBA. When unrealised gains or losses arise on          
available-for-sale financial assets, insurance liabilities and related assets are adjusted to the same extent that they would be 
adjusted if those unrealised gains or losses had been realised. 
 
Some of the products in AEGON USA contain embedded derivatives related to ceded reinsurance under IFRS. These 
embedded derivatives have to be separated from the host contracts and valued on a standalone basis at fair value in the 
financial statements. The same applies for certain guarantees within the variable annuity business (segregated funds) in 
AEGON Canada. 
 
For some products, primarily the life contingent block of payout annuities, losses were recognised from liability adequacy 
testing. For DAP, no such adjustment was necessary, because there were excess margins primarily from the amortisation of 
deferred interest-related gains on the DAP balance sheet. 
 
Further changes in liability valuation are caused by a specific product that provides customers with a pass-through of total 
investment returns, subject to a cumulative minimum guarantee. This product contains an embedded derivative that 
cannot be separated from the host contract and valued on a standalone basis at fair value and as a result, the entire 
contract is valued at fair value. The investments backing this product have also been classified as financial assets at fair 
value through profit or loss. The changes in the fair value of the liabilities and the assets backing the product should 
generally offset each other. However, changes in the asset values are not always offset with changes in the liabilities during 
a rising interest rate environment, due to the contractual minimum guarantees. 

DEFINED BENEFIT PLANS 

Under IFRS, AEGON will show a liability in the Opening Balance Sheet for defined benefit plans that are underfunded and  
an asset for defined benefit plans that are overfunded. 
 
IFRS allows the use of the ‘fresh-start’ approach for the Opening Balance Sheet, under which all cumulative actuarial gains 
and losses, both realised and unrealised, are effectively recognised in retained earnings on the Opening Balance Sheet, 
leaving no unrecognised actuarial gains and losses. AEGON elected to make use of this approach and, as a result,   
additional liabilities for AEGON The Netherlands and AEGON UK were set up and assets relating to AEGON Americas that 
existed in the DAP balance sheet were charged to shareholders’ equity in the Opening Balance Sheet. 

GOODWILL 

Under DAP, goodwill was not capitalised, but charged directly to equity at the time of acquisition.  
 
Under IFRS, goodwill is capitalised as an asset. IFRS allows the prospective application of the standard applicable to business 
combinations to acquisitions after January 1, 2004. As a result, goodwill written off to equity before this date will not be 
reinstated on transition to IFRS. The adjustment from DAP equity relates to goodwill from acquisitions during 2004. 

TAX DIFFERENCES 

Tax differences relate to the tax effects of reconciling items as well as tax differences due to discounting. DAP required that 
the deferred tax balance be presented on a discounted basis. Under IFRS this is no longer allowed and as a result the 
deferred tax liability is increased in the Opening Balance Sheet with a corresponding charge to shareholders’ equity. 
Furthermore, deferred tax related to the liability for accrued policyholder surplus taxes is reduced as a result of a change in 
tax legislation. 

MINORITY SHAREHOLDERS’ INTERESTS 

Minority shareholders’ interests relates to entities that are consolidated under IFRS, but that were not consolidated under 
DAP, and in which AEGON owns less than a 100% interest. 

PERPETUAL CAPITAL SECURITIES 

Perpetual capital securities are classified as equity under IFRS, rather than as debt, as these securities have no final maturity 
date, repayment is at the discretion of the issuer and AEGON has the option to defer coupon payments at its discretion. 
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Table A13.428 AEGON – reconciliation of consolidated net income from DAP to IFRS 

NET INCOME DAP, 2004 1,663 

    

Investment income -422 

Fair value movements on financial assets at fair value through profit and loss 52 

DPAC, VOBA and liability valuation -322 

Interest charges and related fees 122 

Net gains on investments and impairment charges 845 

Non-recurring items 138 

Other 155 

Tax 25 

    

TOTAL ADJUSTMENTS 593 

    

NET INCOME IFRS, 2004 2,256 

INVESTMENT INCOME 

Under DAP, interest related gains and losses on debt securities were deferred and released into the income statement,      
as investment income, over the estimated average remaining term to maturity. Investment income under IFRS decreased 
due to the reversal of the amortisation of deferred investment gains. 

FAIR VALUE MOVEMENTS ON FINANCIAL ASSETS AT FAIR VALUE THROUGH PROFIT OR LOSS 

This adjustment relates to fair value movements on general account financial assets, including embedded derivatives that 
are separated from host contracts and that are classified as financial assets at fair value through profit or loss. 

DPAC, VOBA AND LIABILITY VALUATION 

The amount of transaction costs that can be deferred under IFRS is less than what can be deferred for DAP for investment 
contracts without discretionary participation features. This in itself results in a decrease of IFRS net income compared to 
DAP. This decrease is somewhat offset by the fact that amortisation charges are lower under IFRS, as deferred transaction 
cost balances are lower. However, for flexible premium products, such as universal life and some fixed and variable annuity 
products, the amortisation of DPAC is based on profit emergence. The inclusion of the net realised gains on debt securities 
causes the total investment return on assets backing this business to be higher than the investment return under DAP.    
This increase in total investment return was slightly offset by the reversal of the amortisation of deferred investment gains. 
The net increase in profits caused increases in DPAC and VOBA amortisation. 
 
An adjustment to the VOBA of AEGON USA caused a further decrease in net income compared to DAP. This adjustment was 
necessary primarily due to changes in estimates regarding future gross profits on certain assumed reinsurance contracts. 
For DAP no such adjustment was necessary, because there were excess future margins primarily due to the amortisation of 
deferred interest-related gains. 
 
Furthermore, a specific product sold by AEGON USA that provides customers with a pass-through of total investment 
returns, subject to a cumulative minimum guarantee, caused some changes in liability valuation. The product contains       
an embedded derivative that cannot be separated from the host contract and valued on a standalone basis at fair value 
and, as a result, the entire contract is valued at fair value. The investments backing this product have also been classified as 
financial assets at fair value through profit or loss.  
 
The changes in the fair value of the liabilities and the assets backing the product should generally offset each other. 
However, changes in the asset values are not always offset with changes in the liabilities during a rising interest rate 
environment, due to the contractual minimum guarantees. 

INTEREST CHARGES AND RELATED FEES 

Perpetual capital securities are classified as equity under IFRS, rather than as debt. As a result, coupons and transaction 
costs on these instruments are recognised as a direct deduction from equity, instead of an expense in the income 
statement for DAP and therefore cause an increase in IFRS net income. 

NET GAINS ON INVESTMENTS AND IMPAIRMENT CHARGES 

Under IFRS, all realised gains and losses on investments are recognised as incurred. Under DAP, only realised gains and 
losses on shares and real estate were recognised as incurred, while interest related gains and losses were deferred.          
The recognition of realised gains and losses in 2004 result in an increase of net income under IFRS.  
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Also included in net gains on investments are fair value changes for derivatives that are used for economic hedge purposes, 
as part of asset liability management, for which no hedge accounting is applied. These derivatives are considered economic 
hedges of certain exposures related to an existing asset or liability. The fair value movements of these derivatives are not 
offset by fair value movements as the underlying asset or liability is not valued at fair value through profit or loss.                 
In addition, this line also includes the ineffective portions of transactions for which hedge accounting is applied. 
 
Impaired assets are written down to fair value for IFRS, while for DAP write offs were only to the recoverable amount.        
As a result, impairment charges and reversals of impairments for IFRS are higher compared to DAP. 

NON-RECURRING INCOME 

The gain on the sale of Transamerica Finance Corporation businesses in 2004, which was credited to shareholders’ equity 
under DAP, is reflected in the income statement in 2004 under IFRS and caused an increase in net income. 

TAX 

The effective tax rate is affected by the reduction of deferred tax related to the liability for accrued policyholder surplus 
taxes that can be released as a result of a change in tax legislation. 

DESIGNATION OF FINANCIAL ASSETS AND FINANCIAL LIABILITIES AS FINANCIAL ASSETS OR FINANCIAL 

LIABILITIES AT FAIR VALUE THROUGH PROFIT OR LOSS OR AS AVAILABLE-FOR-SALE FINANCIAL ASSETS 

The following table provides a summary of the fair value of financial assets and financial liabilities designated into each of 
these categories as at January 1, 2004, and their classification and carrying amount in the previous financial statements. 
 
Table A13.429 AEGON – designation of financial assets and liabilities at 1 January 2004 

FINANCIAL ASSETS DESIGNATED AS AT FAIR VALUE THROUGH PROFIT OR LOSS AT JANUARY 1, 2004 

 

   

 

Carrying 
value 

under DAP 

Fair value 
1 January 

2004 

   CLASSIFICATION UNDER DAP 
  General account investments 
     Other financial investments 9,489 9,803 

Investments for account of policyholders 99,868 99,868 

 
109,357 109,671 

    

FINANCIAL LIABILITIES DESIGNATED AS AT FAIR VALUE THROUGH PROFIT OR LOSS AT JANUARY 1, 2004 

 

   

 

Carrying 
value 

under DAP 

Fair value 
1 January 

2004 

   CLASSIFICATION UNDER DAP 
  General account liabilities 
     Technical provisions 638 638 

Technical provisions with investments for account of policyholders 42,506 42,539 

 
43,144 43,177 

    

FINANCIAL ASSETS DESIGNATED AS AVAILABLE-FOR-SALE AT JANUARY 1, 2004 

 

   

 

Carrying 
value 

under DAP 

Fair value 
1 January 

2004 

   CLASSIFICATION UNDER DAP 
  General account investments 
     Other financial investments 88,183 91,831 

 
88,183 91,831 
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ADDITIONAL INFORMATION10 

INFORMATION BASED ON US ACCOUNTING PRINCIPLES 

 
The consolidated financial statements of the AEGON Group have been prepared in accordance with International Financial 
Reporting Standards, as adopted by the European Union (IFRS), which differ in certain respects from those principles 
generally accepted in the United States (US GAAP). The following information is a summary of the effect on AEGON’s 
shareholders’ equity and net income of the application of US GAAP, which is included in further detail in the Form 20-F 
report filed with the Securities and Exchange Commission. 
 
The Form 20-F report is available on request, free of charge, and can also be retrieved from the EDGAR database of the SEC 
at www.sec.gov and via www.aegon.com. 

SUMMARY RECONCILIATION 
Table A13.430 AEGON – reconciliation of shareholders’ equity and net income based on IFRS to US GAAP 

     Shareholders' equity 

Net income 
 

31 December 

 2005 2004 2005 2004 

               
AMOUNTS IN ACCORDANCE WITH IFRS 19,276 14,875 2,732 2,256 
     

     ADJUSTMENTS FOR 
    a) Goodwill 2,992 2,709 - -144 

b) Deferred expenses/VOBA 235 -6 226 24 

c) Real estate -1,109 -896 -202 -47 

d) Financial assets -77 -116 -65 91 

e) Derivatives 87 198 13 -420 

f) Insurance and investment contracts 669 290 -422 -17 

g) Pensions and other post-employment benefits 1,268 1,432 -278 15 

h) Other equity instruments 12 62 -200 -129 

i) Balance of other items -112 -89 57 -58 

j) Tax -328 -143 228 143 

          

AMOUNTS DETERMINED IN ACCORDANCE WITH US GAAP 22,913 18,316     

     

INCOME BEFORE CUMULATIVE EFFECT OF ACCOUNTING CHANGES 
  

2,089 1,714 

Cumulative effect of adopting SOP 03-01, net of tax 
  

- -207 

Cumulative effect of adopting DIG B36, net of tax 
  

- -77 

Cumulative effect of adopting FAS 123, net of tax 
  

-5 - 

          

NET INCOME IN ACCORDANCE WITH US GAAP     2,084 1,430 

     Other comprehensive income, net of tax: 
    Foreign currency translation adjustments 
  

1,987 -971 

Unrealised gains and (losses) on available-for-sale financial assets 
  

840 911 

Reclassification adjustment for (gains) and losses included in net income 
  

-538 -526 

Net unrealised gains on cash flow hedges 
  

97 66 

Minimum pension liability adjustments 
  

30 -47 

     Other comprehensive income/(loss)     2,416 -567 

     

COMPREHENSIVE INCOME IN ACCORDANCE WITH US GAAP     4,500 863 

 

  

                                                           
10

 AEGON Financial Statements 2005, pages 196-200. 
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SUMMARY OF DIFFERENCES BETWEEN IFRS AND US GAAP, WHICH HAVE AN IMPACT ON REPORTED 

SHAREHOLDERS’ EQUITY OR NET INCOME 

a. Goodwill 
IFRS 
Goodwill is recognised as an intangible asset for interests in subsidiaries and joint ventures acquired after January 1, 2004 
and is measured as the positive difference between the acquisition cost and the Group’s interest in the net fair value of the 
entity’s identifiable assets, liabilities and contingent liabilities. Subsequently, goodwill is carried at cost less accumulated 
impairment charges. It is derecognised when the interest in the subsidiary or joint venture is disposed of. 
 
US GAAP 
Under US GAAP goodwill is capitalised and reviewed and tested for impairment under a fair value approach. Goodwill must 
be tested for impairment at least annually or more frequently as a result of an event or change in circumstances that would 
indicate impairment may be necessary. Impairment testing requires the determination of the fair value for each of the 
identified reporting units. The reporting units identified for AEGON based upon the Statement of Financial Accounting 
Standards 142 Goodwill and other Intangible Assets include: AEGON Americas, AEGON the Netherlands, AEGON UK 
insurance companies, AEGON UK distribution companies and Other countries. The fair value of the insurance operations is 
determined using valuation techniques consistent with market appraisals for insurance companies, a discounted cash flow 
model requiring assumptions as to a discount rate, the value of existing business and expectations with respect to future 
growth rates and term. The valuation utilised the best available information, including assumptions and projections 
considered reasonable and supportable by management. The assumptions used in the determination of fair value involve 
significant judgment and estimates. The discount rates used are believed to represent market discount rates, which would 
be used to value businesses of similar size and nature. 
 
The adjustment in the shareholders’ equity column of the reconciliation represents the goodwill capitalised under US GAAP 
before January 1, 2004. The 2004 net income column includes EUR 148 million, representing the write off of goodwill 
related to the sale of TFC businesses. Under US GAAP goodwill was capitalised for these businesses; under IFRS the goodwill 
was charged to shareholders’ equity in the year of acquisition (pre January 1, 2004). 
 
b.  Deferred expenses and VOBA 
IFRS 
Deferred expenses comprise DPAC and deferred transaction costs. 
 
DPAC relates to insurance contracts and investment contracts with discretionary participation features and represents the 
variable costs that are related to the acquisition or renewal of these contracts. 
 
Acquisition costs are deferred to the extent that they are recoverable and are subsequently amortised based on either the 
expected future premiums or the expected gross profit margins. For products sold in the United States and Canada with 
amortisation based on expected gross profit margins, the amortisation period and pattern are reviewed at each reporting 
date and any change in estimates is recognised in the income statement. Estimates include, but are not limited to:              
an economic perspective in terms of future bond and equity returns, mortality, disability and lapse assumptions, 
maintenance expenses and expected inflation rates. For all products, DPAC is assessed for recoverability at least annually 
on a country-by-country basis and is considered in the liability adequacy test for each reporting period. If appropriate,      
the assumptions included in the determination of estimated gross profits are adjusted. The portion of DPAC that is 
determined not to be recoverable is charged to the income statement. 
 
When unrealised gains or losses arise on available-for-sale assets, DPAC is adjusted to equal the effect that the realisation 
of the gains or losses would have had on its measurement. The adjustment is recognised directly in the related revaluation 
reserve in equity. 

DPAC is derecognised when the related contracts are settled or disposed of. 
 
Deferred transaction costs relate to investment contracts without discretionary participation features under which AEGON 
will render investment management services. Incremental costs that are directly attributable to securing these investment 
management contracts are recognised as an asset if they can be identified separately and measured reliably and if it is 
probable that they will be recovered. 
 
For contracts involving both the origination of a financial liability and the provision of investment management services, 
only the transaction costs allocated to the servicing component are deferred. The other transaction costs are included in 
the carrying amount of the financial liability. 
 
The deferred transaction costs are amortised in line with fee income, unless there is evidence that another method better 
represents the provision of services under the contract. Deferred transaction costs are subject to impairment testing at 
least annually. 
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When a portfolio of insurance contracts is acquired, whether directly from another insurance company or as part of              
a business combination, the difference between the fair value and the carrying amount of the insurance liabilities is 
recognised as VOBA. The Group also recognises VOBA when it acquires a portfolio of investment contracts with 
discretionary participation features. 
 
VOBA is amortised over the useful life of the acquired contracts, based on either the expected future premiums or the 
expected gross profit margins. For products sold in the United States and Canada with amortisation based on expected 
gross profit margins, the amortisation period and pattern are reviewed at each reporting date. Any change in estimates is 
recorded in the income statement. For all products, VOBA is assessed for recoverability at least annually on                             
a country-by-country basis and the portion determined not to be recoverable is charged to the income statement. VOBA is 
considered in the liability adequacy test for each reporting period. 
 
When unrealised gains or losses arise on available-for-sale assets, VOBA is adjusted to equal the effect that the realisation 
of the gains or losses would have had. The adjustment is recognised directly in equity. 
 
VOBA is derecognised when the related contracts are settled or disposed of. 
 
US GAAP 
Under US GAAP the accounting for fixed premium products is the same as under IFRS in all countries. For flexible premium 
products sold in the Americas, US GAAP is the same as IFRS. For flexible premium products sold in the Netherlands,           
the United Kingdom and Other countries an unlocking adjustment is made for US GAAP, using a revised DPAC amortisation 
schedule based on actual gross profits earned to date and revised estimates of future gross profits. 
 
Acquisition costs related to non-insurance investment type products related to 401(k) plans in the United States and 
investment products in the United Kingdom are deferred and amortised in terms of Statement of Financial Accounting 
Standard 97 Accounting and Reporting by Insurance Enterprises for Certain Long-Duration Contracts and for Realised Gains 
and Losses from the Sale of Investments (SFAS 97). US GAAP allows for the deferral of costs that vary directly with 
production, while IFRS is more restrictive limiting deferral to costs that are incremental and directly attributable to the 
issuance of the contract. In addition, some service contracts are sold in the United States for which advertising costs are 
deferred and amortised under Statement of Position  93-7 Reporting on Advertising Costs (SOP 93-7). IFRS does not allow 
the deferral and future amortisation of these costs. 
 
The adjustment in the shareholders’ equity column of the reconciliation and the adjustment in the net income column of 
the reconciliation include the effect of unlocking for DPAC on flexible premium products in the United Kingdom and the 
Netherlands and the difference in accounting for acquisition costs related to non-insurance investment type products and 
service contracts in the United States and the United Kingdom. 
 
c.  Real estate 
IFRS 
Property that is occupied by the Group and that is not intended to be sold in the near future is classified as real estate held 
for own use. Investments in real estate is property held to earn rentals or for capital appreciation, or both. Considering the 
Group’s asset liability management policies, under which both categories of property can be allocated to liabilities resulting 
from insurance and investment contracts, both are classified as investments. 
 
Property is initially recognised at cost. Subsequently, investments in real estate are measured at fair value with the changes 
in fair value recognised in the income statement. Property held for own use is carried at its revalued amount, which is the 
fair value at the date of revaluation less any subsequent accumulated depreciation and impairment losses. On revaluation 
the accumulated depreciation is eliminated against the gross carrying amount of the asset and the net amount is restated 
to the revalued amount. Increases in the net carrying amount are recognised in the related revaluation reserve in equity 
and are released to retained earnings over the remaining useful life of the property. 
 
Valuations of both investments in real estate and real estate held for own use are conducted with sufficient regularity to 
ensure the value correctly reflects the fair value at the balance sheet date. Valuations are mostly based on active market 
prices, adjusted for any difference in the nature, location or condition of the specific property. If such information is not 
available, other valuation methods are applied, considering the current cost of reproducing or replacing the property,      
the value that the property’s net earning power will support and the value indicated by recent sales of comparable 
properties. 
 
On disposal of an asset, the difference between the net proceeds received and the carrying amount of the asset is 
recognised in the income statement. Any remaining attributable surplus in the revaluation reserve is transferred to retained 
earnings. 
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US GAAP 
Under US GAAP real estate is carried at historical cost less accumulated depreciation and is adjusted for any impairment in 
value. Depreciation is provided over the estimated economic life of the real estate. Realised gains or losses and all other 
operating income and expense are reported in the income statement. 
 
The adjustment shown in the shareholders’ equity column of the reconciliation represents the reduction from fair value to 
the depreciated historical cost basis. 
 
The adjustment shown in the net income column of the reconciliation represents: 
 

• The reversal of the unrealised gains (losses) under IFRS on investments in real estate, the difference in realised 
gains (losses) on disposed real estate reflecting different carrying values for both investment real estate and real 
estate held for own use under IFRS; and 

• The annual depreciation charge on investment property under US GAAP and the difference in depreciation charge 
on property held for own use. 

 
d.  Financial assets 
A number of differences still exist between IFRS and US GAAP. These differences can be summarised as follows: 
 

• Write offs on impaired debt instruments can be partially or fully reversed under IFRS if the value of the impaired 
assets increase. Such reversals are not allowed under US GAAP. Under IFRS certain mortgage loan securitisations 
of AEGON The Netherlands have been derecognised and realised gains have been reported, while for US GAAP 
these mortgage loans are recognised on the balance sheet. 

• Some assets are reported as available-for-sale financial assets under IFRS, while US GAAP requires the equity 
method of accounting. 

• Additional impairments have been recorded for US GAAP. If a particular asset does not fit AEGON’s long-term 
investment strategy and is in an unrealised loss position due solely to interest rate changes, the security has been 
impaired to the fair value under US GAAP while such impairment would not be required under IFRS. For securities 
not impaired under US GAAP, AEGON has the intent and ability to hold these securities until recovery or maturity. 

 
e.  Derivatives 
Derivatives are measured at fair value under both IFRS and US GAAP. 
 
The adjustment shown in the shareholders’ equity column of the reconciliation represents transactions that are accounted 
for as derivatives under IFRS and not under US GAAP. 
 
The adjustment shown in the net income column of the reconciliation represents the effect of different starting dates for 
certain hedge transactions. Under IFRS these transactions were designated retrospectively and under US GAAP these 
transactions were designated at the time the formal FAS 133 documentation requirements were established. 
 
In 2004, a change in estimate with regards to the assumptions used in the valuation of embedded derivatives included in 
the Canadian segregated funds business resulted for US GAAP in a net loss, after DPAC offset and tax, of EUR 114 million. 
 
f.  Insurance and investment contracts 
IFRS 
Refer to note 2 of the consolidated financial statements for a discussion of the accounting for technical reserves under IFRS. 
 
US GAAP 
For AEGON Americas all life insurance liabilities on an IFRS basis are determined following US GAAP as these local 
accounting principles were followed previously for DAP. Therefore no reconciling item exists for AEGON Americas. 
 
The adjustment in the shareholders’ equity column of the reconciliation represents the effect of different models used in 
calculating insurance liabilities under US GAAP for the Netherlands and the United Kingdom. 
 
Under US GAAP the technical reserves for traditional life insurance contracts are computed using the net level premium 
method with investment yields, mortality, lapses and expenses based on historical assumptions and include a provision for 
adverse deviation. For universal life contracts and investment type contracts (annuities) the technical reserves are equal to 
the policyholder account balances at the balance sheet date. The technical reserve in the United Kingdom is reduced to 
equal the contract holder balance. The technical reserve for fixed annuities, guaranteed investment contracts and funding 
agreements is the same as under IFRS. 
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For AEGON UK, investment contracts without discretionary participation features are recognised using a funded value for 
IFRS and a nominal value for US GAAP. Furthermore, profits on reinsurance contracts are recognised directly in net income 
under IFRS and deferred and amortised under US GAAP. 
 
For AEGON the Netherlands, traditional life and universal life type contracts, the insurance liabilities under IFRS are based 
on current assumptions for longevity and future administration expenses. Furthermore, DPAC is amortised on a straight line 
basis over the duration of the contracts. Under US GAAP traditional life contract liabilities are adjusted using historical 
assumptions and a deferred revenue liability is established. For universal life type contracts the liabilities for US GAAP are 
adjusted to the policyholder account balance and an unearned revenue liability is established. For traditional limited pay 
products a deferred profit liability is established. 
 
In various countries products are sold that contain minimum guarantees. For these products the regular technical reserve is 
recognised under technical reserves with investments for account of policyholders. The liabilities for life insurance includes 
liabilities for guaranteed minimum benefits related to contracts where the policyholder otherwise bears the investment 
risk. The valuation of these guarantees under IFRS is the same as under SOP 03-1 for US GAAP, with the exception of the 
guarantees on the group pension contracts in the Netherlands. The minimum interest guarantees on group pension 
contracts in the Netherlands are given for nominal benefits, based on the 3% or 4% actuarial interest rate, after retirement 
of the employees. Due to the nature of the product, these guarantees have a long-term horizon of about 30 to 60 years. 
Under IFRS the liability is measured by applying the accrual method based on pricing assumptions less actual deductions. 
Under US GAAP an additional annuitisation benefit liability is set up in accordance with SOP 03-1. 

Under IFRS a charge to shareholders' equity is recorded in connection with shadow loss recognition to the extent that a loss 
recognition charge to the income statements would have been recognised when unrealised results would have been 
realised. The reinvestment return assumption in the IFRS shadow loss recognition calculation is based on current market 
swap rates. Under US GAAP shadow loss recognition is calculated using reinvestment return assumptions based on 
management’s best estimate. 
 
SOP 03-01 changed the reserving for mortality on universal life contracts and for guaranteed living and death benefits on 
variable annuity and variable life contracts. The implementation mainly changed the timing of the recognition of mortality 
profits in earnings. The liability for guaranteed living and death benefits on variable annuity and variable life contracts in the 
United States is the same as described for IFRS. For US GAAP, the impact from the adoption of SOP 03-01 was recorded as   
a cumulative effect of a change in accounting principles as at January 1, 2004. 
 
g.  Pensions and other post-retirement benefits 
IFRS 
For defined benefit plans, a liability is recognised for the excess of the defined benefit obligation over the fair value of the 
plan assets, together with adjustments for unrecognised actuarial gains and losses and past service costs. However, 
actuarial gains and losses that occurred before the transition to IFRS on January 1, 2004 are not reflected in the 
measurement of the liability as they were recognised on transition to IFRS. 
 
Some countries issued group life insurance policies covering own employee benefit obligations. These policies are generally 
at market-consistent terms and subject to policyholder protection legislation. However, the policies are not recognised in 
the consolidated financial statements as they do not meet the definition of a liability. The employee benefit obligation is 
therefore considered unfunded. The assets held by the country to cover the benefits payable under the eliminated contract 
do not qualify as plan assets, but are classified as investments. 
 
US GAAP 
US GAAP Statement of Financial Accounting Standard 87 Employees Accounting for Pensions (SFAS 87) is applied to the 
pension plans of the Group. SFAS 87 calculations require several assumptions, including future performance of financial 
markets, future composition of the work force and best estimates of long-term actuarial assumptions. The expected return 
on plan assets is calculated using a moving average for the plan assets. In a period of market decline, such as recently 
experienced, this moving average is higher than the fair value of the assets. The difference between the expected return 
reflected in the income statement and the actual return on the assets in a certain year is deferred. Deferred gains or losses 
are amortised to the income statement applying a corridor approach. The corridor is defined as 10% of the greater of the 
moving average value of the plan assets or the projected benefit obligation. To the extent that the prepaid pension costs at 
the beginning of the year exceed the moving average asset value less the pension benefit obligation by more than the 10% 
corridor, the excess is amortised over the employees’ average future years of service (approximately seven years).            
The assumptions are reviewed on an annual basis and changes are made for the following year, if required. 
 
The adjustment in the shareholders’ equity column of the reconciliation represents the cumulative unrecognised actuarial 
gains and losses at January 1, 2004 that were, as part of the conversion to IFRS, directly recognised in equity. For US GAAP, 
the unrecognised actuarial gains and losses at January 1, 2004 are capitalised. 
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The amount in reconciliation in the net income column represents the difference between the pension expenses on SFAS 87 
basis including the amortisation of the cumulative actuarial gains and losses outside the corridor and the pension expenses 
based on IAS 19 Employee benefits (IAS 19) taking into account the amortisation of the cumulative actuarial gains and losses 
outside the corridor since January 1, 2004. Furthermore, it includes the different treatment related to assets held by 
country units that do not qualify as plan assets but are classified as investments. As a result the direct income on these 
investments is included in net income and the expected return on plan assets is not taken into account for the 
determination of the pension expenses. 
 
h.  Other equity instruments 
IFRS 
Other equity instruments comprise junior perpetual capital securities and perpetual cumulative subordinated bonds. 
 
Under IFRS the junior perpetual capital securities, as well as perpetual cumulative subordinated bonds, are classified as 
equity instruments and are valued at face value. In the consolidated balance sheet these instruments are shown as               
a separate component of group equity and are not part of shareholders' equity. Accrued coupons are charged to retained 
earnings within shareholders’ equity. 
 
US GAAP 
Under US GAAP the junior perpetual capital securities, as well as perpetual cumulative subordinated bonds, are treated as 
debt instruments. Interest charges, based on the effective interest rate, are included in net income. 
 
The adjustment in the net income column of the reconciliation represents the interest charges for the respective years. 
 
i. Balance of other items 
Certain items are recorded differently or in different periods on the two bases of accounting. 
 
j.  Taxation 
Reflects taxation on reconciling items between IFRS and US GAAP and include some differences in tax treatment between 
IFRS and US GAAP. 
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A13.5.2 Fortis 
Table A13.431 Fortis – consolidated balance sheet at 31 December 2005 and 2004 (before profit appropriation)

11
 

 
31 December 2005 31 December 2004 

          

Assets 
    Cash and cash equivalents 
 

21,822.0 
 

25,019.7 

Assets held for trading 
 

62,705.0 
 

60,319.9 

Due from banks 
 

81,001.9 
 

64,197.0 

Due from customers 
 

280,759.3 
 

227,833.7 

Investments 
     - Held-to-maturity 4,669.3 

 
4,721.3 

  - Available-for-sale 179,020.1 
 

153,543.2 
  - Held at fair value through profit or loss 5,127.2 

 
3,390.6 

  - Investment property 2,546.3 
 

2,304.4 
  - Investments in associates and joint ventures 1,706.3 

 
2,209.2 

 

  
193,069.2 

 
166,168.7 

Unit-linked investments 
 

25,666.7 
 

16,853.4 

Reinsurance, trade and other receivables 
 

9,556.6 
 

6,545.1 

Property, plant and equipment 
 

3,196.8 
 

3,133.0 

Goodwill and other intangible assets 
 

1,922.4 
 

671.5 

Accrued interest and other assets 
 

49,294.6 
 

43,343.3 

     

Total assets 
 

728,994.5 
 

614,085.3 

          

Liabilities 
    Liabilities held for trading 
 

50,562.2 
 

51,482.5 

Due to banks 
 

175,183.0 
 

121,036.6 

Due to customers 
 

259,063.8 
 

224,582.9 

Liabilities arising from insurance and investment contracts 
 

56,108.7 
 

48,939.6 

Liabilities related to unit-linked products 
 

26,150.6 
 

17,033.5 

Debt certificates 
 

77,266.6 
 

71,777.0 

Subordinated liabilities 
 

13,757.2 
 

13,345.3 

Other borrowings 
 

1,699.3 
 

2,861.5 

Provisions 
 

907.1 
 

851.9 

Current and deferred tax liabilities 
 

3,628.9 
 

3,464.1 

Accrued interest and other liabilities 
 

45,011.0 
 

43,033.0 

     

Total liabilities 
 

709,338.4 
 

598,407.9 

          

Shareholders' equity 
 

18,929.0 
 

15,337.4 

Minority interests 
 

727.1 
 

340.0 

     

Total equity 
 

19,656.1 
 

15,677.4 

          

Total liabilities, minority interests and shareholders' equity 
 

728,994.5 
 

614,085.3 
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Table A13.432 Fortis – consolidated income statement for 2005 and 2004
12

 

 
2005 2004 

      

Income 
  Interest income 66,844.6 54,223.4 

Insurance premiums 12,918.8 11,575.6 

Dividend and other investment income 918.5 844.7 

Share in result of associates and joint ventures 157.3 203.7 

Realised capital gains (losses) on investments 1,642.3 1,580.2 

Other realised and unrealised gains and losses 877.7 -939.8 

Fee and commission income 3,123.9 2,733.0 

Income related to investments for unit-linked products 3,223.8 1,128.8 

Other income 712.1 577.2 

   

Total income 90,419.0 71,926,8 

      

Expenses 
  Interest expense 60,227.3 47,966.2 

Insurance claims and benefits 11,787.5 10,720.9 

Charges related to unit-linked products 3,708.9 1,091.9 

Change in impairments 235.2 379.7 

Fee and commission expense 1,615.4 1,515.7 

Depreciation and amortisation of tangible and intangible assets 548.3 468.9 

Staff expenses 4,290.5 3,777.8 

Other expenses 2,856.2 3,116.5 

   

Total expenses 85,269.3 69,037.6 

      

Profit before taxation 5,149.7 2,889.2 

   Income tax expense -1,163.7 -510.2 

   Net profit for the period 3,986.0 2,379.0 

Net profit attributable to minority interests 45.5 25.5 

Net profit attributable to shareholders 3,940.5 2,353.5 
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Table A13.433 Fortis – consolidated statement of changes in equity for 2005 and 2004
13

 

 

Share 
capital 

Share 
premium 

reserve 
Other 

reserves 

Currency 
translation 

reserve 

Net profit 
attributable 

to 
shareholders 

Unrealised 
gains and 

losses 
Shareholders’ 

equity 
Minority 
interests Total 

          Balance at 1 January 2004 6,293.2 11,667.9 -7,678.7 - - 2,135.0 12,417.4 570.3 12,987.7 

          
          Net profit for the period - - - - 2,353.5 - 2,353.5 25.5 2,379.0 

Revaluation of investments - - - - - 1,550.0 1,550.0 -14.9 1,535.1 

Translation differences - - - -120.8 - 25.9 -94.9 0.2 -94.7 

Other - - -0.7 - - 0.8 0.1 - 0.1 

          

 
- - -0.7 -120.8 2,353.5 1,576.7 3,808.7 10.8 3,819.5 

                    

Dividend paid - - -1,178.7 - - - -1,178.7 -18.7 -1,197.4 

Increase of capital 13.6 40.4 - - - - 54.0 - 54.0 

Treasury shares - - 236.0 - - - 236.0 - 236.0 

Redemption - - - - - - - -200.0 -200.0 

Other - - - - - - - -22.4 -22.4 

          

Balance at 31 December 
2004 6,306.8 11,708.3 -8,622.1 -120.8 2,353.5 3,711.7 15,337.4 340.0 15,677.4 

          
          Net profit for the period - - - - 3,940.5 - 3,940.5 45.5 3,986.0 

Revaluation of investments - - - - - 1.360,0 1,360.0 9.3 1,369.3 

Translation differences - - 4.4 231.4 - -63,8 172.0 5.6 177.6 

Other - - 14.1 - - 51,0 65.1 - 65.1 

          

 
- - 18.5 231.4 3,940.5 1.347,2 5,537.6 60.4 5,598.0 

          

          Transfer - - 2,353.5 - -2,353.5 - - - - 

Dividend paid - - -2,012.3 - - - -2,012.3 -20.1 -2,032.4 

Increase of capital 0.2 10.1 - - - - 10.3 - 10.3 

Treasury shares - - 56.0 - - - 56.0 - 56.0 

Other - - - - - - - 346.8 346.8 

          

Balance at 31 December 
2005 6,307.0 11,718.4 -8,206.4 110.6 3,940.5 5.058,9 18,929.0 727.1 19,656.1 

 
The impact of acquisitions and divestments is included in the line ‘Other’ under minority interests.                                          

An amount of EUR 265.6 million (2004: EUR 265.6 million) is included in Other reserves related to the equity component of 

convertible loans (see also note 30.2 ‘Subordinated convertible loans’). 
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Table A13.434 Fortis – consolidated cash flow statement for 2005 and 2004
14

 

  2005 2004 

 
    

Cash and cash equivalents - Balance at 1 January 25,019.7 21,534.8 

Profit before taxation 5,149.7 2,889.2 

      

Adjustments to reconcile profit to net cash generated by operating activities:     

Net realised gains (losses) on sales -1,701.0 -1,537.7 

Net unrealised gains (losses) -261.6 -177.3 

Income of associates and joint ventures (net of dividends received) -96.9 -140.1 

Depreciation, amortisation and accretion 967.4 791.8 

Provisions and impairment 398.9 478.2 

Share-based compensation expense 12.2 16.3 

 
    

Changes in operating assets and liabilities     

Assets and liabilities held for trading -3,605.1 -4,288.0 

Due from banks -16,592.7 17,824.4 

Due from customers -46,043.4 -46,693.9 

Reinsurance, trade and other receivables -2,457.1 5,171.5 

Due to banks 52,559.6 2,391.8 

Due to customers 27,475.7 26,445.5 

Liabilities related to insurance and investment contracts 4,493.0 2,645.7 

Net changes in all other operational assets and liabilities -7,022.0 2,179.5 

Income tax paid -1,022.9 -554.4 

Cash flow from operating activities 12,253.8 7,442.5 

      

Purchases of investments -73,731.4 -62,235.5 

Proceeds from sales, maturities and redemptions 56,848.2 50,936.5 

Purchases of investment property -386.7 -350.2 

Proceeds from sales of investment property 176.2 207.5 

Investments in associates and joint ventures -137.3 -406.7 

Proceeds from sales of associates and joint ventures 1,205.7 43.6 

Purchases of property, plant and equipment -369.2 -409.9 

Sales of property, plant and equipment 165.4 105.3 

Acquisition of subsidiaries, net of cash acquired -1,112.1 -49.5 

Divestments of subsidiaries, net of cash sold 0.0 1,470.0 

Purchase of intangible assets -142.3 -80.1 

Proceeds from sales of intangible assets 5.6 1.4 

Cash flow from investing activities -17,477.9 -10,767.6 

 
    

Proceeds from the issuance of debt certificates 60,794.8 45,514.0 

Payment of debt certificates -57,663.4 -38,012.5 

Proceeds from the issuance of subordinated liabilities 2,081.3 2,189.3 

Payment of subordinated liabilities -1,545.5 -1,322.8 

Proceeds from the issuance of other borrowings 1,148.1 7,293.3 

Payment of other borrowings -962.4 -7,735.8 

Proceeds from the issuance of shares 0.6 45.4 

Purchase of treasury shares -750.8 -878.1 

Sales of treasury shares 806.8 1,114.1 

Dividend paid to shareholders -2,005.9 -1,175.0 

Repayment of capital (including minority interests) -  -200.0 

Cash flow from financing activities 1,903.6 6,831.9 

 
    

Effect of exchange rate differences on cash and cash equivalents 122.8 -21.9 

 
    

Cash and cash equivalents - Balance at 31 December 21,822.0 25,019.7 

   

   Supplementary disclosure of operating cash flow information   

Interest income received 65,268.6 47,128.8 

Dividend income received 343.8 264.0 

Interest expense paid -59,305.1 -41,478.5 
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Accounting principles15 
On 19 July 2002, the European Parliament and the Council issued Regulation (EC) No. 1606/2002 which required all 
consolidated financial statements published after 1 January 2005 by listed companies in the European Union to be 
compliant with International Financial Reporting Standards (‘IFRS’) as promulgated by the International Accounting 
Standards Board (‘IASB’). These standards are subject to approval by the Commission as recommended                                  
by the EU Accounting Regulatory Committee (‘ARC’). 

2.1  General 

Consequently, the Fortis consolidated financial statements have been prepared in accordance with IFRS – including 
International Accounting Standards (‘IAS’) and Interpretations – at 31 December 2005 and as adopted by the European 
Union. For IAS 39, Financial Instruments: Recognition and Measurement this takes into account the amendments regarding 
the fair value option as published on 16 June 2005 by the IASB and as adopted by the European Union                                    
on 15 November 2005, as well as the exclusion regarding hedge accounting (the so-called ‘carve-out’) decided by the 
European Union on 19 November 2004. 
 
The Fortis consolidated financial statements for the year ended 31 December 2004 were prepared in accordance with the 
applicable legal and regulatory requirements in Belgium. An overview of these accounting principles (‘FAP’) can be found in 
the Fortis 2004 financial statements. Fortis has restated the consolidated financial statements for comparative reasons to 
comply with IFRS. The effects of the adoption of IFRS are disclosed in note 3 to the consolidated financial statements. 
 
Where accounting policies are not specifically mentioned below, reference should be made to the IFRSs as adopted by the 
European Union. 

2.2  Accounting Estimates 

The preparation of financial statements in conformity with IFRS requires the use of certain accounting estimates. It also 
requires management to exercise its judgment in the process of applying these accounting policies. Actual results may differ 
from those estimates and judgmental decisions. 
 
Judgments and estimates are principally made in the following areas: 
 

 Estimation of the recoverable amount of impaired assets; 

 Determination of fair values of non-quoted financial instruments; 

 Determination of the useful life and the residual value of property, plant and equipment, investment property 
and intangible assets; 

 Measurement of liabilities for insurance contracts; 

 Actuarial assumptions related to the measurement of pension liabilities and assets; and 

 Estimation of present obligations resulting from past events in the recognition of provisions. 

2.3  First-Time Adoption of IFRS 

IFRS 1, First-time Adoption of International Financial Reporting Standards, requires the retrospective application of IFRS 
when an entity is first adopting IFRS. However, to ease the implementation of IFRS, the standard provides entities with 
twelve optional exemptions. Fortis has decided to use the following exemptions: 
 
•  Business Combinations: This exemption allows entities not to apply IFRS 3, Business Combinations, retrospectively to 

past business combinations. Fortis has decided to take advantage of this exemption and therefore, applies the 
provisions of IFRS 3, Business Combinations, to all business combinations occurring on or after 1 January 2004. 
Accordingly, business combinations that occurred prior to 1 January 2004 – and the goodwill that was included in 
equity - are not restated under IFRS. 

 
•  Employee Benefits: Under IAS 19, Employee Benefits, entities may elect to use a ‘corridor’ approach that leaves some 

actuarial gains and losses within defined limits unrecognised. Retrospective application of this approach requires      
an entity to split the cumulative actuarial gains and losses from the inception of the plan until the date of transition to 
IFRS into a recognised portion and an unrecognised portion. However, entities may elect to recognise all cumulative 
actuarial gains and losses at the date of transition to IFRS. Fortis has decided to take advantage of this exemption and 
therefore doesn’t apply IAS 19 retrospectively, and recognises all actuarial gains and losses on the opening balance 
sheet on 1 January 2004. Fortis applies the corridor approach prospectively from this date. 
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•  Cumulative Translation Differences: IAS 21, The Effects of Changes in Foreign Exchange Rates, requires entities to 
classify some translation differences as a separate component of equity, and on disposal of a foreign operation, to 
transfer the cumulative translation difference for that foreign operation (including, if applicable, gains and losses on 
related hedges) to profit or loss as part of the gain or loss on disposal. However, entities have the option to not 
comply with these requirements for cumulative translation differences that existed at the date of transition to IFRS. 
Consequently, the cumulative translation differences for all foreign operations are deemed to be zero at the date of 
transition to IFRS, and the gain or loss on a subsequent disposal of any foreign operation shall exclude translation 
differences that arose before the date of transition to IFRS. Fortis takes advantage of this exemption. 

 
•  Designation of Previously Recognised Financial Instruments: IAS 39, Financial Instruments: Recognition and 

Measurement, permits a financial instrument to be designated on initial recognition as a financial asset or financial 
liability at fair value through profit or loss or as a financial asset available-for-sale. Entities have the option to make 
such  a designation at the date of transition to IFRS. Fortis takes advantage of this exemption and designates some 
previously recognised financial assets as held at fair value through profit or loss or available-for-sale and some 
previously recognised financial liabilities as held at fair value through profit or loss at the date of transition. 

 
•  Share-Based Payments: The transition provisions of IFRS 2, Share-Based Payment, encourage entities to apply the 

provisions to all share options and restricted shares granted to employees on or before 7 November 2002. Entities are 
also encouraged to apply IFRS 2 to share options and restricted shares that were granted after 7 November 2002 that 
vested before 1 January 2005. In addition, IFRS 2 may also be early adopted. Fortis has elected to apply IFRS 2 to all 
share options and restricted shares outstanding as of 1 January 2004 and all options issued subsequent                        
to 1 January 2004. 

2.4  Adoption Dates 

IFRS permits earlier application of certain standards. Fortis has chosen to adopt IAS 32 (Financial Instruments: Disclosure 
and Presentation), IAS 39 (Financial Instruments: Recognition and Measurement), IFRS 2 (Share-Based Payment), IFRS 3 
(Business Combinations), and IFRS 4 (Insurance Contracts) from 1 January 2004. However, IFRS 5 (Non-current Assets Held 
for Sale and Discontinued Operations) has been adopted as from 1 January 2005. IFRS 6 (Exploration for and Evaluation of 
Mineral Resources) is not applicable to the activities carried out by Fortis. IFRS 7 (Financial Instruments: Disclosures) will be 
applied as from 1 January 2007 and will only have an impact on disclosures, not on recognition or measurement. The 
amendments regarding the fair value option as published on 16 June 2005 by the IASB and as adopted by the European 
Union on 15 November 2005 have been early adopted in the Fortis consolidated financial statements as                                 
at 31 December 2005. 

2.5  Segment Reporting 

Primary Reporting Format – business segments 
Fortis’s reportable business segments represent groups of assets and operations engaged in providing financial products or 
services, which are subject to differing risks and returns. The core activities of Fortis are Banking and Insurance. As such, 
Fortis is organised on a world-wide basis into six business segments: 
 

 Retail Banking; 

 Commercial and Private Banking; 

 Merchant Banking; 

 Insurance Belgium; 

 Insurance Netherlands; and 

 Insurance International. 
 
Activities not related to banking and insurance and elimination differences are separately reported from the banking and 
insurance activities. 
Transactions or transfers between the business segments are entered into under normal commercial terms and conditions 
that would be available to unrelated third parties. 
 
Secondary Reporting Format – geographical segments 
A geographical segment is engaged in providing products or services within a particular economic environment that are 
subject to risks and returns that are different from those of segments operating in other economic environments. 
 
Fortis’s reported geographical segments are as follows: 
 

 Benelux (Belgium, The Netherlands, Luxembourg); 

 Other European Countries; 

 United States of America; 

 Asia; and 

 Others. 
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2.6  Consolidation Principles 

Subsidiaries 
The consolidated financial statements include those of Fortis SA/NV and Fortis N.V. (the ‘Parent Companies’) and their 
subsidiaries. Subsidiaries are those companies, which Fortis, directly or indirectly, has the power to govern the financial and 
operating policies of the entity so as to obtain benefits from its activities (‘control’). Subsidiaries are consolidated from the 
date on which effective control is transferred to Fortis and are no longer consolidated from the date that control ceases. 
Subsidiaries acquired exclusively with a view to resale are accounted for as non-current assets held for sale (see note 2.23). 
 
In combining the financial statements of Fortis SA/NV and Fortis N.V., Fortis has opted for consortium accounting in order 
to reflect in the most reliable manner its banking and insurance activities. The EU 7th directive dated 13 June 1983 
(83/349/EEC) states that a member state may require to draw up consolidated financial statements if the relevant entities 
are managed on a unified basis or the administrative, management or supervisory bodies of the entities concerned consist 
for the major part of the same persons in office during the year. This has been required in Belgium by article 111 of the 
company law and in The Netherlands by the Dutch civil code, part 9, book 2, article 406.1. 
 
Fortis sponsors the formation of Special Purpose Entities (‘SPEs’) primarily for the purpose of asset securitisation 
transactions, structured debt issuance, or to accomplish another narrow well defined objective. Some of the SPEs are 
bankruptcy-remote companies whose assets are not available to settle the claims of Fortis. SPEs are consolidated if in 
substance they are controlled by Fortis. 
 
Intercompany transactions, balances and gains and losses on transactions between the Fortis companies are eliminated. 
Minority interests in the net assets and net results of consolidated subsidiaries are shown separately on the balance sheet 
and income statement. Minority interests are stated at the fair value of the net assets at the date of acquisition. 
Subsequent to the date of acquisition, minority interests comprise the amount calculated at the date of acquisition and the 
minority’s share of changes in equity since the date of acquisition. 
 
The existence and effect of potential voting rights that are presently exercisable or presently convertible are considered 
when assessing whether Fortis controls another entity. 
 
Joint Ventures 
Investments in joint ventures are accounted for using the equity method. Joint ventures are contractual agreements 
whereby Fortis and other parties undertake an economic activity that is subject to joint control. 
 
Associates 
Investments in associates are accounted for using the equity method. These are investments where Fortis has significant 
influence, but which it does not control. The ownership share of net income for the year is recognised as investment 
income and the investment is recorded at Fortis’s share of the net assets of the associate. Goodwill recognised from an 
acquisition of an associate is presented as part of the investment in the associate. 
 
Gains on transactions between Fortis and investments accounted for using the equity method are eliminated to the extent 
of Fortis’s interest. Losses are also eliminated unless the transaction provides evidence of an impairment of the asset 
transferred. 
 
Adjustments are made to the financial statements of the associates to ensure consistent accounting policies across Fortis. 
 
Losses are recognised until the carrying amount of the investment is reduced to nil and further losses are only recognised to 
the extent that Fortis has incurred legal or constructive obligations or made payments on behalf of an associate. 

2.7  Foreign Currency 

The consolidated financial statements are stated in euro, the functional currency of the Parent Companies of Fortis. 
 
Foreign Currency Transactions 
For individual entities of Fortis, foreign currency transactions are accounted for using the exchange rate at the date of the 
transaction. 
 
Outstanding balances in foreign currencies at year end are translated at year end exchange rates for monetary items. 
 
Translation of non-monetary items depends on whether the non-monetary items are carried at historical cost or at fair 
value. Non-monetary items carried at historical cost are translated using the historical exchange rate that existed at the 
date of the transaction. Non-monetary items that are carried at fair value are translated using the exchange rate on the 
date that the fair values are determined. 
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The resulting exchange differences are recorded in the income statement as foreign currency gains (losses) except for those 
non-monetary items whose fair value change is recorded as a component of shareholders’ equity. 
 
The distinction between exchange differences (recognised in the income statement) and unrealised fair value results 
(recognised in shareholders’ equity) on available-for-sale financial assets is determined according to the following rules: 
 

 The exchange differences are determined based on the evolution of the exchange rate calculated on the previous 
balances in foreign currency; and 

 The unrealised (fair value) results are determined based on the difference between the balances in euro of the 
previous and the new period, converted at the new exchange rate. 

 
Foreign Currency Translation 
On consolidation, the income statement and cash flow statement of entities whose functional currency is not denominated 
in euro are translated into the presentation currency of Fortis, euro, at average daily exchange rates for the current year  
(or exceptionally at exchange rate at the date of the transaction if exchange rates fluctuate significantly) and their balance 
sheets are translated using the exchange rates prevailing at the balance sheet date. Translation exchange differences are 
recognised in shareholders’ equity. 
 
Exchange differences arising on monetary items that are part of a net investment in a foreign entity are recorded in 
shareholders’ equity in the consolidated financial statements, until the disposal of the net investment. 
 
Exchange differences arising on borrowings and other currency instruments designated as hedges of such investments are 
also recorded in shareholders’ equity, except for any hedge ineffectiveness that is immediately recognised in the income 
statement. On disposal of a foreign entity, such exchange differences are recognised in the income statement as part of the 
gain or loss on the sale. 
 
Goodwill and fair value adjustments arising on the acquisition of a foreign entity are treated as assets and liabilities of the 
foreign entity and are translated at the closing exchange rate on the balance sheet date. 
 
Table A13.435 Fortis – foreign currency rates for 2005 and 2004 

 
Rates at year end Average rates 

 
2005 2004 2005 2004 

     1 euro = 
    Pound sterling 0.69 0.71 0.68 0.68 

US dollar 1.18 1.36 1.24 1.24 

Japanese Yen 139.07 139.70 136.81 134.32 

2.8  Trade Date and Settlement Date Accounting 

All purchases and sales of financial assets requiring delivery within the time frame established by regulation or market 
convention are recognised on the trade date, which is the date when Fortis becomes a party to the contractual provisions 
of the instrument. 
 
Forward purchases and sales other than those requiring delivery within the time frame established by regulation or market 
convention are recognised as derivative forward transactions until settlement. 

2.9  Offsetting 

Financial assets and liabilities are offset and the net amount reported on the balance sheet when there is a legally 
enforceable right to set off the recognised amounts and there is an intention to settle on a net basis, or realise the asset 
and settle the liability simultaneously. Assets are recorded net of any accumulated provision for impairment loss. 

2.10  Classification and Measurement of Financial Assets and Liabilities 

Fortis classifies financial assets and liabilities based on the business purpose of entering into these transactions. 
 
Financial Assets 
Consequently, financial assets are classified as assets held for trading, investments, due from banks and due from 
customers. 
 
The measurement and income recognition in the income statement depend on the IFRS classification of the financial assets 
being: (a) loans and receivables; (b) held-to-maturity investments; (c) financial assets at fair value through profit or loss;  
and (d) available-for-sale financial assets. This IFRS classification determines the measurement and recognition as follows: 
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a)  Loans and receivables are initially measured at fair value (including transaction costs), and subsequently measured at 
amortised cost using the effective interest method, with the periodic amortisation in the income statement. 

 
b)  Held-to-maturity investments consist of instruments with fixed or determinable payments and fixed maturity for 

which the positive intent and ability to hold to maturity is demonstrated. They are initially measured at fair value 
(including transaction costs), and subsequently measured at amortised cost using the effective interest method,    
with the periodic amortisation recorded in the income statement. 

 
c)  Financial assets at fair value through profit or loss include: 
 

(i)  Financial assets held for trading, including derivative instruments that do not qualify for hedge accounting; and 
(ii) Financial assets that Fortis has irrevocably designated at initial recognition or first-time adoption of IFRS as 

held at fair value through profit or loss. 
 
d)  Available-for-sale financial assets are those that are otherwise not classified as loans and receivables,                      

held-to-maturity investments, or financial assets designated at fair value through profit or loss. Available-for-sale 
financial assets are initially measured at fair value (including transaction costs), and are subsequently measured at fair 
value with unrealised gains or losses from fair value changes reported in shareholders’ equity. 

 
Financial Liabilities 
Financial liabilities are classified as liabilities held for trading, due to banks, due to customers, debt certificates, 
subordinated liabilities and other borrowings. 
 
The measurement and recognition in the income statement depends on the IFRS classification of the financial liabilities 
being: (a) financial liabilities at fair value through profit or loss; and (b) other financial liabilities. This IFRS classification 
determines the measurement and recognition in the income statement as follows: 
 
a)  Financial liabilities at fair value through profit or loss include: 
 

(i) Financial liabilities held for trading, including derivative instruments that do not qualify for hedge accounting; 
and 

(ii) Financial liabilities that Fortis has irrevocably designated at initial recognition or first-time adoption of IFRS as 
held at fair value through profit or loss. 

 
b)  Other financial liabilities are initially recognised at fair value (including transaction costs), and subsequently measured 

at amortised cost using the effective interest method, with the periodic amortisation recorded in the income 
statement. 

2.11  Fair Value of Financial Instruments 

The fair value of a financial instrument is determined based on quoted prices in active markets. When quoted prices in 
active markets are not available, valuation techniques are used. Valuation techniques make maximum use of market inputs 
but are affected by the assumptions used, including discount rates and estimates of future cash flows. Such techniques 
include market prices of comparable investments, discounted cash flows, option pricing models and market multiples 
valuation methods. In the rare case where it is not possible to determine the fair value of a financial instrument, it is 
accounted for at cost. 
 
On initial recognition, the fair value of a financial instrument is the transaction price, unless the fair value is evidenced by 
observable current market transactions in the same instrument, or is based on a valuation technique that includes inputs 
only from observable markets. 
 
The principal methods and assumptions used by Fortis in determining the fair value of financial instruments are: 
 

 Fair values for securities available-for-sale or at fair value through profit or loss are determined using market 
prices from active markets. If no quoted prices are available from an active market, the fair value is determined 
using discounted cash flow models. Discount factors are based on the swap curve plus a spread reflecting the 
characteristics of the instrument. 
 

 Fair values for derivative financial instruments are obtained from active markets or determined using,                   
as appropriate, discounted cash flow models and option pricing models. 

 

 Fair values for unquoted private equity investments are estimated using applicable market multiples                 
(e.g., price/earnings or price/cash flow ratios) refined to reflect the specific circumstances of the issuer. 
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 Fair values for loans are determined using discounted cash flow models based upon Fortis’s current incremental 
lending rates for similar type loans. For variable-rate loans that re-price frequently and have no significant change 
in credit risk, fair values are approximated by the carrying amount. Option pricing models are used for valuing 
caps and prepayment options embedded in loans that according to IFRS have been separated. 
 

 Off-balance sheet commitments or guarantees are fair valued based on fees currently charged to enter into 
similar agreements, taking into account the remaining terms of the agreements and the counterparties’ credit 
standings. 

 

 The carrying amounts are considered to approximate fair values for other financial assets and liabilities, such as         
short-term payables and receivables. 

2.12  Measurement of Impaired Assets 

An asset is impaired when its carrying amount exceeds its recoverable amount. Fortis reviews all of its assets at each 
reporting date for indicators of impairment. 
 
The carrying amount of impaired assets is reduced to its estimated recoverable amount and the amount of the change in 
the current year provision is recognised in the income statement. Recoveries, write-offs and reversals of impairment are 
included in the income statement as part of change in provisions for impairment. 
 
If in a subsequent period, the amount of the impairment on assets other than goodwill or available-for-sale equity 
instruments decreases, due to an event occurring after the write-down, the amount is reversed by adjusting the 
impairment and is recognised in the income statement. 
 
Financial Assets 
A financial asset (or group of financial assets) is impaired if there is objective evidence of impairment as a result of one or 
more events that occurred after the initial recognition of the asset 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. 
Depending on the type of financial asset, the recoverable amount can be estimated as follows: 

 The fair value using an observable market price; 

 Present value of expected future cash flows discounted at the instrument’s original effective interest rate; or 

 Based on the fair value of the collateral. 
 
Impairments to available-for-sale equity instruments cannot be reversed through the income statement in subsequent 
periods. 
 
Other Assets 
For non-financial assets, the recoverable amount is measured as the higher of the fair value less cost to sell and the value  
in use. Fair value less cost to sell is the amount obtainable from the sale of an asset in an arm’s length transaction between 
knowledgeable, willing parties, after deducting any direct incremental disposal costs. Value in use is the present value of 
estimated future cash flows expected to arise from continuing use of an asset and from its disposal at the end of its useful 
life. 
 
Goodwill 
See note 2.21: Goodwill. 

2.13  Cash and Cash Equivalents 

Content 
Cash and cash equivalents comprise cash on hand, freely available balances with central banks and other financial 
instruments with less than three months maturity from the date of acquisition. 
 
Cash Flow Statement 
Fortis reports cash flows from operating activities using the indirect method, whereby the net result is adjusted for the 
effects of transactions of a non-cash nature, any deferrals or accruals of past or future operating cash receipts or payments, 
and items of income or expense associated with investing or financing cash flows. 
 
Interest received and interest paid are presented as cash flows from operating activities in the cash flow statement. 
Dividends received are classified as cash flows from operating activities. Dividends paid are classified as cash flows from 
financing activities. 
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2.14  Due from banks and Due from customers 

Classification 
Due from banks and due from customers include loans originated by Fortis by providing money directly to the borrower or 
to a sub-participation agent and loans purchased from third parties that are carried at amortised cost. Debt securities 
acquired on the primary market directly from the issuer are recorded as loans, provided there is no active market for those 
securities. Loans that are originated or purchased with the intent to be sold or securitised in the short-term are classified as 
assets held for trading. Loans that are designated as held at fair value through profit or loss or available-for-sale are 
classified as such at initial recognition or upon first-time adoption of IFRS. 
 
Measurement 
Incremental costs incurred and loan origination fees earned in securing a loan are deferred and amortised over the life of 
the loan as an adjustment to the yield. 
 
Impairment 
A credit risk for specific loan impairment is established if there is objective evidence that Fortis will not be able to collect all 
amounts due in accordance with contractual terms. The amount of the provision is the difference between the carrying 
amount and the recoverable amount, being the present value of expected cash flows or, alternatively, the collateral value 
less costs to sell if the loan is secured. 
 
An ‘incurred but not reported’ (IBNR) impairment on loans is recorded when there is objective evidence that incurred losses 
are present in components of the loan portfolio, without having specifically identified impaired loans. This impairment is 
estimated based upon historical patterns of losses in each component, reflecting the current economic climate in which the 
borrowers operate and taking into account the risk of difficulties in servicing external debt in some foreign countries based 
on an assessment of the political and economic situation. 
 
Impairments are recorded as a decrease in the carrying value of due from banks and due from customers. 
 
When a specific loan is identified as uncollectible and all legal and procedural actions have been exhausted, the loan is 
written off against the related charge for impairment; subsequent recoveries are credited to change in provisions for 
impairment in the income statement. 

2.15  Sale and Repurchase Agreements and Lending/Borrowing Securities 

Securities subject to a repurchase agreement (‘repos‘) are not derecognised from the balance sheet. The liability resulting 
from the obligation to repurchase the assets is included in due to banks or due to customers depending on the type of 
counterparty. Securities purchased under agreements to resell (‘reverse repos’) are not recognised on the balance sheet. 
The right to receive cash from the counterparty is recorded as due from banks or due from customers depending on the 
type of counterparty. The difference between the sale and repurchase price is treated as interest and accrued over the life 
of the agreements using the effective interest method. 
 
Securities lent to counterparties remain on the balance sheet. Similarly, securities borrowed are not recognised in the 
consolidated financial statements. If borrowed securities are sold to third parties, the proceeds from the sale and a liability 
for the obligation to return the collateral are recorded. The obligation to return the collateral is measured at fair value 
through profit or loss and is classified as a liability held for trading. 

2.16  Assets and Liabilities Held for Trading 

A financial asset or financial liability is classified as held for trading if it is: 
 

 Acquired or incurred principally for the purpose of selling or repurchasing it in the near term; or 

 Part of a portfolio of identified financial instruments that are managed together and for which there is evidence 
of a recent actual pattern of short-term profit taking; or 

 A derivative (except for a derivative that is a designated and effective hedging instrument). 
 
Assets and liabilities held for trading are initially recognised and subsequently measured at fair value through profit or loss. 
The (realised and unrealised) results are included in ‘Other realised and unrealised gains and losses’. Interest earned (paid) 
on assets (liabilities) held for trading is reported as interest income (expense). Dividends received are included in 
investment income. 
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2.17  Investment Securities 

Management determines the appropriate classification of its investment securities at the time of the purchase. Investment 
securities with a fixed maturity where management has both the intent and the ability to hold to maturity are classified as 
held to maturity. Investment securities to be held for an indefinite period of time, which may be sold in response to needs 
for liquidity or changes in interest rates, exchange rates or equity prices, are classified as available-for-sale. Investment 
securities that are acquired for the purpose of generating short-term profits are considered to be held for trading.            
Any investment, other than investments in equity instruments without a quoted market price in an active market, may be 
designated on initial recognition as a financial instrument at fair value through profit or loss. Once an asset has been 
designated as held at fair value through profit or loss it cannot be transferred to a different category. 
 
Held-to-maturity investments are carried at amortised cost less any impairment changes. Any difference between the initial 
recognition amount resulting from transaction costs, initial premiums or discounts is amortised over the life of the 
investment using the effective interest method. If a held-to-maturity investment is determined to be impaired, the 
impairment is recognised in the income statement. 
 
Available-for-sale investment securities are held at fair value. Changes in the fair value are recognised directly in 
shareholders’ equity until the asset is sold unless the asset is hedged by a derivative. If an investment is determined to be 
impaired, the impairment is recognised in the income statement. For impaired available-for-sale investments, unrealised 
losses previously recognised in shareholders’ equity are transferred to the income statement when the impairment occurs. 
 
If, in a subsequent period, the fair value of a debt instrument classified as available-for-sale increases and the increase can 
be objectively related to an event occurring after the impairment was recognised in the income statement, the impairment 
is reversed, with the amount of the reversal recognised in the income statement. Impairments recognised in the income 
statement for an investment in an equity instrument classified as available-for-sale are not reversed through the income 
statement. 
 
Available-for-sale investment securities that are hedged by a derivative are carried at fair value through profit or loss. 
 
Held for trading assets and assets designated as held at fair value through profit or loss are carried at fair value. Changes in 
the fair value are recognised in the income statement. 
 
Investment Property 
Investment properties are those properties held to earn rental income or for capital appreciation. Fortis may also use 
certain investment properties for its own use. If the own use portions can be sold separately or leased out separately under 
a finance lease, these portions are accounted for as property, plant and equipment. If the own use portions could not be 
sold separately, the property is treated as investment property only if Fortis holds an insignificant portion for its own use. 
 
Investment property is measured at cost less accumulated depreciation and any accumulated impairment losses. 
Depreciation is calculated using the straight-line method to write down the cost of such assets to their residual values over 
their estimated useful lives. The residual value and the useful life of investment property are reviewed at each year end. 
 
Fortis rents its investment property to unrelated third parties under various non-cancellable rental contracts. Certain 
contracts contain renewal options for various periods of time; the rental income associated with these contracts is 
recognised on a straight-line basis over the rental term as investment income. 
 
Transfers to, or from, investment property are only made when there is a change of use: 
 

 Into investment property at the end of owner-occupation, or at the start of an operating lease to a another party, 
or at the end of construction or development; and 

 Out of investment property at the commencement of owner-occupation, or start of development with a view to 
sale. 

 
When the outcome of a construction contract can be estimated reliably, contract revenue and contract costs associated 
with the construction contract are recognised as revenue and expenses respectively by reference to the stage of 
completion of the contract activity at the balance sheet date. When it is probable that total contract costs will exceed total 
contract revenue, the expected loss is recognised as an expense immediately. 
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2.18  Leases 

Fortis as a lessor 
Assets leased under operating leases are included in the consolidated balance sheet (1) under investment property 
(buildings), and (2) under property, plant and equipment (equipment and motor vehicles). They are recorded at cost less 
accumulated depreciation. Rental income, net of any incentives given to lessees, is recognised on a straight-line basis over 
the lease term. Initial direct costs incurred by Fortis are added to the carrying amount of the leased asset and recognised as 
an expense over the lease term on the same basis as the rental income. 
 
Fortis has also entered into finance leases, in which substantially all the risks and rewards related to ownership of the 
leased asset, other than legal title, are transferred to the customer. 
 
When assets held are subject to a finance lease, the present value of the lease payments and any guaranteed residual value 
is recognised as a receivable. The difference between the gross receivable and the present value of the receivable is 
recognised as unearned finance income. Lease interest income is recognised over the term of the lease based on a pattern 
reflecting a constant periodic rate of return on the net investment outstanding in respect of finance leases. Initial direct 
costs incurred by Fortis are included in the finance lease receivable and allocated against lease interest income over the 
lease term. 
 
Fortis as a lessee 
Fortis principally enters into operating leases for the rental of equipment and land and buildings. Payments made under 
such leases are typically charged to the income statement principally on a straight-line basis over the period of the lease. 
When an operating lease is terminated before the lease period has expired, any payment required to be made to the lessor 
by way of penalty is recognised as an expense in the period in which termination takes place. 
 
Any incentives received from the lessor in relation to operating leases are recognised as a reduction of rental expense over 
the lease term on a straight-line basis. 
 
If the lease agreement transfers substantially all the risk and rewards incident to ownership of the asset, the lease is 
recorded as a finance lease and the related asset is capitalised. At inception, the asset is recorded at the lower of the 
present value of the minimum lease payments or fair value and depreciated over the shorter of its estimated useful life or 
the lease term. The corresponding lease obligation, net of finance charges, is recorded as borrowings. The interest element 
of the finance cost is charged to the income statement over the lease term so as to produce a constant periodic rate of 
interest on the remaining balance of the obligation for each period. 

2.19  Reinsurance, Trade and Other Receivables 

Reinsurance 
Fortis assumes and/or cedes reinsurance in the normal course of business. Reinsurance receivables principally include 
balances due from both insurance and reinsurance companies for ceded insurance liabilities. Amounts recoverable from or 
due to reinsurers are estimated in a manner consistent with the amounts associated with the reinsured policies and in 
accordance with the reinsurance contract. Reinsurance is presented on the consolidated balance sheet on a gross basis 
unless a right of offset exists. 
 
Contracts that transfer significant insurance risk are classified as reinsurance contracts. Investment contracts are those 
contracts that transfer financial risk without transferring significant insurance risk. 
 
Reinsurance contracts are reviewed to determine if significant insurance risk is transferred within the contract. Reinsurance 
contracts that do not transfer significant insurance risk are accounted for using the deposit method and included in loans or 
borrowings as a reinsurance financial asset or liability. A reinsurance financial 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. Amounts 
received or paid under these contracts are accounted for as deposits using the effective interest method. 
 
Trade and Other Receivables 
Trade and other receivables arising from the normal course of business and originated by Fortis are initially recorded at fair 
value and subsequently measured at amortised cost using the effective interest method, less impairments. 

2.20  Property, Plant and Equipment 

All real estate held for own use and fixed assets are stated at cost less accumulated depreciation (except for land that is not 
depreciated) and any accumulated impairment losses. Cost is the amount of cash or cash equivalents paid or the fair value 
of the other consideration given to acquire an asset at the time of its acquisition or construction. Generally, depreciation is 
calculated on the straight-line method to write down the cost of such assets to their residual values over their estimated 
useful lives. The residual value and the useful life of property, plant and equipment is reviewed at each year end. 
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Repairs and maintenance expenses are charged to the income statement when the expenditure is incurred. Expenditures 
that enhance or extend the benefits of real estate or fixed assets beyond their original use are capitalised and subsequently 
depreciated. 
 
Borrowing costs to finance the construction of property, plant and equipment: see note 2.36 ’Borrowing Costs’. 

2.21  Goodwill and Other Intangible Assets 

Goodwill 
Acquisitions of companies are accounted for using the purchase method of accounting. Goodwill represents the excess of 
the fair value of the assets given, liabilities incurred or assumed, and equity instruments issued, plus any costs directly 
attributable to the business combination, over the Fortis’s interest in the fair value of assets acquired and liabilities and 
contingent liabilities assumed. Goodwill arising on the acquisition of a subsidiary is reported on the balance sheet as an 
intangible asset. Goodwill arising on business combinations before 1 January 2004 is deducted from equity and is not 
restated under IFRS (see note 2.3). At acquisition date, it is allocated to those cash generating units that are expected to 
benefit from the synergies of the business combination. It is not amortised, but instead is tested for impairment.     
Goodwill arising on the acquisition of an associate is presented as part of the investment in the associate. 
 
Any excess of the acquired interest in the net fair value of the acquiree’s assets, liabilities and contingent liabilities over the 
acquisition cost is recognised immediately in the income statement. 
 
Fortis assesses the carrying value of goodwill annually or, more frequently, if events or changes in circumstances indicate 
that such carrying value may not be recoverable. If such indication exists, the recoverable amount is determined for the 
cash-generating unit to which goodwill belongs. This amount is then compared to the carrying amount of the                  
cash-generating unit and an impairment loss is recognised if the recoverable amount is less than the carrying amount. 
Impairment losses are recognised immediately in the income statement. 
 
Fortis first reduces the carrying amount of goodwill allocated to the cash-generating unit and then reduces the other assets 
in the cash-generating unit pro rata on the basis of the carrying amount of each asset in the cash-generating unit.  
Previously recognised impairment losses relating to goodwill are not reversed. 
 
Fortis may obtain control of a subsidiary in more than one transaction. When this occurs, each exchange transaction is 
treated separately by Fortis. The cost of each transaction is compared to the fair value of each transaction to determine the 
amount of goodwill associated with that individual transaction. Before Fortis obtains control of the entity, the transaction 
may qualify as an investment in an associate and be accounted for using the equity method. If so, the fair value of the 
investee’s identifiable net assets at the date of each earlier transaction will have been determined in applying the equity 
method to the investment. 
 
Intangible Assets 
An intangible asset is an identifiable non-monetary asset and is recognised at cost if and only if it will generate future 
economic benefits and if the cost of the asset can be measured reliably. 
 
The present value of future profits (also defined as value of business acquired or ‘VOBA’) from acquired insurance contracts 
is recognised as an intangible asset and amortised over the premium or gross profit recognition period of the policies 
acquired. 
 
Internally generated intangible assets are capitalised when Fortis can demonstrate all of the following: 

 The technical feasibility of completing the intangible asset so that it will be available for use or sale; 

 Its intention to complete the intangible asset and use or sell it; 

 Its ability to use or sell the intangible asset; 

 How the intangible asset will generate probable future economic benefits; 

 The availability of adequate technical, financial and other resources to complete the development and to use or 
sell the intangible asset; and 

 Its ability to measure reliably the expenditure attributable to the intangible asset during its development. 
 
Intangible assets arising from research and internally generated goodwill are not capitalised. 
 
Software for computer hardware that cannot operate without that specific software, such as the operating system,              
is an integral part of the related hardware and it is treated as property, plant and equipment. When the software is not     
an integral part of the related hardware, the costs incurred during the development phase for which Fortis can demonstrate 
all of the above mentioned criteria are capitalised as an intangible asset and amortised using the straight-line method over 
the estimated useful life. 
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Other intangible assets include intangible assets with definite lives, such as trademarks and licenses that are generally 
amortised over their useful lives using the straight-line method. Indefinite lived intangibles, which are not amortised,        
are instead tested for impairment at least annually. Any impairment loss identified is recognised in the income statement. 
Intangibles are recorded on the balance sheet at cost less any accumulated amortisation and any accumulated impairment 
losses. The residual value and the useful life of intangible fixed assets are reviewed at each year end. 
 
Intangible assets with finite lives are reviewed at each reporting date for indicators of impairment. 
 
Indefinite lived intangibles, which are not amortised, are instead tested for impairment at least annually. Any impairment 
loss identified is recognised in the income statement. Intangibles are recorded on the balance sheet at cost less any 
accumulated amortisation and any accumulated impairment losses. The residual value and the useful life of intangible 
assets are reviewed at each year end. 

2.22  Deferred Acquisition Costs 

The costs of acquiring new and renewed insurance business, principally commissions, underwriting, agency and policy issue 
expenses, all of which vary with and primarily are related to the production of new business, are deferred and amortised. 
Deferred acquisition costs (‘DAC’) are periodically reviewed to ensure they are recoverable based on estimates of future 
profits of the underlying contracts. 
 
For insurance life products and investment life products with discretionary participating features, DAC is amortised over the 
expected life of the contracts based on the present value of the estimated gross margin or profit amounts using the 
expected investment yield. Estimated gross margin includes anticipated premiums and investment results less benefits and 
administrative expenses, changes in the net level premium reserve and expected policyholder dividends, as appropriate. 
Deviations of actual results from estimated experience are reflected in the income statement in the period in which such 
deviations occur. DAC is adjusted for the amortisation effect of unrealised gains (losses) recorded in shareholders’ equity as 
if they were realised with the related adjustment to unrealised gains (losses) in shareholders’ equity. 
 
For insurance life products and investment life products without discretionary participating features DAC is amortised in 
proportion to anticipated premiums. Assumptions as to anticipated premiums are estimated at the date of policy issuance 
and are consistently applied during the life of the contracts. Deviations from estimated experience are reflected in the 
income statement in the period such deviations occur. For these contracts, the amortisation periods generally are for the 
total life of the policy. 
 
For short-duration contracts, DAC is amortised over the period in which the related premiums written are earned.       
Future investment income, at a risk free rate of return, is considered in assessing the recoverability of DAC. 
 
Some investment contracts with no discretionary participation features issued by insurance entities involve both the 
origination of a financial instrument and the provision of investment management services. Where clearly identifiable,     
the incremental costs relating to the right to provide investment management services are recognised as an asset and are 
amortised as the entities recognise the related revenues. The related intangible asset is tested for recoverability at each 
reporting date. Fee charges for managing investments on these contracts are recognised as revenue as the services are 
provided. 

2.23  Non-Current Assets Held for Sale and Discontinued Operations 

Non-current assets or a group of assets and liabilities are those for which Fortis will recover the carrying amount from a sale 
transaction that is expected to qualify as a sale within a year, instead of through continuing use. 
 
A discontinued operation is a part of Fortis that has been disposed of or is classified as held for sale and meets the following 
criteria: 
 

 Represents a separate major line of business or geographical area of operations; 

 Is part of a single coordinated plan to dispose of a separate major line of business or geographical area of 
operations; or 

 Is a subsidiary acquired exclusively with a view to resale. 
 
Non-current assets held for sale (and disposal groups) are not depreciated but measured at the lower of its carrying amount 
and fair value less costs to sell, and are separately presented on the balance sheet. 
 
Results on discontinued operations are presented separately in the income statement. 
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2.24  Derivative Financial Instruments and Hedging 

Recognition and Classification 
Derivatives are financial instruments such as swaps, forward and future contracts, options (both written and purchased). 
These financial instruments have values that change in response to change with various underlying variables, require little 
or no net initial investment, and are settled at a future date. 
 
All derivatives are recognised on the balance sheet at fair value on the trade date: 
 

 Derivatives held for trading in ‘Assets held for trading’ and ‘Liabilities held for trading’; and 

 Derivatives that qualify for hedge accounting in ‘Accrued interest and other assets’ and ‘Accrued interest and 
other Liabilities’. 

 
Subsequent changes in the clean fair value (i.e. excluding the interest accruals) of derivatives that are not designated 
hedging instruments are reported in the income statement under ‘Other realised and unrealised gains and losses’. 
 
Financial assets or liabilities can include embedded derivatives. Such financial instruments are often referred to as hybrid 
financial instruments. Hybrid financial instruments include reverse convertible bonds (bonds whose repayment may take 
the form of equities) or bonds with indexed interest payments. If the host contract is not carried at fair value through profit 
or loss and the characteristics and risks of the embedded derivative are not closely related to those of the host contract,  
the embedded derivative should be separated from the host contract and measured at fair value as a standalone derivative. 
Changes in the fair value are recorded in the income statement. The host contract is accounted for and measured applying 
the rules of the relevant category of the financial instrument. 
 
However, if the host contract is carried at fair value through profit or loss or if the characteristics and risks of the embedded 
derivative are closely linked to those of the host contract, the embedded derivative is not separated and the hybrid 
financial instrument is measured as one instrument. 
 
Embedded derivatives requiring separation are reported as hedging derivatives or derivatives held for trading as 
appropriate. 
 
Hedging 
On the date a derivative contract is entered into, Fortis may designate this contract as either (1) a hedge of the fair value of 
a recognised asset or liability (fair value hedge); (2) a hedge of a net investment in a foreign entity or; (3) a hedge of a future 
cash flow attributable to a recognised asset or liability or a forecasted transaction (cash flow hedge). Hedges of firm 
commitments are fair value hedges, except for hedges of foreign exchange risk which are accounted for as cash flow 
hedges. 
 
Fortis documents, at the inception of the transaction, the relationship between hedging instruments and hedged items,     
as well as its risk management objective and strategy for undertaking various hedge transactions. Fortis also documents its 
assessment, both at hedge inception and on an ongoing basis, of whether the derivatives that are used in hedging 
transactions are highly effective in offsetting changes in fair values or cash flows of hedged items. 
 
Only assets, liabilities, firm commitments or highly probable forecast transactions that involve a party external to Fortis are 
designated as hedged items. 
 
The change in fair value of a hedged asset or liability that is attributable to the hedged risk and the change in the fair value 
of the hedging instrument in a fair value hedge are recognised in the income statement. The change in the fair value of 
interest bearing derivative instruments is presented separately from interest accruals.  
 
If the hedge no longer meets the criteria for hedge accounting or is otherwise discontinued, the adjustment to the carrying 
amount of a hedged interest-bearing financial instrument that results from hedge accounting is amortised using the new 
effective interest rate calculated on the hedge discontinuance date. 
 
Fair value hedge accounting is applied as from 1 January 2005 for portfolio hedges of interest rate risk (‘macro hedging’). 
Macro hedging implies that a group of derivatives (or proportions) are viewed in combination and jointly designated as the 
hedging instrument. Although the portfolio may, for risk management purposes, include assets and liabilities, the amount 
designated is an amount of assets or an amount of liabilities. In this context, the starting difference between the fair value 
and the carrying value of the hedged item at designation of the hedging relationship is amortised over the remaining life of 
the hedged item. For macro hedges, Fortis uses the ‘carved out’ version of IAS 39 adopted by the European Union which 
removes some of the limitations on fair value hedges and the strict requirements on the effectiveness of those hedges. 
Under this version, ineffectiveness only arises when the revised estimate of certain hedged item bucket drops below the 
designated amount of that bucket. 
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Changes in the fair value of derivatives that are designated and qualify as cash flow hedges are recognised as an unrealised 
gain or loss in shareholders’ equity. Any hedge ineffectiveness is immediately recognised in the income statement. 
 
When the hedge of a forecasted transaction or firm commitment results in the recognition of a non-financial asset or of      
a non-financial liability, the gains and losses previously deferred in equity are transferred from equity and included in the 
initial measurement of that non-financial asset or liability. Otherwise, amounts deferred in equity are transferred to the 
income statement and classified as profit or loss in the periods during which the hedged firm commitment or forecasted 
transaction affects the income statement. 

2.25  Securitisations 

Fortis securitises various consumer and commercial financial assets. These securitisations may take the form of a sale of the 
related assets or a credit risk transfer through the use of funded credit derivatives to special purpose companies.          
These special purpose companies then issue various security tranches to investors. The financial assets included in                
a securitisation are fully or partially derecognised when Fortis transfers substantially all risks and rewards of the assets or 
portions thereof or when Fortis transfers nor retains substantially all risks and rewards but does not retain control over the 
financial assets transferred. 

2.26  Due to Customers, Policyholder Account Balances and Other Funds on Deposit 

Policyholder account balances are from those policies that have insignificant insurance risk and are in substance financial 
instruments. Liabilities for customer deposits and policyholders’ account balances equal the amount due at the balance 
sheet date. The value of policyholder account balances represents an accumulation of gross payments received plus 
credited interest, less any expense and mortality charges and withdrawals. 

2.27  Liabilities arising from insurance and investment contracts 

Classification 
Fortis issues contracts that transfer insurance risk or financial risk or both. Contracts that transfer significant insurance risk 
are classified as insurance contracts and reinsurance contracts. These contracts can also transfer financial risk. 
 
Investment contracts are those contracts that transfer financial risk without transferring significant insurance risk. 
 
Most life insurance or investment contracts contain a guaranteed benefit. Some of them may also contain a discretionary 
participation feature. This feature entitles the holder of the contract 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 Fortis; 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 Fortis; or 
-  The income statement of Fortis, fund or other entity that issues the contract. 

 
In some unit-linked contracts, there could be an additional death coverage (an insurance component) added to the deposit 
component (the units). Fortis has unbundled these contracts, so that the components are accounted for uniformly.      
When unbundling applies, the deposit component is treated as investment contract (without discretionary participation 
feature) and the insurance component as insurance contract. 
 
Liabilities arising from Insurance Contracts and Investment Contracts with Discretionary Participation Features 
For life insurance contracts, future policy benefit liabilities are calculated using a net level premium method (present value 
of future net cash flows) on the basis of actuarial assumptions as determined by historical experience and industry 
standards. Participating policies include any additional liabilities relating to any contractual dividends or participations.     
For some designated contracts, the future policy benefit liabilities have been remeasured to reflect current market interest 
rates. 
 
For life insurance contracts with minimum guaranteed returns, additional liabilities have been set up to reflect expected 
long-term interest rates. The liabilities relating to annuity policies during the accumulation period are equal to accumulated 
policyholder balances. After the accumulation period, the liabilities are equal to the present value of expected future 
payments. Changes in mortality tables that occurred in previous years are fully reflected in these liabilities. 
 
Embedded derivatives not closely related to the host contracts are separated from the host contracts and measured at fair 
value through profit or loss. Actuarial assumptions are revised at each reporting date with the resulting impact recognised 
in the income statement. 
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The adequacy of the liability is tested at each reporting date on the level of homogeneous product groups. If the liabilities 
are not adequate to provide for future cash flows, including cash flows such as maintenance costs, as well as cash flows 
resulting from embedded options and guarantees and amortisation of the deferred acquisition costs (‘DAC’), the DAC is 
written off and/or additional liabilities are established based on best estimate assumptions. Any recognised deficiency is 
immediately recorded in the income statement. 
 
Claims and claim adjustment expenses are charged to the income statement as incurred. Unpaid claims and claim 
adjustment expenses include estimates for reported claims and provisions for claims incurred but not reported.      
Estimates of claims incurred but not reported are developed using past experience, current claim trends and the prevailing 
social, economic and legal environments. The liability for non-life insurance claims and claim adjustment expenses is based 
on estimates of expected losses (after taking into account reimbursements, recoveries, salvage and subrogation) and takes 
into consideration management’s judgment on anticipated levels of inflation, claim handling costs, legal risks and the trends 
in claims. Non-life liabilities for workers’ compensation business are presented at their net present value. The liabilities 
established are adequate to cover the ultimate costs of claims and claim adjustment expenses. Resulting adjustments are 
recorded in the income statement. Fortis does not discount its liabilities for claims other than for claims with determinable 
and fixed payment terms. 
 
For life insurance contracts and investment contracts with discretionary participating features, current policyholder 
dividends are accrued based on the contractual amount due based on statutory net income, restrictions and payment 
terms. An additional deferred profit sharing liability (‘DPL’) is accrued based on a constructive obligation or the amount 
legally required to be paid on differences between statutory and IFRS income and unrealised gains or losses recorded in 
equity. 
 
In some of Fortis’s accounting models, realised gains or losses on assets have a direct effect on the measurement of (a part 
of) its insurance liabilities and related deferred acquisition costs. Fortis applies ‘shadow accounting’ to the changes in fair 
value of the investments and assets and liabilities held for trading that are linked to and therefore affect the measurement 
of the insurance liabilities. These changes in fair value will therefore not be part of equity. 
 
The whole of the remaining unrealised changes in fair value of the available-for-sale portfolio – after application of ‘shadow 
accounting’ – that are subject to discretionary participation features are classified as a separate component of equity. 
 
Fortis’s non-participating investment contracts are primarily unit-linked contracts where the investments are held on behalf 
of the policyholder. Unit-linked contracts are a specific type of life insurance contracts governed by article 25 of EU 
directive 2002/83/EC, where the benefits are linked to UCITS (‘Undertakings for Collective Investment in Transferable 
Securities’), a share basket or a reference value, or to a combination of these values, or units, laid down in the contract.  
The liabilities for such contracts are measured at unit value (= fair value of the fund in which the unit-linked contracts are 
invested divided by the number of units of the fund). 
 
Reinsurance Liabilities 
Liabilities relating to accepted or ceded reinsurance business that does not transfer significant insurance risk may be 
considered to be financial liabilities and the liabilities are accounted for in the same way as other financial liabilities as 
stated in note 2.26. The accounting requirements for liabilities related to accepted reinsurance contracts with significant 
insurance risk are the same as those that apply to direct written insurance contracts. 
 
Deposits from reinsurers under ceded reinsurance that transfers significant insurance risk equal the amount due at the 
balance sheet date. 
 
Unit-linked Investments 
Unit-linked investments represent funds maintained to meet specific investment objectives of third parties that bear the 
investment risk. Certain products may contain guarantees in which case the assets are segregated and recorded at fair 
value with the change in fair value recognised in the income statement and the liabilities are reported at amounts owed to 
the policyholders at the balance sheet date, including any guarantees or embedded derivatives. Treasury shares held on 
behalf of policyholders are eliminated. 
 
The fees for managing investments held on behalf of third parties are recorded on an accrual basis and recognised as fee 
income when the services are provided. 

2.28  Debt Certificates, Subordinated Liabilities and Other Borrowings 

Debt certificates, subordinated liabilities and other borrowings are initially recognised at fair value net of direct transaction 
costs incurred. Subsequently, they are measured at amortised cost and any difference between net proceeds and the 
redemption value is recognised in the income statement over the period of the borrowing using the effective interest 
method. 
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Debt that can be converted into Fortis’s own shares is separated into two components on initial recognition: (a) a liability 
instrument and, (b) an equity instrument. The liability component is first determined by measuring the fair value of a similar 
liability (including any embedded non-equity derivative features) that does not have an associated equity component.     
The carrying amount of the equity instrument represented by the option to convert the instrument into common shares is 
then determined by deducting the carrying amount of the financial liability from the amount of the compound instrument 
as a whole. 
 
Preference shares, which carry a mandatory coupon, or are redeemable on a specific date or at the option of the 
shareholder, including those preferred shares that establish such a contractual obligation indirectly through their terms and 
conditions are classified as borrowings. The dividends on these preference shares are recognised in the income statement 
as interest expense on an amortised cost basis using the effective interest method. 
 
If Fortis purchases its own debt, it is removed from the balance sheet and the difference between the carrying amount of 
the liability and the consideration paid is included in the income statement. 
 
In determining whether preference shares are classified as a financial liability or as an equity instrument, Fortis assesses the 
particular rights attaching to the shares to determine whether they exhibit the fundamental characteristic of a financial 
liability. 

2.29  Employee Benefits Pension Liabilities 

Fortis operates a number of defined benefit and defined contribution plans throughout its global activities, in accordance 
with local conditions or industry practices. The pension plans are generally funded through payments to insurance 
companies or trustee administered plans, determined by periodic actuarial calculations. 
 
A defined benefit plan is a pension plan that defines an amount of pension benefit that an employee will receive on 
retirement, usually dependant on one or more factors such as age and years of service. A defined contribution plan is           
a pension plan under which Fortis pays fixed contributions. Fortis has no legal or constructive obligations to pay further 
contributions if the assets are not sufficient to pay all employees the benefits relating to employee service in the current 
and prior periods. 
 
At least annually qualified actuaries calculate the pension assets and liabilities. 
 
For defined benefit plans, the pension costs and related pension asset or liability are estimated using the projected unit 
credit method. This method sees each period of service as giving rise to an additional unit of benefit entitlement and 
measures each unit separately to build up the final liability. Under this method, the cost of providing these benefits is 
charged to the income statement to spread the pension cost over the service lives of employees. The pension liability is 
measured at the present value of the estimated future cash outflows using interest rates determined by reference to 
market yields on high quality corporate bonds that have terms to maturity approximating the terms of the related liability. 
Net cumulative unrecognised actuarial gains and losses for defined benefit plans exceeding the corridor (greater of 10% of 
the present value of the defined benefit obligation or 10% of the fair value of any plan assets) are recognised in the income 
statement over the average remaining service lives of the employees. 
 
All actuarial gains and losses prior to 1 January 2004 have been recognised in the opening balance sheet. 
 
Past-service costs are recognised immediately in the income statement, unless the changes to the pension plan are 
conditional on the employees remaining in service for a specified period of time (the vesting period). In this case,               
the past-service costs are amortised on a straight-line basis over the vesting period. 
 
The assets, which support the pension liabilities of an entity, must meet certain criteria in order to be classified as 
‘qualifying pension plan assets’. These criteria relate to the fact that the assets should be legally separate from Fortis or its 
creditors. If these criteria are not met, then the assets will be included in the relevant caption on the balance sheet (such as 
investments, property, plant and equipment, etc.). If the assets meet the criteria, they are netted against the pension 
liability. The netting also applies to the income statement. If the pension assets qualify, then Fortis shows reduced income 
from assets (such as interests, dividends, etc.) and reduced employee pension costs. 
 
When the fair value of the plan assets is netted against the present value of the obligation of a defined benefit plan,         
the resulting amount could be negative (an asset). In this case, the recognised asset cannot exceed the total of any 
cumulative unrecognised net actuarial losses and past service costs, and the present value of any economic benefits 
available in the form of refunds from the plan or reductions in future contributions to the plan. 
 
Benefit plans that provide long-term service benefits, but are not pension plans, are measured at present value using the 
projected unit credit method. 
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Fortis’s contributions to defined contribution pension plans are charged to the income statement in the year to which    
they relate. 
 
Other Post-Retirement Liabilities 
Some of the Fortis companies provide post-retirement employee benefits to retirees such as preferential interest rate loans 
and health care insurance. The entitlement to these benefits is usually based on the employee remaining in service up to 
retirement age and the completion of a minimum service period. The expected costs of these benefits are accrued over the 
period of employment, using a methodology similar to that for defined benefit pension plans. These liabilities are 
determined based on actuarial calculations. 
 
Equity Compensation Benefits (or Equity Participation Plans) 
Share options are granted to directors and to employees for services received. The fair value of the services received is 
determined by reference to the fair value of the share options granted. Compensation expense is measured on the grant 
date based on the value of the options and is recognised over the vesting period of the options. Fair value is determined 
using an option-pricing model that takes into account the stock price at the grant date, the exercise price, the expected life 
of the option, the expected volatility of the underlying stock and the expected dividends on it, and the risk-free interest rate 
over the expected life of the option. 
 
When the options are exercised and new shares are issued, the proceeds received net of any transaction costs are credited 
to share capital (par value) and the surplus to share premium. If for this purpose own shares have been repurchased,      
they will be eliminated from treasury stock. 
 
Loans Granted at Preferential Rates 
Loans are sometimes provided to employees at a rate of interest lower than the market rate. The terms of the loans 
granted at preferential rates state that employees lose the benefit of receiving a preferential rate upon terminating 
employment, and the interest rate on the loan would be adjusted to the current market rate. However, some entities of 
Fortis allow employees to maintain the preferential rate subsequent to retirement from Fortis. 
 
For the first category, the difference between the net present value of the loans at preferential rate and the net present 
value at the prevailing market rate is recognised in the balance sheet as a deferred compensation expense and recorded in 
operating and administrative expenses over the period that the employee obtains the benefit. As a counterpart,        
interest income is corrected to show the loans at market rate. 
 
When loans continue after retirement and the (ex) employees continue to benefit from preferential rates due to their past 
service at Fortis, this benefit is taken into account for the determination of the post-retirement benefits other than 
pensions. 
 
Employee Entitlements 
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 balance sheet date. 

2.30  Provisions, Contingencies, Commitments and Financial Guarantees 

Provisions 
Provisions are liabilities with uncertainties in the amount or timing of payments. Provisions are recognised if there is             
a present obligation to transfer economic benefits, such as cash flows, as a result of past events and a reliable estimate can 
be made at the balance sheet date. Provisions are established for certain guarantee contracts for which Fortis is responsible 
to pay upon default of payment. Provisions are estimated based on all relevant factors and information existing at the 
balance sheet date, and typically are discounted at the risk free rate. 
 
Contingencies 
Contingencies are those uncertainties where an amount cannot be reasonably estimated or when it is not probable that 
payment will be required to settle the obligation. 
 
Commitments 
Loan commitments that allow for draw down of a loan within the timeframe generally established by regulation or 
convention in the market place are not recognised as derivative financial instruments. A loan commitment that is 
designated as at fair value through profit or loss or where Fortis has a past practice of selling the assets resulting from its 
loan commitments are recognised on the balance sheet at fair value with the resulting change recognised in the income 
statement. Acceptances comprise undertakings by Fortis to pay bills of exchange drawn on customers. Fortis expects most 
acceptances to be settled simultaneously with the reimbursement from the customers. Acceptances are not recognised in 
the balance sheet and are disclosed as commitments. 
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Financial Guarantees 
Financial guarantee contracts that require payments to be made in response to changes in a specified interest rate, 
financial instrument price, commodity price, foreign exchange rate, index of prices or rates, credit rating or credit index,    
or other variable, provided in the case of a non-financial variable that the variable is not specific to a party to the contract, 
are accounted for as derivatives. 
 
Financial guarantee contracts requiring Fortis to make specified payments to reimburse the holder for a loss it incurs 
because a specified debtor fails to make payment when due are accounted for as insurance contracts if significant 
insurance risk is transferred to Fortis. 

2.31  Shareholders’ Equity 

Share Capital and Treasury Shares 
Share Issue Costs 
Incremental costs directly attributable to the issue of new shares or share options, other than on a business combination, 
are deducted from equity net of any related income taxes. 
 
Preference Shares 
Preference shares which are non-redeemable and upon which dividends are declared at the discretion of the directors are 
classified as equity. 
 
Treasury Shares 
When the Parent Companies or their subsidiaries purchase Fortis share capital or obtain rights to purchase their share 
capital, the consideration paid including any attributable transaction costs, net of income taxes, is shown as a deduction 
from total shareholders’ equity. 
Dividends paid on treasury shares that are held by Fortis companies are eliminated when preparing the consolidated 
financial statements. 
 
Fortis shares held by Fortfinlux S.A. in the framework of FRESH capital securities are also not entitled to dividend or capital. 
In calculating dividend, net profit and shareholders’ equity per share, these shares are eliminated. The cost price of the 
shares is deducted from shareholders’ equity. 
 
Compound Financial Instruments 
Components of compound financial instruments (liability and equity parts) are classified in their respective area of the 
balance sheet. 
 
Other Equity Components 
Other elements recorded in shareholders’ equity are related to: 
 

 First-time adoption (see 2.3); 

 Foreign currency (see 2.7); 

 Available-for-sale investments (see 2.17); 

 Cash flow hedges (see 2.24); and 

 Discretionary participation features and shadow accounting (see 2.27). 

2.32  Interest Income and Expense 

Interest income and interest expense are recognised in the income statement for all interest bearing instruments    
(whether classified as held-to-maturity, available-for-sale, held at fair value through profit or loss or derivatives)                  
on an accrual basis using the effective interest method based on the actual purchase price including direct transaction 
costs. Interest income includes coupons earned on fixed and floating rate income instruments and the accretion or 
amortisation of the discount or premium. 
 
Once a financial asset has been written down to its estimated recoverable amount, interest income is thereafter recognised 
based on the effective interest rate that was used to discount the future cash flows for the purpose of measuring the 
recoverable amount. 

2.33  Insurance Premiums, Claims and Benefits 

A short-duration insurance contract is a contract that provides insurance protection for a fixed period of short duration and 
enables the insurer to cancel the contract or to adjust the terms of the contract at the end of any contract period. 
 
A long-duration contract is a contract that generally is not subject to unilateral changes in its terms, such as                             
a non-cancellable or guaranteed renewable contract, and requires the performance of various functions and services 
(including insurance protection) for an extended period. 
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Premiums from life insurance policies and investment contracts with discretionary participation features and that are 
considered long-duration type contracts are recognised as revenue when due from the policyholder. Estimated future 
benefits and expenses are provided against such revenue to recognise profits over the estimated life of the policies.        
This matching is accomplished by the establishment of liabilities of the insurance policies and investment contracts with 
discretionary participation features and the deferral and subsequent amortisation of policy acquisition costs. 
 
For contracts with premium payments due over a significantly shorter period than the benefit period, revenues are 
deferred and recognised in the income statement in proportion to the duration of insurance coverage. 
 
For short-duration type contracts (principally non-life), premiums are recorded as written upon inception of the contract. 
Premiums are recognised in the income statement as earned on a pro rata basis over the term of the related policy 
coverage. The unearned premium reserve represents the portion of the premiums written relating to the unexpired terms 
of the coverage. 
 
Amounts collected for investment contracts without discretionary participation features are reported as policyholders’ 
account balances and accounted for as a deposit liability. Revenues from these contracts consist of fees for the cost of 
insurance, administration fees and surrender charges. Expenses include benefit claims incurred in the period in excess of 
related policyholder account balances and interest credited. 

2.34  Realised and Unrealised Gains and Losses 

For financial instruments classified as available-for-sale, realised gains or losses on sales and divestments represent the 
difference between the proceeds received and the initial book value of the asset or liability sold, minus any impairment 
losses recognised in the income statement after adjusting for the impact of any fair value hedge accounting adjustments. 
Realised gains and losses on sales are included in the income statement in the caption ‘Other realised and unrealised gains 
and losses’. 
 
For financial instruments carried at fair value through profit or loss, the difference between the carrying value at the end of 
the current reporting period and the previous reporting period is included in trading income. 
 
For derivatives, the difference between the carrying clean fair value (i.e. excluding the unrealised portion of the interest 
accruals) at the end of the current reporting period and the previous reporting period is included in ‘Other realised and 
unrealised gains and losses’. 
 
Previously recognised unrealised gains and losses recorded directly into equity are transferred to the income statement 
upon derecognition or upon the financial asset becoming impaired. 

2.35  Fees and Commission Income and Transaction Costs 

Fees that are an integral part of the effective interest rate of a financial instrument are generally treated as an adjustment 
to the effective interest rate. This is the case for origination fees, received as compensation for activities such as evaluating 
the borrower’s financial condition, evaluating and recording guarantees, etc., and also for origination fees received on 
issuing financial liabilities measured at amortised cost. Both types of fees are deferred and recognised as an adjustment to 
the effective interest rate. However, when the financial instrument is measured at fair value through profit or loss, the fees 
are recognised as revenue when the instrument is initially recognised. 
 
Fees are generally recognised as revenue as the services are provided. If it is unlikely that a specific lending arrangement 
will be entered into and the loan commitment is not considered a derivative, the commitment fee is recognised as revenue 
on a time proportion basis over the commitment period. 
 
Fees arising from negotiating, or participating in the negotiation of a transaction for a third party, are recognised upon 
completion of the underlying transaction. Commission revenue is recognised when the performance obligation is complete. 
 
Loan syndication fees are recognised as revenue when the syndication has been completed. 
 
Transaction costs are included in the initial measurement of financial assets and liabilities other than those measured at fair 
value through profit or loss. Transaction costs refer to incremental costs directly attributable to the acquisition or disposal 
of a financial asset or liability. They include fees and commissions paid to agents, advisers, brokers and dealers levies by 
regulatory agencies and securities exchanges, and transfer taxes and duties. 

2.36  Borrowing Costs 

Borrowing costs are generally expensed as incurred. Borrowing costs that are directly attributable to the acquisition or 
construction of an asset are capitalised while the asset is being constructed as part of the cost of that asset.      
Capitalisation of borrowing costs should commence when: 
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 Expenditures for the asset and borrowing costs are being incurred; and 

 Activities necessary to prepare the asset for its intended use or sale are in progress. 
 
Capitalisation ceases when the asset is substantially ready for its intended use or sale. If active development is interrupted 
for an extended period, capitalisation is suspended. Where construction occurs piecemeal and use of each part is possible 
as construction continues, capitalisation for each part ceases on substantial completion of that part. 
 
For borrowing associated with a specific asset, the actual rate on that borrowing is used. Otherwise, a weighted average 
cost of borrowings is used. 

2.37  Income Tax Expense 

Income tax payable on profits is recognised as an expense based on the applicable tax laws in each jurisdiction in the period 
in which profits arise. The tax effects of income tax losses available for carry-forward are recognised as a deferred tax asset 
if it is probable that future taxable profit will be available against which those losses can be utilised. 
 
Deferred tax is provided in full, using the balance sheet liability method, on temporary differences arising between the tax 
bases of assets and liabilities and their carrying amounts in the consolidated financial statements. 
 
The rates enacted or substantively enacted at the balance sheet date are used to determine deferred taxes. 
 
Deferred tax assets are recognised to the extent that it is probable that sufficient future taxable profit will be available to 
allow the benefit of part or the entire deferred tax asset to be utilised. 
 
Deferred tax liabilities are provided on taxable temporary differences arising from investments in subsidiaries, associates, 
and joint ventures, except where the timing of the reversal of the temporary difference can be controlled and it is probable 
that the difference will not reverse in the foreseeable future. 
 
Current and deferred tax related to fair value re-measurement of available-for-sale investments and cash flow hedges 
which are charged or credited directly to shareholders’ equity, is also credited or charged directly to equity and is 
subsequently recognised in the income statement together with the deferred gain or loss. 

Impact of IFRS on the balance sheet, shareholders’ equity and the income statement of 

Fortis16 
The Fortis financial statements for the year ended 31 December 2004 were drawn up in accordance with the applicable 
legal and regulatory requirements in Belgium. An overview of these accounting principles (Fortis Accounting Principles 
('FAP')) is given in the Fortis financial statements for the year ended 31 December 2004. In order to facilitate comparison, 
Fortis has restated these consolidated financial statements in accordance with IFRS. This note provides further information 
about the impact of the transition to IFRS. 

3.1  Reconciliation of shareholders’ equity 
Table A13.436 Fortis – reconciliation of shareholders’ equity under FAP and IFRS 

 
31 December 2004 1 January 2004 

   FAP net equity 14,364.6 11,894.2 

   

Real estate -1,549.0 -1,605.4 

Financial instruments 1,809.1 1,036.7 

Treasury shares -215.0 -230.5 

Fund for general banking risks 2,198.2 2,209.1 

Pensions -842.0 -961.1 

Provisions 55.1 173.6 

Insurance -483.6 -99.2 

   

IFRS shareholders' equity 15,337.4 12,417.4 

Real estate 

Under FAP real estate was recorded at fair value with changes in the carrying amount arising on revaluation recognised 
directly in shareholders’ equity. Under IFRS Fortis measures its real estate at historical cost less depreciation and any 
impairment. Because of the reversal of the effects of revaluations and the recognition of depreciation and impairments, 
shareholders’ equity as at 31 December 2004 decreased by EUR 1,549 million after taxes relative to shareholders’ equity 
under FAP (1 January 2004: minus EUR 1,605 million). 

                                                           
16

 Fortis Financial Statements, section 3, pages 46-55. 
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Financial instruments 

The main effects on the financial instruments are discussed below. 
 
Debt securities 
Under IFRS Fortis records most debt securities as ‘available-for-sale’, which are held at fair value with changes in fair value 
recognised directly in equity. This differs from the method used under FAP, according to which debt securities were carried 
at amortised cost. 
 
This revaluation caused, shareholders’ equity as on 31 December 2004 increased by EUR 3,544 million after                     
taxes (1 January 2004: plus EUR 2,112 million). 
 
Shares 
Under IFRS shares that form part of the investment portfolio are valued at fair value and unrealised changes in fair value 
are recorded in shareholders’ equity. Under IFRS impairments on shares are recognised in profit or loss. 
 
In the past under FAP, Fortis used the portfolio approach, where unrealised changes in fair value were recorded directly in 
shareholders’ equity as long as the fair value of the portfolio as a whole was higher than its cost. If the fair value of the 
portfolio fell below cost, then the changes in value were recognised in profit or loss. As the portfolio approach is no longer 
used and the impairment rules are now applied, shareholders’ equity at 31 December 2004 decreased by EUR 116 million 
after taxes (1 January 2004: reduced by 126 million). 
 

Derivatives 
Under FAP derivatives held for risk management purposes were not recorded in the balance sheet, other than as accruals 
and deferrals. Under IFRS these derivatives must be recorded in the balance sheet at fair value. As a result, shareholders’ 
equity as on 31 December 2004 is reduced by EUR 1,437 million after taxes (1 January 2004: minus EUR 727 million). 
 
Other financial instruments 
Fortis has made use of the ‘fair value option’, as a result of which certain amounts classified under amounts due from 
customers, amounts due to customers, debt certificates and subordinated liabilities are recorded at fair value through 
profit or loss. Consequently, shareholders’ equity as of 31 December 2004 is reduced by EUR 106 million after                  
taxes (1 January 2004: reduced by EUR 92 million). 

Treasury shares 

Under IFRS all Fortis shares and (embedded) derivatives on Fortis shares owned by Fortis must be deducted from or added 
to shareholders’ equity. 
 
Under FAP treasury shares that were held as an investment or for trading purposes were recorded as an asset. Under FAP 
the embedded derivatives on Fortis shares in the debt instruments issued by Fortis were not recorded. 
 
Since treasury shares and derivatives on treasury shares are recorded via shareholders’ equity, under IFRS, shareholders’ 
equity, at 31 December 2004 decreased by EUR 215 million (1 January 2004: EUR 231 million). Deferred tax is not 
recognised in relation to treasury shares. 

Fund for general banking risks 

Unlike FAP, IFRS does not allow a fund for general banking risks. Therefore shareholders’ equity increased by the balance of 
the fund (31 December 2004: EUR 2,198 million; 1 January 2004: EUR 2,209 million). No deferred tax is recognised in 
relation to the fund for general banking risks. 

Pensions 

Fortis has used the option provided under IFRS to add or charge pension-related actuarial gains and losses that have not yet 
been recognised in the income statement to shareholders’ equity in full. As a result, shareholders’ equity                              
on 31 December 2004 is reduced by EUR 842 million after taxes (1 January 2004: minus EUR 961 million). 

Provisions and insurance 

Under FAP equalisation and catastrophe provisions were created for specific insurance risks. Such provisions are not 
allowed under IFRS. 
Fortis uses the option provided by IFRS 4 to record revaluations of investments which are attributable to policyholders in 
the liabilities arising from insurance and investment contracts (‘shadow accounting’). 
 
As a result of the adoption of shadow accounting and the release of provisions, shareholders’ equity on 31 December 2004 
is reduced by EUR 484 million after taxes (1 January 2004: minus EUR 99 million). 
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3.2  Comparison of balance sheets under FAP and IFRS 
Table A13.437 Fortis – differences between the balance sheet under FAP and IFRS at 1 January and 31 December 2004 

 31 December 2004 

 
FAP IFRS difference 

Assets 
   Cash and cash equivalents 5,216.1 25,019.7 19,803.6 

Assets held for trading 37,870.9 60,319.9 22,449.0 

Due from banks 72,654.2 64,197.0 -8,457.2 

Due from customers 209,372.3 227,833.7 18,461.4 

Investments 163,667.2 166,168.7 2,501.5 

Unit-linked investments 18,702.6 16,853.4 -1,849.2 

Other assets 63,164.5 53,692.9 -9,471.6 

Total assets 570,647.8 614,085.3 43,437.5 

    Liabilities 
   Liabilities held for trading - 51,482.5 51,482.5 

Due to banks 119,029.8 121,036.6 2,006.8 

Due to customers 213,778.9 224,582.9 10,804.0 

Liabilities arising from insurance and investment contracts 57,846.2 48,939.6 -8,906.6 

Liabilities related to unit-linked products 18,822.7 17,033.5 -1,789.2 

Debt certificates 51,943.5 71,777.0 19,833.5 

Subordinated liabilities 12,270.6 13,345.3 1,074.7 

Other borrowings - 2,861.5 2,861.5 

Accruals and other liabilities 81,134.8 47,349.0 -33,785.8 

Total liabilities 554,826.5 598,407.9 43,581.4 

    Shareholders' equity 14,364.6 15,337.4 972.8 

Minority interests 1,456.7 340.0 -1,116.7 

Total equity 15,821.3 15,677.4 -143.9 

    Total liabilities, minority interests and shareholders' equity 570,647.8 614,085.3 43,437.5 

    

 
1 January 2004 

 
FAP IFRS difference 

Assets 
   Cash and cash equivalents 8,286.4 21,534.8 13,248.4 

Assets held for trading 23,458.2 43,084.5 19,626.3 

Due from banks 79,445.8 82,352.4 2,906.6 

Due from customers 182,039.2 183,961.6 1,922.4 

Investments 157,994.8 157,756.6 -238.2 

Unit-linked investments 19,946.2 19,427.4 -518.8 

Other assets 52,079.4 64,530.1 12,450.7 

Total assets 523,250.0 572,647.4 49,397.4 

    Liabilities 
   Liabilities held for trading - 38,726.4 38,726.4 

Due to banks 109,368.4 118,688.9 9,320.5 

Due to customers 187,423.4 200,051.0 12,627.6 

Liabilities arising from insurance and investment contracts 64,410.1 53,372.4 -11,037.7 

Liabilities related to unit-linked products 20,379.9 23,711.3 3,331.4 

Debt certificates 52,278.9 68,383.7 16,104.8 

Subordinated liabilities 11,173.1 10,157.2 -1,015.9 

Other borrowings - 6,557.4 6,557.4 

Accruals and other liabilities 64,201.3 40,011.4 -24,189.9 

Total liabilities 509,235.1 559,659.7 50,424.6 

    Shareholders' equity 11,894.2 12,417.4 523.2 

Minority interests 2,120.7 570.3 -1,550.4 

Total equity 14,014.9 12,987.7 -1,027.2 

    Total liabilities, minority interests and shareholders' equity 523,250.0 572,647.4 49,397.4 
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Increase in balance sheet total 

The increase in balance sheet total under IFRS by a net total of EUR 43 billion as per 31 December 2004 is mainly 
attributable to: 
 

 The recognition of risk management derivatives in the balance sheet at fair value as well as the recognition of 
transactions on the trade date instead of on the settlement date (impact: plus EUR 25 billion); 

 The recognition of joint ventures based on the equity method instead of on the basis of proportional 
consolidation (impact: minus EUR 12 billion); 

 The fact that under IFRS a number of Special Purpose Entities (‘SPEs’) must be included in the scope of 
consolidation (impact: plus EUR 23 billion); and 

 The more restricted rules for offsetting financial assets and liabilities. As a consequence, amounts due from 
customers and amounts due to customers have increased by approximately EUR 6 billion. 

 
Further details about the main changes in the balance sheet items are set out below. 
 

Cash and cash equivalents 
The increase in cash and cash equivalents under IFRS is attributable to the fact that investments and amounts due from 
banks and customers originally payable within three months are recognised as cash. Under FAP these were recorded as part 
of the respective balance sheet items. 
 
Due from customers/Due to customers 
The increase in due from customers is mainly attributable to the consolidation of SPEs for securitised mortgages which 
were not consolidated under FAP, and the deconsolidation of joint ventures. This also results in an increase in debt 
certificates on the liabilities side of the balance sheet. 
 
Assets held for trading and liabilities held for trading 
The value of the assets held for trading has increased due to the reclassification of option premiums from Accrued interest 
and other assets to Assets held for trading and the recognition in the balance sheet of risk management derivatives.    
Under FAP amounts owed as a result of trading positions were included in Other amounts payable. Under IFRS these 
amounts owed are recorded as liabilities held for trading. In addition to this reclassification, the recognition in the balance 
sheet of risk management derivatives has also contributed to an increase in this item. 
 
Liabilities arising from insurance and investment contracts 
The liabilities arising from insurance and investment contracts have decreased because joint ventures are no longer fully 
consolidated, pension insurances within the group have been eliminated and certain insurance contracts have been 
reclassified as investments contracts or administration contracts. 

3.3  Reconciliation of the net result and the income statement 
Table A13.438 Fortis – reconciliation from net result under FAP and IFRS for 2004 

  FAP net result 3,358.5 

  

Depreciation on real estate -103.8 

Financial instruments -947.4 

Provisions -74.1 

Treasury shares -141.0 

Capital gain on sale of Assurant, Inc. 303.0 

Other -41.7 

  

IFRS net profit attributable to shareholders 2,353.5 

Depreciation on real estate 

Under IFRS Fortis values its real estate at the cost price minus depreciation and any impairment, while such depreciation 
and impairments are recorded in the income statement. Under FAP real estate was recorded at fair value and the 
unrealised revaluation was recognised in shareholders’ equity. Consequently depreciation did not occur. 

Financial instruments 

The main effects on the financial instruments are discussed below. 
 
Debt securities 
Under IFRS Fortis values certain debt securities that are considered part of the trading portfolio at fair value. Consequently, 
changes in revaluations for these debt securities must be included in the realised and unrealised capital gains and losses. 
This increases the volatility in the income statement as compared with FAP. 
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Derivatives 
As all derivatives (including the risk management derivatives that remained outside the balance sheet under FAP) are 
recorded in the balance sheet at fair value under IFRS, this result in a decrease in net profit by EUR 735 million. Under IFRS 
changes in the fair value of derivatives are included in realised and unrealised capital gains and losses. 
 
Shares 
Under FAP, shares were valued on the basis of the portfolio approach. If the value of the portfolio fell below cost price,    
the changes in fair value were recorded in the income statement. 
 
Under IFRS, shares are valued at fair value and revaluations are recorded in shareholders’ equity. Under IFRS,     
impairments on shares are recognised in the income statement. 
 

During 2004 the fair value of the equity portfolio rose above cost price. Related to this rise, a relatively large positive result 
of some EUR 435 million at year end was recognised under FAP. Under IFRS, any revaluation of shares after impairment is 
recorded in shareholders’ equity. On the other hand, however, under IFRS the gains realised upon the sale of shares are 
higher because for a number of shares the cost price under IFRS is lower than under FAP due to impairment. 
 
Other financial instruments 
Fortis takes advantage of the ‘fair value option’ under IFRS, as a result of which certain amounts due from customers,      
due to customers, debt certificates and subordinated liabilities are revalued through profit or loss. 

Provisions 

Under IFRS provisioning is subject to stricter rules than under FAP. As a result, under IFRS a number of provisions for 
expected costs and risks – including the equalisation and catastrophe provisions – have been released to equity. 
 
The costs that were charged to these provisions in 2004 under FAP are included in the income statement under IFRS and 
consequently depress the result. 

Treasury shares 

Under FAP losses and gains arising from trading and investing in Fortis shares were recorded in the income statement as 
(un)realised gains and losses. Such treatment is not allowed under IFRS, and gains and losses on treasury shares must be 
recorded in shareholders’ equity. 
 
In addition, under IFRS the conversion element or option right on treasury shares included in convertible bonds must be 
valued separately at the time of issue and must be amortised over the term of maturity of the bond. The amortised part is 
included in the income statement under interest charges. 

Capital gain on sale of Assurant, Inc. 

Under FAP goodwill paid upon acquisitions was charged directly to shareholders’ equity. If a subsidiary was sold within five 
years of being acquired, a time-weighted portion of the goodwill was added back to the cost, thus impacting the gain upon 
the sale of the company. Under IFRS, however, goodwill on acquisitions from 1 January 2004 on, must be capitalised and 
tested annually for impairment, while any impairment must be charged to the income statement. 
 
Under the IFRS transition rules, Fortis opted to reset the accumulated translation reserves to zero. As a result, under IFRS 
the gain on the sale of part of the US insurance subsidiary Assurant, Inc. turned out higher than under FAP. 
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3.4  Comparison of the income statement under FAP and IFRS 
Table A13.439 Fortis – income statement under FAP and IFRS for 2004 

 
FAP IFRS difference 

Income 
   Interest income 41,191.4 54,223.4 13,032.0 

Insurance premiums 13,396.1 11,575.6 -1,820.5 

Realised and unrealised capital gains/losses 999.0 640.4 -358.6 

Fee and commission income, net 1,976.1 1,217.3 -758.8 

Income related to investments for unit-linked products 1,387.1 1,128.8 -258.3 

Other income 2,420.3 1,625.6 -794.7 

Total income 61,370.0 70,411.1 9,041.1 

     
Expenses 

   Interest expense 34,348.6 47,966.2 13,617.6 

Insurance claims and benefits 14,218.9 11,812.8 -2,406.1 

Change in impairments 265.4 379.7 114.3 

Operating expenses 8,182.9 7,363.2 -819.7 

Total expenses 57,015.8 67,521.9 10,506.1 

     
Profit before taxation 4,354.2 2,889.2 -1,465.0 

Taxation -900.0 -510.2 389.8 

Net profit for the period 3,454.2 2,379.0 -1,075.2 

Net profit attributable to minority interests -95.7 -25.5 70.2 

Net profit attributable to shareholders 3,358.5 2,353.5 -1,005.0 

 
The main differences compared to 2004 are set out below. 

Interest income and interest expense 

Under IFRS interest income and interest expense are higher because interest income and expense related to trading 
derivatives are accounted for as interest instead of as results from financial transactions, as was the case under FAP.   
Under IFRS the interest margin for full year 2004 is EUR 586 million lower than under FAP, due to the deconsolidation of 
joint ventures and the reclassification of dividend on preferred shares from results from financial transactions to interest 
expenses and other income on certain lease contracts to interest income. 

Insurance 

Under IFRS the insurance premiums are for full year 2004 EUR 1,821 million lower because premiums related to insurance 
products which are now classified as investment contracts under IFRS are no longer included in the income statement 
(deposit accounting). Part of the decrease is also due to the deconsolidation of joint ventures. 
 
Changes in insurance claims and benefits and charges related to unit-linked investments under IFRS comprise a decline due 
to the adoption of deposit accounting (under FAP premiums were recorded in the income statement, while under IFRS they 
are accounted for in the balance sheet) and the deconsolidation of a joint venture, and an increase as a result of the 
reclassification of claim handling costs to operational expenses. 

Realised and unrealised gains and losses 

Realised and unrealised gains and losses are for full year 2004 EUR 359 million lower because risk management derivatives 
are recognised in the income statement (while remaining outside the income statement under FAP) and because of the 
lower net gain on the sale/revaluation of shares. The lower gain is due to the fact that under IFRS the unrealised recovery of 
the value of the shares up to the level of the cost price is recorded in shareholders’ equity, while under FAP such 
adjustments were recognised in the income statement. On the other hand, the gain on the sale of shares is higher because 
under IFRS the cost price is lower and because of the reclassification of the results arising on the sale of subsidiaries from 
other revenues to realised and unrealised value adjustments, the higher gain under IFRS arising on the sale of subsidiaries 
due to a different treatment of goodwill and translation differences, and because of the reclassification of (net) interest 
expenses related to derivatives to the interest margin. 

Net fee and commission income 

Net fee and commission income decreases in 2004 by EUR 759 million. This is mainly due to the reclassification of the 
insurance’s commission charges from operating expenses to net fee and commission income. 

Other income 

Other income is lower due to the reclassification of gains on the divestment of subsidiaries to Realised capital gains and 
losses and the reclassification under IFRS of income from lease contracts from Other income to Interest income. A number 
of lease contracts have been reclassified under IFRS from operating lease contracts to finance lease contracts. 
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Change in impairments 

Under IFRS the changes in impairments are higher due to a different measurement method for shares. Under FAP                 
a portfolio approach was used and all changes in fair value below the cost price were accounted for in the income 
statement. Under IFRS shares are valued on an individual basis and impairments on shares are recognised in the income 
statement. Any subsequent increase in fair value is accounted for under shareholders’ equity. 

Operating expenses 

Under IFRS operating expenses are for full year 2004 EUR 820 million lower. This is due to, among other things: 
 

 The reclassification of the insurers’ commission charges to net commission income; 

 The reclassification of claim handling charges from insurance claims to operational expenses; 

 Lower depreciation charges due to the reclassification of operating lease contracts as finance lease contracts; 

 Lower pension charges because deferred actuarial gains and losses are accounted for in IFRS as shareholders’ 
equity as per 1 January 2004; 

 The deconsolidation of joint ventures; and 

 The depreciation of land and buildings (under FAP depreciation did not occur). 

3.5  Main differences in the cash flow statement 
Differences between the cash flow statements prepared under IFRS and FAP, arise due to: 
 

 A broader definition of cash under IFRS, including freely available balances with central banks and other financial 
instruments with a maturity less than three months from the date on which they were obtained; 

 Differences in the classification of assets, liabilities and transactions as affecting cash flows from operating 
activities, investing activities or financing activities; 

 Changes in measurement and recognition; and 

 Changes in scope of consolidation, including certain SPEs and deconsolidation of joint ventures. 
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A13.5.3 ING 

Table A13.440 ING – consolidated balance sheet (before profit appropriation) at 31 December 2005 and 2004
17

 

 
2005 2004 

   

   ASSETS 
  Cash and balances with central banks 13,084 9,113 

Amounts due from banks 47,466 45,084 

Financial assets at fair value through profit and loss 
   - trading assets 149,187 79,649 

 - investments for risk of policyholders 100,961 77,662 

 - non-trading derivatives 7,766 - 

 - designated as at fair value through profit and loss 10,230 - 

 - other - 3,334 

Investments 
   - available-for-sale 305,707 276,331 

 - held-to-maturity 18,937 - 

Loans and advances to customers 439,181 330,458 

Reinsurance contracts 8,285 6,744 

Investments in associates 3,622 2,663 

Investment property 5,031 7,151 

Property and equipment 5,757 5,783 

Intangible assets 3,661 594 

Deferred acquisition costs 9,604 10,428 

Other assets 30,160 21,397 

   

Total assets 1,158,639 876,391 

      

EQUITY 
  Equity attributable to equity holders of the company 36,736 24,069 

Third-party interests 1,689 3,481 

   

Group equity 38,425 27,550 

      

LIABILITIES 
  Preference shares 296 - 

Subordinated loans 6,096 4,109 

Debt securities in issue 81,262 79,012 

Other borrowed funds 32,252 23,712 

Insurance and investment contracts 263,487 216,851 

Amounts due to banks 122,234 95,878 

Customer deposits and other funds on deposit 465,712 349,241 

Financial liabilities at fair value through profit and loss 
   - trading liabilities 92,058 53,841 

 - non-trading derivatives 6,248 - 

 - designated as at fair value through profit and loss 11,562 - 

Other liabilities 39,007 26,197 

   

Total liabilities 1,120,214 848,841 

      

Total equity and liabilities 1,158,639 876,391 
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 ING Group Financial Statements 2005, page 76. 
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Table A13.441 ING – consolidated income statement for 2005 and 2004
18

 

 
2005 2004 

      

INCOME 
  Interest income banking operations 48,176 25,448 

Interest expense banking operations -39,109 -16,707 

   

Interest result banking operations 9,067 8,741 

Premium income 45,758 43,617 

Income from investments 9,915 9,730 

Gains and losses from investments 930 649 

Commission income 3,747 3,779 

Valuation results from non-trading derivatives 47 - 

Net trading income 426 888 

Other income 1,251 755 

   

Total income 71,141 68,159 

      

EXPENSES 
  Underwriting expenditure 47,120 45,384 

Additions to the provision for loan losses 109 453 

Other impairments 76 22 

Staff costs 7,646 7,667 

Other interest expenses 969 1,019 

Other operating expenses 6,327 5,874 

   

Total expenditure 62,247 60,419 

      

Profit before tax 8,894 7,740 

   Taxation -1,379 -1,709 

Profit for the period (before third-party interests) 7,515 6,031 

      

Attribution: 
  Net profit attributable to equity holders of the company 7,210 5,755 

Third-party interests 305 276 

Profit for the period 7,515 6,031 
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Table A13.442 ING – consolidated statement of cash flows for 2005 and 2004
19

 

 
2005 2004 

       

Profit before tax 8,894 7,740 

    

Adjusted for  - depreciation 1,278 563 

 
 - amortisation of deferred acquisition costs and VOBA -1,141 -858 

 
 - increase in provisions for insurance and investment contracts 21,250 13,244 

 
 - additions to the provision for loan losses 109 453 

 
 - other -1,303 4,479 

    

Taxation paid -1,398 -1,163 

    

Movements in  - amounts due from banks, not available on demand -720 -1,206 

 
 - trading assets -29,925 -4,417 

 
 - non-trading derivatives 2,596 - 

 
 - other financial assets at fair value through profit and loss -2,193 -14 

 
 - loans and advances to customers -62,709 -34,737 

 
 - other assets -7,551 336 

 
 - amounts due to banks, not payable on demand 19,405 21,986 

 
 - customer deposits and other funds on deposit 62,089 64,555 

 
 - trading liabilities 13,442 - 

 
 - other financial liabilities at fair value through profit and loss 8,398 - 

 
 - other liabilities 3,228 4,141 

   

Net cash flow from operating activities 33,749 75,102 

        

Investment and advances  - associates and group companies -1,109 -2,643 

 
 - available-for-sale investments -260,769 -262,293 

 
 - held-to-maturity investments -1,030 - 

 
 - investment property -1,156 -1,169 

 
 - property and equipment -540 -380 

 
 - assets subject to operating leases -991 -950 

 
 - investments for the risk of policyholders -41,781 -34,467 

 
 - other investments -164 -103 

Disposals and redemptions  - associates and group companies 1,761 1,520 

 
 - available-for-sale investments 218,847 197,070 

 
 - held-to-maturity investments 245 - 

 
 - investment property 1,030 1,123 

 
 - property and equipment 483 192 

 
 - assets subject to operating leases 391 388 

 
 - investments for the risk of policyholders 34,464 29,382 

 
 - other investments 13 65 

   

Net cash flow from investing activities -50,306 -72,265 

       

Proceeds from issuance of subordinated loans 1,901 1,000 

Repayment of subordinated loans -177 -410 

Borrowed funds and debt securities 7,842 26 

Deposits by reinsurers 93 309 

Issuance of ordinary shares 114 1,037 

Dividends paid -2,461 -883 

   

Net cash flow from financing activities 7,312 1,079 

       

Net cash flow -9,245 3,916 
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Table A13.443 ING – consolidated statement of cash flows for 2005 and 2004 - continued 

 2005 2004 

   

Net cash flow -9,245 3,916 

   

Cash and cash equivalents at beginning of year 11,588 7,715 

   

Implementation IAS 32/39 692 - 

Effect of exchange rate changes on cash and cash equivalents 300 -43 

   

Cash and cash equivalents at end of year 3,335 11,588 

       

Cash and cash equivalents comprises the following items: 
  Treasury bills and other eligible bills 11,572 12,382 

Amounts due from/to banks -21,321 -9,907 

Cash and balances with central banks 13,084 9,113 

   

Cash and cash equivalents at end of year 3,335 11,588 
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Table A13.444 ING – consolidated statement of changes in equity for 2005 and 2004
20

 

 
Total 

Share 
capital 

Share 
premium 

Revaluation 
reserve 

Currency 
translation 

reserve 
Other 

reserves 

       Balances as at 1 January 2004 19,340 612 8,064 1,199 - 9,465 

       

Unrealised revaluations after taxation 
       - revaluations 717 - - 795 - -78 

 - transferred to profit and loss (realised) -587 - - -737 - 150 

Exchange differences -756 - - - -184 -572 

       

Total amount recognised directly in equity -626 - - 58 -184 -500 

              

Net profit for the period 5,755 - - - - 5,755 

       

 
5,129 - - 58 -184 5,255 

              

Dividend (1) -2,094 16 -1,227 - - -883 

Purchases or sales of treasury shares 1,694 6 1,688 - - - 

       

Balance as at 31 December 2004 24,069 634 8,525 1,257 -184 13,837 

              

Implementation of IAS 32/39 and IFRS 4 4,103 -104 -191 7,538 -556 -2,584 

       

Unrealised revaluations after taxation 
       - revaluations 2,514 - - 2,148 489 -123 

 - transferred to profit and loss (realised) -663 - - -663 - - 

 - unrealised revaluations transferred to deferred profit sharing 
liabilities and DAC -89 - - -89 - - 

Unrealised revaluations from cash flow hedges 
       - revaluations 764 - - 764 - - 

Employee stock option and share plans 63 - - - - 63 

Exchange differences 1,217 - - 251 919 47 

       

Total amount recognised directly in equity 3,806 - - 2,411 1,408 -13 

              

Net profit for the period 7,210 - - - - 7,210 

       

 
11,016 -  - 2,411 1,408 7,197 

              

Dividend (2) -2,461 - - - - -2,461 

Exercise of warrants and options 9 - 9 - - - 

       

Balance as at 31 December 2005 36,736 530 8,343 11,206 668 15,989 

        
(1) 2003 final dividend of EUR 0.49 per ordinary share and 2004 interim dividend of EUR 0.49 per ordinary share. 
(2) 2004 final dividend of EUR 0.58 per ordinary share and 2005 interim dividend of EUR 0.54 per ordinary share. 

 
In 2005, deferred taxes with regard to unrealised revaluations amounted to EUR 363 million (2004: EUR -48 million). 
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Accounting principles21 

BASIS OF PRESENTATION 
ING Group applies International Financial Reporting Standards as adopted by the European Union (‘EU’). 
 
ING Group has not early adopted any new International Financial Reporting Standards. Recently issued standards that 
become effective after 2005 are not expected to have a material effect on equity or profit for the period. 
 
International Financial Reporting Standards as adopted by the EU provide several options in accounting principles.            
ING Group’s accounting principles under International Financial Reporting Standards as adopted by the EU and its decision 
on the options available are set out in the section ‘Principles of valuation and determination of results’ below. 
 
In this document the term ‘IFRS-EU’ is used to refer to International Financial Reporting Standards as adopted by the EU 
including the decisions ING Group made with regard to the options available under International Financial Reporting 
Standards as adopted by the EU. 

CHANGES IN ACCOUNTING PRINCIPLES 
ING Group applies IFRS as adopted by the EU as of 2005. The 2004 comparatives have been restated to comply                 
with IFRS-EU. However, as permitted by IFRS 1, ING Group has not restated the 2004 comparatives for the impact of IAS 32, 
IAS 39 and IFRS 4. Accordingly, comparative information with respect to financial instruments and insurance contracts is 
prepared under ING Group’s previous accounting policies (ING GAAP). As a result, certain comparative information relating 
to financial instruments and insurance contracts is not presented. The effects of implementing IFRS-EU are set out below 
under ‘Impact of changes in accounting principles on net profit and equity’. 
 
ING Group has implemented IFRS-EU retrospectively, using the following transitional provisions: 
 

 Goodwill is only capitalised on acquisitions after 1 January 2004. Accounting for acquisitions before that date has 
not been restated; goodwill on those acquisitions was charged directly to shareholders’ equity. 

 Hedge accounting is applied to all hedge relationships that were accounted for as a hedge under ING GAAP and 
meet the IAS 39 criteria for hedge accounting as of 1 January 2005. 

 Unrecognised actuarial results on employee benefit plans were recognised directly in equity at 1 January 2004. 

 The cumulative translation differences reserve in equity was reset to nil at 1 January 2004. 

 IFRS 2 (share-based payments) is applied for awards issued after 7 November 2002, which have not vested          
by 1 January 2005. 
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Table A13.445 ING – reconciliation equity and net profit under ING GAAP and IFRS 

 

Net profit 
2004 

Group 
equity 1 
January 

2004 (1) 

Group equity 
31 December 

2004 

Impact IAS 
32/39 and 

IFRS 4 

Group 
equity 1 
January 
2005 (2) 

       
Amounts in accordance with ING GAAP 5,968 24,844 29,361 - 29,361 

      

      Goodwill 25 - 139 - 139 

Property -407 -74 -72 - -72 

Employee benefits 107 -3,169 -3,017 - -3,017 

Leases - -37 -37 - -37 

Available-for-sale debt securities - - - 9,922 9,922 

Insurance provisions - 59 59 -3,126 -3,067 

Derivatives/hedge accounting/fair value option - - - -977 -977 

Loans and advances to customers - - - 465 465 

Loan loss provisions - - - 623 623 

Venture capital investments - - - 90 90 

Foreign currency translation -20 - - - - 

Result on sale of group companies 42 - - - - 

Other -23 82 49 -35 14 

Taxation 63 1,148 1,082 -2,460 -1,378 

Classification of equity instruments - shareholders' equity - - - -399 -399 

      

IFRS-EU impact on net profit and shareholders' equity -213 -1,991 -1,797 4,103 2,306 

      Classification of equity instruments - third-party interest - - - -1,442 -1,442 

Third-party interest in equity - - -14 56 42 

      

IFRS-EU impact on net profit and group equity -213 -1,991 -1,811 2,717 906 

            

Amounts in accordance with IFRS-EU 5,755 22,853 27,550 2,717 30,267 

       
(1) IFRS as adopted by the EU, excluding IAS 32, IAS 39 and IFRS 4. 

    (2) IFRS as adopted by the EU, including IAS 32, IAS 39 and IFRS 4. 
     

In finalising the transition to IFRS as adopted by the EU, certain changes were made to the transition impact disclosed 
earlier. These changes include the implementation of the fair value option in 2005. These changes were insignificant,     
both individually and in aggregate. 
 
Table A13.446 ING – amendments to estimated transition impact 

 

Net 
profit 
2004 

Group 
equity 1 
January 

2004 (1) 

Group 
equity 31 

December 
2004 

Impact 
IAS 32/39 

and IFRS 4 

Group 
equity 1 
January 
2005 (2) 

      Disclosed earlier -213 -1,991 -1,801 4,222 2,421 

Impact of changes - - 4 -119 -115 

      

Final -213 -1,991 -1,797 4,103 2,306 

EXPLANATION OF DIFFERENCES BETWEEN IFRS-EU AND ING GAAP 

The explanation of differences in accounting principles between IFRS-EU (applied as of 2005) and the accounting principles 
applied by ING Group in the 2004 annual accounts (ING GAAP) is presented below in two sections: 
 

 Differences between ING GAAP and IFRS-EU excluding IAS 32/39 and IFRS 4, which were implemented in the 
restated 2004 comparatives as of 1 January 2004; and 

 Differences due to the impact of IAS 32/39 and IFRS 4 which were implemented as of 1 January 2005. 

DIFFERENCES BETWEEN ING GAAP AND IFRS EXCLUDING IAS 32/39 AND IFRS 4 

Goodwill 
Under ING GAAP, goodwill was charged to equity. Under IFRS-EU, all goodwill arising after 1 January 2004 is capitalised and 
subject to an annual impairment review. Goodwill charged to equity prior to 1 January 2004 was not restated. 
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Investment property 
Under IFRS-EU, investment property is reported at fair value, with changes in fair value reported in the profit and loss 
account. Under ING GAAP, investment property was reported at fair value, with changes in fair value reported in a 
revaluation reserve in equity; at disposal, the accumulated revaluation was recognised in the profit and loss account under 
ING GAAP. 
 
Property in own use 
Both under IFRS-EU and ING GAAP, property in own use is reported at fair value, with changes in fair value reported in         
a revaluation reserve in equity. However, under IFRS-EU a depreciation charge is recognised in the profit and loss account. 
At disposal, the accumulated revaluation was recognised in the profit and loss account under ING GAAP. Under IFRS-EU,   
no result is recognised on disposal. Furthermore, under IFRS-EU individually negative revaluation reserves on                          
a property-by-property basis are charged to the profit and loss account; under ING GAAP negative revaluation reserves 
were offset against positive revaluation reserves. 
 
Property under development for third parties 
Both under IFRS-EU and ING GAAP, property in the course of construction is reported at cost and profit is recognised on 
completion date. However, IFRS-EU is more restrictive on the overhead expenses that may be capitalised and the definition 
of the completion date is different under IFRS-EU. 
 
Employee benefits 
Accounting for pension liabilities under ING GAAP was similar to IFRS-EU; however, at transition to IFRS all unrecognised 
actuarial gains and losses were charged to shareholders’ equity. Under IFRS additional provisions for certain employee 
benefits are required. 
 
Employee benefits – share-based payments 
Under IFRS-EU, the fair value of shares and options granted to employees is recognised in the profit and loss account over 
the vesting period of the award. The majority of the share-based payments are equity-settled. Under ING GAAP the intrinsic 
value was recognised in the profit and loss account. 
 
Leases 
Under ING GAAP, operating leases where ING is the lessor were presented as Loans and advances to customers.           
Under IFRS-EU, these are presented as property and equipment, with depreciation recognised in the profit and loss account 
on a straight-line basis. All bonuses/discounts are amortised over the lease term under IFRS-EU whilst under ING GAAP they 
were reported in income immediately. 
 
Insurance provisions 
Where deferred acquisition costs are amortised over the lives of policies in relation to the emergence of estimated gross 
profits, the amortisation is adjusted for the effect of the differences between ING GAAP and IFRS-EU. 
 
Foreign currency translation 
Under ING GAAP, translation differences on insurance liabilities and related investments were recorded in equity.        
Under IFRS-EU, both are recognised in the profit and loss account. Both under IFRS-EU and ING GAAP translation 
differences on foreign operations are reported in a translation reserve in equity; however, at transition to IFRS-EU the 
translation differences reserve was reset to nil. 
 
Result on sale of consolidated subsidiaries 
The result on sale under IFRS-EU is different from ING GAAP as the book value at the time of disposal under IFRS-EU differs 
from ING GAAP. This specifically relates to a negative revaluation on property in own use that under IFRS-EU was charged to 
the profit and loss account in 2004, whereas it was included in the result on disposal under ING GAAP (also in 2004).        
The effect included in Result on sale of consolidated subsidiaries is offset by an opposite amount included in Property,     
the total effect on 2004 net profit is nil. 
 
Taxation 
Deferred taxation was adjusted for the (deferred) tax effect of the above differences between ING GAAP and IFRS-EU. 

DIFFERENCES FROM IMPLEMENTING IAS 32/39 AND IFRS 4 AS OF 1 JANUARY 2005 

Available-for-sale debt securities 
Under IFRS-EU, quoted debt securities (non-trading) other than those designated as being held-to-maturity are reported at 
fair value, with changes in fair value recognised in a revaluation reserve in equity; realised results are recognised directly in 
the profit and loss account. Under ING GAAP, debt securities were reported at amortised cost; realised results were 
deferred and amortised over the remaining term. 
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Insurance provisions 
Under IFRS-EU certain contracts that do not contain significant insurance risk are presented as investment contracts and 
measured either at amortised cost or at fair value. 
 
For insurance contracts with discretionary participation features, a deferred profit sharing liability is recorded                
under IFRS-EU for the full amount of unrealised results on allocated investments. In addition, a deferred profit sharing 
liability is recorded for the policyholders’ share in other differences between ING GAAP and IFRS-EU as at 1 January 2005. 
 
Where deferred acquisition costs are amortised over the lives of policies in relation to the emergence of estimated gross 
profits, under IFRS-EU the amortisation is adjusted through equity to reflect changes that would have been necessary if 
unrealised investment gains and losses had been realised. 
 
Derivatives 
Under IFRS-EU, all derivatives (including embedded derivatives that are not closely related to the host contract) are 
reported at fair value. Under ING GAAP, non-trading derivatives were valued similarly to the item being hedged (mainly at 
cost); realised results were deferred and amortised over the remaining term. 
 
Hedge accounting 
Under IFRS-EU, for derivatives qualifying as cash flow hedges and net investment hedges, the fair value movements are 
initially deferred in equity and subsequently released to the profit and loss account in the same period in which the hedged 
item affects profit and loss. For fair value hedges, the valuation of the hedged item is adjusted to reflect the hedged risk; 
this fair value adjustment on the hedged item is reported in the profit and loss account and (partly) offsets the fair value 
impact of the derivative that is also reported in the profit and loss account. Under ING GAAP, non-trading derivatives used 
for risk management purposes were valued similarly to the item being hedged (mainly at cost). 
 
Fair value option 
As an alternative to hedge accounting under IFRS-EU, financial assets and liabilities may be designated at fair value through 
profit and loss, which implies that these are presented at fair value, with all changes in fair value recognised directly in the 
profit and loss account. Furthermore, the fair value option is applied to certain financial liabilities that are subject to 
market-making activities. 
 
Loans and advances to customers 
Under both ING GAAP and IFRS-EU loans are measured at amortised cost. Under IFRS-EU, certain fees/costs are capitalised 
and amortised whilst under ING GAAP they were expensed immediately (e.g. mortgage broker fees). The amortisation of 
premiums, discounts and fees under IFRS-EU is based on effective yield whereas under ING GAAP these were amortised on 
a straight-line basis. Under IFRS-EU, realised results are reported in net income. Under ING GAAP these were amortised 
over the remaining term (e.g. certain prepayment penalties on mortgages). 
 
Loan loss provisions 
Under IFRS-EU loan loss provisions are determined under a revised methodology based on a narrow interpretation of         
an incurred loss model. The application of the IFRS-EU methodology has reduced the amount of the unallocated provision 
for loan losses that ING Group provided in prior years to adequately capture various subjective and judgmental aspects of 
credit risk assessment which were not considered on an individual basis. 
 
Venture capital investments 
Under ING GAAP, venture capital investments were reported at the lower of cost or fair value. Under IFRS-EU,            
venture capital investments are reported at fair value. 
 
Equity securities 
Under ING GAAP, negative revaluations on equity securities were only charged to the profit and loss account as impairment 
when triggered by the financial condition of the issuer. Under IFRS-EU, impairment is also triggered by a significant or 
prolonged decline of the market value below cost. This does not affect Group equity as at 1 January 2005. 
 
Classification of equity instruments 
Under ING GAAP, preference shares and trust preferred securities were - in accordance with the legal form - classified as 
equity. Under IFRS-EU, the terms and conditions of ING Group’s preference shares and trust preferred securities require 
their classification as liabilities. 
 
Taxation 
Deferred taxation was adjusted for the (deferred) tax effect of the above differences between ING GAAP and IFRS-EU. 
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Table A13.447 ING – IFRS transition effects on the statement of cash flows 

   
 

1 January 2005 1 January 2004 

   Cash and cash equivalents - ING GAAP 11,291 7,338 

Consolidation of SPE's 989 377 

   

Cash and cash equivalents - IFRS-EU 12,280 7,715 

ACQUISITIONS AND DISPOSALS OF GROUP COMPANIES 

Table A13.448 ING – impact of most significant changes in composition of the group 

              
 

2005 2004 

 

Before 
acquisition/ 

disposal 

After 
acquisition/ 

disposal Impact 

Before 
acquisition/ 

disposal 

After 
acquisition/ 

disposal Impact 

       

Assets 1,160,984 1,158,639 -2,345 889,202 876,391 -12,811 

Liabilities and third-party interests 1,124,183 1,121,903 -2,280 865,263 852,322 -12,941 

Shareholders' equity 36,801 36,736 -65 23,939 24,069 130 

Total income 71,377 71,141 -236 68,211 68,159 -52 

Net profit for the period 7,353 7,210 -143 5,700 5,755 55 

 
The impact of a change in the composition of the group is defined as the change in assets, liabilities, shareholders’ equity or 
net profit resulting from the acquisition or disposal of a group company, compared to the situation where no acquisition or 
disposal took place. The impact is included in the financial year in which the acquisition or disposal took place. 
 
In February 2005, ING sold internet service provider Freeler to KPN. The sale resulted in a net gain of EUR 10 million. 
 
In March 2005, ING Group reduced its stake in ING Bank Slaski from 87.77% to 75% by selling shares on the market. By 
reducing the stake in ING Bank Slaski, ING Group complied with requirements set by the Polish regulator in 2001. ING Group 
has no intention to further reduce its stake of 75% in ING Bank Slaski. 
 
In March 2005, ING Group acquired 19.9% of Bank of Beijing for an amount of EUR 166 million. Bank of Beijing is the second 
largest city commercial bank in China and the third largest bank in Beijing. 
In March 2005, ING Group finalised the sale of Barings Asset Management to MassMutual Financial Group and Northern 
Trust Corp. The sale resulted in a net gain of EUR 254 million. 
 
In May 2005, ING Group sold Life Insurance Company of Georgia to Prudential PLC’s subsidiary, Jackson National Life 
Insurance Company. The loss from this transaction amounts to EUR 32 million after tax. 
 
In June 2005, ING Group formed a private equity joint venture to purchase Gables Residential Trust, a U.S.-based real estate 
investment trust. Gables Residential Trust is a developer, builder, owner and manager of higher-end multifamily properties. 
ING will provide USD 400 million in equity to finance the transaction. The venture is managed by ING Clarion,                          
a wholly-owned subsidiary of ING Group. 
 
In June 2005, ING Group has purchased GE Commercial Finance’s 50% stake in NMB-Heller’s Dutch and Belgian factoring 
business. The factoring business has been transferred into a new company, which operates under the name ING 
Commercial Finance. GE Commercial Finance purchased ING’s 50% stake in NMB-Heller’s German unit, Heller GmbH.     
Both purchases took effect retroactively from 1 January 2005. 
 
In August 2005, ING Group acquired a portfolio of properties located in the UK from Abbey National. The purchase price 
amounted to EUR 1.7 billion. The portfolio has been divided between various separate account clients. 
 
In October 2005, ING Group acquired Eural NV from Dexia Bank Belgium. In the course of 2006, Eural is expected to be 
merged with ING Belgium’s unit Record Bank. 
 
In November 2005, ING Group sold its stake in Austbrokers Holdings in an initial public offering. Austbrokers is one of the 
leading insurance brokers in Australia. The decision to sell the business follows ING’s sale of its 50% stake in general insurer 
QBE Mercantile Mutual to QBE in 2004. 
 
In December 2005 ING Group sold Arenda Holding BV to ZBG, a Dutch private equity firm. Arenda is a provider of consumer 
finance products. 
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In 2004, ING Group sold most of the German banking units of ING BHF-Bank. The transaction includes ING BHF-Bank’s asset 
management, private banking, financial markets and core corporate banking business. The value of the transaction 
amounted to EUR 600 million. 
 
In 2004, ING Group acquired Allianz’s property and casualty insurance operations in Canada. The goodwill amounted          
to EUR 48 million. 
 
In 2004, ING Group reduced its shareholding in ING Canada Inc from 100% to 72.9% by an initial public offering                     
of 34,880,000 common shares of ING Canada Inc. The gross proceeds amounted to EUR 552 million. In 2005,                       
the underwriting syndicate exercised its option to buy an additional 5,232,000 common shares, reducing the shareholding 
of ING Group to 70%. 
 
In 2004, ING Group signed a co-insurance agreement with Scottish Re regarding its individual life reinsurance business in 
the United States. Under this agreement, all assets of the business have been transferred to Scottish Re while the liabilities 
related to the business have been reinsured through Scottish Re. Under the agreement ING Group paid a ceding 
commission amounting to EUR 450 million. 
 
In 2004, ING Group acquired the Dutch real estate fund Rodamco Asia. As a result, the fund was delisted from Euronext in 
Amsterdam in 2004 and from the Frankfurt Stock Exchange in 2005. The goodwill amounted to EUR 22 million. 
 
In 2004, ING Group sold its 100% subsidiary CenE Bankiers to Van Lanschot. CenE Bankiers is specialised in commercial and 
private banking in the Netherlands. The value of the transaction amounted to EUR 250 million. 
 
In 2004, ING Group acquired Mercator Bank, a Belgium medium-sized savings bank. The negative goodwill amounted          
to EUR 26 million and was recognised as income in the profit and loss account. 
 
In 2004, ING Group sold its Asian cash equities business to Macquarie Bank. The cash equities business comprises sales, 
trading, research and equity capital markets operations. 
 
In 2004, ING Group sold its non-life insurance business in Australia to QBE Insurance Group. The value of the transaction 
amounted to EUR 431 million. 

CRITICAL ACCOUNTING POLICIES 
ING Group has identified the accounting policies that are most critical to its business operations and to the understanding 
of its results. These critical accounting policies are those which involve the most complex or subjective decisions or 
assessments, and relate to insurance provisions and deferred acquisition costs, provisions for loan losses and the 
determination of the fair values of financial assets and liabilities and employee benefits. In each case, the determination of 
these items is fundamental to the financial condition and results of operations, and requires management to make complex 
judgments based on information and financial data that may change in future periods. As a result, determinations regarding 
these items necessarily involve the use of assumptions and subjective judgments as to future events and are subject to 
change, as the use of different assumptions or data could produce materially different results. For a further discussion of 
the application of these accounting policies, reference is made to the applicable notes to the consolidated financial 
statements and the information below under Principles of valuation and determination of results. 

INSURANCE PROVISIONS, DEFERRED ACQUISITION COSTS AND VALUE OF BUSINESS ACQUIRED 

The establishment of insurance provisions, DAC and VOBA is an inherently uncertain process, involving assumptions about 
factors such as court decisions, changes in laws, social, economic and demographic trends, inflation, investment returns, 
policyholder behaviour and other factors, and, in the life insurance business, assumptions concerning mortality and 
morbidity trends. 
 
The use of different assumptions about these factors could have a material effect on insurance provisions and underwriting 
expense. Changes in assumptions may lead to changes in the insurance provisions over time. Furthermore, some of these 
assumptions can be volatile. 
 
In addition, the adequacy of provision for life policies, net of DAC and VOBA, is evaluated regularly. The test involves 
comparing the established insurance provision with current best estimate assumptions about factors such as court 
decisions, changes in laws, social, economic and demographic trends, inflation, investment returns, policyholder behaviour 
and other factors, mortality and morbidity trends. The use of different assumptions in this test could lead to a different 
outcome. 
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Insurance provisions also include the impact of minimum guarantees which are contained within certain variable annuity 
products. This impact is dependent upon the difference between the potential minimum benefits payable and the total 
account balance, expected mortality and surrender rates. The determination of the potential minimum benefits payable 
also involves the use of assumptions about factors such as inflation, investment returns, policyholder behaviour,     
mortality and morbidity trends and other factors. The use of different assumptions about these factors could have                
a material effect on insurance provisions and underwriting expense. 

PROVISIONS FOR LOAN LOSSES 

Provisions for loan losses are recognised based on an incurred loss model. Considerable judgment is exercised in 
determining the extent of the loan loss provision (impairment) and is based on the management’s evaluation of the risk in 
the portfolio, current economic conditions, loss experience in recent years and credit, industry and geographical 
concentration trends. Changes in such judgments and analyses may lead to changes in the provisions for loan losses over 
time. 
 
The identification of impairment and the determination of the recoverable amount are an inherently uncertain process 
involving various assumptions and factors, including the financial condition of the counterparty, expected future cash flows, 
observable market prices and expected net selling prices. 
 
Future cash flows in a portfolio of financial assets that are collectively evaluated for impairment are estimated on the basis 
of the contractual cash flows of the assets in the portfolio and historical loss experience for assets with credit risk 
characteristics similar to those in the portfolio. Historical loss experience is adjusted on the basis of current observable data 
to reflect the effects of current conditions that did not affect the period on which the historical loss experience is based and 
to remove the effects of conditions in the historical period that do not exist currently. Current observable data may include 
changes in unemployment rates, property prices and commodity prices. The methodology and assumptions used for 
estimating future cash flows are reviewed regularly to reduce any differences between loss estimates and actual loss 
experience. 

FAIR VALUE OF FINANCIAL ASSETS AND LIABILITIES 

Fair value of financial assets and liabilities are determined using quoted market prices. Market prices are obtained from 
traders, brokers and independent market vendors. In general, positions are valued taking the bid price for a long position 
and the offer price for a short position. In some cases where positions are marked at mid-market prices, a fair value 
adjustment is calculated. Furthermore, additional fair value adjustments may be necessary for liquidity or outdated data 
because transactions in a particular financial instrument do not take place on a regular basis. 
 
For certain financial assets and liabilities, including OTC derivative instruments, no quoted market prices are available.      
For these financial assets and liabilities fair value is determined using valuation techniques. These valuation techniques 
consider, among other factors, contractual and market prices, correlations, time value of money, credit, yield curve 
volatility factors and/or prepayment rates of the underlying positions. All valuation techniques used are approved by the 
applicable internal authorities. In addition, market data used in these valuation techniques are validated on a daily basis. 
 
Models are subjective in nature and significant judgment is involved in establishing fair values for financial assets and 
liabilities. Models involve various assumptions regarding the underlying price, yield curve, correlations and many other 
factors. The use of different valuation techniques and assumptions could produce materially different estimates of fair 
value. 
 
Price testing is done to assess whether the process of valuation has led to an appropriate fair value of the position and to  
an appropriate reflection of these valuations in the profit and loss account. Price testing is performed to minimise the 
potential risks for economic losses due to materially incorrect or misused models, which applies to both exchange traded 
positions as well as OTC positions. 

EMPLOYEE BENEFITS 

Group companies operate various defined benefit retirement plans covering a significant number of its domestic and 
international employees. 
 
The liability recognised in the balance sheet in respect of the defined benefit pension plans is the present value of the 
defined benefit obligation at the balance sheet date less the fair value of the plan assets, together with adjustments for 
unrecognised actuarial gains or losses and past unrecognised service costs. 
 
The determination of the defined benefit plan liability is based on internal and external actuarial models and calculations. 
The defined benefit obligation is calculated using the projected unit credit method. Inherent in these actuarial models are 
assumptions including discount rates, rate of increase in future salary and benefit levels, mortality rates, health care costs 
trend rates, consumer price index and the expected return on plan assets. The assumptions are based on available market 
data and the historical performance of plan assets and are updated annually. 
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The actuarial assumptions may differ significantly from the actual results due to changes in market conditions, economic 
and mortality trends and other assumptions. Any changes in these assumptions could have a significant impact on the 
defined benefit plan liabilities and future pension costs. The effects of changes in actuarial assumptions and experience 
adjustments are not recognised in the profit and loss account unless the accumulated changes exceed 10% of the greater of 
the defined benefit obligation and the fair value of the plan assets and then the excess is amortised over the employees’ 
expected average remaining working lives. 

PRINCIPLES OF VALUATION AND DETERMINATION OF RESULTS 

CONSOLIDATION 

ING Group (‘the Group’) comprises ING Groep N.V. (‘the Company’), ING Verzekeringen N.V., ING Bank N.V. and all other 
subsidiaries. The consolidated financial statements of ING Group comprise all entities (including special purpose entities) 
where ING Group, and/or it subsidiaries, has, either directly or indirectly, the power to exercise control over the financial 
and operating policies. Control is presumed to exist when ING Group has, directly or indirectly through subsidiaries, more 
than one half of the voting power or otherwise exercises effective control. 
 
All intercompany transactions, balances and unrealised surpluses and deficits on transactions between group companies 
have been eliminated. Where necessary, the accounting policies used by subsidiaries have been changed to ensure 
consistency with Group policies. In general, the reporting dates of subsidiaries are the same as the reporting date                
of ING Groep N.V. There are no material restrictions on subsidiaries to transfer funds to the parent company. 
 
ING Group’s interests in jointly controlled entities are accounted for by proportionate consolidation. ING Group 
proportionately consolidates its share of the joint ventures’ individual income and expenses, assets and liabilities and cash 
flows on a line-by-line basis with similar items in ING Group’s financial statements. ING Group recognises the portion of 
gains or losses on the sale of assets to the joint venture that it is attributable to the other venturers. ING Group does not 
recognise its share of profits or losses from the joint venture that result from the purchase of assets by ING Group from the 
joint venture until it resells the assets to an independent party. However, if a loss on the transaction provides evidence of   
a reduction in the net realisable value of current assets or an impairment loss, the loss is recognised immediately. 
 
For interests in investment vehicles the existence of control is determined taking into account both ING’s financial interests 
for own risk and its role as investment manager. 

USE OF ESTIMATES AND ASSUMPTIONS 

The preparation of the consolidated financial statements necessitates the use of estimates and assumptions.                  
These estimates and assumptions affect the reported amounts of the assets and liabilities and the amounts of the 
contingent liabilities as at balance sheet date as well as reported income and expenses for the year. The actual outcome 
may differ from these estimates. 
 
The process of setting assumptions is subject to internal control procedures and approvals, and takes into account internal 
and external studies, industry statistics, environmental factors and trends and regulatory requirements. 

SEGMENTAL REPORTING 

A business segment is a distinguishable component of the Group engaged in providing products or services that is subject to 
risks and returns that are different from those of other business segments. A geographical segment is engaged in providing 
products or services within a particular economic environment that are subject to risks and returns that are different from 
those of segments operating in other economic environments. The geographical analyses are based on the location of the 
office from which the transactions are originated. The business lines of the Group are the business segments and the 
primary segment reporting format, the geographical segments the secondary. 

ANALYSIS OF INSURANCE BUSINESS 

Where amounts in respect of insurance business are analysed into ‘life’ and ‘non-life’, health and disability insurance 
business is included in ‘non-life’. 

FOREIGN CURRENCY TRANSLATION 

Functional and presentation currency 
Items included in the financial statements of each of the Group’s entities are measured using the currency of the primary 
economic environment in which the entity operates (‘the functional currency’). The consolidated financial statements are 
presented in Euro, which is the Company’s functional and presentation currency. 
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Transactions and balances 
Foreign currency transactions are translated into the functional currency using the exchange rates prevailing at the dates of 
the transactions. Foreign exchange gains and losses resulting from the settlement of such transactions and from the 
translation at year-end exchange rates of monetary assets and liabilities denominated in foreign currencies are recognised 
in the profit and loss account, except when deferred in equity as part of qualifying cash flow hedges and qualifying net 
investment hedges. 
 
Translation differences on non-monetary items, measured at fair value through profit and loss are reported as part of the 
fair value gain or loss. Non-monetary items are retranslated at the date fair value is determined. Translation differences on 
nonmonetary items measured at fair value through the revaluation reserve are included in the revaluation reserve in 
equity. 
 
Group companies 
The results and financial position of all the group companies that have a functional currency different from the presentation 
currency are translated into the presentation currency as follows: 
 

 Assets and liabilities included in each balance sheet are translated at the closing rate at the date of that balance 
sheet; 

 Income and expenses included in each profit and loss account are translated at average exchange rates        
(unless this average is not a reasonable approximation of the cumulative effect of the rates prevailing on the 
transaction dates, in which case income and expenses are translated at the dates of the transactions); and 

 All resulting exchange differences are recognised in a separate component of equity. 
 
On consolidation, exchange differences arising from the translation of a monetary item that forms part of the net 
investment in a foreign operation, and of borrowings and other instruments designated as hedges of such investments,    
are taken to shareholders’ equity. When a foreign operation is sold, such exchange differences are recognised in the profit 
and loss account as part of the gain or loss on sale. 
 
Goodwill and fair value adjustments arising on the acquisition of a foreign operation are treated as assets and liabilities of 
the foreign operation and translated at the closing rate. 

FAIR VALUE OF FINANCIAL ASSETS AND LIABILITIES 

The fair values of financial instruments traded in active markets (such as publicly traded derivatives and trading and 
available-for-sale securities) are based on quoted market prices at the balance sheet date. The quoted market price used 
for financial assets held by the Group is the current bid price; the quoted market price used for financial liabilities is the 
current ask price. 
 
The fair values of financial instruments that are not traded in an active market (for example over-the-counter derivatives) 
are determined by using valuation techniques. The Group uses a variety of methods and makes assumptions that are based 
on market conditions existing at each balance sheet date. 

DERIVATIVES AND HEDGE ACCOUNTING 

Derivatives are initially recognised at fair value on the date on which a derivative contract is entered into and are 
subsequently remeasured to their fair value. Fair values are obtained from quoted market prices in active markets, 
including recent market transactions, and valuation techniques, including discounted cash flow models and options pricing 
models, as appropriate. All derivatives are carried as assets when their fair value is positive and as liabilities when their fair 
value is negative. 
 
Some credit protection contracts that take the legal form of a derivative, such as certain credit default swaps, are 
accounted for as guarantees. 
 
The method of recognising the resulting fair value gain or loss depends on whether the derivative is designated as a hedging 
instrument and, if so, the nature of the item being hedged. The Group designates certain derivatives as either (1) hedges of 
the fair value of recognised assets or liabilities or firm commitments (fair value hedge); (2) hedges of highly probable future 
cash flows attributable to a recognised asset or liability or a forecasted transaction (cash flow hedge) or (3) hedges of a net 
investment in a foreign operation. Hedge accounting is used for derivatives designated in this way provided certain criteria 
are met. 
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The Group documents, at the inception of the transaction, the relationship between hedging instruments and hedged 
items, as well as its risk management objective and strategy for undertaking various hedge transactions. The Group also 
documents its assessment, both at hedge inception and on an ongoing basis, of whether the derivatives that are used in 
hedging transactions are highly effective in offsetting changes in fair values or cash flows of hedged items including the 
method for assessing the hedging instruments’ effectiveness in offsetting the exposure to changes in the hedged item’s fair 
value or cash flows attributable to the hedged risk. 
 
Certain derivatives embedded in other contracts are measured as separate derivatives when their economic characteristics 
and risks are not closely related to those of the host contract, the host contract is not carried at fair value through profit 
and loss and if a separate instrument with the same terms as the embedded derivative would meet the definition of             
a derivative. These embedded derivatives are measured at fair value with changes in fair value recognised in the profit and 
loss account. 
 
Fair value hedge 
Changes in the fair value of derivatives that are designated and qualify as fair value hedges are recognised in the profit and 
loss account, together with fair value adjustments to the hedged item attributable to the hedged risk. If the hedge 
relationship no longer meets the criteria for hedge accounting, the cumulative adjustment of the hedged item is, in the case 
of interest bearing instruments, amortised in the profit and loss account over the remaining term of the original hedge or 
recognised directly when the hedged item is derecognised. For non-interest bearing instruments, the cumulative 
adjustment of the hedged item is recognised in the profit and loss account only when the hedged instrument is 
derecognised. 
 
Cash flow hedge 
The effective portion of changes in the fair value of derivatives that are designated and qualify as cash flow hedges are 
recognised in equity. The gain or loss relating to the ineffective portion is recognised immediately in the profit and loss 
account. Amounts accumulated in equity are recycled to the profit and loss account in the periods in which the hedged item 
will affect profit or loss. When a hedging instrument expires or is sold, or when a hedge no longer meets the criteria for 
hedge accounting, any cumulative gain or loss existing in equity at that time remains in equity and is recognised when the 
forecast transaction is ultimately recognised in the profit and loss account. When a forecast transaction is no longer 
expected to occur, the cumulative gain or loss that was reported in equity is immediately transferred to the profit and loss 
account. 
 
Net investment hedge 
Hedges of net investments in foreign operations are accounted for similarly to cash flow hedges. Any gain or loss on the 
hedging instrument relating to the effective portion of the hedge is recognised in equity; the gain or loss relating to the 
ineffective portion is recognised immediately in the profit and loss account. Gains and losses accumulated in equity are 
included in the profit and loss account when the foreign operation is disposed of. 
 
Non-trading derivatives that do not qualify for hedge accounting 
Certain non-trading derivative instruments that are used by the Group as part of its risk management strategies do not 
qualify for hedge accounting under the Group’s accounting policies. Changes in the fair value of non-trading derivatives that 
do not qualify for hedge accounting are recognised immediately in the profit and loss account. 

FINANCIAL ASSETS 

Recognition of financial assets 
All purchases and sales of financial assets classified as held-to-maturity, available-for-sale and trading that require delivery 
within the time frame established by regulation or market convention (‘regular way’ purchases and sales) are recognised at 
trade date, which is the date that the Group commits to purchase or sell the asset. Loans and deposits are recognised at 
settlement date. 
 
Derecognition of financial assets 
Financial assets are derecognised when the rights to receive cash flows from the financial assets have expired or where the 
Group has transferred substantially all risks and rewards of ownership. If the Group neither transfers nor retains 
substantially all the risks and rewards of ownership of a financial asset, it derecognises the financial asset if it has no longer 
control over the asset. In transfers where control over the asset is retained, the Group continues to recognise the asset to 
the extent of its continuing involvement. The extent of continuing involvement is determined by the extent to which the 
Group is exposed to changes in the value of the asset. 
 
Loans and advances to customers 
Loans and advances to customers are initially recognised at fair value, net of transaction costs. Subsequently, they are 
carried at amortised cost using the effective interest rate method less any impairment losses. 
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Investments 
Investment securities (including loans quoted in active markets) are classified either as held-to-maturity or               
available-for-sale assets and are initially recognised at fair value, net of transaction costs. Investment securities and loans 
quoted in active markets with fixed maturity where management has both the intent and the ability to hold to maturity are 
classified as held-to-maturity. Investment securities and actively traded loans intended to be held for an indefinite period of 
time, which may be sold in response to needs for liquidity or changes in interest rates, exchange rates or equity prices are 
classified as available-for-sale. 
 
Available-for-sale financial assets 
For available-for-sale debt securities, the difference between cost and redemption value is amortised. Interest income is 
recognised using the effective yield method. Available-for-sale financial assets are measured at fair value. Unrealised gains 
and losses arising from changes in the fair value are recognised in equity. When the securities are disposed of, the related 
accumulated fair value adjustments are included in the profit and loss account as gains and losses from investments.        
For impairments on available-for-sale financial assets reference is made to the section Impairments of other financial 
assets. 
 
Held-to-maturity investments 
Investments for which the Group has the positive intention and ability to hold to maturity and which are designated as 
held-to-maturity assets are subsequently carried at amortised cost using the effective yield method, less any provision for 
impairment. 
 
Financial assets at fair value through profit and loss 
Financial assets at fair value through profit and loss comprise two sub-categories: financial assets held for trading and other 
financial assets designated at fair value through profit and loss by management, including investments for the risk of 
policyholders. A financial asset is classified as at fair value through profit and loss if acquired principally for the purpose of 
selling in the short term or if so designated by management. Designation by management will only take place if this 
eliminates a measurement inconsistency or if the related assets and liabilities are managed on a fair value basis. 
Investments for the risk of policyholders are investments against insurance liabilities for which all changes in fair value of 
invested assets are offset by similar changes in insurance liabilities. 
 
Realised gains and losses on investments 
Realised gains and losses on investments are determined as the difference between the sale proceeds and (amortised) cost. 
For equity securities the cost is determined by using a weighted average per portfolio. For debt securities the cost is 
determined by specific identification. 

OFFSETTING OF FINANCIAL ASSETS AND FINANCIAL LIABILITIES 

Financial assets and financial liabilities are offset and the net amount reported in the balance sheet when the Group has      
a legally enforceable right to set off the recognised amounts and intends to either settle on a net basis or to realise the 
asset and settle the liability simultaneously. 

REPURCHASE TRANSACTIONS AND REVERSE REPURCHASE TRANSACTIONS 

Securities sold subject to repurchase agreements (‘repos’) are retained in the consolidated financial statements.               
The counterparty liability is included in Amounts due to banks, Other borrowed funds or Customer deposits and other funds 
on deposit, as appropriate. 
 
Securities purchased under agreements to resell (‘reverse repos’) are recorded as Loans and advances to customers or 
Amounts due from banks, as appropriate. The difference between sale and repurchase price is treated as interest and 
accrued over the life of the agreement using the effective interest method. 

PROVISIONS FOR LOAN LOSSES 

The Group assesses periodically and at each balance sheet date whether there is objective evidence that a financial asset or 
group of financial assets is impaired. A financial asset or a group of financial assets is impaired and impairment losses are 
incurred if, and only if, there is objective evidence of impairment as a result of one or more events that occurred after the 
initial recognition of the asset (a ‘loss event’) and that loss event (or events) has an impact on the estimated future cash 
flows of the financial asset or group of financial assets that can be reliably estimated. 
 
Objective evidence that a financial asset or group of assets is impaired includes, but is not limited to: 
 

 The borrower has sought or has been placed in bankruptcy or similar protection and this avoids or delays 
repayment of the financial asset. 

 The borrower has failed in the repayment of principle, interest or fees and the payment failure has remained 
unsolved for a certain period. 
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 The borrower has evidenced significant financial difficulty, to the extent that it will have a negative impact on the 
future cash flows of the financial asset. 

 The credit obligation has been restructured for non-commercial reasons. ING has granted concessions,                    
for economic or legal reasons relating to the borrower’s financial difficulty, the effect of which is a reduction in 
the expected future cash flows of the financial asset. 

 
The Group first assesses whether objective evidence of impairment exists individually for financial assets that are 
individually significant, and individually or collectively for financial assets that are not individually significant. If the Group 
determines that no objective evidence of impairment exists for an individually assessed financial asset, whether significant 
or not, it includes the asset in a group of financial assets with similar credit risk characteristics and collectively assesses 
them for impairment. Assets that are individually assessed for impairment and for which an impairment loss is or continues 
to be recognised are not included in a collective assessment of impairment. 
 
If there is objective evidence that an impairment loss on assets carried at amortised cost has been incurred, the amount of 
the loss is measured as the difference between the asset’s carrying amount and the present value of estimated future cash 
flows (excluding future credit losses that have not been incurred) discounted at the financial asset’s original effective 
interest rate. The carrying amount of the asset is reduced through the use of an allowance account and the amount of the 
loss is recognised in the profit and loss account. If the asset has a variable interest rate, the discount rate for measuring any 
impairment loss is the current effective interest rate determined under the contract. 
 
For the purposes of a collective evaluation of impairment, financial assets are grouped on the basis of similar credit risk 
characteristics. Those characteristics are relevant to the estimation of future cash flows for groups of such assets by being 
indicative of the debtors’ ability to pay all amounts due according to the contractual terms of the assets being evaluated. 
Future cash flows in a portfolio of financial assets that are collectively evaluated for impairment are estimated on the basis 
of the contractual cash flows of the assets in the portfolio and historical loss experience for assets with credit risk 
characteristics similar to those in the portfolio. Historical loss experience is adjusted on the basis of current observable data 
to reflect the effects of current conditions that did not affect the period on which the historical loss experience is based and 
to remove the effects of conditions in the historical period that do not exist currently. 
 
When a loan is uncollectable, it is written off against the related provision for loan impairment. Such loans are written off 
after all the necessary procedures have been completed and the amount of the loss has been determined. Subsequent 
recoveries of amounts previously written off decrease the amount of the provision for loan impairment and are recognised 
in the profit and loss account. 
 
If, in a subsequent period, the amount of the impairment loss decreases and the decrease can be related objectively to an 
event occurring after the impairment was recognised (such as an improvement in the debtor’s credit rating), the previously 
recognised impairment loss is reversed by adjusting the allowance account. The amount of the reversal is recognised in the 
profit and loss account. 

IMPAIRMENT OF OTHER FINANCIAL ASSETS 

The Group assesses at each balance sheet date whether there is objective evidence that a financial asset or a group of 
financial assets is impaired. In the case of equity investments classified as available-for-sale, a significant or prolonged 
decline in the fair value of the security below its cost is considered in determining whether the assets are impaired.              
If any such evidence exists for available-for-sale financial assets, the cumulative loss - measured as the difference between 
the acquisition cost and the current fair value, less any impairment loss on that financial asset previously recognised in 
profit and loss - is removed from equity and recognised in the profit and loss account. Impairment losses recognised in the 
profit and loss account on equity instruments are not reversed through the profit and loss account. If, in a subsequent 
period, the fair value of a debt instrument classified as available-for-sale increases and the increase can be objectively 
related to an event occurring after the impairment loss was recognised in profit and loss, the impairment loss is reversed 
through the profit and loss account. 

INVESTMENTS IN ASSOCIATES 

Associates are all entities over which the Group has significant influence but not control, generally accompanying                  
a shareholding of between 20% and 50% of the voting rights. Investments in associates are initially recognised at cost and 
subsequently accounted for by the equity method of accounting. 
 
The Group’s investment in associates (net of any accumulated impairment loss) includes goodwill identified on acquisition. 
The Group’s share of its associates’ post-acquisition profits or losses is recognised in the profit and loss account, and its 
share of post-acquisition movements in reserves is recognised in reserves. The cumulative post-acquisition movements are 
adjusted against the carrying amount of the investment. When the Group’s share of losses in an associate equals or exceeds 
its interest in the associate, including any other unsecured receivables, the Group does not recognise further losses,    
unless it has incurred obligations or made payments on behalf of the associate. 
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Unrealised gains on transactions between the Group and its associates are eliminated to the extent of the Group’s interest 
in the associates. Unrealised losses are also eliminated unless the transaction provides evidence of an impairment of the 
asset transferred. Accounting policies of associates have been changed where necessary to ensure consistency with the 
policies adopted by the Group. 
 
For interests in investment vehicles the existence of significant influence is determined taking into account both ING’s 
financial interests for own risk and its role as investment manager. 

INVESTMENT PROPERTY 

Investment property is stated at fair value as at the balance sheet date. Changes in the carrying amount resulting from 
revaluations are recorded in the profit and loss account. On disposal the difference between the sale proceeds and book 
value is recognised in the profit and loss account. 
 
Fair value of investment property is based on regular appraisals by independent qualified valuers. 

PROPERTY AND EQUIPMENT 

Property in own use 
Land and buildings held for own use are stated at fair value as at balance sheet date. Increases in the carrying amount 
arising on revaluation of land and buildings held for own use are credited to the revaluation reserves in shareholders’ 
equity. Decreases that offset previous increases of the same asset are charged against revaluation reserves directly in 
equity; all other decreases are charged to the profit and loss account. Increases that reverse a revaluation decrease on the 
same asset previously recognised in profit or loss are recognised in the profit and loss account. Depreciation is recognised 
based on the fair value and the estimated useful life (in general 20-50 years). Depreciation is calculated on a straight-line 
basis. On disposal the related revaluation reserve is transferred to retained earnings. 
 
The fair values of land and buildings are based on regular appraisals by independent qualified valuers. Subsequent 
expenditure is included in the assets carrying amount when it is probable that future economic benefits associated with the 
item will flow to the Group and the cost of the item can be measured reliably. 
 
Property under construction 
Land and buildings under construction (including investment property) are stated at the directly attributable purchase and 
construction costs incurred up to the balance sheet date plus borrowing costs incurred during construction and the Group’s 
own development and supervision expenses, where necessary less impairment losses. 
 
Property held for sale 
Property held for sale comprises properties obtained from foreclosures and property developed for sale for which there is 
no specifically negotiated contract. These properties are stated at the lower of cost and net realisable value. Cost includes 
borrowing costs. Net realisable value is the estimated selling price in the ordinary course of business, less applicable 
variable selling expenses. Where the net realisable value is lower than the carrying amount, the impairment is recorded in 
the profit and loss account. 
 
Property under development for third parties 
Property under development for third parties is measured at direct construction cost incurred up to the balance sheet date, 
including borrowing costs incurred during construction and the Group’s own directly attributable development and 
supervision expenses less any required provision for impairment. Profit is recognised on completion date of the property 
(completed contract method). 
 
Property under development where there is a specifically negotiated contract is valued using the percentage of completion 
method (pro rata profit recognition). 
 
Equipment 
Equipment is stated at cost less accumulated depreciation and any impairment losses. The cost of the assets is depreciated 
on a straight-line basis over their estimated useful lives, which are generally as follows: for data processing                   
equipment 2 to 5 years and 4 to 10 years for fixtures and fittings. Expenditures for maintenance and repairs are charged to 
the profit and loss account as incurred. Expenditure incurred on major improvements is capitalised and depreciated. 
 
Assets under operating leases 
Assets leased out under operating leases in which ING is the lessor are stated at cost less accumulated depreciation and any 
impairment losses. The cost of the assets is depreciated on a straight-line basis over the lease term. Reference is made to 
Leases. 
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Disposals 
The difference between the proceeds on disposal and net book value is recognised in the profit and loss account. 
 
Borrowing costs 
Borrowing costs incurred for the construction of any qualifying asset are capitalised during the period of time that is 
required to complete and prepare the asset for its intended use. 

LEASES 

The Group as the lessee 
The leases entered into by ING are primarily operating leases. The total payments made under operating leases are charged 
to the profit and loss account on a straight-line basis over the period of the lease. 
 
When an operating lease is terminated before the lease period has expired, any payment required to be made to the lessor 
by way of penalty is recognised as an expense in the period in which termination takes place. 
 
The Group as the lessor 
When assets are held subject to a finance lease, the present value of the lease payments is recognised as a receivable under 
Loans and advances to customers or Amounts due from banks. The difference between the gross receivable and the 
present value of the receivable is recognised as unearned finance income. Lease income is recognised over the term of the 
lease using the net investment method (before tax), which reflects a constant periodic rate of return. When assets are held 
subject to an operating lease, the assets are included under “Assets under operating leases”. 

PURCHASE ACCOUNTING, GOODWILL AND OTHER INTANGIBLE ASSETS 

Goodwill 
ING Group’s acquisitions are accounted for under the purchase method of accounting, whereby the cost of the acquisitions 
is allocated to the fair value of the assets, liabilities and contingent liabilities acquired. Goodwill, being the difference 
between the cost of the acquisition (including assumed debt) and the Group’s interest in the fair value of the acquired 
assets, liabilities and contingent liabilities as at the date of acquisition, is capitalised as an intangible asset. The results of 
the operations of the acquired companies are included in the profit and loss account from the date control is obtained. 
 
Goodwill is only capitalised on acquisitions after the date of implementing IFRS-EU (1 January 2004). Accounting for 
acquisitions before that date has not been restated; goodwill and internally generated intangibles on those acquisitions 
were charged directly to shareholders’ equity. Goodwill is allocated to cash-generating units for the purpose of impairment 
testing. These cash-generating units represent the lowest level at which goodwill is monitored for internal management 
purposes. This test is performed annually or more frequently if there are indicators of impairment. Under the impairment 
tests, the carrying value of the cash-generating units (including goodwill) is compared to its recoverable amount which is 
the higher of its fair value less costs to sell and its value in use. 
 
Adjustments to the fair value as of the date of acquisition of acquired assets and liabilities that are identified within one 
year after acquisition are recorded as an adjustment to goodwill; any subsequent adjustment is recognised as income or 
expense. However, recognition of deferred tax assets after the acquisition date is recorded as an adjustment to goodwill 
even after the first year. On disposal of group companies, the difference between the sale proceeds and book value 
(including goodwill) and the amount included in the currency translation reserve in equity is included in the profit and loss 
account. 
 
Computer software 
Computer software that has been purchased or generated internally for internal use is stated at cost less amortisation and 
any impairment losses. Amortisation is calculated on a straight-line basis over its useful life. This period will generally not 
exceed three years. Amortisation is included in other expenses. 
 
Value of business acquired (VOBA) 
VOBA is an asset that represents the present value of estimated net cash flows embedded in the insurance contracts of     
an acquired company, which existed at the time the company was acquired. VOBA is amortised similar to amortisation of 
deferred acquisition costs as described in the section Deferred acquisition costs. 
 
Other intangible assets 
Other intangible assets are capitalised and amortised over their expected economic lives. Intangible assets with                   
an indefinite life are not amortised. 
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DEFERRED ACQUISITION COSTS 

Deferred acquisition costs (DAC) are an asset and represent costs of acquiring insurance and investment contracts that are 
deferred and amortised. The deferred costs, all of which vary with and are primarily related to the production of new and 
renewal business, consist principally of commissions, certain underwriting and contract issuance expenses, and certain 
agency expenses. DAC is amortised over the life of the underlying contracts. 
 
For traditional life insurance contracts and certain types of flexible life insurance contracts, DAC is amortised over the 
premium payment period in proportion to the premium revenue recognition. 
 
For other types of flexible life insurance contracts DAC is amortised over the lives of the policies in relation to the 
emergence of estimated gross profits. Amortisation is adjusted retrospectively when estimates of current or future gross 
profits to be realised from a group of products are revised. The estimates and the assumptions are reassessed at the end of 
each reporting period. For DAC on flexible insurance contracts the approach is that in determining the estimate of future 
gross profits ING assumes the short-term and long-term separate account growth rate assumption to be the same. 
Higher/lower expected profits - e.g. reflecting stock market performance or a changed level of assets under management - 
may cause a lower/higher amortisation of DAC due to the catch-up of amortisation in previous and future years.               
This process is known as DAC unlocking. The impact of the DAC unlocking is recorded in the profit and loss account of the 
period in which the unlocking occurs. 
 
DAC is evaluated for recoverability at issue and subsequent to this is tested on a regular basis together with the provision 
for life insurance liabilities and VOBA. The test for recoverability is described in the section Insurance, Investment and 
Reinsurance Contracts. 
 
DAC is adjusted for the impact of unrealised results on allocated investments through equity. 

TAXATION 

Income tax on the profit or loss for the year comprises current and deferred tax. Income tax is recognised in the income 
statement except to the extent that it relates to items recognised directly in equity, in which case it is recognised in equity. 
 
Deferred income tax 
Deferred income tax is provided in full, using the liability method, on temporary differences arising between the tax bases 
of assets and liabilities and their carrying amounts in the consolidated financial statements. Deferred income tax is 
determined using tax rates (and laws) that have been enacted or substantially enacted by the balance sheet date and are 
expected to apply when the related deferred income tax asset is realised or the deferred income tax liability is settled. 
 
Deferred tax assets are recognised where it is probable that future taxable profit will be available against which the 
temporary differences can be utilised. Deferred income tax is provided on temporary differences arising from investments 
in subsidiaries and associates, except where the timing of the reversal of the temporary difference is controlled by the 
Group and it is probable that the difference will not reverse in the foreseeable future. The tax effects of income tax losses 
available for carry forward are recognised as an asset when it is probable that future taxable profits will be available against 
which these losses can be utilised. Deferred tax related to fair value remeasurement of available-for-sale investments and 
cash flow hedges, which are charged or credited directly to equity, is also credited or charged directly to equity and is 
subsequently recognised in the profit and loss account together with the deferred gain or loss. 

FINANCIAL LIABILITIES 

Preference shares, which carry a mandatory coupon or are redeemable on a specific date or at the option of the 
shareholder, are classified as financial liabilities. The dividends on these preference shares are recognised in the profit and 
loss account as interest expense using the effective interest method. 
 
Borrowings are recognised initially at their issue proceeds (fair value of consideration received) net of transaction costs 
incurred. Borrowings are subsequently stated at amortised cost; any difference between proceeds net of transaction costs 
and the redemption value is recognised in the profit and loss account over the period of the borrowings using the effective 
interest method. 
 
If the Group purchases its own debt, it is removed from the balance sheet, and the difference between the carrying amount 
of the liability and the consideration paid is included in net income. 
 
Financial liabilities at fair value through profit and loss comprise two sub-categories: financial liabilities held for trading and 
other financial liabilities designated at fair value through profit and loss by management. Designation by management will 
only take place if this eliminates a measurement inconsistency or if the related assets and liabilities are managed on a fair 
value basis. 
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INSURANCE, INVESTMENT AND REINSURANCE CONTRACTS 

Insurance contracts 
Insurance policies which bear significant insurance risk under the Group accounting policies are presented as insurance 
contracts. Provisions for liabilities under insurance contracts represent estimates of future payouts that will be required in 
respect of life and non-life insurance claims, including expenses relating to such claims. 
 
Provision for life policy liabilities 
The provision for life policy liabilities is calculated on the basis of a prudent prospective actuarial method, taking into 
account the conditions for current insurance contracts. 
 
Insurance provisions on traditional life policies are calculated using various assumptions, including assumptions on 
mortality, morbidity, expenses, investment returns and surrenders. Assumptions for insurance provisions on traditional life 
insurance contracts, including traditional whole life and term life insurance contracts, are based on best estimate 
assumptions including margins for adverse deviations. The assumptions are set initially at the policy issue date and remain 
constant throughout the life of the policy, except in case of loss recognition. 
 
Insurance provisions for universal life, variable life and annuity contracts, unit-linked contracts, etc. are generally set equal 
to the balance that accrues to the benefit of the policyholders. Certain variable annuity products contain minimum 
guarantees on the amounts payable upon death and/or maturity. The insurance provisions include the impact of these 
minimum guarantees, taking into account the difference between the potential minimum benefit payable and the total 
account balance, expected mortality and surrender rates. 
 
The as yet unamortised interest-rate rebates on periodic and single premium contracts are deducted from the Provision for 
life policy liabilities. Interest-rate rebates granted during the year are capitalised and amortised in conformity with the 
anticipated recovery pattern and are recognised in the profit and loss account. 
 
Provision for unearned premiums and unexpired insurance risks 
The provision is calculated in proportion to the unexpired periods of risk. For insurance policies covering a risk increasing 
during the term of the policy at premium rates independent of age, this risk is taken into account in determining the 
provision. Further provisions are made to cover claims under unexpired insurance contracts, which may exceed the 
unearned premiums and the premiums due in respect of these contracts. 
 
Claims provision 
The claims provision is calculated either on a case-by-case basis or by approximation on the basis of experience. Provisions 
have also been made for claims incurred but not reported and for future claims handling expenses. The adequacy of the 
Claims provision is evaluated each year using standard actuarial techniques. In addition, so-called ‘IBNR’ reserves are set to 
recognise the estimated cost of losses that have occurred but which have not yet been notified. 
 
Deferred profit sharing liability 
For insurance contracts with discretionary participation features a deferred profit sharing liability is recorded for the full 
amount of the unrealised revaluation on allocated investments. Furthermore, a deferred profit sharing liability is recorded 
for the share in realised results on allocated investments that is expected to be shared with policyholders. The deferred 
profit sharing liability is reduced with the actual allocation of profit sharing to individual policyholders. 
 
Insurance provisions for policies for which the policyholder bears the investment risk 
The insurance provisions for policies for which the policyholders bear the investment risk are calculated on the same basis 
as the provision for life policy liabilities. For insurance contracts for which policyholders bear the investment risk the 
insurance provisions are generally shown at the balance sheet value of the associated investments. 
 
Reinsurance contracts 
Reinsurance premiums, commissions and claim settlements, as well as the reinsurance element of technical provisions are 
accounted for in the same way as the original contracts for which the reinsurance was concluded. 
 
Investment contracts 
Insurance policies without discretionary participation features which do not bear significant insurance risk under the Group 
accounting policies are presented as Investment contracts. Provisions for liabilities under investment contracts are 
determined either at amortised cost, using the effective interest method (including certain initial acquisition expenses) or at 
fair value. 
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Adequacy test 
The adequacy of the provision for life policy liabilities net of DAC and VOBA is evaluated regularly by each business unit.  
The test considers current estimates of all contractual and related cash flows. It takes into account future developments.  
It allows for remaining unamortised interest-rate rebates, DAC and VOBA. It includes investment income on the same basis 
as it is included in the profit and loss. 
 
If it is determined using a best estimate (50%) confidence level that a shortfall exists, it is immediately recorded in the profit 
and loss account. 
 
If the provisions are not adequate using a prudent (90%) confidence level, but there are offsetting amounts within other 
Group business units, then the business unit is allowed to take measures to strengthen the provisions over a period no 
longer than the expected life of the policies. To extent that there are no offsetting amounts within other Group business 
units then any shortfall at the 90% confidence level is immediately recorded in the profit and loss account. 
 
If the reserves are determined to be adequate at above the 90% confidence level, no reduction in the provision is recorded. 

OTHER LIABILITIES 

Employee benefits - pension obligations 
Group companies operate various pension schemes. The schemes are generally funded through payments to insurance 
companies or trustee-administered funds, determined by periodic actuarial calculations. The Group has both defined 
benefit and defined contribution plans. 
 
A defined benefit plan is a pension plan that defines an amount of pension benefit that an employee will receive on 
retirement, usually dependent on one or more factors such as age, years of service and compensation. The liability 
recognised in the balance sheet in respect of defined benefit pension plans is the present value of the defined benefit 
obligation at the balance sheet date less the fair value of plan assets, together with adjustments for unrecognised actuarial 
gains or losses and unrecognised past service costs. The defined benefit obligation is calculated annually by internal and 
external actuaries using the projected unit credit method. 
 
The defined benefit obligation is calculated using the expected rate of return on plan assets. Differences between this 
expected return and the actual return on these plan assets and actuarial changes are not recognised in the profit and loss 
account, unless the accumulated differences and changes exceed 10% of the greater of the defined benefit obligation and 
the fair value of the plan assets. The excess is amortised and charged or credited to the profit and loss account over 
employees’ remaining working lives. The corridor was reset to nil at the date of transition to IFRS-EU (1 January 2004). 
 
For defined contribution plans, the Group pays contributions to publicly or privately administered pension insurance plans 
on a mandatory, contractual or voluntary basis. The Group has no further payment obligations once the contributions have 
been paid. The contributions are recognised as employee benefit expense when they are due. Prepaid contributions are 
recognised as an asset to the extent that a cash refund or a reduction in the future payments is available. 
 
Other post-retirement obligations 
Some Group companies provide post-retirement healthcare and other benefits to their retirees. The entitlement to these 
benefits is usually conditional on the employee remaining in service up to retirement age and the completion of a minimum 
service period. The expected costs of these benefits are accrued over the period of employment using an accounting 
methodology similar to that for defined benefit pension plans. 
 
Other provisions 
A provision involves a present obligation arising from past events, the settlement of which is expected to result in an 
outflow from the company of resources embodying economic benefits, whereas the timing or the amount is uncertain. 
Unless stated otherwise below, provisions are discounted using a pre-tax discount rate to reflect the time value of money. 
The determination of provisions is an inherently uncertain process involving estimates regarding amounts and timing of 
cash flows. 
 
Reorganisation provisions include employee termination benefits when the Group is demonstrably committed to either 
terminating the employment of current employees according to a detailed formal plan without possibility of withdrawal,   
or providing termination benefits as a result of an offer made to encourage voluntary redundancy. 

INCOME RECOGNITION 

Premium income 
Premiums from life insurance policies are recognised as revenue when due from the policyholder. For non-life insurance 
policies, premium income is recognised on a pro-rata basis over the term of the related policy coverage. Receipts under 
investment contracts are not recognised as premium income. 
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Net interest income 
Interest income and expense are recognised in the profit and loss account using the effective interest method. The effective 
interest method is a method of calculating the amortised cost of a financial asset or a financial liability and of allocating the 
interest income or interest expense over the relevant period. The effective interest rate is the rate that exactly discounts 
estimated future cash payments or receipts through the expected life of the financial instrument or, when appropriate,       
a shorter period to the net carrying amount of the financial asset or financial liability. When calculating the effective 
interest rate, the Group estimates cash flows considering all contractual terms of the financial instrument (for example, 
prepayment options) but does not consider future credit losses. The calculation includes all fees and points paid or received 
between parties to the contract that are an integral part of the effective interest rate, transaction costs and all other 
premiums or discounts. Once a financial asset or a group of similar financial assets has been written down as a result of     
an impairment loss, interest income is recognised using the rate of interest used to discount the future cash flows for the 
purpose of measuring the impairment loss. All interest income and expenses from trading positions and non-trading 
derivatives are classified as interest income and interest expenses in the profit and loss account. Movements in the      
‘clean fair value’ are included in net trading income. 
 
Fees and commissions 
Fees and commissions are generally recognised as the service has been provided. Loan commitment fees for loans that are 
likely to be drawn down are deferred (together with related direct costs) and recognised as an adjustment to the effective 
interest rate on the loan. Loan syndication fees are recognised as revenue when the syndication has been completed and 
the Group retained no part of the loan package for itself or retained a part at the same effective interest rate for the other 
participants. Commission and fees arising from negotiating, or participating in the negotiation of, a transaction for a third 
party – such as the arrangement of the acquisition of shares or other securities or the purchase or sale of businesses – are 
recognised on completion of the underlying transaction. Portfolio and other management advisory and service fees are 
recognised based on the applicable service contracts as the service has been provided. Asset management fees related to 
investment funds and investment contract fees are recognised rateably over the period the service is provided. The same 
principle is applied for wealth management, financial planning and custody services that are continuously provided over   
an extended period of time. 
 
Lease income 
The proceeds from leasing out assets under operating leases are recognised on a straight-line basis over the life of the lease 
agreement. Lease payments received in respect of finance leases when ING is the lessor are divided into an interest 
component (recognised as interest income) and a repayment component. 
 
Expense recognition 
Expenses are recognised in the profit and loss account when a decrease in future economic benefits related to a decrease in 
an asset or an increase in a liability has arisen that can be measured reliably. 

EARNINGS PER ORDINARY SHARE 

Earnings per ordinary share is calculated on the basis of the weighted average number of ordinary shares outstanding.    
The following has been taken into consideration in calculating the weighted average number of ordinary shares 
outstanding: 
 

 Own shares held by group companies are deducted from the total number of ordinary shares in issue; 

 The computation is based on daily averages; and 

 In case of exercised warrants, the day of exercise is taken into consideration. 
 
Diluted earnings per share data are computed as if the stock options and warrants outstanding at year-end were exercised 
at the beginning of the period. It is also assumed that ING Group uses the cash thus received for stock options and warrants 
exercised to buy its own shares against the average market price in the financial year. The net increase in the number of 
shares resulting from the exercise of warrants and stock options is added to the average number of shares used for the 
calculation of diluted earnings per share. 

FIDUCIARY ACTIVITIES 

The Group commonly acts as trustee and in other fiduciary capacities that result in the holding or placing of assets on 
behalf of individuals, trusts, retirement benefit plans and other institutions. These assets and income arising thereon are 
excluded from these financial statements, as they are not assets of the Group. 
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ACCOUNTING POLICIES APPLIED IN RESPECT OF FINANCIAL INSTRUMENTS AND 

INSURANCE CONTRACTS FOR THE YEAR ENDED 31 DECEMBER 2004 
As explained under ‘Changes in accounting principles’, the 2004 comparatives for financial instruments and insurance 
contracts are presented under the accounting principles applied in the 2004 financial statements (i.e. not restated for       
IAS 32, IAS 39 and IFRS 4). The main items involved are: 
 

 Non trading derivatives; 

 Investments; 

 Loans and advances to customers; and 

 Insurance, reinsurance and investment contracts. 
 
Key differences between the former ING GAAP accounting principles and IFRS-EU for these items are described in the 
section ‘Changes in accounting principles’. 
 
The cash flow statement has been drawn up in accordance with the indirect method, classifying cash flows by cash flows 
from operating, investing and financing activities. In the net cash flow from operating activities, the profit before tax is 
adjusted for those items in the profit and loss account and movements in balance sheet items which do not result in actual 
cash flows during the year. 
 
For the purposes of the cash flow statement, cash and cash equivalents comprise balances with less than three months’ 
maturity from the date of acquisition, including cash and non-restricted balances with central banks, treasury bills and 
other eligible bills, amounts due from other banks and amounts due to banks. Investments qualify as a cash equivalent if 
they are readily convertible to a known amount of cash and are subject to an insignificant risk of changes in value. 
 
Cash flows arising from foreign currency transactions are translated into the functional currency using the exchange rates at 
the date of the cash flows. 
 
The net cash flow shown in respect of Loans and advances to customers only relates to transactions involving actual 
payments or receipts. The Additions to the provision for loan losses which is deducted from the item Loans and advances to 
customers in the balance sheet has been adjusted accordingly for the profit before tax and is shown separately in the cash 
flow statement. 
 
The difference between the net cash flow in accordance with the cash flow statement and the movement in Cash in the 
balance sheet is due to exchange differences and is separately accounted for as part of the reconciliation of the net cash 
flow and the balance sheet movement in cash. 
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ADDITIONAL FINANCIAL INFORMATION22 

SHAREHOLDERS’ EQUITY AND NET PROFIT ON THE BASIS OF US GAAP 
Table A13.449 ING – reconciliation of shareholders’ equity and net profit from IFRS-EU to US GAAP 

     

 
Shareholders' equity Net profit 

 
2005 2004 2005 2004 

          

Amounts in accordance with IFRS-EU 36,736 24,069 7,210 5,755 

          

Adjustment in respect of 
    Goodwill 3,837 4,046 -445 -189 

Real estate -1,899 -2,538 -76 316 

Debt securities 397 11,656 -405 206 

Valuation of equity securities - - - 148 

Derivatives and hedge accounting 590 -101 794 425 

Fair value option 155 - 29 - 

Deferred acquisition costs -687 -418 -329 -79 

Provision for life insurance liabilities 277 -431 151 282 

Deferred profit sharing 2,691 - 11 - 

Employee benefits 593 2,041 -120 -64 

Equity instruments 296 - 14 - 

Provision for restructuring 119 60 60 60 

Associates and other equity instruments -1,115 -138 -424 5 

Loan loss provisioning - - 623 - 

Other - 37 -28 1 

          

 
5,254 14,214 -145 1,111 

     Tax effect of the adjustments -493 -3,521 -188 -204 

Third-party interests in adjustments (after tax) 122 332 99 26 

     

Total adjustments after tax 4,883 11,025 -234 933 

          

Amounts in accordance with US GAAP (excluding effects of changes in accounting principles) 41,619 35,094 6,976 6,688 

Cumulative effect of changes in accounting principles - - - -91 

Amounts in accordance with US GAAP  41,619 35,094 6,976 6,597 

NOTES TO THE DIFFERENCES BETWEEN IFRS-EU AND US GAAP 

GOODWILL (2005 AND 2004) 

Under IFRS-EU, goodwill is capitalised on acquisitions after 1 January 2004; goodwill on acquisitions prior to 1 January 2004 
was charged directly to equity. Under US GAAP, goodwill is recognised on all acquisitions. When a reporting unit or               
a business is to be disposed of, goodwill associated with that reporting unit or business is included in the carrying amount 
of the reporting unit or business in determining the gain or loss on disposal. The difference as at 1 January 2004 may 
therefore result in differences in results on disposal. In addition, the transition difference may result in differences in 
impairments in future years. The amount of transition difference changes due to foreign currency translation effect. 
 
The timing of the recognition of goodwill may be different under IFRS-EU and US GAAP since IFRS-EU requires that 
contingent consideration be recorded at the date of acquisition, with subsequent adjustments to contingent consideration 
reflected in goodwill. Under US GAAP, contingent consideration is only recorded when the contingency is resolved and the 
consideration is issued or becomes issuable. 
 
This item includes intangible assets and related amortisation related to acquisitions before 1 January 2004, which under 
IFRS-EU were charged directly to equity as part of goodwill. 

REAL ESTATE (2005 AND 2004) 

Investment property 
Under IFRS-EU, investment property is measured at fair value, with changes in fair value recognised in the profit and loss 
account. No depreciation is recorded. Under US GAAP, investment property is measured at cost less depreciation and 
impairment. Depreciation is charged to the profit and loss account. Realised results on disposal are reported in the profit 
and loss account. 

                                                           
22

 ING Group Financial Statements 2005, pages 176-180. 
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Property in own use 
Under IFRS-EU, property in own use is measured at fair value with changes in fair value recognised in equity. Negative 
revaluation reserves on a property-by-property basis are charged to the profit and loss account. Subsequent recoveries are 
recognised as income up to the original cost. Depreciation over the fair value is charged to the profit and loss account.       
On disposal any revaluation reserve remains in equity and any difference between the carrying amount of the property and 
the sales price is reported in the profit and loss account. Under US GAAP, property in own use is measured at cost less 
depreciation and impairment. Depreciation over the cost basis is charged to the profit and loss account. Realised results on 
disposal are reported in the profit and loss account. Impairments are an adjustment to the cost basis and are not reversed 
on subsequent recovery. 
 
Sale and leaseback 
Under IFRS-EU the gains and losses arising from a sale and operating leaseback transaction are recognised immediately, 
provided the transaction has been concluded at fair value. Under US GAAP, gains on a sale and operating leaseback 
transaction are generally amortised over the future period of the lease. 

DEBT SECURITIES (2005) 

Held-to-maturity investments 
Under IFRS-EU, assets designated as held-to-maturity at the date of implementing IFRS-EU (1 January 2005) were recorded 
at the amortised cost value as at that date. Under US GAAP, these assets were transferred to held-to-maturity from 
available-for-sale at the 1 January 2005 fair value. The difference between fair value and amortised cost at 1 January 2005 is 
amortised over the remaining life. For assets designated as held-to-maturity after 1 January 2005 there is no difference 
between IFRS-EU and US GAAP. 
 
Effective interest on prepayment sensitive assets 
Under IFRS-EU, in applying the effective yield method to determine amortised cost of prepayment sensitive assets,           
the original effective yield is maintained and any recognised adjustment, based on changes in future cash flow estimates,   
is made to the carrying amount of the asset (cumulative catch-up method). Under US GAAP, for beneficial interests in 
recognised assets that are not of high credit quality, a prospective method is used which requires changing the existing 
yield to a new yield based on actual cash flows to date and the latest expected future cash flow profile of the assets.         
For other prepayment sensitive assets a new yield and retrospective adjustment is required. 
 
Foreign currency translation 
Under IFRS-EU, foreign currency translation results on translating the amortised cost of available-for-sale debt securities is 
included in the profit and loss account. The difference between fair value and amortised cost as translated into the 
functional currency is included in the revaluation reserve in equity. Under US GAAP all foreign currency translation results 
on available-for-sale debt securities are recognised in equity attributable to equity holders of the company as part of the 
fair value adjustment (revaluation reserve). 
 
Reversals of impairments 
Under IFRS-EU, prior impairments on debt securities may be reversed if there is an increase in fair value that can be 
objectively related to a new event. Under US GAAP, impairments on debt securities are not reversed. 

DEBT SECURITIES (2004) 

Valuation of fixed-interest securities 
Under IFRS-EU excluding IAS 39 (2004), investments in fixed-interest securities are carried at redemption value. Differences 
between redemption value and cost are amortised to the profit and loss account over the remaining term of the 
investments concerned. Under US GAAP, securities which are available-for-sale are stated at fair value. Unrealised 
movements in the fair value are recognised in Equity attributable to equity holders of the company. Realised results on 
disposal are recognised immediately in the profit and loss account. 
 
Realised gains/losses on disposal of investments in fixed-interest securities 
Under IFRS-EU excluding IAS 39 (2004), the result on disposal of investments in fixed-interest securities, i.e. the difference 
between the proceeds from sale and the book value, is treated as a yield difference. These yield differences are taken to 
the profit and loss account over the remaining term of the investment portfolio. Under US GAAP, the result on disposal is 
immediately recognised in the profit and loss account. 
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VALUATION OF EQUITY SECURITIES (2004) 

Under IFRS-EU excluding IAS 39 (2004) and US GAAP, unrealised losses on equity securities are recorded in the revaluation 
reserve, unless the securities are considered to be impaired. Impairments are charged to the profit and loss account.       
The determination of impairment involves various assumptions and factors, including the period of time and the extent to 
which the unrealised loss has existed and general market conditions, but is primarily based on the financial condition of the 
issuer in the long-term; ING has the intention and ability to hold securities with unrealised losses to full recovery.         
Under US GAAP, unrealised losses that are considered “other than temporary” are charged to the profit and loss account. 
The determination of “other than temporary” is primarily based on the duration and extent to which the market value has 
been below cost. 

DERIVATIVES AND HEDGE ACCOUNTING (2005) 

Under IFRS-EU, hedge accounting is applied where possible. Accordingly, under IFRS-EU gains and losses on derivatives are 
deferred in equity when hedging relationships are designated as cash flow hedges. Adjustments are made to hedged items 
when hedging relationships are designated as fair value hedges. Under US GAAP, the Group has opted to not apply hedge 
accounting subject to items specifically designated as a hedge under US GAAP (including certain hedges of net investments 
in foreign operations). Accordingly, under US GAAP all derivatives other than those designated as hedges are             
marked-to-market through the income statement and no adjustments to hedged items are recognised. 

DERIVATIVES AND HEDGE ACCOUNTING (2004) 

Under IFRS-EU excluding IAS 39 (2004), derivative financial instruments, primarily interest rate swap contracts, used to 
manage interest rate risk are accounted for as off-balance sheet transactions. The related interest income and expense is 
accounted for on a basis in conformity with the hedged position, primarily on an accrual basis. Transactions qualify as 
hedges if these transactions are identified as such and there is a negative correlation between the hedging results and the 
results of the position being hedged. Under US GAAP, derivatives are carried at fair value with changes in fair value 
recorded in income unless specified criteria are met to obtain hedge accounting treatment.  
 
Under US GAAP, the Group has opted to not applying hedge accounting subject to items specifically designated as a hedge 
under US GAAP (including certain hedges of net investments in foreign operations). Accordingly, under US GAAP all 
derivatives other than those designated as hedges are marked-to-market through the income statement and no 
adjustments to hedged items are recognised. 

FAIR VALUE OPTION (2005) 

Under IFRS-EU, certain financial instruments are designated as “at fair value through profit and loss”. For US GAAP,       
these financial instruments are reported as either available-for-sale instruments with movements in fair value recognised in 
equity attributable to equity holders of the company or as loans and receivables which are carried at amortised cost. 

DEFERRED ACQUISITION COSTS (2005 AND 2004) 

Under IFRS-EU, acquisition costs of certain life insurance business involving the receipt of regular premiums are recognised 
and amortised to the profit and loss account in proportion to future premiums. Under US GAAP, deferred acquisition costs 
of traditional insurance contracts are likewise amortised in proportion to future premiums. For universal-life type contracts, 
investment contracts and for participating individual life insurance contracts, deferred acquisition costs are amortised at     
a constant rate based on the present value of the estimated gross profit margins expected to be realised over the life of the 
book of contracts. Changes in estimated gross profits result in a retroactive adjustment recorded in the period the estimate 
of future gross profits change. Both under IFRS-EU and US GAAP deferred acquisition costs are adjusted, where applicable, 
(through equity) to reflect changes that would have been necessary if unrealised investment gains and losses related to 
available-for-sale securities had been realised. However, the amounts may be different due to differences in underlying 
accounting principles. 

PROVISION FOR INSURANCE LIABILITIES (2005 AND 2004) 

Provision for life policyholders 
Both under IFRS-EU and US GAAP, the provision for life policy liabilities is calculated on the basis of a prudent prospective 
actuarial method, having regard to the conditions of current insurance contracts. The difference between IFRS-EU            
and US GAAP primarily concerns the treatment of initial expenses and the assumptions which are made in calculating the 
provisions with regard to the yield on the investments. Adequacy testing of the provisions for life policy liabilities,              
net of unamortised policy acquisition costs and value of business acquired, is performed similarly under both IFRS-EU      
and US GAAP. A reserve inadequacy (under US GAAP: a “premium deficiency”) exists if the life policy liabilities plus the 
present value of expected future gross premiums are insufficient to provide for expected future policy benefits and 
expenses and to recover any unamortised policy acquisition costs and value of business acquired. Reserve strengthening is 
recognised as an additional provision for insurance liabilities under IFRS-EU. Premium deficiencies are recognised under    
US GAAP as an adjustment to the current year’s value of business acquired, or if the deficiency is greater than the value of 
business acquired, it is recognised as a decrease in deferred acquisition costs and then as an increase in the provision for 
life policy liabilities. Based on the differences in the life policy liabilities under IFRS-EU and US GAAP and the different 
confidence levels used in reserve adequacy testing, a premium deficiency may be recognised differently under US GAAP. 
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Furthermore, a shadow premium deficiency may arise under US GAAP when unrealised investment gains related to 
available-for-sale securities are included in the US GAAP adequacy testing as if the gains had been realised. This results in  
an adjustment to equity for any shadow premium deficiency calculated and an adjustment to the current year’s value of 
business acquired, deferred acquisition costs, or provision for life policy liabilities as above. This adjustment is recorded 
under US GAAP but is not recorded for IFRS-EU purposes. 
 
Investment contracts (2005) 
Under IFRS-EU, certain contracts that do not contain significant insurance risk are measured and presented as financial 
instruments and not as insurance contracts. Under US GAAP, these contracts are measured and presented as insurance 
contracts. 

DEFERRED PROFIT SHARING (2005) 

Under IFRS-EU, a deferred policyholder profit sharing liability is established for the realised and unrealised investment 
results allocated to insurance contracts with discretionary participation or with a legal/constructive obligation to share 
investment results with policyholders. Under US GAAP, such deferred liability is only recognised for legal obligations. 

EMPLOYEE BENEFITS (2005 AND 2004) 

Unrecognised actuarial gains and losses 
Under IFRS-EU, all previously unrecognised actuarial gains and losses were charged to equity at 1 January 2004.            
Under US GAAP, no reset of actuarial gains and losses was applied at 1 January 2004. 
 
Accumulated benefit obligation in excess of the fair value of the plan assets 
Under US GAAP, an additional liability is recognised immediately in a situation where the accumulated benefit obligation 
exceeds the fair value of the plan assets and that exceeds the amount of the recorded unfunded accrued pension cost.    
The accumulated benefit obligation differs from the projected benefit obligation in that it does not take into account future 
salary increases. Under IFRS-EU, such additional liability is not recognised. 

EQUITY INSTRUMENTS (2005) 

Under IFRS-EU, instruments with the legal form of equity but with fixed or determinable repayments or dividends are 
classified as ‘liabilities’. Under US GAAP, these instruments are classified as ‘equity’. 

PROVISION FOR RESTRUCTURING (2005 AND 2004) 

Under IFRS-EU, certain restructuring costs relating to employee terminations are recognised when a restructuring plan has 
been announced. Under US GAAP, liabilities related to termination benefits are recognised when incurred. Employee 
termination costs are generally considered to be incurred when certain criteria have been met and the plan has been 
communicated to employees (communication date). Liabilities are recognised on the communication date unless further 
service (beyond a minimum retention period) is required from the employee in which case costs are recognised as benefits 
are earned. 

ASSOCIATES AND OTHER EQUITY INVESTMENTS (2005) 

Differences arise between US GAAP and IFRS-EU for associates for which equity accounting is applied due to underlying 
differences between IFRS-EU and US GAAP in the associates’ equity and profit and loss. These mainly relate to underlying 
differences in the accounting treatment for real estate. 

ASSOCIATES AND OTHER EQUITY INVESTMENTS (2004) 

Differences arise between US GAAP and IFRS-EU for associates for which equity accounting is applied due to underlying 
differences between IFRS-EU and US GAAP in the associates’ equity and profit and loss. These mainly relate to underlying 
differences in the accounting treatment for real estate. 
 
Under IFRS-EU excluding IAS 39 (2004), equity participations are carried at either the lower of cost or market value or at net 
asset value. Dividends received and realised gains and losses on the sale of these shareholdings are charged to the profit 
and loss account. Under US GAAP, these shareholdings are accounted for at either fair value with changes in fair value 
recorded in equity attributable to equity holders of the company, or, in cases where significant influence can be exercised 
by ING, by the equity method. 
 
The criteria for the recognition of gains and losses on the sale of certain equity investments are more stringent              
under US GAAP. As a result, profit on sale is not always recognised in the same accounting period. 
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LOAN LOSS PROVISIONING (2005) 

Under IFRS-EU, loan loss provisions are determined under a revised methodology based on a narrow interpretation of       
an incurred loss model. The application of the IFRS-EU methodology has reduced the amount of the unallocated provision 
for loan losses that ING Group provided in prior years to adequately capture various subjective and judgmental aspects of 
credit risk assessment which were not considered on an individual basis. Accordingly, the alignment of US GAAP reporting 
with the change in estimation process on adoption of IFRS-EU in 2005 has resulted in a release of EUR 623 million       
(before tax) of the provision through the 2005 US GAAP profit. 

OTHER (2005 AND 2004) 

Other includes the effect of certain other differences between IFRS-EU and US GAAP, which both individually and in 
aggregate have no significant effect on equity attributable to equity holders of the company and net profit for the period. 
 
 

 

 

 


